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Introduction 
 
Solicitors' client accounts and the associated merits and risks of solicitors handling 
client money have been the topic of debate during the last year. In March 2015, the 
Chair of the Legal Services Board (LSB), Sir Michael Pitt, gave a speech at the 
Modern Law conference titled, "navigating through turbulence"1. In this speech, Sir 
Michael stated that the: 
 
 "Misuse of client money is one of the biggest regulatory risks. It is a risk to clients 
and to the public’s confidence in the legal profession. 
 
"The legal services regulators are working together with the aim of identifying 
arrangements to avoid the handling of client money." 
 
Since then, the front-line legal regulators have raised similar concerns; however, the 
evidence to support these assertions is lacking. Indeed, there are a great many 
benefits associated with solicitors being able to operate client accounts; the 
conveyancing market, for example, is reliant on the ability to move client money, or 
cancel the movement of client money, quickly and at short notice. Regulators, whilst 
praising the merits of third party managed accounts, have not sufficiently explored 
the potential drawbacks or the likelihood that any new or alternative process would in 
turn create a new set of problems.   
 
Regulators have highlighted what they view as problems associated with solicitors 
handling client money; however, they have provided little analysis or evidence to 
support these views. It has been argued that handling client money represents 
significant financial risk and the SRA has used figures around claims to the solicitors' 
Compensation Fund to illustrate this2. The profession should not be complacent 
about the misuse of client money; however, it is not sufficient to quote the amount 
claimed from the Solicitors' Compensation Fund without providing contextual 
information on the size of the legal market within which the Fund operates. 
 
Similarly, little evidence has been provided to suggest that possible misuse of client 
money would reduce if client accounts were not used. The Society can see that 
escrow accounts may help to stop 'dipping in'; however, it is not evident that 
alternatives would provide additional protection against large-scale dishonesty and 
determined theft.  
 
When it comes to client protections, it is possible that the alternatives to client 
accounts offer less protection than the current arrangements. Solicitors' clients in 
England and Wales are able to access outstanding client protections including 
comprehensive regulated professional indemnity insurance arrangements, access to 
the Legal Ombudsman and the Solicitors' Compensation Fund. Clients value these 
protections and they should not be abandoned or watered down. Consumer redress 
in the financial and legal sectors is different and it is possible that clients would have 
fewer and more complicated protections with third party managed accounts. 
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It has also been suggested that alternatives to client accounts could be cheaper. 
Again, there is no evidence to support this; indeed, the cost of using a third party 
managed account is likely to be prohibitively expensive for most solicitors. In 
addition, firms could lose out financially as banks often offer better deals to firms who 
keep client accounts with them. Firms who do not use client money may find it easier 
to get on banks' lender panels - the joint regulators' paper includes this as a potential 
benefit but provides no supportive evidence. It then goes on to state the opposite, 
and that banks may be reluctant to deal with those who use third party managed 
accounts, as there could be an increased risk of fraud. 
 
The Law Society rejects the idea that handing client money represents more risk than 
alternatives to client accounts. However, even if this was not the case, it is difficult to 
see how a permissive change to the SRA's Handbook would result in significant 
changes in behaviour. The areas of law where solicitors handle the largest quantities 
of client money are associated with conveyancing. The ability for practitioners to 
move money swiftly and at short notice underpins the conveyancing market and this 
would not be possible with third party managed accounts where there are more 
actors involved in the process. It is also unlikely that a solicitor would be willing to 
accept responsibility for undertakings if they are unable to control the process.  
 
The tenor of the debate in relation to solicitors handling client money is worrying. The 
joint regulators' briefing paper under-states the significant benefits to clients, 
practitioners and the market of the current arrangements as well as the practical 
difficulties associated with using alternatives to clients accounts. With so little 
evidence available that the alternatives represent less risk than solicitors handling 
client money, it is odd that there has been so much discussion about this topic. It is 
even stranger that the LSB and other regulators chose to dedicate an entire paper in 
their submission to the Government on a deregulatory progress. The Law Society is 
of the view that solicitors should be able to operate client accounts and a wholesale 
switch over to escrow services would not be viable. The Law Society would oppose 
any attempt to make alternatives to handling client money mandatory. 
 
The Law Society would oppose any attempt to restrict solicitors from holding client 
money. The Society has seen no evidence that this is necessary and believes that 
such a change would: 

 be damaging to the legal services market - in particular the conveyancing 
market;  

 be likely to provide less client protection and client protection mechanisms 
would be confusing to both clients and practitioners;  

 be financially damaging to firms, particularly small firms; 

 be likely to have an impact on the operation of the solicitors' Compensation 
Fund, which would again have a detrimental impact on client protection. 

 
Responding to the discussion paper 
 
The Society is keen gauge the views of its members. The Society would like to know 
the extent to which members agree that:  

 Solicitors' client accounts pose no more risk than third party managed 
accounts;   

 Were it permitted , solicitors are unlikely to use alternatives to client 
accounts; and  
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 There could be significant unintended consequences associated with even a 
permissive change; for example, there could be an unwelcome impact on the 
solicitors' Compensation Fund. 

 
You can respond to this discussion paper by post or email. The deadline is 6 May 
2016. 
 
Email address: regulatoryaffairs@LawSociety.org.uk 
 
Postal address: 
Regulatory Affairs Unit 
113 Chancery Lane 
London 
WC2A 1PP 
 
Background 
 
Since the LSB Chair spoke in March 2015, the SRA has consulted on a proposed 
permissive change to the Handbook that would allow solicitors to use third party 
managed accounts as an alternative to handling client money3. Several stakeholders, 
including the Law Society, raised concerns about this proposal and the SRA decided 
not to include the change in the November 2015 iteration of the Handbook. The SRA 
has indicated that it intends to consult more fully on the proposal and the topic will be 
included in the Solicitors' Accounts Rules consultation planned for Easter 2016, as 
part of the overall review of the Solicitors' Handbook.  
 
In July 2015, the LSB submitted papers to the Government on behalf of the front-line 
regulators to illustrate how they had supported the Government's commitment to 
deregulation. A briefing on alternatives to holding client money was included in these 
papers4.The briefing described holding client money as, "an activity which generates 
considerable consumer risk and a large quantity of regulation." The paper looks at 
the alternatives and argues that these could bring significant benefits to consumers, 
practitioners and regulators. 
 
This consultation exercise will help the Law Society to formulate its policy position in 
relation to alternatives to client accounts and will inform discussions with the SRA 
and LSB. It is unlikely that a considerable number of firms would voluntarily opt to 
use such a scheme, particularly those who operate in areas of law, such as 
conveyancing, that are considered to be high risk. Indeed, it is difficult to perceive 
how such a shift would be desirable, given that the conveyancing market in the UK is 
reliant upon the ability of conveyancers to move money quickly and at short notice. 
The Society is of the view that alternatives to client accounts may suit certain 
business models; however, the Society has some concerns over the impact that a 
large-scale shift to the alternatives could have; for example, on the solicitors' 
Compensation Fund.  
 
In order to help inform the debate around this topic, an analysis of the potential risks 
associated with handling client money has been included, below.  The Society is not 
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persuaded that solicitors' client accounts pose significantly more risk than third party 
managed accounts. The Society looks forward to hearing from the profession on this 
topic. 
 
Financial risk 
 
The joint regulators' paper accepts that in the vast majority of transactions, solicitors 
handle client money safely. This is an important point and the size of the market 
should be taken into consideration when calculating the risk level. In each month of 
2014, around 140 reports were made to the SRA relating to the misuse of client 
money or assets and 1,699 claims were made against the solicitors Compensation 
Fund, totalling £24.69 million5. This figure alone cannot be used to determine the 
level of risk associated with handling client money; it should be viewed in the context 
of the enormity of the market within which the fund operates. An estimated £8.4 
billion is held in designated accounts and £9.1 billion in general clients accounts in 
'normal' economic circumstances. In 2011, average balances were estimated at 
around £5.7 billion and £6.2 billion respectively. Based on this, it can reasonably be 
assumed that the average sum kept in client accounts is somewhere between £11.9 
and £17.5 billion.  
 
The SRA's Risk Outlook 2015/166 highlights the misuse of client money as a 
consistent risk to the people who use legal services. The Outlook states that in 2014, 
the SRA took regulatory action on 300 different matters linked to this issue. Given 
that there are approximately 130,000 solicitors with practising certificates in England 
and Wales, this does not appear to the Law Society to indicate any kind of systemic 
misuse of client funds within the profession. Indeed, some of the 300 matters may be 
linked to the same firm and regulatory action can range in severity from monitoring 
practitioners to referring them to the Solicitors Disciplinary Tribunal.  
 
Client protection 
 
Client protection has been raised as an argument in support of alternatives to 
solicitors handling client money7. However, solicitors' clients currently have access to 
outstanding consumer protections. The SRA requires solicitors to abide by strict rules 
in regards to accounting for and keeping client money safe. If a solicitor or firm does 
not keep client money safe, the client can complain to the Legal Ombudsman who 
has the power to order redress of up to £50,000 or they can go through the courts. 
Solicitors must be indemnified up to the value of £2million but if an insurance claim is 
not possible, there is also a solicitors' Compensation Fund to fall back on as a last 
resort. 
 
Research conducted by the Legal Services Consumer Panel states that, "the current 
regimes provide a comprehensive coverage of the risks" and, "consumers greatly 
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value the protections offered and are willing to pay for them"8. It has been suggested 
that these protections are expensive and costs filter down to clients in the form of 
more expensive legal services. This may be the case but the Consumer Panel 
research also found that clients are happy to accept these costs and that they view 
the protections they receive as worthwhile.  
 
It is not clear that clients would enjoy equivalent protections if solicitors used escrow 
accounts. The Financial Services Compensation Scheme, the Financial Ombudsman 
and escrow providers' insurance, would protect clients; however, such arrangements 
could create confusion and uneven consumer protection. Clients would be able to 
complain to the Financial Ombudsman in relation to client money held in an escrow 
account but would need to refer to the Legal Ombudsman if they felt that their 
solicitor provided a poor service. In addition, the protections offered are inconsistent; 
for example, the maximum grant payable from the solicitors' Compensation Fund is 
£2million whereas the maximum payable from the Financial Services Compensation 
Scheme is £85,000. The regulatory arrangements in relation to payment institutions 
are also potentially confusing as there are two types of institution, each subject to 
different regulatory requirements around safeguarding money. 
 
Rather than increasing transparency, using alternatives to client accounts could 
increase clients' confusion. It is unreasonable to expect clients to understand and be 
able to compare the protections available to them if solicitors use different 
arrangements to hold client money. As the Consumer Panel correctly points out 
(although in a different context, when discussing the potential for clients to take out 
insurance), there are information asymmetries and clients cannot be expected to 
have a detailed level of knowledge to compare services accurately and assess 
quality. 
 
Using alternatives to client accounts is also likely to decrease the overall influence of 
the SRA, which has less authority and ready access to information about the financial 
stability of providers of alternatives to client accounts. 
 
The costs of regulation should be as low as possible and innovation amongst firms 
should be encouraged but there should not be a race to the bottom in terms of 
standards. Clients should be confident that the services they receive are of a good 
quality and that consumer protections are available if something goes wrong.  
 
The Law Society is concerned that the SRA might permit alternatives to client 
accounts and at the same time introduce a proportionate reduction of the 
requirement to contribute to the solicitors' Compensation Fund. As noted above, the 
logic that alternative escrow accounts can reduce fraud/regulatory risk seems to the 
Society to be at best unproven and certainly no basis to undermine the solicitors' 
Compensation Fund, which would have a detrimental impact on client protections. 
 
The cost of handling client money 
 
Regulators have said that client accounts can be expensive to run and that there may 
be financial benefits for firms wishing to use alternatives to client accounts. It is 
envisaged that lower costs would lead to more competition, cheaper services, and 
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increase access to justice. The Society has not seen evidence that alternatives to 
client accounts are cheaper; indeed, the ability to operate client accounts brings 
financial benefits to firms. 
 
BARCO charges 1% for funds stored up to a value of £100,000, 0.75% from 101,000 
up to £500,000 and 0.25% beyond £501,0009. Only in very limited scenarios can the 
Law Society envisage third party accounts as an attractive option for firms. The 
Society notes that BARCO is considering options to become less expensive and 
more attractive non-barristers. 
 
The areas of law considered highest risk in terms of client money are conveyancing 
and probate. Given the large amount of client money held in client accounts by 
solicitors who work in these areas, it is likely that the costs of using an escrow 
account would be too great to be attractive. 
 
The joint regulators' briefing states that practitioners using alternatives to client 
accounts could save money from lower practising certificate fees, lower solicitors' 
Compensation Fund contributions and potentially, lower personal indemnity 
insurance premiums. The briefing mentions in a footnote, the potentially serious 
impact this could have on the solicitors' Compensation Fund, which tends to deal 
with historic issues and could be damaged by a sudden drop in contributions. It has 
been suggested that alternatives to client accounts may provide some savings for 
firms; however, the Law Society has seen no evidence that this is the case. 
 
Alternatives to client accounts are likely to be particularly unattractive to small firms. 
In 'normal' economic conditions, solicitors are able to earn interest from client money 
kept in general client accounts. In recent years, given the low interest rates, it is likely 
that firms have been making a notional loss as there are administrative costs 
associated with handling client money. However, solicitors gain a further financial 
benefit from handling client money in their wider commercial relationships with banks. 
A change in the relationship with banks could result in a net increase in the overall 
costs for some firms, particularly small firms - of which BAME solicitors are 
disproportionately represented - as bank charges would be likely to increase and 
loans may become more expensive. 
 
The joint regulators' briefing suggests that firms that use alternatives to client 
accounts may be considered 'lower risk' and therefore may find it easier to get onto 
banks' lenders panels. The briefing does not provide any evidence to support this 
assertion. Indeed, later on it states that there is also a risk that banks may be 
reluctant to deal with those who use third party managed accounts, as there could be 
an increased risk of fraud. 
 
Reducing regulatory requirements/burden 
 
The joint regulators' briefing suggests that by not handling client money, solicitors 
could remove themselves from regulatory burden. The paper states that this is a 
priority for firms and references the results of the LSB's recent 'cost of regulation' 
research10 which identified "client accounts/money" amongst the top twenty 
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regulatory areas practitioners would like to see removed. However, the paper does 
not mention that "client accounts/money" appears in the top five areas of regulation 
that practitioners identified as areas to keep in the same piece of research. 
Practitioners were particularly keen to keep this area of regulation if they worked in 
areas of law associated with wills, trusts and probate, conveyancing and employment 
law. Therefore, the LSB's research could be said to be at least questionable as 
credible evidence to suggest that this is an area of regulation that solicitors wish to 
see removed. 
 
It is not clear that the use of alternatives to client accounts would always decrease 
administrative burden to firms and clients; for example, if the legal work being 
undertaken was not substantive, the administrative work associated with it may be 
disproportionate and this could have a negative impact, particularly on vulnerable 
clients and small firms. 
 
Mishandling client money 
 
The biggest reason for claims to the SRA solicitors' Compensation Fund is that the 
solicitor or firm has stolen client money. This is an important issue; however, we 
need to consider whether alternatives to solicitors operating client accounts would be 
any safer than the current arrangements. 
 
The Society can see that using alternatives to client accounts may help to stop firms 
from 'dipping in' to client money. This tends to happen when a firm is struggling 
financially and money is 'borrowed' from the client account in order to keep the 
business running but the firm is then unable to pay the money back. However, it is 
not evident that alternatives to client accounts would provide additional protection 
against large-scale dishonesty and determined theft.  
 
The joint regulators' paper accepts that alternatives to holding client money would not 
eliminate the scope for fraud. It is the case that the areas of law that are viewed as 
most high risk in terms of claims on the solicitors' Compensation Fund are also those 
that rely most on solicitors' ability to handle client money. The SRA has highlighted 
that conveyancing  claims have put a strain on both professional indemnity insurers 
and the solicitors' Compensation Fund11 and stated in its discussion paper, 
'Protecting clients' financial interests', launched in July 201512, that, "a simple way to 
reduce claims arising from the risks associated with holding client money would be to 
prevent solicitors from doing so." The SRA stated, "This does not seem to be a 
proportionate or targeted intervention" due to the benefits for consumers of solicitors 
being able to handle client money. 
 
It is difficult to imagine how third party managed accounts would be an attractive 
option for those involved in conveyancing; as well as being prohibitively expensive, 
the conveyancing market relies on solicitors being able to move money between 
bank accounts and cancel transfers of money quickly and at short notice. 
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 Legal Services Consumer Panel (2013) Financial protection arrangements - 
http://www.legalservicesconsumerpanel.org.uk/ourwork/Financial%20Protection/FPAs%202013%20
06%2010%20final.pdf 
12

 http://www.sra.org.uk/sra/consultations/discussion-papers/protecting-clients-financial-
interests.page 



 

8 

Transferring money from an escrow account is a comparatively slow process: for a 
low value transaction, the client is notified and then several days later, if they have 
not challenged the transfer, the payment is processed. However, if the transaction is 
high value, both the solicitor and the client are required to authorise the payment 
before funds are released. Introducing a further actor into the conveyancing process 
would increase the risk of mistakes happening which could extend the process 
further. Solicitors are unlikely to feel completely comfortable accepting an 
undertaking if they have to surrender accountability for part of the process. 
 
The Society is also concerned that third party managed accounts could be 
detrimental to the conveyancing market in other ways: if third party managed 
accounts became the norm (not likely under a permissive change to the rules) and 
they were provided by a limited pool of providers, and there was a fault with one, it 
could cause problems across the entire conveyancing market as well as detriment to 
individual chains of conveyancing transactions.  
 
Protection against fraud 
 
Criminals are becoming increasingly adroit at targeting law firms and it has been 
suggested that fraud scams could be better protected against if alternatives to client 
accounts were used. It is not clear how escrow accounts would reduce fraud risk; 
indeed, under the current arrangements, the risk from fraud scammers is spread 
across the market.  A handful, or even a single provider, may put client money more 
at risk. Whilst there are anecdotal reports from the insurance industry that premiums 
may have to rise due to the increased incidence of fraud scams perpetrated against 
firms/client accounts, there is as yet no specific evidence that demonstrates how third 
party managed accounts would reduce risk to client money in any more effective way 
than the current client arrangements. 
 
This paper does not go into detail about the risks related to money laundering, as this 
is not a risk that has been highlighted by the LSB and other regulators as an area of 
concern in the joint Ministerial submission.  It should, however, be noted that the 
Government recently published its National Risk Assessment (NRA) - a government 
evaluation of money laundering risks in the UK - which states that the legal services 
sector has a high risk of money laundering. The Society believes this report to be 
misleading13 but if solicitors have views on this we would very much welcome them. 
 
Conclusion 
 
Holding client money is always going to involve an element of risk. However, given 
the size of the legal market, and the huge sums of client money that held by 
solicitors, the Society is not persuaded that the current arrangements for doing so 
represent a disproportionate risk.  
 
The Society has looked at how the risks relating to handling client money compare 
with those associated with the alternatives. In some respects, the alternatives appear 
more confusing from a client's perspective and potentially hold fewer protections for 
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 See press release, "Intelligence shortcomings render anti-money laundering report findings 
misleading, warns legal sector ", dated 15 October 2015. 
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clients. Third party managed accounts are unlikely to be an attractive option for firms 
and would not be compatible with the conveyancing market. 
 
It is clear that the SRA is concerned by the risk of sudden shocks to the solicitors' 
Compensation Fund. The research undertaken by Economic Insight14 as part of the 
solicitors' Compensation Fund Review shows the impact that just one firm can have 
on the finances of the Fund. It is important to protect as much as possible against 
these shocks and the SRA needs to ensure that procedures are in place to identify 
firms that are going to cause such problems early. The SRA's processes for doing 
this should be transparent. 
 
The Society is keen gauge the views of its members. The Society would like to know 
if members agree that:  

 Solicitors' client accounts pose no more risk than third party managed 
accounts;   

 Given the option, solicitors are unlikely to use alternatives to client accounts; 
and  

 There could be significant unintended consequences associated with even a 
permissive change; for example, there could be an unwelcome impact on the 
solicitors' Compensation Fund. 
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 Economic Insight (2014) Compensation Fund Review - 
http://www.sra.org.uk/documents/SRA/compensation-fund-review.pdf 


