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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).



For law professionals

SRA Handbook

Welcome

Introduction

Principles

Code of Conduct

Accounts Rules

Authorisation and Practising Requirements

Practice Framework Rules

Authorisation Rules

Practising Regulations

Keeping of the Roll Regulations

Qualification Regulations

Training Provider Regulations

CPD Regulations

Admission Regulations

QLTS Regulations

HRA Regulations

QASA Regulations

Suitability Test

Client Protection

Indemnity Insurance Rules

Indemnity Enactment Rules

Indemnity Rules

Compensation Fund Rules

Intervention Powers (Statutory Trust) Rules

Discipline and Costs Recovery

Disciplinary Procedure Rules

Cost of Investigations Regulations

Overseas Rules

SRA Overseas Rules 2013

Specialist Services

Property Selling Rules

Financial Services (Scope) Rules

Financial Services (Conduct of Business) Rules

European Cross-border Practice Rules

Insolvency Practice Rules

Glossary

Investigation and enforcement

If we are investigating you

Good practice in investigations

Determining focus of an investigation

Financial penalties guidance

Reporting and how to report

Providing information and intelligence

Cooperating with an investigation

Whistleblowing to the SRA

No engagement at present

Intervention and the SDT

Intervention into a practice

Solicitors Disciplinary Tribunal

PC conditions, suspension, removal from roll

PC conditions

Suspension, removal from the roll

Apply for approval of employment

Policy statement

Recognised sole practitioners

COLPs and COFAs

What is a COLP and COFA?

Responsibilities of COLPs and COFAs

Responsibilities and accountability

Nominating COLPs and COFAs

Case studies

Resources

Compliance News

COLP and COFA conference 2017

COLP and COFA conference 2016

COLP and COFA conference 2015

COLP and COFA conference 2014

COLP and COFA conference 2013

More help

FAQs

Ethics Q&A

Firm-based authorisation

New firm application

Existing firms applications

Legal entity change

Temporary emergency authorisation

For partnership

Where a sole practitioner has died

For COLP/COFA

Compliance officer approval

Manager/owner approval

Individual manager/owner

Entity manager/owner

LDP to licensed body

Deemed approved compliance officer

Deemed approved manager/owner

Authorised Body manager/owner

Solicitor/REL/RFL manager/owner

Succession

Financial services and your firm

Accountants' reports

Qualified reports

Period end change

Change of accountant

Late reports

'Cease to hold' report

Accountant's report waiver

Waiver from obligation to obtain accountant's report

Third party managed accounts

Anti Money Laundering authorisation

Firm closures

How we make authorisation decisions

Register of licensed bodies (ABS)

Supervision

I have been reported

Supervision for small firms

Resources

FAQs

Referral fees FAQs

Guidance

Question of ethics

Fraud and dishonesty

Lottery scams

Get rich quick scams

Inheritance scams

Investment in shares scams

For more information

Share of money scams

Scams - item held in secure deposit

Warning notices

Case studies

Professional indemnity

Participating insurers

Estimated premium income

Current indemnity rules

ARP contract

Previous indemnity rules

Financial protection

Small firms

Small firms email alert

Your health, your career

SRA Innovate

Innovation and growth

SRA Innovate Educate

Waivers

Apply for a waiver

Law firm diversity

Benefits of diversity in the profession

Sexual harassment and the law

Lesbian Gay Bisexual Transgender inclusion

Recruitment and progression

Reporting your firm data

Law firm diversity tool

More about the tool

RELs and RFLs

Financial Services

Regulated activities

Consumer credit

Background

Q&A

Money laundering

Your firm and money laundering

Referral fees

History and effect of the ban

Consultation with our stakeholders

Our approach to the ban

Guidance

Archive

Rules and regulations

About change tracker

Code of Conduct 2007

Accounts Rules 1998

Compensation Fund Rules

Cost of Investigations

Disciplinary Procedure Rules

Financial Services (Business) Rules

Financial Services (Scope) Rules

Indemnity Rules

Indemnity Insurance Rules

Training Regulations

Practising Regulations

Recognised bodies regulations

Transfer Regulations

Admission Regulations

Keeping of the Roll Regulations

HRA Regulations

Intervention Powers (Statutory Trust) Rules

PC Fee Order Regulations

Guidance

Question of ethics

Continuing competence and accreditation

Competence statement

Threshold standard

Statement of legal knowledge

Continuing competence toolkit

Useful information

How to reflect

How to plan

How to address learning needs

How to record and evaluate

Key resources

Annual declaration

Summary

Case studies

How to use competence statement

In-house solicitors

Templates

More about continuing competence

Research

Sharing approaches

Questions and answers

Youth court advocacy

About these resources

Communicating effectively

Working with other organisations

Keeping your knowledge up to date

What young people expect

Resources

Accreditation

Higher rights of audience

Approved assessment providers

Competence standards

Police station representatives

Quality Assurance Scheme for Advocates

Continuing competence FAQs

Qualified Lawyers Transfer

Key features

Exemptions guidance

Recognised jurisdictions

QLTS outcomes

Q&A

Q&A

Good standing and certificates

Certificate of good standing

Certificate of attestation

Replacement admission certificate

Extract from the roll

Firm letter of regulatory standing

FAQs

For the public

Who we are

How we regulate

Finding and using a solicitor

Find a solicitor

Law firm search

About this search

Legal notice

What to expect

Community language versions

Cymraeg/Welsh

Français/French

Polski/Polish

Punjabi

Bengali

Gujurati

Guangzhou huà/Cantonese

Urdu

Pashto

Soomaaliga/Somali

Get the best from your solicitor

Costs and legal aid

Legal jargon explained

Check a solicitor's record

Help with searching

Our approach to publication

Disciplinary guidance

Controls

Closures

Agreements

Approval denied

Employee decision

Sanctions

Prosecutions

Tribunal findings

Recent decisions

Problems with a solicitor

Report a solicitor

Providing information to the SRA

Guidance for witnesses

Whistleblowing to the SRA

Investigating concerns

A solicitor has closed down

Intervention

Solicitors we have closed down

Effect on employees

Information for trade creditors

A solicitor owes you money

General client losses

Conveyancing and mortgage claims

Wills, estate and trust fund claims

Outstanding professional fee claims

Recognising fraud and dishonesty

Mortgage fraud and money laundering

Suspected dishonesty

Abandonment or sudden closure

Arrest, charge or conviction

Solicitor's financial problems

Bogus solicitors

Scams

Investment schemes

Property schemes

Law firms with financial problems

Frequently asked questions

Scam alerts

Scams round-up

Students

Academic stage

Qualifying law degree providers

CPE/GDL providers

Exempting law degree providers

Joint Statement

Legal Practice Course

LPC providers

Resources

Student information pack

Legal Practice Course information pack

FAQs for students

Q&A on the Solicitor Apprenticeship

Q&A for education providers

Fees schedule

Equivalent means information pack

Trainees

Training contract

Guidance

Applications

Period of recognised training

Guidance

Monitoring

Applications

Training principal declaration

Professional Skills Course providers

Written standards

Admission

Routes to admission

Pre-admission applicant screening

Admission forms and fees

Admission dates

Before and after admission

Persons admitted to the roll of solicitors

mySRA activation

FAQs

Resources

Trainee information pack

Authorised training provider information pack

Professional Skills Course information pack

Equivalent means information pack

FAQs for trainees

FAQs for training providers

About us

Equality and Diversity

Our work on diversity

Diversity in the profession

Diversity in law firms

Diversity of in-house lawyers

Reports about diversity

Diversity policies

Gender reassignment

Reasonable adjustments

Diversity in the SRA

Staff diversity monitoring

Workforce progress report 2016

Archive

How we work

What we do

Memoranda of understanding

Our Board and committees

Board engagement

Meeting archive

Our committees

Meet the Board

Register of interests

Delegation framework

Our management

Our charter

Disclosure - our approach

Transparency

Information we publish

Witness evidence

Privacy notice

Managing our records

Information sharing

Costs statement

Decision making

Decision making at the SRA

Guidance

Schedule of delegation

Procedures and adjudication

Reconsideration policy

Regulatory history policy

Adjudication function

Procedures

Consultation and discussion

Closed consultations

Subscribe to alerts

Our approach to consultation

Our consultation responses

Discussion papers

Virtual reference groups

Research and reports

Regulated population statistics

Consumer research

Assigned risks pool

Monitoring data

Enforcement impact assessment

Complaints about our service

Complaints charter

Complaints policy

Make a complaint

Independent reviewer’s report

News and events

News releases

2017

2016

2015

2014

2013

2012

2011

2010

Events

Webinars

Speeches

SRA Update

Insight

Press contacts

Strategy

Sub-strategies

Enforcement strategy

Conveyancing

Referral fees ban

Business planning

Current business plan

Business plan archive

Independent regulation

Policy

Our approach

Regulatory reform

Solicitors Qualifying Examination

Transitional arrangements

Research and reports

SQE blog

Looking to the future

Blog

Your questions

Videos and webinars

Why it matters

Resources

Policies

Jobs

Join us

Diversity and inclusion

Benefits

Environment

Interviews

Hear from our staff

Our values

For recruitment agencies

Risk

Risk Outlook

Our priority risks

2018/2019

2017/2018

Autumn 2017 update

Spring 2018 update

2016/2017

Autumn 2016 update

Spring 2017 update

2015/2016

Autumn 2015 update

Spring 2016 update

2014/2015

Autumn 2014 update

Spring 2015 update

2013/2014

Autumn 2013 update

Spring 2014 update

Risk publications

Risk Framework

Severity - the relative harm of risks

Risk Index

Incoming reports assessment

Risk Q&A

rblog

mySRA

Forms and applications

Help and guidance

Getting started

Account activation

User guides

FAQs

Using mySRA

Keeping of the roll

PC renewal

Fees

Ways to pay

Fee policy 2018/2019

Fee calculator

Fee policy 2017/2018

Practising certificate and periodic fees

Fee calculator

Fee policy 2016/2017

Fee calculator

Fee policy 2015/2016

Fee calculator

mySRA updates

Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Warning notice

Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.

Notes

1. Fuglers LLP v SRA [2014] EWHC 179 (Admin).

2. Premji Naram Patel v Solicitors' Regulation Authority [2012] EWHC 3373 (Admin).

3. Attorney General of Zambia v Meer Care & Desai [2008] EWCA Civ 1007.

4. Cranston J at [34] SRA v Patel [2012] EWHC 3373 (Admin), Fuglers & Ors v SRA

[2014] EWHC 179 (Admin) (QB).

5. See, for example, regulation 40(2)(b) of the Money Laundering, Terrorist Financing and

Transfer of Funds (information on the payer) Regulations 2017.

6. See for example R v Khan (Shadab) [2010] EWCA Crim 2841 (four years’

imprisonment).

7. Fuglers LLP v SRA [2014] EWHC 179 (Admin).
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Improper use of a client account as a banking facility

Issued on 18 December 2014 | Updated 6 August 2018

Status

While this guidance does not form part of the SRA Handbook, we may have regard to it when exercising our

regulatory functions.

Who is this guidance relevant to?

This guidance is relevant to all practitioners who have any involvement in holding or using money received for

clients or others.

For a number of years, we have warned that solicitors must not provide banking facilities to clients or others.

This warning notice is a reminder of some of the key issues and risks of which you should be aware. We have

also set out some case studies to help you comply with your obligations.

Our rules and principles

Rule 14.5 of the SRA Accounts Rules 2011 provides that:
"You must not provide banking facilities through a client account. Payments into, and transfers or
withdrawals from, a client account must be in respect of instructions relating to an underlying
transaction (and the funds arising therefrom) or to a service forming part of your normal regulated
activities."

The rule’s guidance note states that:

"Rule 14.5 reflects decisions of the Solicitors Disciplinary Tribunal that it is not a proper part of a
solicitor's everyday business or practice to operate a banking facility for third parties, whether they are
clients of the firm or not. It should be noted that any exemption under the Financial Services and
Markets Act 2000 is likely to be lost if a deposit is taken in circumstances which do not form part of
your practice. It should also be borne in mind that there are criminal sanctions against assisting money
launderers."

Concerns about the improper use of client account have been clearly and more broadly stated in case law.

You should make sure that you are fully aware of the relevant case law including the Fuglers1, Patel2, and

Zambia3 cases.

The Principles

A breach of rule 14.5 is a serious matter in itself.

If you allow your firm’s client account to be used improperly this may also result in a breach of the SRA

Principles including:

Principle 1: upholding the rule of law and the proper administration of justice;

Principle 3: not allowing your independence to be compromised;

Principle 6: behaving in a way that maintains the trust the public places in you and the provision of legal

services; and

Principle 8: running your business or carrying out your role in the business effectively and in accordance with

proper governance and sound financial and risk management principles.

Our concerns

You or your firm should not be used to provide banking facilities to clients or third parties. You must also

actively consider whether there are any risk factors suggesting that the transaction on which you are acting,

even if it appears to be the normal work of a solicitor, is not genuine or is suspicious.

Some of the key issues you should be aware of include the following.

Providing banking facilities through a client account is objectionable
in itself

The prohibition in rule 14.5 is simple and clear: “You must not provide banking facilities through a client

account.” The second sentence in the rule recognises that holding and moving money for clients may not be a

breach where doing so is related to proper instructions regarding a transaction on which you are acting or in

connection with the professional services you are providing.

The courts have confirmed that operating a banking facility for clients divorced from any legal or other

professional work is in itself objectionable. You are not regulated as a bank to provide such facilities. If you do

provide banking facilities for clients, you are trading on the trust and reputation from your status as a solicitor

in doing so4.

You must therefore only receive funds into your client account where there is a proper connection between

receipt of the funds and the legal services you are providing. It is not sufficient that there is simply an

underlying transaction if you are not providing legal advice on the matter, or if the handling of money has no

proper connection to that advice.

There must be a proper connection between the underlying legal
transaction or advice and the payments you are asked to make or
receive

The rule is not intended to prevent usual practice in traditional work undertaken by solicitors such as

conveyancing, company acquisitions, the administration of estates or dealing with formal trusts. So, it does

not affect your ability to make usual and proper payments from client account when they are related to the

transaction (such as the payment of estate agents’ fees in a conveyancing transaction).

Whether there is such a proper connection will depend on the facts of each case. The fact that you have a

retainer with a client is insufficient to allow you to process funds freely through client account. You need to

think carefully about whether there is any justification for money to pass through your client account when it

could be simply paid directly between the clients.

Historically, some solicitors have held funds for clients to enable them to pay the client’s routine outgoings.

This has been mainly for the clients’ convenience such as where they are long term private clients or based

abroad. In view of technological change, such as the ease of internet and telephone banking, we consider that

allowing client account to be used in this way is no longer justifiable and a breach of rule 14.5. Clients can

now operate their bank accounts from their own homes or indeed from anywhere in the world. Allowing clients

simply to hold money in a client account gives rise to significant risks and may evade sophisticated controls

and risk analyses that banks apply to money held for their customers.

Factors you should bear in mind when considering such issues include:

Throughout the retainer, you should question why you are being asked to receive funds and for what purpose.

The further the details of the transaction are from the norm or from the usual services a solicitor provides, the

higher the risk that you may breach rule 14.5.

You should always ask why you are being asked to make a payment or why the client cannot make or receive

the payment directly themselves. The client's convenience is not a legitimate reason, nor is not having access

to a bank account in the UK. Risk factors could involve the payment of substantial sums to others, including

family members, or to corporate entities, particularly overseas, if there is no reason why the client could not

receive the money into their own account and transfer it from there.

You have a separate obligation to return client money to the client promptly, as soon as there is no longer any

proper reason for you to retain those funds (rule 14.3 of the SRA Accounts Rules). If you retain funds in client

account after completion of a transaction, there is risk (depending on how long you hold the money) of

breaching both rule 14.3 and 14.5.

Risk of insolvency

You should be aware that a client may ask you to hold or deal with money in client account to avoid their

obligations under insolvency legislation. Banks commonly withdraw facilities when told that there has been a

winding up petition.

If a law firm allows its client account to be used in an insolvency situation to receive and process money, the

client will improperly obtain a banking service which would otherwise be unavailable to it. There are also risks

that in making payments to order. You may improperly favour one creditor over another.

Finally, section 127 of the Insolvency Act 1986 may apply to require creditors to reimburse payments from the

client account in a subsequent liquidation. A solicitor who knowingly makes or facilitates such payments may

be subject to a personal liability, in addition to the liability of the payee to reimburse the amount transferred.

Rule 14.5 and the risk of money laundering

Allowing a client account to be used as a banking facility carries with it the additional risk that you may assist

money laundering. Our rules specifically require you to comply with all relevant anti-money laundering

legislation including the Money Laundering, Terrorist Financing and Transfer of Funds (information on the

payer) Regulations 2017 (MLRs).

You should also be familiar with our warning notices on:

Money laundering and terrorist financing

Investment schemes (including conveyancing)

Investment schemes and client account

You must remain alert to any unusual or suspicious factors such as concern about the source of funds or what

you are asked to do with them. Your obligation to comply with rule 14.5 offers an important 'first line of

defence' against clients or others who seek to use your client account to launder money. It also helps you to

secure professional independence from your client in compliance with Principle 3.

We have also seen firms making multiple transfers of money between the ledgers of different clients or

companies without evidence of the purpose or legal basis for the transfers (such as Board resolutions or

contracts). Transfers in such circumstances will be a breach of rule 14.5, particularly if they are simply carried

out on request. It is an important principle of anti-money laundering regulation that transactions are properly

recorded and can be reconstructed5. Such conduct would be of significant concern to us as it makes the

tracking of money difficult and may be aggravated by the number and the value of such transfers.

Although, allowing client account to be used as a banking facility can facilitate money laundering, rule 14.5

exists independently of the anti-money laundering legislation and a breach of rule 14.5 does not require there

to be evidence of laundering. If there is such evidence, we would expect a prosecution under the Proceeds of

Crime Act 20026. It is no defence to, or mitigation, of a breach of rule 14.5 that there was no evidence of

actual laundering. Indeed, such arguments indicate a lack of insight into the reasons for rule 14.5 and the risks

it addresses. For example:

Rule 14.5 and the MLRs are to a large extent preventative provisions, intended to make it more difficult for

people to use regulated businesses for improper purposes but also to deter law firms from helping such

people.

Any impropriety may be distant from the movement of money through a client account. In a classic laundering

process, the movement through a client account may be the third or fourth stage of laundering the proceeds of

a distant crime. But every stage contributes to the effectiveness of the laundering process.

There are many potential forms of impropriety as well as money laundering. The Fuglers7 case is one

example in an insolvency context but there are many others such as hiding assets improperly in commercial

or matrimonial disputes. You should also be aware of the risks in allowing your client account to be used to

add credibility to questionable investment schemes.

Movement of money through client account is attractive to those with an improper purpose:

Attempts by law enforcement or opposing litigants to obtain information may be blocked by a claim to

privilege, even though the claim to privilege may be unsustainable on proper analysis with access to the

documents.

It largely circumvents the sophisticated risk systems used by banks.

Solicitors, particularly in smaller firms, with a close relationship to an important client may be vulnerable to

pressure to avoid making suspicious activity reports.

Enforcement action

You should be prepared to justify to us any decision that you make that it was appropriate for you to hold or

move client money. Failure to have proper regard to this warning notice is likely to lead to disciplinary action.

Further guidance

For guidance on conduct issues, contact the Professional Ethics Guidance Team.
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