Taxation assignment Bronwen
Question 1 A solicitor is a joint executor named in a will. The solicitor is now dealing with the administration of the estate. To assist with the administration the solicitor opens a bank account. The solicitor is one signatory on the account. The second signatory is the other executor named in the will.
What are the solicitor’s obligations with regard to the money held in the bank account?

Answer 1:
All solicitor firms are regulated in the SRA and must comply with the SRA accounts rules. Solicitors have a duty to proper exercise client money, Rule 1.3 SRA Code of Conduct. Western v Law society (1998). As this would be a joint account Rule 1.2 SRA Code of Conduct. Would apply. 

Question 2
A firm of solicitors is acting on behalf of a new client in a property transaction. On 1 February, the firm pays a Land Registry fee of £25. On 4 February, the client sends the firm a cheque for £202,000, made up of the purchase price of £200,000 and £2,000 on account of costs. The firm’s bank does not allow cheques to be split. What is the best the action the firm should take? 

Answer 2:
The cheque can be paid in to either the business or the client account. The firm can pay £202,000 into the client bank account as this is client money. Rule 2.1. Although the firm has paid the bill to the land registry, disbursements cannot be made until the client has been billed Rule 2.1(d) SRA. After the solicitor has sent an invoice to the client the firm may transfer £25 from the client bank account to the business bank account only when there are enough funds in the client account Rule 5.3. this must be done promptly Rule 2.3 SRA.   

Question 3
A firm of solicitors was set up 18 months ago. The total balance of all client Bank accounts operated by the firm regularly exceeds £2 million. The firm’s accountants have reported that the firm has fully complied with the SRA Accounts Rules. The firm has an accounting period of 12 months. Is the firm required to submit the accountants’ report to the SRA? 

Answer 3: 
Rule 12(b) SRA

Question 4
A solicitor accepts instructions from a new client in respect of a litigation matter. The client sends the solicitor a cheque for £1,000 on account of costs. The client asks on the telephone for the solicitor not to pay the cheque into the firm’s client bank account for seven days, after which time the client will receive his next month’s salary.
How should the solicitor respond to the client’s request? 

Answer 4:

The solicitor could come to a written agreement with the client so the solicitor could hold the cheque until the client has the money in his bank, Rule 2.3(c). the money should be made available Rule 2.4 SRA.

Question 5
A firm of solicitors receives a number of payments from separate clients over the course of a week.

A.	A cheque for £1,200 in payment of the firm’s bill for professional charges.
B.	A cheque for £50 in reimbursement of an as yet unbilled payment made from the firm’s business bank account.
C.	A cheque for £200 to cover a disbursement as yet unpaid.
D.	A cheque for £300,600 comprising £300,000 completion money on the client’s purchase of a flat and £600 in payment of the firm’s bill.
E.	A cheque for £100 in respect of a disbursement already paid by the firm.
Which of the following is a receipt of pure client money? 

Answer 5:
C, is client money because the company has not yet paid any money out. This money is classed as client money Rule 2.1 SRA 

Question 6
A solicitor is instructed by a client in the purchase of a house. The purchase price agreed with the seller is £400,000. Prior to any disbursements being incurred, the client sends the solicitor a cheque for £40,500 comprising £40,000 to use as the deposit for the purchase and £500 generally on account of costs and disbursements.
How should the solicitor should deal with receipt of the cheque?

Answer 6: 
The cheque should go into the client account and then firm could pay the disbursements out of the client account 
The solicitor should send a receipt to the client for the cash paid of £40,500. as CR. £40,000 for the deposit of the purchase price DR. £500 for the expense incurred DR. Rule 5.1(b) SRA.

Question 7
A solicitor has acted for a client in respect of commercial property transactions for many years. The solicitor completes the sale of a property on behalf of a client. The proceeds of sale are received into the firm’s client bank account. The solicitor is about to transfer the proceeds of sale to the client when the client instructs the solicitor to pay £10,000 from the proceeds of sale to the school attended by the client’s son in payment of school fees.
Should the solicitor should make the payment? 

Answer 7: The solicitor should not make the payment for the school fees; because, the money should not be used as a banking facility and therefore should not be used to pay for the client’s son`s schooling Rule 3.3 SRA Accounts Rules.

Question 8
A firm of solicitors makes a number of cash payments over the course of a month.
For which of the following cash payments would the corresponding double entry reflect the fact that the firm has incurred an expense?
A.	£100,000 for staff wages.
B.	£15,000 to buy a photocopier.
C.	£20,000 for new office furniture.
D.	£50,000 in repayment of a bank loan.
E.	£3,000 to buy a computer.

Answer 8: 
The answer is A and D. The firm has incurred expenses by paying wages and paying back the bank loan.


Question 9
A solicitor receives £1,000 from a client generally on account of costs. Following the receipt, the client ledger account shows a CR balance of £1,000 on the client section and a zero balance on the business section. The solicitor needs to pay a court fee of £300 on the client’s behalf. The solicitor makes the payment from the firm’s client bank account and records the payment accordingly in the firm’s accounts. The solicitor has not issued a bill.
What is the effect of the payment? 

Answer 9: 
The solicitor is obliged to send a bill or written notice to the client Rule 4.3(a). The firm would then be able to pay for disbursements from the client account as long as there is sufficient money in the clients account Rule 5.3 SRA Accounting Rules. Even though the firm has not issued a bill it is still the firms’ money and client money.

Question 10
A firm act for a client in the purchase of a property. The firm sends a bill to the client made up of:
•	£480 for the firm’s professional charges and VAT; and
•	£600 for a surveyor’s fee (the firm has not yet paid the fee).
The client sends the firm a cheque for £101,080, comprised of £1,080 in payment of the bill and £100,000 as the balance of the purchase price required to complete the purchase.
How should the firm should deal with receipt of the cheque? 

Answer 10:
The cheque can go into the business account under the client ledger account under the business CR

The cheque of £101,000 would be put into the clients account, £480 can be taken out of the client account and put into the business account because, the firm has sent the client a bill, this would be done promptly Rule 4.2 SRA Code of Conduct. £600 for the surveys would be left in the client account along with the £100,000 for completion because it is the clients’ money until the depts are paid, the reason for this is because client money should be kept separate from the business Rule 4.1 SRA. This would be recorded in a cash account in the client ledger account as £101,080 in the client column on the right as a credit (CR)  Rule 8.1(a)(i) because, the client has paid money in, £480 would be recorded under the business column of the client ledger account under the balance because the firm has earned an income so this would not be client money Rule 8.1(a)(ii) SRA and also on the left as a debt (DR) because the money owed to the firm has been paid, Rule 8.4.£100,600 would be recorded in the client column under the debit (DR) because, the client has accrued expenses, the reason for the client ledger account is because money that comes in and out must be recorded Rule 8.1, 8.3 SRA.
 
Question 11
A firm is acting for the executors in the administration of an estate. The firm is holding £300,000 in the client bank account for the executors and sends the estate accounts to the residuary beneficiary for approval. The residuary beneficiary approves the estate accounts and asks the firm to hold £220,000 for her and £80,000 for her son, who is buying a house. The firm is acting for the son in his house purchase.
How should the firm should record the residuary beneficiary’s instructions in the accounts? 

Answer 11: 
This would be an inter client transfer. The £300,000 should be recorded in the cash account under the client account column DR.  In the client ledger account for the residuary beneficiary under the client account £300,000 should be recorded as CR. And in the balance £300,000CR. In the same client ledger under client account £80,000 for her son in the column DR and in the balance would be recorded as £220,000CR. Rule 8.1(b). SRA.

Question 12
A firm of solicitors is registered for VAT purposes. The firm is refurbishing its offices. As part of that process the firm sells some items of redundant office furniture. The buyer is not registered for VAT purposes.
Must the firm charge VAT on the sale price? 

Answer 12: 
Because the firm is registered for VAT purposes, they must charge VAT s4(1) Value Added Tax Act 1994.

Question 13
A firm of solicitors is acting for a client in a litigation matter. The firm is currently holding £600 in its client bank account for the client generally on account of costs. The firm receives an invoice from an enquiry agent for charges of £400 plus VAT in connection with the client’s matter. The enquiry agent’s invoice is addressed

Which bank account should the firm should use to pay the invoice?  

Answer 13:
The firm will need to pay the enquiry agent £480 out of the business account because the invoice is made out to the firm. 

Question 14
A solicitor is instructed by a new client in a litigation matter. At the initial interview the solicitor asks the client to pay £500 generally on account of costs and disbursements. The client says that he will let the solicitor have a cheque for that sum within the next week. It is now five days after the initial interview and the client has not yet made any payment to the solicitor. The solicitor needs to pay a court fee of £100 on the client’s behalf.
Which bank account should the solicitor should use to pay the £100? 

Answer 14: the solicitor should use the business account to pay the £100 court fee money in the client account Rule 5.3 because the firm is liable to pay debts that have occurred through the client Rule 2.2(a) and then send a bill to the client.

Question 15
[bookmark: _Hlk131514819]A firm of solicitors receives £250,000 on behalf of a client and pays it into the firm’s general client account. The client instructs the firm to continue to hold the money on his behalf as he will be abroad for the next month. The firm transfers the money to a separate designated deposit bank account (SDDBA).
Why should the firm make the transfer? 

Answer 15: 
By transferring the money to a separate designated account, the firm would be able to earn interest. Interest earned in the designated deposit bank account solicitors are entitled to keep Solicitors Act 1974.
 

Question 16
A solicitor is acting for the seller of a property. The terms of the contract provide for the buyer to pay a 10% deposit on exchange of contracts to be held by the seller’s solicitor as stakeholder. On exchange of contracts the solicitor receives the 10% deposit.
How should the solicitor deal with the deposit? 

Answer 16:
The 10% deposit is client money and should be kept in the clients account Rule 2.1(b). because, the seller’s solicitor is holding the money until the completion stage when the money has to be released to the seller.

Question 17
A firm is acting for a client in the purchase of a property. The client pays the firm £400,000 to use in part payment of the purchase price of £500,000. The client will fund the balance of the purchase price by borrowing £100,000 from a building society by way of a mortgage. The firm is also acting for the lender in relation to the mortgage.
Prior to completion of the purchase, the firm receives the mortgage advance and pays the money into the firm’s client bank account. The firm records the receipt on a client ledger account in the name of the lender.

Which accounting records should the firm make on the borrower’s ledger account on completion? 

Answer 17: 
On completion the £100,000 should be recorded in the same client ledger account in the name of the bank, in the client account under column DR. Rule 8.1 SRA.
 
Question 18:
A firm of solicitors was set up 14 months ago. During its first accounting year, the firm has generally handled only small amounts of client money, but on three occasions the balance on the firm’s client bank account has exceeded £1m.
What are the firm’s obligations with regard to obtaining an accountant’s report? 

Answer 18: 
the firm is obliged to obtain an accountant’s report at least every 5 weeks Rule 8.2 SRA.

 
