Taxation Assignment 

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 law firms are subject to SRA regulation and are required to follow its accounting regulations. According to Rule 1.3 of the SRA Code of Conduct, lawyers are required to manage client funds properly. Law Society v. Western (1998). It being a joint account RA Code of Conduct Rule 1.2 would apply. Rule 8.2 would also apply here You get all customer and company account statements from banks, building societies and other financial organisations at least once every five weeks, this would ensure that both client and solicitor are up to date with the account. 
 
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 client account or the business account may both accept the payment of the cheque. As this is client money, the firm is permitted to deposit £202,000 into the client's bank account. Disbursements cannot be made until the client has been billed in accordance with Rule 2.1(d) SRA, even though the firm has already paid the charge to the land registry. The firm may transfer £25 from the client bank account to the business bank account only when there are sufficient monies in the client account after the solicitor has issued the client an invoice. Rule 5.3. This has to be done promptly as per SRA Rule 2.3.   
 
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:
Under rule SRA rule 12.1 and  12.2 the firm would be required to submit every six months and also because they would exceed the limits that are set.  
 
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: 
 In accordance with Rule 2.3(c), the solicitor and the client may agree in writing for the   solicitor to keep the cheque until the client deposits the funds in his bank. Rule 2.4 SRA should be followed when allocating the funds.
 
 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: 
 Since the business hasn't yet made any payments, option C is client money. This money is categorised as client money under SRA Rule 2.1.  

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 deal with receipt of the cheque? 
 
Answer 6: 
The cheque should be deposited into the client account so that the business can use that account to pay the expenditures.  
The client should receive a receipt from the solicitor for the £40,500 cash payment. Rule 5.1(b) SRA. £40,000 for the deposit of the purchase price DR. £500 for the expense incurred DR.
Also rule 4.1 would apply as you would always keep client money separate from money belonging to authorised body 

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 make the payment?  
 
Answer 7
Since the funds should not be used as a banking facility or to pay for the client's son's education, the solicitor should refrain from paying the school fees. SRA Accounts Rules, Rule 3.3.
 
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 responses are A paying employees' salaries. However also B,C and E could be a expense as they office would require new equipment should something break etc and also to keep up to date with recent technology.  
 
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:  
 Rule 4.3(a) requires the solicitor to mail the client a bill or written notice. As long as there is enough money in the client account, the firm would then be able to pay for disbursements Rule 5.3 SRA Accounting Rules. Even when there isn't a charge from the company, the funds are still the firm's and the client's.

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 deal with receipt of the cheque?  
 
Answer 10: 
The cheque can be deposited into the business account, client ledger account or business CR.
 
The £101,000 cheque would be deposited into the client's account. Since the firm has already sent the client a bill, £480 can be removed from the client account and deposited into the business account. Since it is the clients' money until the debts are paid, £600 for the surveys and the £100,000 for completion would be kept in the client account. This is done in accordance with SRA Rule 4.1, which states that client money should be kept separate from business funds. 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) states that because the client has paid money in, £480 should be entered in the client ledger account's business column beneath the balance because the firm has made money and therefore this is not client money. Rule 8.1(a)(ii) SRA and also on the left as a debt (DR), as the firm's obligation has been satisfied, according to Rule 8.4.Because the client has accrued expenses, £100,600 would be entered in the client column under the debit (DR). This is necessary because Rule 8.1 and Rule 8.3 of the SRA require that all money coming in and going out be recorded.
  
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 record the residuary beneficiary’s instructions in the accounts?  
 
Answer 11:  
 This would be a transfer between clients. The £300,000 must be noted in the cash account's column DR for the customer account.  £300,000 should be listed as CR in the client ledger account for the residual beneficiary under the client account. The remaining amount is £300,000CR. The amount would be entered as £220,000CR in the same client ledger under the client account for her son, which is under client account £80,000 in the column DR. 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:  
 S4(1) of the Value Added Tax Act of 1994 states that the company must charge VAT because it is registered for VAT purposes.
 
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 the firm should use to pay the invoice?   
 
Answer 13: 
The invoice is written out to the firm, thus the firm will have to use the business account to pay the enquiry agent £480.  

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 the solicitor should use to pay the £100?  
 
Answer 14
Because the firm is responsible for paying debts that have arisen through the client Rule 2.2(a), the     solicitor should use the business account to pay the £100 court fee money in the client account. The solicitor should then send the client a bill. 

Question 15 
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:  
The company would be able to make money by moving the money to a different authorised account and earning interest. Solicitors are permitted to keep any interest earned in the approved deposit bank account. 1974 Solicitors Act.
  
 
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: 
 Rule 2.1(b) states that the 10% deposit is client money and should be held in the client's account. Because until the completion stage, when the money must be transferred to the seller, the seller's solicitor is holding onto it.
 
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: 
 Following completion, the £100,000 must be recorded in the same client ledger account under column DR in the client account in the name of the bank, in accordance with 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:  
Rule 8.2 SRA requires the firm to acquire an accountant's report at least once every five weeks.
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