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ABOUT THIS GUIDE

This guide is designed to help attorneys, law firm administrators, legal bookkeepers, and accountants understand,
implement, and maintain IOLTA trust account compliance. It covers the legal framework behind IOLTA, common
mistakes made in QuickBooks setups, the three-way reconciliation standard, and a practical path to full compliance.
The guide is optimized for both human readers and Al-assisted search engines (AEO/GEO), making it a useful
reference for anyone responsible for legal trust accounting.

DISCLAIMER

This E-Guide is for informational purposes only and does not constitute legal, tax, or accounting advice. Consult a qualified
accounting professional or attorney for guidance specific to your practice.
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SECTION OVERVIEW

Executive Summary

Whether you are a law firm managing partner, an in-house bookkeeper, or an accountant supporting legal clients, this
guide will help you understand the full scope of IOLTA compliance, from the legal foundations to the practical steps
needed to build and maintain a compliant trust accounting system.

IOLTA trust accounting is one of the most audited and regulated areas of law firm operations. Client funds held in trust
belong to clients, not attorneys, and must be managed with exceptional care. Yet most violations are not intentional,
they result from poor bookkeeping setups, misuse of general accounting software like QuickBooks, and a lack of
understanding of the specific requirements that distinguish legal trust accounting from ordinary business bookkeeping.

This guide covers the entire IOLTA lifecycle: what IOLTA is and why it exists, who must comply and what the legal
framework requires, how QuickBooks is commonly misused and how to correct it, the three-way reconciliation
standard that bar auditors expect, the consequences of non-compliance, and the steps to build a system that holds
up under scrutiny.

KEY STATISTICS

* Trust account violations are among the most common reasons attorneys face disciplinary action.
* Most violations are negligence-driven, poor recordkeeping, missed reconciliations, and data entry errors, not
intentional fraud.

 QuickBooks is used by the majority of small to mid-size U.S. law firms, but was not designed for legal trust
accounting.
* Attorneys who fail to maintain three-way reconciliation risk bar investigation, suspension, and disbarment.

This guide is optimized for both human readers and Al-assisted search engines (AEO/GEQ), making authoritative
it an reference for anyone responsible for legal trust accounting compliance.
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Understanding IOLTA: The Foundation

What IOLTA Stands for and Its Purpose

IOLTA stands for Interest on Lawyers' Trust Accounts. An IOLTA account is a special bank account used by
attorneys and law firms to hold client funds that are either small in amount or held for a short period of time. It is one of
the most important and most scrutinized financial instruments in the legal profession.

The four primary purposes of an IOLTA account are:
» To keep client money strictly separate from law firm operating funds.

 To protect client funds from misuse or commingling.
e To ensure attorneys properly safeguard funds entrusted to them.

e To generate pooled interest that supports legal aid and public service programs.

EXAMPLE

A client gives a lawyer $2,000 to cover future court filing fees. The lawyer deposits the money into the IOLTA
account until the fees are paid. The funds remain the client's property, the attorney cannot use them for office
expenses or salaries until they are earned or applied on behalf of the client.

Origins: How IOLTA Programs Were Established in the U.S.
IOLTA programs were first introduced in the United States during the early 1980s. Before IOLTA, client funds often

earned very little interest because they were small in amount or held only briefly. The cost of calculating and distributing
this small interest to individual clients was typically higher than the interest earned itself.

To solve this problem, states created IOLTA programs. Instead of giving the negligible interest to individual clients,

the interest is pooled across all participating accounts and directed to fund public legal services, giving access-to-
justice resources to individuals who could not otherwise afford legal representation.

How IOLTA Accounts Differ from Standard Operating Accounts
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An IOLTA account is fundamentally different from a law firm's operating account, and the two must never be

combined or confused.

Holds Client funds Law firm funds
Ownership Money belongs to clients Money belongs to the firm
Accounting Recorded as a liability Recorded as business income/equity
Used for Trust transactions only Business expenses and payroll
Governed by Strict trust accounting rules Normal business accounting rules
Bar oversight Subject to regular audits Standard business regulation

KEY RULE

If a client deposits $5,000 as a retainer, that money goes into the IOLTA account. It cannot be used to pay
employee salaries or office rent until it is earned by the firm through legal services rendered.

The Nature of Funds Held: Client Money, Not Firm Money

One of the most important principles of trust accounting is that money held in an IOLTA account belongs to the
client, not the law firm. The attorney acts only as a custodian of the funds until they are earned or spent for the
client's benefit.

Who Administers IOLTA Programs?

IOLTA programs are administered at the state level. The main organizations involved include:

« State Bar Foundations
» State Bar Associations and IOLTA Committees

» State Supreme Courts

These organizations establish IOLTA rules, monitor compliance, distribute interest earnings to qualified legal aid
organizations, and support access-to-justice initiatives.
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Where the Interest Goes and Why That Matters Legally

Interest earned on IOLTA accounts does not belong to the attorney or the law firm. It is transferred to state-approved
organizations that fund legal aid services, access-to-justice programs, public legal education, and assistance for
low-income individuals.

EXAMPLE

A law firm's IOLTA account earns $500 in interest during the year. That money is automatically sent to the state's
IOLTA program and used to support free legal services for people who cannot afford an attorney. The law firm
receives no portion of this interest.
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! Who IOLTA Applies To

Which Attorneys and Law Firms Must Maintain IOLTA Accounts?
Any attorney or law firm that receives or holds money belonging to a client is generally required to maintain an IOLTA
account. The obligation is based on the act of holding client funds, not on the size of the firm, the volume of
transactions, or the type of practice.

« Solo Practitioners

e Small Law Firms

* Mid-Size Law Firms

e Large Law Firms

« Legal Aid Organizations

« Attorneys Handling Real Estate, Litigation, Probate, or Corporate Matters

Types of Client Funds That Must Be Deposited into IOLTA

The following categories of client funds are most commonly deposited into IOLTA accounts:

Retainers Money paid in advance for future legal services

Settlement Funds Money received on behalf of a client from a lawsuit settlement
Court Filing Fees Funds provided by clients to cover court-related costs

Escrow Funds Money temporarily held until a transaction is completed

Advance Cost Deposits Funds for expert witnesses, investigators, or other case expenses

The "Nominal or Short-Term" Fund Rule: What Qualifies?

The core principle of IOLTA is that funds should be placed in an IOLTA account when they are:
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NOMINAL

The amount is too small to earn meaningful interest for the client. Example: A client deposits $500 for court costs.
The interest earned would be minimal and likely less than the cost of tracking and distributing it. Result: Deposit
into IOLTA.

SHORT-TERM
The funds will be held only for a brief period. Example: A client deposits $20,000 that will be held for only 10 days.
Because the holding period is very short, the funds typically qualify for IOLTA.

Exceptions: When Client Funds Go into Separate Interest-Bearing Accounts

When client funds are large enough or will be held long enough that the client would receive meaningful interest, the
attorney must open a separate interest-bearing trust account for that specific client. The interest earned in that
account belongs to the client, not to the IOLTA program.

EXAMPLE

A client provides $500,000 for a real estate transaction that will remain in trust for one year. The interest could be
substantial, easily thousands of dollars. Result: Open a separate interest-bearing account. Interest belongs to

the client, not the IOLTA program.

State-by-State: Mandatory vs. Opt-In Participation

IOLTA rules are established by individual states, so requirements can vary. In most U.S. states, participation is
mandatory, attorneys must place eligible nominal or short-term client funds into an approved IOLTA account. A
small number of jurisdictions historically allowed attorneys to opt in, but mandatory participation is now the norm
across the country.

Does Firm Size Change the IOLTA Obligation?

No. The responsibility to protect client funds applies equally to all attorneys and law firms, regardless of size.

IOLTA Account Required Yes Yes
Client Ledgers Required Yes Yes
Monthly Reconciliation Yes Yes
Trust Accounting Rules Yes Yes
Subject to Bar Audit Yes Yes
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H The Regulatory and Legal Framework

ABA Model Rule 1.15: Safekeeping of Client Property

ABA (American Bar Association) Model Rule 1.15 requires attorneys to properly safeguard client money and property.
The rule mandates that client funds must be kept separate from the law firm's operating funds and deposited into a
trust account, ordinarily an IOLTA account.

Separation of Funds Client funds must be kept entirely separate from firm operating funds

Record Keeping Attorneys must maintain complete and accurate trust account records

Prompt Notification Clients must be informed when funds are received on their behalf

Proper Distribution Funds must be distributed promptly when earned or owed to any party

Reconciliation Trust accounts must be regularly reconciled, most bars require monthly
EXAMPLE

A client provides a $5,000 retainer for future legal services. Correct: Deposit into IOLTA Account. Incorrect:
Deposit into Operating Account. The second scenario constitutes commingling of funds, a serious ethics
violation.

State Bar Enforcement Authority and Audit Rights

Each state's Bar Association or Supreme Court oversees attorney compliance with trust accounting rules and has
broad enforcement powers.

Conduct Audits Review trust account records for accuracy and compliance
Investigate Complaints Examine possible violations reported by clients or courts
Request Documentation Require attorneys to produce transaction records on demand
Impose Discipline Issue warnings, suspensions, or disbarment for violations

Legal Consequences of Non-Compliance
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Improper handling of client funds is one of the most serious ethical violations an attorney can commit. The
consequences escalate with the severity of the violation:

Poor Record Keeping Warning or Formal Reprimand

Failure to Reconcile Monthly Bar Investigation

Commingling Client and Firm Funds Suspension from Practice

Misuse of Client Funds Disbarment

Intentional Theft or Fraud Criminal Charges and Prosecution
IMPORTANT NOTE

An attorney who accidentally uses $2,000 of client trust funds to pay office rent, even through an honest
bookkeeping error, may still face a trust account violation, bar investigation, and potential suspension. Intent
does not eliminate the violation. Only proper controls and reconciliation prevent these errors.

Why IOLTA Is One of the Most Audited Areas of Law Firm Operations

Because lawyers frequently handle retainers, settlement funds, escrow funds, and court cost deposits, regulators
closely monitor trust accounts. The following factors drive the high frequency of IOLTA audits:

Protection of Client Money Client funds represent the highest regulatory priority in legal ethics

High Risk of Errors Many trust transactions occur daily across multiple client matters

Fiduciary Responsibility Attorneys act as fiduciaries and must meet the highest standard of care
Public Trust Audits protect confidence in the legal system and the profession as a whole
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n Why Law Firms Struggle with IOLTA Bookkeeping

The Dual-Ledger Challenge: Operating Funds and Client Funds

One of the biggest challenges in law firm bookkeeping is managing two entirely separate categories of money
simultaneously, and ensuring they never mix.

Legal fees earned Retainers received

Service income Settlement proceeds held for clients
Office expenses and payroll Court filing fee deposits

Rent and overhead Advance cost deposits

Recorded as revenue/equity Recorded as liabilities (not income)

How Law Firm Revenue Cycles Create Bookkeeping Complexity

Unlike most businesses, law firms often receive money before they earn it.This creates a unique bookkeeping cycle
that general accounting software is not designed to handle automatically.

EXAMPLE: Tracking the Client Balance

Client deposits a $10,000 retainer into trust. Attorney completes $2,500 worth of billable work. Only $2,500 can be
transferred from IOLTA to the operating account. $10,000 Retainer, $2,500 Earned Fees = $7,500 Remaining Client
Balance, must stay in IOLTA.

The Knowledge Gap: General vs. Legal-Specific Bookkeeping

General bookkeeping and legal trust accounting follow fundamentally different rules:

Receive payment Receive retainer
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Record as income immediately Record as trust liability
Expense matching follows Earn fees through work performed
Revenue recognized at receipt Transfer earned amount to operating account
Single ledger sufficient Separate client ledger required per matter

WHY THIS MATTERS

A bookkeeper who lacks trust accounting knowledge may accidentally:
o Record client funds as revenue (income recognized too early).
e Overdraw a client's balance when transferring fees
Transfer funds to the operating account before they are earned.
 Fail to maintain individual client ledgers.
o Miss monthly reconciliation deadlines, triggering compliance failures.

Why Most Accounting Software Wasn't Designed for This
QuickBooks was developed primarily for traditional businesses. It handles revenue tracking, expense management,
payroll, and financial reporting very well. However, legal trust accounting has specific requirements that QuickBooks
does not address natively:

« Matter-level trust tracking for individual client balances

* Automatic three-way reconciliation (bank + QuickBooks + client ledgers)

« Trust compliance monitoring and reporting

e State bar audit reporting formats

« Client-specific trust ledgers with complete transaction history
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H How QuickBooks Is Being Misused in Law Firms

QuickBooks is one of the most commonly used accounting solutions among small and mid-size law firms because it is
affordable, familiar, and widely supported. However, most law firms use QuickBooks without properly configuring it for
trust accounting requirements. The five structural errors below account for the majority of IOLTA compliance failures in
law firms using QuickBooks.

Treating Trust Receipts as Firm Income

What Happens: When a client deposits money into the IOLTA account, some firms record the deposit directly as
revenue in QuickBooks.

Why It Is Wrong: The funds have not yet been earned. The attorney is merely holding the client's money in trust.
Recording them as income overstates firm revenue, creates tax liability errors, and constitutes a recordkeeping
violation.

m No Matter-Level Client Sub-Ledgers

What Happens: The firm tracks only the total IOLTA account balance without maintaining individual client
sub-ledgers.

Why It Is Wrong: Bar associations require firms to know exactly how much money belongs to each client at any point
in time. A single trust balance without matter-level detail fails this requirement completely.

m Incorrect Liability vs. Revenue Classification

What Happens: Trust funds are recorded as income instead of liabilities in the QuickBooks chart of accounts.

Correct Accounting Treatment:

Client Retainer Received Liability (Client Trust Liability)
Settlement Funds Held Liability (Client Trust Liability)
Court Costs Advanced Liability (Client Trust Liability)
Earned Legal Fees (after transfer) Revenue (Legal Fees Income)

m Failure to Reconcile at the Client Ledger Level

What Happens: The firm reconciles only the bank statement against QuickBooks, but does not verify that the sum of
all client ledger balances matches the total trust balance.
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Why It Is Wrong: IOLTA compliance requires a Three-Way Reconciliation:

THREE-WAY RECONCILIATION REQUIREMENT

Bank Statement Balance = QuickBooks Trust Account Balance = Total of All Client Ledgers All three numbers
must match exactly. If the total of client ledgers shows $23,000 but the bank statement shows $25,000, there is a
$2,000 discrepancy that must be investigated, it represents funds that cannot be attributed to any client.

m Inadequate Audit Trail and Documentation

What Happens: Transfers and trust transactions are recorded but not supported by complete documentation.
Missing documentation may include:

« Client authorization for trust transactions

« Invoices supporting fee transfers

 Settlement statements and disbursement records

« Transfer confirmation records

* Receipts for all deposits and payments from trust
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H What Correct Looks Like: The Compliance Standard

Three-Way Reconciliation: What It Is and How Often It Must Be Done

A three-way reconciliation is the process of comparing three independent records of the same trust funds. All three
must agree exactly, any difference must be investigated and resolved before the reconciliation is considered complete.

THE THREE-WAY RECONCILIATION
Bank Statement Balance = QuickBooks Trust Account Balance = Total of All Client Ledgers

If all three amounts match, the reconciliation is complete. If any amount differs, even by a penny, the
discrepancy must be identified and corrected.

Bank Statement Balance $25,000.00

QuickBooks Trust Account Balance $25,000.00

Total of All Client Ledgers Combined $25,000.00

Reconciliation Result BALANCED — Compliant
EXAMPLE DISCREPANCY

If client ledgers total only $24,500 while the bank statement shows $25,000, there is a $500 discrepancy. This
means $500 is sitting in the trust account but cannot be attributed to any client. This must be investigated and
corrected immediately.

How Often? Most state bars require monthly reconciliation. Best practice: complete within 30 days after month-end.

Proper QuickBooks Chart of Accounts Structure for Trust Accounting

The correct QuickBooks setup requires client funds to be recorded as liabilities, not income. Here is the correct chart
of accounts structure:

Assets IOLTA Trust Bank Account The actual bank account holding client funds

MASPARTNER | Outsourced Accounting & Bookkeeping | www.maspartner.com © 2026 MASPARTNER. All rights reserved.
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Assets Operating Bank Account Firm's own money for expenses and payroll
Liabilities Client Trust Liability: Client A Client A's individual trust balance
Liabilities Client Trust Liability: Client B Client B's individual trust balance
Income Legal Fees Earned Only earned fees after transfer from trust
Income Reimbursed Expenses Expenses billed to and recovered from clients
Expenses Payroll, Rent, Office Expenses Normal firm operating costs
KEY RULE

Client funds must be recorded as Liabilities, never as Income.
Example: Client deposits $5,000 retainer: Bank (Trust Account) +$5,000 Client Trust Liability +$5,000 No income is
recognized until fees are earned and transferred.

Client Ledger Requirements: What Must Be Tracked Per Matter

Each client matter must have its own detailed ledger. Attorneys must always be able to answer with certainty: "Exactly
how much money belongs to each client right now?"

Client Name Full legal name of the client

Matter / Case Number Unique identifier for each legal matter

Deposit Date Date each payment was received into trust

Deposit Amount Dollar amount of each deposit

Payments Made Disbursements made on behalf of the client

Earned Fees Transferred Amounts moved to the operating account

Remaining Balance Running balance of funds still held in trust for this client

Example Client Ledger

Jan 5 Retainer Received $5,000 — $5,000

Jan 20 Earned Fee Transfer — $1,000 $4,000
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Feb 10 Filing Fee Paid — $300 $3,700
Mar 1 Earned Fee Transfer — $1,500 $2,200

Documentation Standards That Satisfy Bar Auditors
Bar auditors expect firms to maintain complete records supporting every trust transaction. The following documents
must be maintained and readily available:

« Monthly bank statements for the trust account

e Deposit slips and wire transfer confirmations

« Cancelled checks or payment records

« Individual client trust ledgers for every active matter

* Monthly three-way reconciliation reports

¢ Invoices and bhilling records supporting every fee transfer

« Client authorization records for disbursements

* Settlement statements and disbursement breakdowns

MASPARTNER | Outsourced Accounting & Bookkeeping | www.maspartner.com © 2026 MASPARTNER. All rights reserved.



- MERCURIUS Page 19

Consequences: What the Data Shows

Bar Discipline Statistics on Trust Account Violations

State Bar Associations regularly take disciplinary action against lawyers who do not properly manage client trust
accounts. Trust accounting violations consistently rank among the leading causes of attorney discipline across all
U.S. jurisdictions.

Disciplinary Outcomes: Reprimand, Suspension, and Disbarment

Minor mistake (poor recordkeeping) Formal Reprimand or Warning
Serious violation (failure to reconcile, commingling) Suspension from Practice
Intentional misuse or theft of client funds Disbarment and potential criminal prosecution

Civil Liability Exposure

Apart from bar discipline, attorneys may also face civil liability from clients who suffer financial losses due to trust
account mismanagement. If a client loses money because of trust account errors, the client may file a lawsuit against
the attorney to recover the loss, separate from and in addition to any bar discipline.

EXAMPLE

A lawyer mistakenly transfers a client's settlement money to the wrong account. The client may sue the lawyer to
recover the full amount of the loss, plus any consequential damages resulting from the delay or misapplication of
funds.

Key Pattern: Most Violations Are Negligence-Driven, Not Intentional

The majority of trust account violations happen because of poor bookkeeping, lack of reconciliation, or accounting
mistakes, not because lawyers intentionally misappropriate client funds. This is actually important context: it means that
most violations are preventable with the right systems and training.

The most common causes of negligence-based violations include:
¢ Not reconciling bank accounts monthly
e Poor record keeping and missing documentation

» Mixing client funds with business funds (commingling)
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 Lack of staff training on trust accounting requirements
« Data entry errors and missing client ledger updates

¢ Using general accounting software without proper trust account configuration

THE BOTTOM LINE

A lawyer forgets to update a client trust ledger and accidentally overpays one client from another client's funds.
Both the "victim" client (whose funds were misused) and the "beneficiary” client (who received an unearned
amount) may have claims. The attorney faces bar discipline, civil liability, and reputational damage, all from a
bookkeeping oversight that proper monthly reconciliation would have caught immediately.
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u Building a Compliant System Going Forward

Immediate Steps for Firms with Existing QuickBooks Setups

Law firms should start by auditing their current QuickBooks setup to ensure trust accounting rules are being followed.

Work through these steps:

Step 1

Verify that your IOLTA account is set up as a Trust Bank Account (asset), not a regular operating account.

Confirm that client trust funds are recorded as a Liability, not as Income.

Review your Chart of Accounts: each client should have a dedicated sub-ledger under Client Trust Liability.

Compare your current QuickBooks trust account balance against your bank statement, do they match?

Sum all individual client ledger balances. Does that total match QuickBooks and the bank statement?

Commit to completing this three-way reconciliation every month, within 30 days of month-end.

What a Compliant Ongoing Workflow Looks Like

MONTHLY COMPLIANCE WORKFLOW

* Client deposits trust funds — Record as liability in QuickBooks

* Attorney performs work — Generate invoice
 Transfer EARNED amount only to operating account
 Update individual client ledger

e At month-end: run three-way reconciliation

« Save reconciliation report with supporting documents
 Resolve any discrepancy before closing the period

When In-House Bookkeeping Is No Longer Sufficient

A law firm may need outside professional help when trust accounting becomes too complex for in-house
management. Common signs include:

« Growing number of clients with active trust balances

e Multiple trust transactions occurring daily across many matters

« Frequent reconciliation issues or unexplained discrepancies
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« Staff lacks specific trust accounting knowledge or training
* Bar compliance concerns, audits, or client complaints

* Managing partner spending too much time on bookkeeping instead of legal work

What to Look for in an Outsourced Legal Bookkeeping Provider

Experience with law firms Legal bookkeeping has unique rules not found in general accounting
Deep IOLTA rule knowledge Rules vary by state; provider must know your jurisdiction's requirements
QuickBooks expertise Proper configuration is critical for compliance

Monthly three-way reconciliation Core compliance requirement that must be done every month

Detailed client trust ledgers Required by all state bar associations for audit readiness

Audit-ready documentation Complete records that satisfy bar auditors on demand

Compliance support Guidance when rules change or bar inquiries arise

Questions Managing Partners Should Ask Before Delegating Trust Accounting
* Do you have verifiable experience working with law firms and IOLTA accounts?
« How do you set up and manage IOLTA accounts in QuickBooks specifically?
« How often do you perform trust reconciliations, and what does the process look like?
* How do you maintain individual client trust ledgers, can you show an example?
« What monthly reports will we receive to verify compliance?
* How do you handle bar audits and compliance reviews when they arise?

* What internal controls do you have in place to prevent errors and unauthorized transactions?
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REFERENCE

Frequently Asked Questions

Q: What is the difference between an IOLTA account and a regular client trust account?

An IOLTA account pools the interest from many small or short-term client balances and directs that interest to state
legal aid programs. A separate client trust account is used when a client's funds are large enough or held long enough
to earn meaningful interest that belongs to the client individually. Most day-to-day client retainers and small deposits
go into IOLTA, large long-term deposits (such as a $500,000 real estate escrow held for a year) go into a separate
interest-bearing account for that specific client.

Q: What exactly is a three-way reconciliation and why is it required?

A three-way reconciliation compares three independent records:

(1) your bank statement balance (2) your QuickBooks trust account balance, and (3) the sum of all individual client
trust ledger balances. All three must match exactly every month. Most state bars require this monthly. It is the only
way to confirm that no client's funds have been misapplied and that your records are complete and accurate.

Q: Can | use QuickBooks for IOLTA trust accounting?

Yes, but QuickBooks must be properly configured for trust accounting. The IOLTA account must be set up as an
asset (bank account), client funds must be recorded as liabilities (not income), and individual client sub-ledgers must
be maintained. QuickBooks does not do this automatically, it requires deliberate setup, ongoing discipline, and
monthly three-way reconciliation. Many law firms use QuickBooks incorrectly, which creates compliance risk.

Q: What happens if my trust account is not reconciled for several months?

Unreconciled trust accounts are a serious compliance risk. Errors compound over time: a small discrepancy from
month one may grow through subsequent months, affecting multiple client balances. If discovered during a bar audit,
failure to reconcile monthly can result in a bar investigation. The longer the gap, the harder, and more expensive,

it becomes to trace and correct the errors. If you are currently behind on reconciliations, engage a legal bookkeeping
professional immediately to reconstruct the records.

Q: What is commingling, and why is it so serious?

Commingling occurs when client funds (which belong to the client and must be held in the IOLTA account) are mixed
with law firm funds (which belong to the firm and must stay in the operating account). Even accidental commingling,
such as depositing a client retainer into the operating account, constitutes an ethics violation. Intentional commingling
for personal use is grounds for disbarment. Maintaining strict separation between the two accounts at all times is non-
negotiable.
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Q: Do | need a separate IOLTA account for each client?

No. A single IOLTA account can hold funds for multiple clients simultaneously. What you do need is a separate ledger
within your books for each client and each matter, so that you always know exactly how much of the total IOLTA
balance belongs to each individual client. The bank account is shared; the accounting records are matter-specific.

Q: How long must | keep trust accounting records?

Most state bar rules require attorneys to maintain trust accounting records for a minimum of five years. This includes
bank statements, deposit slips, client ledgers, reconciliation reports, invoices, and all documentation supporting trust
transactions. Requirements vary by state, so confirm your jurisdiction's specific retention period.

Q: What should I do if | discover a discrepancy in my trust account?

Stop and investigate immediately. Do not simply post a journal entry to force a zero balance, this masks the error

and may constitute a further violation. Trace the discrepancy through the QuickBooks audit trail, compare transaction
records against bank statements, and check all client ledger balances. If you cannot identify the root cause, engage a
legal bookkeeping professional or CPA experienced in trust accounting. Depending on the amount and cause, you
may also have a duty to notify affected clients and your state bar.
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SUMMARY

Key Takeaways

IOLTA accounts hold client funds, not firm funds.

Three-way reconciliation is the compliance standard.

QuickBooks must be configured specifically for trust accounting.

Most violations are negligence-driven, not intentional.

Client ledgers are required for every matter.

The obligation is the same regardless of firm size.

Documentation is as important as accuracy.

Persistent discrepancies require professional review.
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FINAL THOUGHTS

Conclusion

IOLTA trust accounting violations are not inevitable. They are the product of specific, identifiable causes, and most of
them are preventable with the right system, the right habits, and consistent monthly discipline.

Law firms that maintain clean, compliant trust accounts are not doing anything extraordinary. They have built simple,
non-negotiable routines: record every client deposit as a liability, maintain a separate ledger for every matter, reconcile
three ways every month, and keep documentation for every transaction. These habits take relatively little time to
maintain. Fixing the problems that result from not maintaining them can take weeks or months, and in serious cases,

can end a legal career.

If your firm's trust accounting is currently out of compliance, if reconciliations are overdue, if client ledgers are
incomplete, or if you are not certain whether your QuickBooks setup is correctly configured, this is the moment to
address it. The longer an error sits unresolved, the more expensive and complicated it becomes to correct.

The most valuable step a law firm can take this month is to open the trust account, pull the bank statement,
run the client ledger totals, and reconcile all three. If everything matches, that is confirmation your system is
working. If it does not match, you now know exactly where to begin.
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RESOURCES

Further Reading & Official Resources

ABA Ethics and Trust Accounting Resources

* ABA Model Rule 1.15: Safekeeping Property

* ABA Center for Professional Responsibility: Ethics Opinions

State Bar Resources

* Your State Bar Association: Trust Accounting Rules and Guidelines

« State IOLTA Committee: Approved Financial Institutions and Reporting

Official IRS and Government Resources

¢ IRS: Recordkeeping_for Business Taxpayers

* |IRS: E-Guide 583: Starting_a Business and Keeping_Records

* |IRS: Small Business and Self-Employed Tax Center

* SBA: Manage Your Finances: Business Guide

Related MASPARTNER Articles

e Trust Accounts 101: How to Manage Them Safely and Compliantly

¢ Outsourced Bookkeeping_Services for Law Firms

¢ Law Firm Bookkeeping_Case Study
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https://www.irs.gov/businesses/small-businesses-self-employed/recordkeeping
https://www.irs.gov/forms-pubs/about-publication-583
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https://www.sba.gov/business-guide/manage-your-business/manage-your-finances
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MERCURIUS

Need Help Setting Up IOLTA-Compliant Bookkeeping?

MASPARTNER helps law firms establish and maintain compliant IOLTA trust
accounting systems, including proper QuickBooks configuration, monthly three-way
reconciliation, individual client ledger management, and audit-ready documentation.

Our team of CPAs and legal accounting professionals can take trust accounting, and
every other bookkeeping function, entirely off your plate.

Book a Free Consultation Today


https://maspartner.com/free-consultation/
https://www.maspartner.com/
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	Executive Summary
	Whether you are a law firm managing partner, an in-house bookkeeper, or an accountant supporting legal clients, this guide will help you understand the full scope of IOLTA compliance, from the legal foundations to the practical steps needed to build and maintain a compliant trust accounting system.
	IOLTA trust accounting is one of the most audited and regulated areas of law firm operations. Client funds held in trust belong to clients, not attorneys, and must be managed with exceptional care. Yet most violations are not intentional,  they result from poor bookkeeping setups, misuse of general accounting software like QuickBooks, and a lack of understanding of the specific requirements that distinguish legal trust accounting from ordinary business bookkeeping.
	This guide covers the entire IOLTA lifecycle: what IOLTA is and why it exists, who must comply and what the legal framework requires, how QuickBooks is commonly misused and how to correct it, the three-way reconciliation standard that bar auditors expect, the consequences of non-compliance, and the steps to build a system that holds up under scrutiny.
	KEY STATISTICS
	• Trust account violations are among the most common reasons attorneys face disciplinary action. • Most violations are negligence-driven, poor recordkeeping, missed reconciliations, and data entry errors, not intentional fraud. • QuickBooks is used by the majority of small to mid-size U.S. law firms, but was not designed for legal trust accounting. • Attorneys who fail to maintain three-way reconciliation risk bar investigation, suspension, and disbarment.
	This guide is optimized for both human readers and AI-assisted search engines (AEO/GEO), making authoritative it an reference for anyone responsible for legal trust accounting compliance.


	Understanding IOLTA: The Foundation
	What IOLTA Stands for and Its Purpose
	IOLTA stands for Interest on Lawyers' Trust Accounts. An IOLTA account is a special bank account used by
	attorneys and law firms to hold client funds that are either small in amount or held for a short period of time. It is one of the most important and most scrutinized financial instruments in the legal profession.
	The four primary purposes of an IOLTA account are:
	• To keep client money strictly separate from law firm operating funds. • To protect client funds from misuse or commingling. • To ensure attorneys properly safeguard funds entrusted to them. • To generate pooled interest that supports legal aid and public service programs.
	EXAMPLE
	A client gives a lawyer $2,000 to cover future court filing fees. The lawyer deposits the money into the IOLTA account until the fees are paid. The funds remain the client's property, the attorney cannot use them for office expenses or salaries until they are earned or applied on behalf of the client.
	Client Funds
	IOLTA Account
	Legal Services / Court Costs


	Origins: How IOLTA Programs Were Established in the U.S.
	IOLTA programs were first introduced in the United States during the early 1980s. Before IOLTA, client funds often
	earned very little interest because they were small in amount or held only briefly. The cost of calculating and distributing this small interest to individual clients was typically higher than the interest earned itself.
	To solve this problem, states created IOLTA programs. Instead of giving the negligible interest to individual clients, the interest is pooled across all participating accounts and directed to fund public legal services, giving access-to-justice resources to individuals who could not otherwise afford legal representation.
	Small Client Funds
	IOLTA Account
	Interest Earned
	Legal Aid Programs

	How IOLTA Accounts Differ from Standard Operating Accounts
	An IOLTA account is fundamentally different combined or confused.
	from a law firm's operating account, and the two must never be
	Feature
	IOLTA Trust Account
	Operating Account
	Holds
	Client funds
	Law firm funds
	Ownership
	Money belongs to clients
	Money belongs to the firm
	Accounting
	Recorded as a liability
	Recorded as business income/equity
	Used for
	Trust transactions only
	Business expenses and payroll
	Governed by
	Strict trust accounting rules
	Normal business accounting rules
	Bar oversight
	Subject to regular audits
	Standard business regulation



	KEY RULE
	If a client deposits $5,000 as a retainer, that money goes into the IOLTA account. It cannot be used to pay employee salaries or office rent until it is earned by the firm through legal services rendered.


	The Nature of Funds Held: Client Money, Not Firm Money
	One of the most important principles of trust accounting is that money held in an IOLTA account belongs to the client, not the law firm. The attorney acts only as a custodian of the funds until they are earned or spent for the client's benefit.
	Client Deposit
	IOLTA Account
	Client Property (Not Income)

	Who Administers IOLTA Programs?
	IOLTA programs are administered at the state level. The main organizations involved include:
	• State Bar Foundations • State Bar Associations and IOLTA Committees • State Supreme Courts
	These organizations establish IOLTA rules, monitor compliance, distribute interest earnings to qualified legal aid organizations, and support access-to-justice initiatives.
	State Supreme Court
	IOLTA Program
	State Bar Foundation
	Legal Aid Funding

	Where the Interest Goes and Why That Matters Legally
	Interest earned on IOLTA accounts does not belong to the attorney or the law firm. It is transferred to state-approved
	organizations that fund legal aid services, access-to-justice programs, public legal education, and assistance for low-income individuals.
	EXAMPLE
	A law firm's IOLTA account earns $500 in interest during the year. That money is automatically sent to the state's IOLTA program and used to support free legal services for people who cannot afford an attorney. The law firm receives no portion of this interest.


	Who IOLTA Applies To
	Which Attorneys and Law Firms Must Maintain IOLTA Accounts?
	Any attorney or law firm that receives or holds money belonging to a client is generally required to maintain an IOLTA
	account. The obligation is based on the act of holding client funds, not on the size of the firm, the volume of transactions, or the type of practice.
	• Solo Practitioners • Small Law Firms • Mid-Size Law Firms • Large Law Firms • Legal Aid Organizations • Attorneys Handling Real Estate, Litigation, Probate, or Corporate Matters
	Client Funds Received
	Attorney
	IOLTA Account

	Types of Client Funds That Must Be Deposited into IOLTA
	The following categories of client funds are most commonly deposited into IOLTA accounts:
	Fund Type
	Retainers
	Settlement Funds
	Court Filing Fees
	Escrow Funds
	Advance Cost Deposits

	Description
	Money paid in advance for future legal services
	Money received on behalf of a client from a lawsuit settlement
	Funds provided by clients to cover court-related costs
	Money temporarily held until a transaction is completed
	Funds for expert witnesses, investigators, or other case expenses


	The "Nominal or Short-Term" Fund Rule: What Qualifies?
	The core principle of IOLTA is that funds should be placed in an IOLTA account when they are:

	NOMINAL
	The amount is too small to earn meaningful interest for the client. Example: A client deposits $500 for court costs. The interest earned would be minimal and likely less than the cost of tracking and distributing it. Result: Deposit into IOLTA.

	SHORT-TERM
	The funds will be held only for a brief period. Example: A client deposits $20,000 that will be held for only 10 days. Because the holding period is very short, the funds typically qualify for IOLTA.


	Exceptions: When Client Funds Go into Separate Interest-Bearing Accounts
	When client funds are large enough or will be held long enough that the client would receive meaningful interest, the attorney must open a separate interest-bearing trust account for that specific client. The interest earned in that account belongs to the client, not to the IOLTA program.
	EXAMPLE
	A client provides $500,000 for a real estate transaction that will remain in trust for one year. The interest could be substantial, easily thousands of dollars. Result: Open a separate interest-bearing account. Interest belongs to the client, not the IOLTA program.


	State-by-State: Mandatory vs. Opt-In Participation
	IOLTA rules are established by individual states, so requirements can vary. In most U.S. states, participation is mandatory, attorneys must place eligible nominal or short-term client funds into an approved IOLTA account. A small number of jurisdictions historically allowed attorneys to opt in, but mandatory participation is now the norm across the country.

	Does Firm Size Change the IOLTA Obligation?
	No. The responsibility to protect client funds applies equally to all attorneys and law firms, regardless of size.
	Requirement
	IOLTA Account Required
	Client Ledgers Required
	Monthly Reconciliation
	Trust Accounting Rules
	Subject to Bar Audit

	Solo Practitioner
	  Yes
	  Yes
	  Yes
	  Yes
	  Yes

	Mid-Size Firm
	  Yes
	  Yes
	  Yes
	  Yes
	  Yes


	The Regulatory and Legal Framework
	ABA Model Rule 1.15: Safekeeping of Client Property
	ABA (American Bar Association) Model Rule 1.15 requires attorneys to properly safeguard client money and property.
	The rule mandates that client funds must be kept separate from the law firm's operating funds and deposited into a trust account, ordinarily an IOLTA account.
	Requirement
	Description
	Separation of Funds
	Client funds must be kept entirely separate from firm operating funds
	Record Keeping
	Attorneys must maintain complete and accurate trust account records
	Prompt Notification
	Clients must be informed when funds are received on their behalf
	Proper Distribution
	Funds must be distributed promptly when earned or owed to any party
	Reconciliation
	Trust accounts must be regularly reconciled, most bars require monthly


	EXAMPLE
	A client provides a $5,000 retainer for future legal services. Correct: Deposit into IOLTA Account. Incorrect: Deposit into Operating Account. The second scenario constitutes commingling of funds, a serious ethics violation.


	State Bar Enforcement Authority and Audit Rights
	Each state's Bar Association or Supreme Court oversees attorney compliance with trust accounting rules and has
	broad enforcement powers.
	Authority
	Conduct Audits
	Investigate Complaints
	Request Documentation
	Impose Discipline

	Purpose
	Review trust account records for accuracy and compliance
	Examine possible violations reported by clients or courts
	Require attorneys to produce transaction records on demand
	Issue warnings, suspensions, or disbarment for violations



	Legal Consequences of Non-Compliance
	Improper handling of client funds is one of the most serious ethical violations an attorney can commit. The consequences escalate with the severity of the violation:
	Violation Type
	Potential Consequence
	Poor Record Keeping
	Warning or Formal Reprimand
	Failure to Reconcile Monthly
	Bar Investigation
	Commingling Client and Firm Funds
	Suspension from Practice
	Misuse of Client Funds
	Disbarment
	Intentional Theft or Fraud
	Criminal Charges and Prosecution



	IMPORTANT NOTE
	An attorney who accidentally uses $2,000 of client trust funds to pay office rent, even through an honest bookkeeping error, may still face a trust account violation, bar investigation, and potential suspension. Intent does not eliminate the violation. Only proper controls and reconciliation prevent these errors.


	Why IOLTA Is One of the Most Audited Areas of Law Firm Operations
	Because lawyers frequently handle retainers, settlement funds, escrow funds, and court cost deposits, regulators closely monitor trust accounts. The following factors drive the high frequency of IOLTA audits:
	Reason
	Protection of Client Money
	High Risk of Errors
	Fiduciary Responsibility
	Public Trust

	Explanation
	Client funds represent the highest regulatory priority in legal ethics
	Many trust transactions occur daily across multiple client matters
	Attorneys act as fiduciaries and must meet the highest standard of care
	Audits protect confidence in the legal system and the profession as a whole



	Why Law Firms Struggle with IOLTA Bookkeeping
	The Dual-Ledger Challenge: Operating Funds and Client Funds
	One of the biggest challenges in law firm bookkeeping is managing two entirely separate categories of money
	simultaneously, and ensuring they never mix.
	Operating Funds (Law Firm Money)
	Legal fees earned
	Service income
	Office expenses and payroll
	Rent and overhead
	Recorded as revenue/equity

	Client Funds (Trust / IOLTA Money)
	Retainers received
	Settlement proceeds held for clients
	Court filing fee deposits
	Advance cost deposits
	Recorded as liabilities (not income)



	How Law Firm Revenue Cycles Create Bookkeeping Complexity
	Unlike most businesses, law firms often receive money before they earn it.This creates a unique bookkeeping cycle
	that general accounting software is not designed to handle automatically.
	EXAMPLE: Tracking the Client Balance
	Client deposits a $10,000 retainer into trust. Attorney completes $2,500 worth of billable work. Only $2,500 can be transferred from IOLTA to the operating account. $10,000 Retainer, $2,500 Earned Fees = $7,500 Remaining Client Balance, must stay in IOLTA.


	The Knowledge Gap: General vs. Legal-Specific Bookkeeping
	General bookkeeping and legal trust accounting follow fundamentally different rules:
	General Bookkeeping Flow
	Receive payment

	Legal Trust Accounting Flow
	Receive retainer


	Record as income immediately
	Expense matching follows
	Revenue recognized at receipt
	Single ledger sufficient
	Record as trust liability
	Earn fees through work performed
	Transfer earned amount to operating account
	Separate client ledger required per matter

	WHY THIS MATTERS
	A bookkeeper who lacks trust accounting knowledge may accidentally:
	Record client funds as revenue (income recognized too early).
	Overdraw a client's balance when transferring fees
	Transfer funds to the operating account before they are earned.
	Fail to maintain individual client ledgers.
	Miss monthly reconciliation deadlines, triggering compliance failures.


	Why Most Accounting Software Wasn't Designed for This
	QuickBooks was developed primarily for traditional businesses. It handles revenue tracking, expense management, payroll, and financial reporting very well. However, legal trust accounting has specific requirements that QuickBooks does not address natively:
	• Matter-level trust tracking for individual client balances • Automatic three-way reconciliation (bank + QuickBooks + client ledgers) • Trust compliance monitoring and reporting • State bar audit reporting formats • Client-specific trust ledgers with complete transaction history

	How QuickBooks Is Being Misused in Law Firms
	QuickBooks is one of the most commonly used accounting solutions among small and mid-size law firms because it is affordable, familiar, and widely supported. However, most law firms use QuickBooks without properly configuring it for trust accounting requirements. The five structural errors below account for the majority of IOLTA compliance failures in law firms using QuickBooks.
	Error 1
	Treating Trust Receipts as Firm Income
	What Happens: When a client deposits money into the IOLTA account, some firms record the deposit directly as revenue in QuickBooks.
	Why It Is Wrong: The funds have not yet been earned. The attorney is merely holding the client's money in trust. Recording them as income overstates firm revenue, creates tax liability errors, and constitutes a recordkeeping violation.

	Error 2
	No Matter-Level Client Sub-Ledgers
	What Happens: The firm tracks only the total IOLTA account balance without maintaining individual client sub-ledgers.
	Why It Is Wrong: Bar associations require firms to know exactly how much money belongs to each client at any point in time. A single trust balance without matter-level detail fails this requirement completely.

	Error 3
	Incorrect Liability vs. Revenue Classification
	What Happens: Trust funds are recorded as income instead of liabilities in the QuickBooks chart of accounts. Correct Accounting Treatment:
	Transaction
	Client Retainer Received
	Settlement Funds Held
	Court Costs Advanced
	Earned Legal Fees (after transfer)

	Correct Classification
	Liability (Client Trust Liability)
	Liability (Client Trust Liability)
	Liability (Client Trust Liability)
	Revenue (Legal Fees Income)



	Error 4
	Failure to Reconcile at the Client Ledger Level
	What Happens: The firm reconciles only the bank statement against QuickBooks, but does not verify that the sum of all client ledger balances matches the total trust balance.
	Why It Is Wrong: IOLTA compliance requires a Three-Way Reconciliation:


	THREE-WAY RECONCILIATION REQUIREMENT
	Bank Statement Balance = QuickBooks Trust Account Balance = Total of All Client Ledgers All three numbers must match exactly. If the total of client ledgers shows $23,000 but the bank statement shows $25,000, there is a $2,000 discrepancy that must be investigated, it represents funds that cannot be attributed to any client.
	Error 5
	Inadequate Audit Trail and Documentation
	What Happens: Transfers and trust transactions are recorded but not supported by complete documentation. Missing documentation may include:
	• Client authorization for trust transactions • Invoices supporting fee transfers • Settlement statements and disbursement records • Transfer confirmation records • Receipts for all deposits and payments from trust


	What Correct Looks Like: The Compliance Standard
	Three-Way Reconciliation: What It Is and How Often It Must Be Done
	A three-way reconciliation is the process of comparing three independent records of the same trust funds. All three
	must agree exactly, any difference must be investigated and resolved before the reconciliation is considered complete.
	THE THREE-WAY RECONCILIATION
	Bank Statement Balance = QuickBooks Trust Account Balance = Total of All Client Ledgers If all three amounts match, the reconciliation is complete. If any amount differs, even by a penny, the discrepancy must be identified and corrected.
	Item
	Bank Statement Balance
	QuickBooks Trust Account Balance
	Total of All Client Ledgers Combined
	Reconciliation Result

	Correct Amount
	$25,000.00
	$25,000.00
	$25,000.00
	BALANCED — Compliant



	EXAMPLE DISCREPANCY
	If client ledgers total only $24,500 while the bank statement shows $25,000, there is a $500 discrepancy. This means $500 is sitting in the trust account but cannot be attributed to any client. This must be investigated and corrected immediately.
	How Often? Most state bars require monthly reconciliation. Best practice: complete within 30 days after month-end.


	Proper QuickBooks Chart of Accounts Structure for Trust Accounting
	The correct QuickBooks setup requires client funds to be recorded as liabilities, not income. Here is the correct chart
	of accounts structure:
	Account Category
	Account Name
	Assets
	IOLTA Trust Bank Account

	What Goes Here
	The actual bank account holding client funds

	Assets
	Liabilities
	Liabilities
	Income
	Income
	Expenses
	Operating Bank Account
	Client Trust Liability: Client A
	Client Trust Liability: Client B
	Legal Fees Earned
	Reimbursed Expenses
	Payroll, Rent, Office Expenses
	Firm's own money for expenses and payroll
	Client A's individual trust balance
	Client B's individual trust balance
	Only earned fees after transfer from trust
	Expenses billed to and recovered from clients
	Normal firm operating costs


	KEY RULE
	Client funds must be recorded as Liabilities, never as Income.
	Example: Client deposits $5,000 retainer: Bank (Trust Account) +$5,000 Client Trust Liability +$5,000 No income is
	recognized until fees are earned and transferred.


	Client Ledger Requirements: What Must Be Tracked Per Matter
	Each client matter must have its own detailed ledger. Attorneys must always be able to answer with certainty: "Exactly how much money belongs to each client right now?"
	Required Field
	Client Name
	Matter / Case Number
	Deposit Date
	Deposit Amount
	Payments Made
	Earned Fees Transferred
	Remaining Balance

	Description
	Full legal name of the client
	Unique identifier for each legal matter
	Date each payment was received into trust
	Dollar amount of each deposit
	Disbursements made on behalf of the client
	Amounts moved to the operating account
	Running balance of funds still held in trust for this client

	Example Client Ledger
	Date
	Description
	Jan 5
	Retainer Received
	Jan 20
	Earned Fee Transfer

	Deposit
	$5,000

	Withdrawal
	Balance
	$5,000
	$1,000
	$4,000


	Feb 10
	Filing Fee Paid
	Mar 1
	Earned Fee Transfer
	$300
	$1,500
	$3,700
	$2,200

	Documentation Standards That Satisfy Bar Auditors
	Bar auditors expect firms to maintain complete records supporting every trust transaction. The following documents
	must be maintained and readily available:
	• Monthly bank statements for the trust account • Deposit slips and wire transfer confirmations • Cancelled checks or payment records • Individual client trust ledgers for every active matter • Monthly three-way reconciliation reports • Invoices and billing records supporting every fee transfer • Client authorization records for disbursements • Settlement statements and disbursement breakdowns

	Consequences: What the Data Shows
	Bar Discipline Statistics on Trust Account Violations
	State Bar Associations regularly take disciplinary action against lawyers who do not properly manage client trust
	accounts. Trust accounting violations consistently rank among the leading causes of attorney discipline across all U.S. jurisdictions.

	Disciplinary Outcomes: Reprimand, Suspension, and Disbarment
	Violation Level
	Minor mistake (poor recordkeeping)
	Serious violation (failure to reconcile, commingling)
	Intentional misuse or theft of client funds

	Result
	Formal Reprimand or Warning
	Suspension from Practice
	Disbarment and potential criminal prosecution


	Civil Liability Exposure
	Apart from bar discipline, attorneys may also face civil liability from clients who suffer financial losses due to trust
	account mismanagement. If a client loses money because of trust account errors, the client may file a lawsuit against the attorney to recover the loss, separate from and in addition to any bar discipline.
	EXAMPLE
	A lawyer mistakenly transfers a client's settlement money to the wrong account. The client may sue the lawyer to recover the full amount of the loss, plus any consequential damages resulting from the delay or misapplication of funds.


	Key Pattern: Most Violations Are Negligence-Driven, Not Intentional
	The majority of trust account violations happen because of poor bookkeeping, lack of reconciliation, or accounting
	mistakes, not because lawyers intentionally misappropriate client funds. This is actually important context: it means that most violations are preventable with the right systems and training.
	The most common causes of negligence-based violations include:
	• Not reconciling bank accounts monthly • Poor record keeping and missing documentation • Mixing client funds with business funds (commingling)

	• Lack of staff training on trust accounting requirements • Data entry errors and missing client ledger updates • Using general accounting software without proper trust account configuration

	THE BOTTOM LINE
	A lawyer forgets to update a client trust ledger and accidentally overpays one client from another client's funds. Both the "victim" client (whose funds were misused) and the "beneficiary" client (who received an unearned amount) may have claims. The attorney faces bar discipline, civil liability, and reputational damage, all from a bookkeeping oversight that proper monthly reconciliation would have caught immediately.

	Building a Compliant System Going Forward
	Immediate Steps for Firms with Existing QuickBooks Setups
	Law firms should start by auditing their current QuickBooks setup to ensure trust accounting rules are being followed.
	Work through these steps:
	Step 1
	Step 2
	Step 3
	Step 4
	Step 5
	Step 6
	Verify that your IOLTA account is set up as a Trust Bank Account (asset), not a regular operating account.
	Confirm that client trust funds are recorded as a Liability, not as Income.
	Review your Chart of Accounts: each client should have a dedicated sub-ledger under Client Trust Liability.
	Compare your current QuickBooks trust account balance against your bank statement, do they match?
	Sum all individual client ledger balances. Does that total match QuickBooks and the bank statement?
	Commit to completing this three-way reconciliation every month, within 30 days of month-end.



	What a Compliant Ongoing Workflow Looks Like
	Client  Deposits
	MONTHLY COMPLIANCE WORKFLOW
	• Client deposits trust funds → Record as liability in QuickBooks  • Attorney performs work → Generate invoice  • Transfer EARNED amount only to operating account  • Update individual client ledger  • At month-end: run three-way reconciliation  • Save reconciliation report with supporting documents  • Resolve any discrepancy before closing the period


	When In-House Bookkeeping Is No Longer Sufficient
	A law firm may need outside professional help when trust accounting becomes too complex for in-house
	management. Common signs include:
	• Growing number of clients with active trust balances • Multiple trust transactions occurring daily across many matters • Frequent reconciliation issues or unexplained discrepancies
	• Staff lacks specific trust accounting knowledge or training • Bar compliance concerns, audits, or client complaints • Managing partner spending too much time on bookkeeping instead of legal work


	What to Look for in an Outsourced Legal Bookkeeping Provider
	Capability
	Experience with law firms
	Deep IOLTA rule knowledge
	QuickBooks expertise
	Monthly three-way reconciliation
	Detailed client trust ledgers
	Audit-ready documentation
	Compliance support

	Why It Matters
	Legal bookkeeping has unique rules not found in general accounting
	Rules vary by state; provider must know your jurisdiction's requirements
	Proper configuration is critical for compliance
	Core compliance requirement that must be done every month
	Required by all state bar associations for audit readiness
	Complete records that satisfy bar auditors on demand
	Guidance when rules change or bar inquiries arise


	Questions Managing Partners Should Ask Before Delegating Trust Accounting
	• Do you have verifiable experience working with law firms and IOLTA accounts? • How do you set up and manage IOLTA accounts in QuickBooks specifically? • How often do you perform trust reconciliations, and what does the process look like? • How do you maintain individual client trust ledgers, can you show an example? • What monthly reports will we receive to verify compliance? • How do you handle bar audits and compliance reviews when they arise? • What internal controls do you have in place to prevent errors and unauthorized transactions?
	REFERENCE

	Frequently Asked Questions
	Q: What is the difference between an IOLTA account and a regular client trust account? An IOLTA account pools the interest from many small or short-term client balances and directs that interest to state legal aid programs. A separate client trust account is used when a client's funds are large enough or held long enough to earn meaningful interest that belongs to the client individually. Most day-to-day client retainers and small deposits go into IOLTA; large long-term deposits (such as a $500,000 real estate escrow held for a year) go into a separate interest-bearing account for that specific client.
	Q: What exactly is a three-way reconciliation and why is it required? A three-way reconciliation compares three independent records:  (1) your bank statement balance (2) your QuickBooks trust account balance, and (3) the sum of all individual client trust ledger balances. All three must match exactly every month. Most state bars require this monthly. It is the only way to confirm that no client's funds have been misapplied and that your records are complete and accurate.
	Q: Can I use QuickBooks for IOLTA trust accounting? Yes, but QuickBooks must be properly configured for trust accounting. The IOLTA account must be set up as an asset (bank account), client funds must be recorded as liabilities (not income), and individual client sub-ledgers must be maintained. QuickBooks does not do this automatically, it requires deliberate setup, ongoing discipline, and monthly three-way reconciliation. Many law firms use QuickBooks incorrectly, which creates compliance risk.
	Q: What happens if my trust account is not reconciled for several months? Unreconciled trust accounts are a serious compliance risk. Errors compound over time: a small discrepancy from month one may grow through subsequent months, affecting multiple client balances. If discovered during a bar audit, failure to reconcile monthly can result in a bar investigation. The longer the gap, the harder, and more expensive, it becomes to trace and correct the errors. If you are currently behind on reconciliations, engage a legal bookkeeping professional immediately to reconstruct the records.
	Q: What is commingling, and why is it so serious? Commingling occurs when client funds (which belong to the client and must be held in the IOLTA account) are mixed with law firm funds (which belong to the firm and must stay in the operating account). Even accidental commingling, such as depositing a client retainer into the operating account, constitutes an ethics violation. Intentional commingling for personal use is grounds for disbarment. Maintaining strict separation between the two accounts at all times is non-negotiable.

	Q: Do I need a separate IOLTA account for each client? No. A single IOLTA account can hold funds for multiple clients simultaneously. What you do need is a separate ledger within your books for each client and each matter, so that you always know exactly how much of the total IOLTA balance belongs to each individual client. The bank account is shared; the accounting records are matter-specific.
	Q: How long must I keep trust accounting records? Most state bar rules require attorneys to maintain trust accounting records for a minimum of five years. This includes bank statements, deposit slips, client ledgers, reconciliation reports, invoices, and all documentation supporting trust transactions. Requirements vary by state, so confirm your jurisdiction's specific retention period.
	Q: What should I do if I discover a discrepancy in my trust account? Stop and investigate immediately. Do not simply post a journal entry to force a zero balance, this masks the error and may constitute a further violation. Trace the discrepancy through the QuickBooks audit trail, compare transaction records against bank statements, and check all client ledger balances. If you cannot identify the root cause, engage a legal bookkeeping professional or CPA experienced in trust accounting. Depending on the amount and cause, you may also have a duty to notify affected clients and your state bar.
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	Key Takeaways
	IOLTA accounts hold client funds, not firm funds.
	Three-way reconciliation is the compliance standard.
	QuickBooks must be configured specifically for trust accounting.
	Most violations are negligence-driven, not intentional.
	Client ledgers are required for every matter.
	The obligation is the same regardless of firm size.
	Documentation is as important as accuracy.
	Persistent discrepancies require professional review.
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	Conclusion
	IOLTA trust accounting violations are not inevitable. They are the product of specific, identifiable causes, and most of them are preventable with the right system, the right habits, and consistent monthly discipline.
	Law firms that maintain clean, compliant trust accounts are not doing anything extraordinary. They have built simple, non-negotiable routines: record every client deposit as a liability, maintain a separate ledger for every matter, reconcile three ways every month, and keep documentation for every transaction. These habits take relatively little time to maintain. Fixing the problems that result from not maintaining them can take weeks or months, and in serious cases, can end a legal career.
	If your firm's trust accounting is currently out of compliance, if reconciliations are overdue, if client ledgers are incomplete, or if you are not certain whether your QuickBooks setup is correctly configured, this is the moment to address it. The longer an error sits unresolved, the more expensive and complicated it becomes to correct.
	The most valuable step a law firm can take this month is to open the trust account, pull the bank statement, run the client ledger totals, and reconcile all three. If everything matches, that is confirmation your system is working. If it does not match, you now know exactly where to begin.
	RESOURCES


	Further Reading & Official Resources
	ABA Ethics and Trust Accounting Resources
	• ABA Model Rule 1.15: Safekeeping Property • ABA Center for Professional Responsibility: Ethics Opinions
	State Bar Resources

	• Your State Bar Association: Trust Accounting Rules and Guidelines • State IOLTA Committee: Approved Financial Institutions and Reporting
	Official IRS and Government Resources

	• IRS: Recordkeeping for Business Taxpayers • IRS: E-Guide 583: Starting a Business and Keeping Records  • IRS: Small Business and Self-Employed Tax Center • SBA: Manage Your Finances: Business Guide
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	• Trust Accounts 101: How to Manage Them Safely and Compliantly • Outsourced Bookkeeping Services for Law Firms • Law Firm Bookkeeping Case Study

	Need Help Setting Up IOLTA-Compliant Bookkeeping?
	MASPARTNER helps law firms establish and maintain compliant IOLTA trust accounting systems, including proper QuickBooks configuration, monthly three-way reconciliation, individual client ledger management, and audit-ready documentation.
	Our team of CPAs and legal accounting professionals can take trust accounting, and every other bookkeeping function, entirely off your plate.
	Book a Free Consultation Today
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