
IOLTA Management 
for Lawyers 

The nuts and bolts of handling IOLTA/Trust accounts



Tim Jakubowski
Attorney Banking Consultant
(716) 290-6396
Tim@trustnota.com

The Florida Bar



Agenda
1. IOLTA Overview

1. ABA Rule 1.15 + ABA Rule 1.5 

2. Top Mistakes Attorneys Can 
Make

3. Best Practices



What’s an IOLTA and do I need one?

Interest on Lawyers’ Trust Account 
(IOLA/IOTA/IOLTA):

A bank account used by lawyers to hold 
nominal or short-term client funds. 
These funds are placed in a single, pooled, 
interest-bearing trust account that raise 
money for charitable purposes, primarily the 
provision of civil legal services to indigent 
persons.

IOLTA rules are dictated by the American Bar 
Association (ABA) but may also have specific 
requirements by state.

Back to Basics: What’s an IOLTA?

IOLTA: 
“Interest on 
Lawyers Trust 
Account”

● Designed to hold client funds when the 
amounts do not justify a separate account, but 
the funds include unearned fees and expenses

● Remember, IOLTAs are not the same as your 
operating account - which is used for business 
expenses and day-to-day transactions

● Calling an account an IOLTA doesn’t make it 
so - you need to work with an approved bank 
to ensure it is set up correctly



Mismanaging client funds can lead to disciplinary action, suspension, 
or even disbarment

204 PA. Code Rule 1.15.: Safe Keeping Property 

Key Takeaways

Client funds should 
be kept in a separate 
account maintained in 

the state the law 
office is located.

A lawyer’s own funds can 
be deposited in a client 

trust account for the sole 
purpose of paying bank 
service charges on that 

account.

Prepaid legal fees and 
expenses should be held 
in a client trust account, 
and only withdrawn as 

fees are earned or 
expenses incurred.

When receiving funds due 
to the client, the lawyer 
should promptly notify 
the client and promptly 

deliver any funds the 
client is entitled to 

receive.



204 PA. Code Rule 1.5. Fees, and 204 PA. Code Rule 221(e). 204 PA. Code 81.101, et. seq.



Glossary of Terms

● Operating Account vs Trust Account

● Retainer: advanced payment from a client for work a lawyer will conduct 
in the near future

● Earned Funds: payments received for actual work performed

● Commingling: the act depositing / keeping client's monies with attorney / 
firm monies

● Hybrid Fees: Combination of flat & hourly fees



Don’t Make 
These Mistakes

Lawyers can make 
with their 
IOLA/IOTA/IOLTA



Don’t mix business / personal funds with client funds

Mistake #1: Commingling of Clients’ Funds

● How does this happen?
○ Depositing money identified as a retainer into an operating or personal account
○ Writing checks from / using funds from an operating account 
○ Failing to deposit money belonging to a client (ex settlement funds)
○ Depositing earned money into a trust account
○ Using funds from a trust account to pay for normal business expenses
○ Overdrawing a trust account constitutes commingling
○ Failing to promptly withdraw earned fees is also considered commingling of funds

● How you can avoid it
○ Deposit incoming checks in a timely manner and move earned fees out of IOLTA once fees are earned



Security Feature for Transfers 



Bar associations require robust recordkeeping in the event of an audit

Mistake #2: Poor Recordkeeping

● How does this happen?
○ Not maintaining accurate records or reconciling in a timely fashion
○ Not maintaining records of accounts for X# of years (varies by state)
○ Failure to maintain complete records of handling, maintenance, and disposition of all account funds 
○ Bounced checks
○ Failing to provide records of check registers, subsidiary client ledgers, and monthly reconciliations
○ Failure in identifying “every penny” in trust account

● How you can avoid it
○ Reconcile regularly (at least monthly) and understand 3-way reconciliation

○ Track outstanding checks that have not cleared



Mistake #2: 
Poor Recordkeeping

Bar associations require robust 
recordkeeping in the event of an audit

Are you able to provide...

• Proof that each IOLA/IOLTA transaction is related to a specific client matter?

• Proof that all IOLA/IOLTA balances can be tied to a specific client matter?

• Records of all IOLA/IOLTA deposits/withdrawals with date, source and purpose?

• Client ledgers with transaction details and names of parties receiving funds?

• Physical/electronic checkbook registers, bank statements, records of deposit?

• Records of all electronic transfers from client trust accounts?

• Copies of reconciliations of the client trust accounts?

• Records of client funds from any matters within the past 5 years?

Many of these requirements were pulled directly from ABA Model Rules on Client Trust Account Records2

You should be able to answer “yes” to all of these questions



Mistake #3: Not Knowing 3-Way Reconciliation for IOLA/IOLTA

Everything must balance

ABA Rule 1.15:  “Safekeeping Property” requires monthly reconciliation of client ledgers and 
quarterly reconciliation of the trust account3



Reconciliation Report Reconciliation Report 



Reconciliation Report Mistake #3: 
Not knowing 3-way 
reconciliation

Everything must balance



Avoid triggering a second malpractice claim by becoming an IOLTA expert

Mistake #4: Misappropriation and Conversion

● How does this happen?
○ Taking or using client funds without express authorization (No, you cannot “borrow” money from a 

trust account)

○ Adds additional hours to an invoice for time not spent on a matter

○ Charging for and receiving payment for an expense never incurred

○ Failing to deposit unearned client funds into a trust account / Depositing unearned funds into an 
operating or personal account

○ Trust account theft (someone accesses your trust account and writes themselves a check) 

■ This can also trigger a “failure to supervise” claim



Advanced fees are client fees until the lawyer earns the fees

Mistake #4: Misappropriation and Conversion (cont’d)

● How you can avoid it
○ Keep detailed IOLTA records - as far back as 7 years!
○ Work with your bank to ensure any IOLTA fees are pulled from operating
○ Use a tool that enables virtual sub accounts to avoiding having to maintain multiple accounts
○ Track “float” to avoid bouncing checks
○ Exercise supervision of non-attorney staff access to accounts and related items such as a 

signature stamp

● When and how can I withdraw from my IOLTA?
○ When work is completed, invoice your client with a clearly itemized bill, then wait a “reasonable 

time” before paying yourself into your operating account



Best Practices to prevent mismanaging client funds

Pay attention IOLA/IOLTA 
activity to ensure each 

transaction can be tied to the 
correct client matter

Regularly self-audit account 
activity and client matter 

balances.

Limit access to your 
IOLA/IOLTA and restrict 

permissions where possible.

Attorneys have been 
disciplined for improper 

actions of bookkeepers or 
office managers.

Don’t wait until month end 
to review your IOLA/IOLTA 

activity.

Frequent reviews help 
ensure smooth reconciliation. 

Keep detailed records of your IOLTA

Pay attention - your license is at stake!



Rules to Remember

● Costs and Expenses: should be deposited in your IOLTA. However, if you’ve  already paid these out to 
your client, you may deposit them as a reimbursement to your operating account

● Traditional Retainer: this is considered earned upon receipt and should be deposited into your 
operating account

● Hourly, Flat, Hybrid Fees: should be deposited into IOLTA until earned and may be dependent on 
agreement (e.g. upon the occurrence of a contingent event or completion of a phase in the case)

● Credit Card Payments: deposit into IOLTA unless the merchant agreement prevents passing the 
percentage fees to clients.  If you make the client responsible for these fees, state that explicitly in your 
fee agreement. Otherwise, keep more of your fees as a buffer and pay them from your operating account.

● PayPal and Venmo: because funds are initially deposited in these accounts, some jurisdictions prevent 
from being transferred into IOLTA accounts

● Don’t hold onto an undeposited client check and put into operating account when paying yourself

Above principles are not true everywhere, and state rules differ in crucial ways. You must know 
which rules apply (MR 8.5)



More Best Practices

● Define terms in your fee agreement, such as “until earned,” “costs,” “expenses,” “attorney fees,” 
etc, and state in plain language where the fees will be held.

● Specify in your fee agreement whether a third-party payor is entitled to receive a refund

● Consider using a merchant that will notify you and automatically pull the funds from your 
operating account

● Ensure that your IOLTA reporting can track client funds, transaction details, and purpose of all 
IOLTA transactions

● Be active in IOLTA oversight - don’t rely solely on your bookkeeper or accounting partner

● Restrict IOLTA access and limit permissions for support staff

● Consider obtaining a short term  line of credit during good times, so you aren’t tempted to borrow 
client funds in bad times

Withdraw earned fees in a timely manner, or the bar can take it away from you



When and how can I withdraw from my IOLTA?

● When work is completed, invoice your client with a clearly itemized bill, 
then wait a “reasonable time” before paying yourself into your operating 
account

● Know the state variations on how to define “reasonable time” and how 
different funds may be withdrawn (debit card, check, cash)



Attorneys should be able to 
assign every penny in their 
IOLA/IOLTA to an existing 
client matter

Attorneys should be able to tie 
every transaction to an existing 
client matter and understand 
the purpose of that transaction

Best Practice: Electronic reconciliation and record keeping (with notes) helps minimize human error and 
stay organized with money movement

Be active with IOLA/IOLTA oversight



Client Matters 



Surround yourself with experts

Leverage partners who understand the legal space and the importance around IOLA/IOLTA

• Work with a bank (and banker) that has experience with IOLA/IOLTAs

• Take care when you set up and title accounts to help remove future   
headaches

•   Confirm you set up the accounts so any fees are deducted from your  
operating account, not your IOLA/IOLTA

•   Work with a CPA or bookkeeper that has experience dealing with 
attorneys

• If they are going to be assisting with IOLA/IOLTA oversight, ensure  
they have experience with 3-way reconciliation



IOLTA Audit Checklist

Records that show the date, source/payee, and description for each deposit or disbursement

Documentation of the source of all funds deposited and the names of all persons for whom the funds are held for

Copies of retainer and compensation agreements with clients

Copies of accountings/records to clients or persons showing the disbursement of funds to them or on their behalf

Copies of bills for legal fees and expenses rendered to clients

Physical/electronic checkbook registers, bank statements, and records of deposit

Records of all electronic transfers that show the name of the person authorizing transfer, the date of transfer, the name of 
the recipient and confirmation from the financial institution with date and transfer time

Copies of monthly client trial balances and quarterly reconciliations of the IOLTA
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Source: Rule 1.15 of the ABA Model Rules of Professional Conduct
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Thank You
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Banking services powered by M&T Bank, Member FDIC. 

References to “IOLTA” or “Interest on Lawyers Trust Account” shall be interpreted to include “IOLA,” or “Interest on Lawyer Account,” and “IOTA,” or “Interest on Trust Account,” as applicable in a particular state.

Nota is a product offered by M&T Bank. It is available to attorneys whose offices are located in and who are practicing law in NY, NJ, MD, PA, DE, CT, VA, DC, FL, and WV and to whom the rules and regulations for IOLTA accounts are 
applicable. The advertised product and its features and availability are subject to change at any time and without notice. Use of the product is subject to and governed by certain terms, conditions, and agreements required by M&T Bank.

©2022 M&T Bank. All rights reserved.

[1] https://www.americanbar.org/groups/professional_responsibility/publications/model_rules_of_professional_conduct/rule_1_15_safekeeping_property/
[2] https://www.americanbar.org/groups/professional_responsibility/resources/client_protection/aba-model-rules-on-client-trust-account-records---rule-1/
[3] https://www.americanbar.org/groups/professional_responsibility/resources/client_protection/fpreface/

https://www.americanbar.org/groups/professional_responsibility/publications/model_rules_of_professional_conduct/rule_1_15_safekeeping_property/
https://www.americanbar.org/groups/professional_responsibility/resources/client_protection/aba-model-rules-on-client-trust-account-records---rule-1/
https://www.americanbar.org/groups/professional_responsibility/resources/client_protection/fpreface/
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