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Surrey Law Society welcomes the opportunity to respond to the Ministry of Justice’s consultation on
the proposed Interest on Lawyers’ Client Account Scheme (ILCA).

Surrey Law Society is a membership organisation representing approximately 1,200 legal professionals
across Surrey, including sole practitioners, small and medium-sized practices, and a number of the
largest firms operating in the county. Our members practise across a wide range of areas in which
client money is held, including conveyancing and private client work, as well as other practice areas
where client funds may be held in specific circumstances.

This response reflects the strongly held and consistently expressed views of Surrey Law Society
members, informed by direct member feedback, engagement with The Law Society, and wider sector
discussion. The views set out below represent concerns shared across the profession and are not
confined to any single firm type or practice area.

Members consider the proposed ILCA scheme to be fundamentally flawed, disproportionate and
unsupported by robust evidence. Serious concerns were raised about increased administrative and
compliance burden, additional cost and risk for firms, and the diversion of client money in a manner
that conflicts with established regulatory principles. There is also significant concern that the proposal
would exacerbate existing pressures on an already heavily regulated profession, particularly at a time
when many firms are facing rising costs and operational challenges.

Surrey Law Society is broadly aligned with the position taken by The Law Society in opposing the
introduction of an ILCA scheme. In our view, the evidence underpinning the proposal is inadequate, the
practical implications have not been sufficiently thought through, and the potential consequences for
firms, clients and access to justice have not been fully or properly assessed.

For these reasons, and as set out in detail below, Surrey Law Society urges the Ministry of Justice not to
proceed with the proposed scheme.
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Question 1 - Do you have any views on the proposed scope of an Interest on Lawyers’ Client
Account Scheme (ILCA)?

Surrey Law Society has serious and fundamental objections to the proposed scope of the Interest on
Lawyers’ Client Account Scheme. There is clear and strongly expressed opposition among Surrey Law
Society members to the proposed scope. Members consistently described the proposal as
disproportionate, unfair and insufficiently grounded in the realities of legal practice, and expressed
strong concern about its potential impact on firms, clients and access to justice.

A central objection is that the scheme would introduce the Ministry of Justice as an additional oversight
body in relation to client money, an area that is already subject to extensive and detailed regulation.
Firms are already overseen by multiple regulators, including the Solicitors Regulation Authority, the
Financial Conduct Authority, the Legal Ombudsman and the Legal Services Board. Members questioned
the necessity of further intervention and were clear that the proposed scope would materially increase
administrative complexity and compliance burden without demonstrable benefit.

Members also expressed strong concern that the proposal conflicts with established regulatory
principles that interest is client money. Diverting interest to a central scheme was viewed as
fundamentally unfair, particularly where firms are required to account to clients for interest under
existing rules. Members highlighted that this could leave firms having to meet client interest obligations
from their own funds, especially in private client and estate matters, despite firms already bearing the
full operational and regulatory risk of holding client money.

There was a consistent and strongly expressed view that the proposed scope would have a
disproportionate impact on small and medium-sized firms, high street practices and those undertaking
legal aid work. Members emphasised that additional administrative and compliance costs are not easily
absorbed and cannot always be passed on to clients. The cumulative effect of the proposal was seen as
risking the viability of certain areas of practice and reducing the availability of legal services, particularly
for vulnerable clients.

Members also challenged the assumptions underpinning the proposal, noting that interest generated on
client accounts is often modest, short-term and highly variable. The figures cited by Government were
not recognised as reflecting members’ experience, and the evidence base for the proposed scope was
considered inadequate.

Finally, there was strong concern that the proposal is perceived by the profession as an attempt to
address wider underfunding of the justice system by effectively imposing an indirect levy on lawyers and
their clients. Members questioned why the profession should be expected to subsidise these costs;
particularly in the absence of clarity as to how funds raised would be used or whether they would be ring-
fenced for access to justice.

Surrey Law Society



SLS

Question 2 - Aside from reserved legal activities, does your firm undertake other types of work that
involve holding client money?

Surrey Law Society members indicated that holding client money outside reserved legal activities is
uncommon. In most cases, client money arrangements arise from core reserved legal work, and
members did not identify material volumes of non-reserved activity involving the holding of client funds.

Where non-reserved activities were identified, these were limited and specific in nature, including family
matters and employment work involving funds held on account. This reinforces the view that client
money is ordinarily held in connection with reserved legal activities, and that any extension of a scheme
beyond these areas would need to be clearly defined and tightly scoped to avoid unnecessary
complexity and compliance burden.

Question 3 - In your view, are there other account types used for holding client money that should
be in the scope of the scheme?

Surrey Law Society members did not support extending the scope of the scheme to additional account
types.

Where examples were mentioned, these related to specific and sensitive categories of client money,
such as legacies, mortgage possession sale proceeds, and funds held under court orders in personal
injury or medical negligence matters. Members considered that these examples highlight the risks of
widening the scheme, as such funds are often held for vulnerable clients or subject to strict legal
controls, and should not be swept into a broad, centralised scheme.

Question 4 - Are there any types of individual account used for holding client money that should
not be included in the scope of an ILCA scheme? And why?

Surrey Law Society members expressed clear and consistent opposition to the inclusion of any
individual or designated client accounts within the scope of an ILCA scheme.

Members did not seek to distinguish between different types of individual accounts. Instead, the view
was that no client accounts used for holding client money should be included, regardless of purpose or
duration. The reasons cited included fairness and proportionality, increased administrative and
compliance burden, and the principle that client money and any interest earned should not be diverted
through a centrally imposed scheme.

Members also noted that including individual or designated accounts would increase costs for firms,
which in many cases would have to be passed on to clients, with negative implications for affordability
and access to legal services.
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Question 5 - We propose that the scheme retains a higher proportion of interest generated on
pooled client accounts (75-100 percent), and a lower rate of 50 percent of interest on individual
client accounts. Do you have any comments on these rates?

Surrey Law Society members expressed strong and consistent opposition to the proposed approach.
Members did not support the remittance of client account interest to the Government at any rate,
whether from pooled or individual client accounts.

Rather than engaging with the proposed percentages, members fundamentally rejected the principle
that any proportion of client account interest should be diverted to an ILCA scheme. Members
emphasised that interest earned on client money belongs to the client under existing regulatory
principles, and that redirecting it to the Government is perceived as unfair and unjustified.

Members also questioned the rationale for applying different remittance rates to pooled and individual
client accounts. The proposed distinction was not accepted as reflecting meaningful differences in
ownership or entitlement to interest, and was viewed as arbitrary. Members noted that a more coherent
and principled approach would be to ensure that interest is accounted to the client to whom it belongs,
rather than retained by firms or redirected to the Government.

In practical terms, members highlighted that many firms do not operate individual client accounts,
meaning that interest would be captured almost entirely at the higher rate. This was viewed as
particularly punitive for firms whose client money arrangements are driven by regulatory or operational
necessity rather than choice.

Overall, the proposed remittance rates were not seen as a balanced or proportionate compromise, but
as part of a broader approach to extract value from client money. Members therefore opposed both the
proposed percentages and the underlying model, and did not consider that adjusting the rates between
pooled and individual accounts would address their fundamental objections.

Question 6 - Do you foresee any difficulties with keeping in place the existing rules on client
interest, for the interest not secured by the scheme?

Surrey Law Society members identified significant practical and compliance difficulties in attempting to
retain existing client interest rules alongside an ILCA scheme.

The prevailing view was that introducing the scheme would make compliance with existing rules overly
complex, costly and disproportionate, particularly once the amount of interest remaining outside the
scheme is substantially reduced.

Members highlighted the complexity of calculating and allocating interest across multiple parties,
including determining the portion payable to the scheme, the portion subject to existing regulatory.
requirements, and the amount due to individual clients. This was seen as requiring additional systems,
processes and reconciliation work, significantly increasing administrative burden.
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There was particular concern about the impact on small and medium-sized firms, which may lack the
resources or staffing capacity to manage this additional complexity in a proportionate way. Members
noted that the cumulative compliance burden could threaten the viability of some practices.

Members also raised serious concerns about operational risk, particularly where changes to banking
arrangements might be required. Altering client account structures or changing banking providers was
described as a major undertaking, especially for firms holding funds for large numbers of clients.
Members warned that widespread changes to bank details across the profession could disrupt
transactions, particularly in conveyancing, and increase fraud risk at a time when firms have invested
heavily in controls designed to mitigate such threats.

Question 7 to 9 - Client expectations and impact on clients

Questions 7 to 9 of the consultation are directed primarily at clients rather than legal service providers,
particularly in relation to expectations around receiving interest on funds held on their behalf and the
potential impact of the proposed scheme on clients.

Surrey Law Society considers itimportant to note that it is unclear what steps have been taken to ensure
that clients are aware of this consultation or have had a meaningful opportunity to contribute their views
directly. Given that the proposed scheme would affect client money and client entitlements, members
questioned whether sufficient effort has been made to engage the wider public and obtain robust
evidence of client perspectives.

In the absence of direct client evidence, members’ experience provides some context. Members
indicated that client expectations in relation to interest are mixed. In some cases, clients do commonly
or occasionally expect to receive interest on funds held on their behalf, while in others such expectations
arerare. This variation reflects differences in practice area, the amounts held, and the duration for which
funds are retained.

Members emphasised that client expectations are shaped by existing regulatory guidance and firm
policies, and that where interest is payable under current rules, firms already account to clients
accordingly. Members cautioned against assumptions that clients are unaware of, or indifferent to,
interest entitlements, noting that such assumptions should not be made without direct and reliable
evidence from clients themselves.

Surrey Law Society therefore considers that the consultation does not currently provide a sufficient
evidential basis on client perspectives. Any decision to proceed with a scheme of this nature should be
informed by meaningful and transparent engagement with clients whose funds and entitlements would
be directly affected.
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Question 10 - For legal service providers: how easy or difficult do you find it currently to open
pooled or individual client accounts?

Surrey Law Society members reported that opening pooled or individual client accounts is often
challenging, reflecting the complexity of current banking requirements and regulatory controls. For many
firms, the process is neither quick nor straightforward.

Against that backdrop, any requirement to move accounts, change providers or alter existing
arrangements in order to comply with an ILCA scheme would be likely to increase administrative burden
and operational complexity, rather than reduce it.

Questions 11 and 12 of the consultation are directed primarily at client account providers, including
banks and Third Party Managed Account providers.

Question 13 - By what process should a “comparable rate” of interest on client accounts be
determined?

Surrey Law Society members identified significant concerns with the concept of a “comparable rate” of
interest.

Members emphasised that a benchmarked or notional rate would not reflect the realities of how client
money is held in practice, particularly for small and medium-sized firms. Client account funds are often
held on an instant access basis and attract relatively modest rates of interest. Applying a “comparable”
rate was therefore viewed as likely to result in amounts being attributed or remitted that exceed the
interest actually earned.

Members considered that, if any interest calculation were to be required, it should be based solely on
the actual rate of interest received on the relevant client account, rather than on a theoretical or
externally set rate. This was seen as the only approach capable of reflecting real-world banking
arrangements and avoiding unfair or disproportionate outcomes.

More broadly, members reiterated their opposition to any interest being payable to the Government at
all. However, they noted that if a scheme were nevertheless pursued, basing calculations on the actual
rate received would be essential to minimise distortion and additional administrative complexity.
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Question 14 - We propose that interest is credited to client accounts, and collected by the
scheme, periodically (such as monthly or quarterly). What should that frequency be?

Surrey Law Society members did not identify a clear or supported preference for any particular
remittance frequency. Members noted that questions of frequency are largely secondary to their
fundamental opposition to the scheme itself.

Where views were expressed, these varied between monthly, quarterly and annual collection, with no
consensus. Members also raised concerns that crediting interest into client accounts for onward
remittance would introduce additional administrative complexity, particularly where such funds would
not constitute client money.

Overall, members considered that focusing on the frequency of collection does not address the
underlying objections to the proposed scheme or mitigate its practical and operational impact on firms.

Question 15 - Are there other account criteria for the accounts that would be recommended to
make the scheme work as intended?

Surrey Law Society members did not identify any additional account criteria that would make the
proposed scheme workable or appropriate.

Question 16 - Do you foresee any practical difficulties with the proposed process for legal service
providers?

Surrey Law Society members identified significant practical and administrative difficulties with the
proposed process.

Members highlighted the need for additional calculations, reconciliations and checks, new or amended
banking arrangements, and changes to existing accounting and case management systems. Introducing
interest flows that do not constitute client money was seen as creating confusion and increasing the risk
of error.

The additional administrative burden and cost were considered disproportionate, particularly for small
and medium-sized firms, and as adding to an already heavily regulated environment. Members also
raised concerns about the impact on clients, including how the changes would be explained in practice
and the fact that clients do not appear to have been directly consulted.

Overall, members considered that the proposed process would add complexity, cost and risk without
improving the effectiveness of existing client account arrangements.
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Question 17 - Do you have any suggestions for changes that could improve how the model works
for legal service providers?

Surrey Law Society members did not identify any changes that would make the proposed model
workable or acceptable to legal service providers.

Members consistently expressed the view that the scheme should not be implemented at all, and that
diverting interest from client money is fundamentally inappropriate. Members emphasised that client
monies should be left untouched and that funding pressures within the justice system should be
addressed through alternative means, rather than by imposing additional administrative and financial
burdens on law firms and their clients.

Overall, members considered that no modifications to the proposed model would address their core
objections, and that the proposal should be withdrawn in its entirety.

Question 18 - Do you have any other thoughts on the intended scheme process for legal service
providers?

Surrey Law Society members did not identify any additional observations beyond those already set out
in this response.

Question 19 - At your firm, how much interest is typically generated on a single client’s funds
including: a. On one client’s funds in a pooled client account; and b. On one client’s funds in an
individual client account.

Surrey Law Society members indicated that the interest generated on a single client’s funds is generally
small or negligible, whether held in pooled or individual client accounts. This reflects the short-term and
variable nature of most client money holdings.

Only a very small minority of members identified circumstances in which significant interest is typically
generated. Overall, interest earned on individual client balances was described as modest and
inconsistent, rather than substantial or predictable.

Question 20 - What proportion of your firm’s turnover is client account interest?

Members indicated that client account interest represents a variable but generally limited proportion of
firm turnover. For many firms, it accounts for none or less than a small percentage of overall income,
while for others it represents a modest contribution.

Overall, members noted that client account interest is commonly used to offset the costs and risks
associated with holding and administering client money, rather than representing a material or reliable
revenue stream. :
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Question 21 - What does your firm currently do with client account interest?

Members reported that firms typically operate a balanced and compliant approach to client account
interest. In most cases, this involves a combination of returning interest to clients where required and
retaining interest to offset the costs of holding and safeguarding client funds, in accordance with existing
regulatory requirements.

This reflects current regulatory expectations and the practical realities of client account management.
Question 22 - How would the scheme, as proposed, affect your firm?

Surrey Law Society members indicated that the proposed ILCA scheme would have a significant
financial and/or operational impact on most firms.

Members described the scheme as overly burdensome and unnecessary, noting that it would increase
administrative workload and operating costs. Concerns were also raised about the impact on firms’
approach to client account management, including banking arrangements and interest rates, with
potential knock-on effects on turnover and profitability.

Members further questioned whether the Government has adequately considered the wider sector
impact, including the risk of redundancies and the cumulative effect on firms across the profession.

Question 23 - What indirect/administrative costs may the scheme place on your firm and how can
we limit them?

Surrey Law Society members identified significant indirect and administrative costs arising from the
proposed scheme. These include additional calculations and reconciliations, increased finance and
compliance workload, client communications, interaction with the scheme administrator, and ongoing
monitoring and reporting requirements.

Members emphasised that much of this work would be non-chargeable, increasing overheads without
improving client service. Even small amounts of interest were seen as requiring disproportionate
administrative effort.

Particular concern was raised about the impact on existing case management and accounting systems.
Members noted that many systems are not designed to accommodate additional reporting or interest
allocation requirements, and that adapting them would require significant development by software
providers. Some providers may be unable or unwilling to make such changes, leaving firms to absorb the
operational impact or face disruption.

Overall, members did not consider that these costs could be meaningfully minimised. Adjusting the
proportion of interest taken by the scheme was not seen as addressing the underlying administrative
burden, which would arise regardless of the amounts involved.
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Questions 24-25 - Legal aid work and impact on legal aid provision

Surrey Law Society has limited direct evidence from member firms currently undertaking legal aid work
in relation to this consultation. As such, it is not possible to draw firm conclusions on proportional
turnover or direct operational impact from member feedback alone.

However, the Society considers that concerns about the potential impact of the proposed scheme on
legal aid provision are well founded and consistent with wider professional experience. Where interest
from clientaccounts and private work is used to support overall firm sustainability, diverting that interest
risks exacerbating existing financial pressures on legal aid providers.

Surrey Law Society therefore shares the concern expressed in the consultation that the proposed
scheme could have adverse implications for the sustainability, staffing and delivery of legal aid services,
particularly in an already fragile legal aid market.

Question 26 - Do you envisage circumstances in which you would need the scheme administrator
to assistyou?

Surrey Law Society members indicated that many firms would require assistance or guidance from the
scheme administrator, or are uncertain whether they would, reflecting a lack of clarity about how the
scheme would operate in practice.

Members noted that guidance would be needed to understand compliance requirements and to advise
clients appropriately. The scheme was also seen as adding to an already significant regulatory burden,
particularly for small and medium-sized firms and those operating in challenging market conditions.

Concerns were raised about the interaction with banks and existing arrangements. Members expressed
concern that there is no clarity or assurance that banks would be willing or able to offer accounts
meeting the proposed requirements, and that firms could be forced to change banking providers in order
to comply. This was described as a complex and costly process that would itself require further guidance
and support.

Members also highlighted concerns about the proposed approach to monitoring and enforcement.
Provisions were described as vague yet potentially far-reaching, with no clear explanation of how any
widespread review of client account records would be undertaken without breaching confidentiality
obligations owed to clients.

Overall, members considered that the proposed arrangements are not straightforward and would

necessitate ongoing intervention and clarification from the scheme administrator, reinforcing concerns
about the scheme’s complexity and overall workability.
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Question 27 is directed at client account providers, including banks and Third Party Managed Account
providers.

Question 28 - We propose that the Ministry of Justice initially administers the scheme. Do you think
there is a more suitable organisation to take on this role in future, and why?

Surrey Law Society members did not consider it appropriate for the Ministry of Justice to administer the
proposed scheme.

Members questioned whether the Ministry of Justice is well placed to operate a scheme of this nature,
particularly given the stated intention to minimise additional burden on firms. Concerns were raised
about inefficiency, complexity and duplication, and the risk that administrative costs could significantly
erode any funds raised.

Members also highlighted concerns about regulatory overlap, noting that firms already report extensively
to existing regulators in relation to client accounts and financial activity. The proposal was further seen
as raising issues of conflict of interest and trust, given that the Ministry of Justice would both administer
the scheme and be the ultimate beneficiary of the funds collected.

Overall, members did not consider the Ministry of Justice to be an appropriate or proportionate
administrator for the proposed scheme.

Question 29 - Do you have any other comments on the proposed roles of the scheme administrator?

Surrey Law Society members did not consider the creation of a scheme administrator to be necessary
or justified.

Members emphasised that client accounts are already subject to extensive regulation, reporting and
oversight, and that the introduction of a new administrative role would add cost and complexity without
addressing any identified deficiency in the current framework.

Particular concern was raised about the sharing of client account information with an additional body,
including how confidentiality obligations would be protected and how this role would interact with

existing regulatory responsibilities.

Overall, members considered the proposed role of a scheme administrator to be unnecessary and
inappropriate in an already heavily regulated area.
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Question 30 - What reporting activity do you already undertake on client accounts and client
account interest?

Surrey Law Society members reported that they already undertake extensive reporting and compliance
activity in relation to client accounts and client account interest.

This includes regular internal reconciliations (often daily, weekly or monthly), annual accountant’s
reports, external audits, and ongoing regulatory reporting in accordance with applicable professional
rules. Members also referenced reporting and oversight requirements imposed by existing regulators,
including the Solicitors Regulation Authority, as well as wider statutory and corporate reporting
obligations.

Members emphasised that client account management is already subject to a high level of oversight,
controls and monitoring, and that firms invest significant time and resources to ensure compliance with
existing regulatory obligations and the protection of client funds.

Overall, members considered that comprehensive reporting and compliance frameworks are already in
place, and that client account interest is not an unregulated or lightly supervised area of practice.

Question 31 - How might we ensure that an approach to monitoring and enforcement is
proportional and effective?

Surrey Law Society members did not consider that monitoring and enforcement of the proposed scheme
could be designed in a way that is both effective and proportionate for legal service providers.

Members expressed the view that the scheme would impose additional burden on firms that already
handle client money with due diligence and care, particularly small and medium-sized practices
operating under significant regulatory and financial pressure. Members questioned whether the
proposal addresses any genuine regulatory deficiency, given the existing level of oversight and control of
client accounts.

The scheme was seen as difficult and costly to administer in practice, with limited justification in terms
of improved outcomes. Several members considered the proposal to be inherently disproportionate in
light of the robust monitoring, reporting and enforcement mechanisms that already apply to client
accounts.

A small number of members noted that, if the scheme were to be pursued despite these concerns, any
monitoring and enforcement should be aligned as closely as possible with existing regulatory processes,
such as current annual reporting requirements, to minimise duplication. However, even this was not
considered sufficient to address the wider concerns about proportionality and cost.
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Surrey Law Society members expressed strong and unequivocal opposition to the proposed Interest on
Lawyers’ Client Account Scheme and urged that it should not be taken forward.

Members considered the proposal to be poorly evidenced and insufficiently thought through, with
significant unintended consequences for firms, clients and access to justice. In particular, members
highlighted the risk of introducing additional administrative and compliance burden into an area that is
already heavily regulated, alongside new operational risks (including changes to banking arrangements
and increased exposure to fraud).

There was also strong concern about fairness and principle. Members emphasised that interest
generated on client money is closely linked to client entitlement under existing regulatory frameworks,
and that diverting a substantial proportion of that interest to a central scheme is perceived as unjustified.
If the policy intent is that firms should not retain client account interest, members questioned why the
consultation does not instead focus on strengthening consistency in accounting to clients, rather than
redirecting interest to Government.

Members further noted that the costs of delivering legal services must ultimately be met from
somewhere. Where client accountinterest is currently used to offset unavoidable overheads associated
with safeguarding and administering client money, removing that income will either increase costs for
clients or, where costs cannot be passed on (including legal aid work), further undermine viability.
Members warned that this would risk legal services becoming more expensive and harder to access,
particularly for vulnerable clients and those served by high street firms.

Members also questioned why legal service providers are being treated differently from other regulated
sectors that routinely hold client money, such as investment and asset management. In those sectors,
the treatment of interest on client cash balances is governed by existing regulatory frameworks and
contractual arrangements, rather than being subject to a mandatory diversion of interest to Government.

For these reasons, Surrey Law Society members consider the proposed scheme to be fundamentally
flawed, unsupported by robust evidence, and likely to cause material harm across the legal services
market. Surrey Law Society therefore urges the Ministry of Justice not to proceed with the proposed
Interest on Lawyers’ Client Account Scheme.
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