Trust Accounting Red Flag Checklist
A compliance and risk assessment tool for law firms to identify disciplinary exposure, reconciliation gaps, and internal control weaknesses.

Introduction
Trust accounting errors remain one of the most common causes of disciplinary action for law firms. This checklist helps managing partners, office managers, and administrators quickly assess their current level of exposure. Review each item and mark whether it applies to your firm to identify where immediate remediation may be required.

Segregation of Funds
· Client funds are ever held in the operating account.
· Trust and operating funds are not clearly separated in the accounting system.
· Retainers are not deposited into the trust account before being earned.
· Refunds of unearned retainers are not processed promptly.
· There is no written policy governing trust fund handling.

Reconciliations
· Three-way reconciliations are not performed monthly.
· Reconciliations are performed by the same person who handles deposits or disbursements.
· Reconciliation reports are not reviewed or approved by a partner.
· Stale balances remain on client ledgers with no explanation.
· There is no audit trail for adjustments or corrections.

Documentation & Recordkeeping
· Client-level trust ledgers are incomplete or missing.
· Disbursements lack supporting documentation.
· Deposits are not tied to specific clients or matters.
· There is no standardized process for documenting settlement statements.
· Trust account activity is not retained for the required regulatory period.

Internal Controls
· One person controls deposits, disbursements, and reconciliations.
· Checks can be issued without partner approval.
· Electronic transfers are not subject to dual authorization.
· User access to accounting software is not restricted by role.
· Changes to vendor or client information do not require approval.

Interpretation
· 0–3 Red Flags: Low exposure. Systems appear stable but should be reviewed annually.
· 4–6 Red Flags: Moderate exposure. Controls are inconsistent and may lead to compliance issues.
· 7+ Red Flags: High disciplinary risk. Immediate remediation is recommended.

Next Steps
If you identified more than three red flags, consider scheduling a 30-minute Trust Accounting Review. During this session, we will walk through your checklist results, identify areas of exposure, and outline a 90-day remediation plan tailored to your firm.
To schedule your review, contact info@penniescount.com or visit your scheduling link.

