STUDY UNIT: 14

GENERAL ASPECTS RELATING TO ALP
Question 14.1

Explain the term ``trust money'' and give three examples of such money.

Question 14.2

Explain why trust money does not form part of the assets of an attorney's practice.

Question 14.3

Describe what section 78 of the Attorneys Act 53 of 1979 requires of a legal practitioner as regards the handling of trust money.

Question 14.4

Interest earned on trust money is applied to cover certain expenses of an attorney. Name these expenses.

Question 14.5

Describe three requirements that must be complied with before money may be transferred from the trust creditors account of a client to his or her account in the clients ledger.

Question 14.6

Name the three subsidiary journals involved in a transfer from a trust creditors account to an account in the clients ledger.

Question 14.7

Name the journals from which postings to the trust creditors ledger are made.

Question 14.8

Name the two accounts of which the balances must tally in respect of trust money.

Solution: Question 14.1

Trust money is money entrusted to an attorney, to be held in trust by him or her and to be dealt with according to the instructions of the client

Examples

· deposits of clients for services still to be rendered, as well as for expenses incurred in this

regard

·  money deposited by a third party (the purchaser) in respect of a purchase transaction

· money which has been deposited and must be paid over to another party

Solution: Question 14.2

Trust money does not form part of the assets of an attorney's practice because it belongs to a

third party.

Solution: Question 14.3

A legal practitioner is obliged to keep a separate trust bank account with a banking institution in the Republic and must deposit any money held or received on behalf of any person in this

account.

Solution: Question 14.4

Bank charges on the trust bank account.

Insurance of trust creditors against fraudulent use of their money.

Audit fees relating to trust accounts.

Solution: Question 14.5

No amount exceeding the debit balance on the client's account may be transferred from his or

her trust account.

No amount exceeding the credit balance on the client's trust account may be transferred.

The client must be aware of such a transfer and must have no objection to it.

Solution: Question 14.6

The transfer journal.

The trust cash payments journal.

The business cash receipts journal.

Solution: Question 14.7

The trust cash receipts journal.

The trust cash payments journal.

The transfer journal.

The general journal.

Solution: Question 14.8

The trust creditors control account.

The trust bank account.

STUDY UNIT: 16

PRACTICE MANAGEMENT 

Question 16.116.1

Compare the different forms of enterprise in which a law practice may practise in tabular form.

Solution exercise 

Question 16.2 16.2

List the items that should be included in a partnership agreement.

Question 16.3 16.3

List the factors that should be taken into account when the system for the compensation of

partners is determined.

Question 16.4 16.4

Name the factors that should be taken into account when fees are charged to clients.

Question 16.5 16.5

Briefly discuss how a law practice should go about managing its human resources.

Question 16.616.6

List four computer applications that should be available on the computer systems operating in a law practice.

Question 16.7 
Briefly explain the items that should be included in the financial planning of the law practice.

Question 16.816.8

Briefly explain what a law practice system should consist of to be functional and logical.

Solution exercise 

Answer 16.1

	Characteristics
	Sole proprietor
	Partnership
	Incorporated

company



	Number of members


	One
	Two or more, but no

more than 20


	One, but limited to 50



	Legal personality
	Not a separate legal

entity. Owner is liable

for the debts of the

practice


	Not a separate legal

entity. Partners are

jointly and severally

liable for debts
	Separate legal entity.

Directors are jointly

and severally responsible

for debts to the

amount of their investment

in the company's

shares



	Management
	Responsibility and

management rest with

the same person


	Joint responsibility and

control


	One or more directors



	Name of entity
	No legal requirement
	No legal requirement
	Name ends with ``incorporated'',

abbreviated

as ``Inc''

	Capital
	Limited to capital contribution

of one person


	Limited to contributions

of partners


	Limited to share issue

	Income tax
	Profit of undertaking

regarded as the owner's

personal income
	Each partner pays tax

on his/her profit share


	The company pays a

fixed rate on profits



	Continued existence


	Theoretically the entity

ceases to exist when

the owner dies
	The partnership dissolves

and a new

partnership is formed

when a partner retires

or dies or a new partner

is admitted


	Unlimited existence

except for liquidation




Solution exercise
Answer 16.2

A partnership agreement should include the following:

· the names of the different partners

· the purpose and scope of the partnership
· the capital contributions expected from the partners
· the duties and limitations of the respective partners
· the method to be followed in settling disputes
· the rules to be applied in the withdrawal of partnership funds
· the formula to be applied in the distribution of profits or losses
· the provisions to be made for the possible dissolution of the firm or termination of a partner's  interest
· the admission of new partners
· modification of the terms of the agreement

Answer 16.3

The partners should take the following factors into account when determining the

compensation system:

· hours billed
· fees collected
· new business generated
· associates or support staff supervised
· capital contributions
· years of practice
· management responsibilities

Answer 16.4

The following factors should be taken into account when fees are charged to clients:

· the time and labour involved
· the likelihood that the acceptance of the particular employment may lead to other

employment by the law practitioner
· the amount involved and the results obtained
· the time limitations imposed by the client
· the law practitioner's experience, reputation and ability
· whether the fee is fixed or contingent

Answer 16.5

Human resource management is a cycle that includes the following:

· The recruitment and hiring of new employees
Law firms spend substantial amounts of money to recruit the best law students and other legal personnel such as legal secretaries, typists and assistants. Legal personnel are the people who bring in the business, do the legal work and represent the clients.
· Training
Training involves teaching basic practice skills that are critical to job performance. Included in the training process is orientation. The first day at a new job is the most important day of a person's life in a law practice.
· Evaluation

Evaluation of both law practitioners and staff should take place at some designated time after the legal employee has been hired. Thereafter regular evaluations of all personnel are of utmost importance.
· Feedback
Employees should be informed whether expectations have been met. Regular feedback is

vital, and should include both positive and negative comment.
· Compensation
A fair workable compensation scheme should adequately reward everyone in the law firm for work done and provide incentives for the future.
· Benefits

Benefits such as leave, medical aid, pension fund contributions, travelling costs, training,

further education, housing subsidies, etc should form part of the total package offered to

employees.
· Promotion
Personnel in a law practice should have opportunities for promotion and there should be clear guidelines on the requirements for promotions and job descriptions.
· Retirement

The conditions for retirement should be set and available to all employees.

Answer 16.6

Although every firm is unique, most of them require at least the following computer

applications:

 high-level word processing ;  document assembly  ; calendaring ; personal information management ; time and billing ; financial management ; database ; spreadsheet ;

presentation ; substantive practice management ; client contact; e-mail ;data and file transfer;
electronic research; document scanning, copying and faxing ;video conferencing;
continuing legal education

Answer 16.7

Financial planning includes planning for the following:

Capital

A law firm must determine the capital needs of the business, that is, what is required for start-up expenses and the reserves necessary for potential negative cash flow during the initial

years of operation. The range of capital investment could be between several thousand and a

few million rand.

Expenses

The expenses include the start-up expenses required to get the firm up and running and

operating expenses which represent all payments for the cost of goods and services required

in the daily operating activities of the law practice.

Income
The fees generated by legal work for clients are the main source of income in a law practice.

The billing and collecting of fees therefore form an integral part of the financial management of a law practice.

Compensation

Salaries and wages my represent from 50 to 70% of all overhead expenses in a law practice

and should receive specific attention.

Borrowing

Obtaining a loan is risky and costly. Although loans are paid off as fixed expenses over time,

the interest on the loan should be considered before a loan is obtained.

Solution exercise 
Answer 16.8

A law practice system can consist of the following:

Substantive systems

Substantive systems allow matters to be handled routinely and tasks completed competently

and efficiently.

Document assembly systems

In this process, legal documents are prepared, whether simple or complex, routine or unique,

original or retrieved. The same steps are always followed to create a document.

Administrative support system

These support systems relate to the business of rendering legal services: calendar, filing,

retrieval, conflicts of interest, timekeeping and billing. Administrative support systems relate to

client matters through the law office.

Calendar and tickler system

This relates to scheduling events and other critical dates, directory information, expenses and

reminder notes as indicated below:

· a conflict checking system

· a timekeeping and billing system

· a client trust account system

· a litigation management system

· accounts and bookkeeping systems
