
Part 1. Rulings and Decisions Under the Internal
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26 CFR 1.61-7:Interest.

Interest; 8ttomey'1 bust 8CCOUnl
Interest earned on clients' nominal
and short-term advances deposited
in an attorney's trust account and
paid over to a bar foundation, pur-
suant to a program established by
the Supreme Court of State X. is not
includible in the gross incomes of
the clients.
Rev. Ru!. 81-209

ISSUE

Wbether interest earned on client
advances deposited in"trust accounts"
under the circumstances describt>d
bt>low is includible in the ~oss in-
come of the clients.
FACTS

Attornevs in state X who are re-
tained to'render legal service must
place in trust 'accounts monetary ad-
vances received in the ordinarY coum'
of their business. In many cas'es these
advances are too small in amount and
are on deposit for too short a time to
permit. as a practi"aI matter. deposit
of funds in separate accounts for each
client. ,or deposit in a comminjded ac-
count with interest allocated to each
client. As a consequence. the lonl(
standing practice of attorneys in state
X is to deposit these small and short-
term adVances in commingled nonin-
terest bearing checking accounts.

In 1981 the $upreme'Court oEstate
X reyiewed' this practice regarding'
client advances as a matter within its
ori/1;inal jurisdiction reiarding the
disciplin~ 'and' practice of attorneys, '

The court concluded that for practical
reasons interest could not be made
avaiIable to the clierits on advances
that were nominal andbeld for short
duration. and continued the practice
of allowing attorneys to deposit these
'advances in nonln.terest bearing
checking accounts. HoweVer. the court
alsO cOncluded that such funds could
be productiVe of income for charitable

purposes. and could bt>invested with-
out violatinl/: the fiduciary relatioI!Ship
hetween attornev and client. Accord-
inl/:ly. the court ~stablished a prow-am
wherebv an attorney could elect to
commi';gle the nominal and short-
term advances of all clients in an
interest bearinl/: trust account instead
of a noninterest bearing checking ac-
connt, Interest earned on amounts de-
posited in these trust acCounts will be
paid to the bar foundanon of state X. a
non-profit charita:bIe organiiation
described in section50l(c)(5) of the
Internal Revenue Code. -

The rights of the clients with respect
to these advances will not be ch'anl!;ed
hy the prow-am; and no client may
individually elect whether to partici-
pate in the prol1:fam. (f the attorney
..lects to participate il)' tbe PrOl1:fam.
the attorney mlL~ do so witb respect to
nominal' and short-term advances of
all clients. As withadvailces deposited
in noninterest bearinl/:' cbeckinlt ac-
counts. advances deposited und~ the
prowam cOntinue' to bt> readily
available to attorneys 'for
disbttrsement on behalf of clients.
t' nder the prol1:fam. all these disbufS('-
m..nts for clients are in fact paid out of
tht'Se trust acconnts. 'The prol!;rnJtI
bars clients from receivinl!; the benefit
of anv interest earned to the
commiilgled advances: and. because
of their fiduciary responsibility to
their clients with respect to any
ad,'ances. it is iIlt'Itai fo{ the attorneys
to receive any hent"fit. from interest
earned en tbe comminl!;led ad..vances.
FurthelT!1ore.under the projUam.
clit"nts cannot compel attorneys to
invest the advances on 'the clients'
bt>half. .

HOLDINC

lInder'the uniqtle facts described
herein. interest earned on clients'
nominal and short-term adVances and

paid over to the bar f()lindinon pur-
suant ,to the program established bv
th.e Supreme Court of X is notincIud-
i~le in the gross incomeS of the dient~.


