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Distribution of Settlement Funds 
 
Q:  Upon settling a matter for a client and receiving 
settlement funds in my trust account, am I ok 
simply distributing the funds to my client per the 
executed Settlement Agreement, or should 
additional action be taken?  
 
A:  While documentation of your interaction with 
your clients is often a burdensome task, failure to 
do so can, on occasion, present a blueprint for 
disaster in the form of a legal malpractice complaint 
against you, and your firm as well.  Most 
professional liability complaints include reference to 
conversations (or lack of them!) where the former 
client, now a plaintiff, claims the attorney did or said 
something that somehow creates liability. In order 
to do everything necessary to protect against such 
claims, the preparation of a file memo that 
documents each significant interaction with the 
client can and often does prove to be pivotal in the 
defense of such claims.  Obviously, confirmation of 
such interactions by use of correspondence or 
email directed to the client is equally important.  
The analogy to medical malpractice complaints is 
arguably applicable here, namely “if it is not in the 
chart, it never happened.”   
 
It is not unusual to see legal malpractice claims 
relating to the distribution of settlement funds.  Far 
too often, in the context of a legal malpractice 
action, we have seen that settlement funds are 
distributed without the preparation, and the 
execution by the client, of a distribution memo, 
which specifically identifies where each portion of 
the settlement fund is going (i.e. the attorney’s fee, 
lien repayments, firm costs, etc.).  Failure to 
prepare and have the client execute this distribution 
memo can cause significant problems down the 

line. Anytime you settle a claim and the settlement 
funds are to be distributed to third parties such as 
lienholders, vendors, or perhaps even referral 
sources, having a client acknowledge their 
understanding and approval of the distribution is 
imperative.   
 
To protect against potential claims, it is essential 
that the funds in question be immediately deposited 
in the firm’s escrow account and that no 
distributions of any kind are made until a 
distribution memo is prepared by the responsible 
attorney and the client signs the memo itself, 
approving the distribution as outlined in the memo.  
No distribution should be made from the firm’s 
escrow account until the distribution memo has 
been executed by the client.  While there is always 
internal pressure at the firm to get the funds 
distributed and the attorney’s fee taken (haste 
makes waste), if the funds are distributed 
prematurely, a potential claim awaits!   
 

 
 
 
 
    
 
 
 
 
 
 
 
 
 

Do you have a question for Ask William that you 
would like to see answered in a future newsletter?  
Email us at AskWilliam@Travelers.com 
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