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A little about your
presenter

Randy Huizenga

CPA with more than 37 years of experience
in pubic accounting and private industry

Works with attorneys with their firm and
individual tax and accounting needs

Helps business owners and their companies
manage their financial matters, cash flow
and taxes

Also works with attorneys in litigation
support and forensic accounting

Works extensively with accounting software
used in most service businesses



Let me know
something about
yourselves

Solo, small or large firm?

Financial administrator in
place?

Are regular firm financial
statements distributed to all
partners?

Involved in the billing and
collection process of the firm?

Do you regularly see Key
Performance Indicators (KPIs)?

Do you understand them?






Entity types _PLLC

— PLLP
— Sole proprietorship

Advantages
e One level of tax
 Flexible

e Limited liability in all but
unshielded proprietorship



Entity Types

Disadvantages

S corp
— Less flexible

Sole proprietorship
— no limitations on liability

C corps
— Two levels of tax

PC (professional corp)

- Needs planning and good
financial controls to avoid
35% corporate tax



Accrual basis
accounting for
internal reporting

Billed but unpaid fees
are included in revenues

Incurred but unpaid
expenses are counted as
deductions

Standard for large corps
and more sophisticated
smaller firms

Law Firm

Profit & Loss - Accrual Basis
January through December 2016

<Jan - Dec 16 <

Income
Legal Fee Income
Settlement Income

Markup on Reimbursable Expenses

Reimbursed Exp. (Income)
Total Income

Cost of Goods Sold
Billable TimeWages
QOutside Consultants (Billable)
Settlements Out to Clients
Reimburseable Expenses
Total COGS

Gross Profit

Expense
Practice development
Facilities
CarfTruck Expense
Conferences and Seminars
Contributions
Depreciation Expense
Insurance
Professional Fees
Travel
Wages - Unbillable
Total Expense

Net Ordinary Income
Other Incomel/Expense
Other Expense
Other Expense
Total Other Expense

Net Other Income

Met Income

>

327.003.75
15.000.00
48525
5.072.50
347.561.50

48.519.46
49 970.00
5.970.00
5,753 .22
111.212.68

236348 .82

8.216.26
26,358.76
11.568._30
4,700.00
2,500.00
84612
16.689.08
4,448 24
3,452 23
35,243 43
114 022 42

122.326.40

2.236.18
2.236.18

-2.236.18

120,090.22 4



Law Firm

Profit & Loss - Cash Basis
January through December 2016

Cash basis reporting o cdan-Declee

Legal Fee Income 314.885.00
Settlement Income 15.000_00
Markup on Reimbursable Expenses 423 .15
Reimbursed Exp. (Income) 4. 231.50
Total Income 334,539 .65

Only collected receipts are Castor e Skl
. . Billable TimeNWages 48.519.46
reported' |nclud|ng those Qutside Consultants (Billable) 45,970.00
. . . Seftlements Out to Clients 5.970.00
bl”@d In the prlor year‘ Reimburseable Expenses 5,498 22
Total COGS 106.957.68
Gross Profit 227.581.97
Only dISbursementS pald Exlgfan:;?c:e development 8.216.26
during the current year and CarfTruck Expense 156830
. . Conferences and Seminars 4 70000
depreciation are deducted Contifinstions 2.500.00
Depreciation Expense 846_12
Insurance 16,689.08
Professional Fees 4 448 24
L Trawvel 3,452 23
Standard for tax reporting Wages - Unbillable 35,243 43
Total Expense 114 . 022 42

for most service companies

Met Ordinary Income 113,559 55

Other Incomel/Expense
Other Expense

Other Expense 223618
Total Other Expense 223618
Net Other Income -2 236.18

MNet Income [ 111, 32337 4



Differences in accounting

Accrual

Legal fee and other income is
$347,561.50

COGs is $111,212.68

Total expenses is $114,022.42

Net income is $120,090.22

Cash

Legal fee and other income is
$334,539.65, lower by $13,021.85

COGS Is $106,957.68, lower by
$4,255.

Total expenses are the same

Net income is $111,323.37, lower
by $8,766.85



Dealing with the
Differences

Accounts receivable are usually the
biggest consumer of capital

Small (and large) firms may make the
mistake of running undercapitalized,
with little or no partner capital
requirements. DO NOT get caught in
that trap!

Screen clients
Insist on retainers
Manage cash flow

Use the trust account
wisely

Accept credit cards
Insist on regular payments
Pay liabilities promptly



Other Accounting responsibilities

e Trust account

— The trust account represents in effect a bank account
for your clients

— Your trust account is NOT income to the firm until fees
are earned and transferred to the firm’s operating
account

— Deposits should be marked with client and matter
tags

— Interest, if any, goes to the Bar Foundation

— Removals from the trust account are either paid to the
firm when fees are earned, or, returned the client



Law Firm

Balance Sheet
As of December 31, 2016

ASSETS
Current Assets
Checking/5avings

General Business Checking Acct. b

Client Trust Account
Petty Cash Account
Total Checking/5Savings

Accounts Receivable
Accounts Receivable
Total Accounts Receivable

Total Current Assets

Fixed Assets
Computer Equipment (Over $500)
Accumulated Depreciation

Total Fixed Assets

TOTAL ASSETS

e Dec 31,16 <« Dec 31,15 ¢

13.410.69 4

9,610.00

500.00

23,520.69

27 192.15
27 192.15

50,712.84

2.,500.00
-846.12

1.653.88

52,366.72

19,170.00
0.00
0.00
19,170.00

14.170.30
14.,170.30
33,340.30
0.00
0.00

0.00

33,240.30



LIABILITIES & EQUITY
Liabilities
Current Liabilities
Accounts Payable
Accounts Payable
Total Accounts Payable

Credit Cards
Master Card Payable
Total Credit Cards

Dther Current Liabilities

Funds Held in Trust
Payroll Liabilities
Line of Credit

Total Other Current Liabilities

Total Current Liabilities

Total Liabilities

Equity
Owner's Capital
Retained Earnings
Net Income

Total Equity

TOTAL LIABILITIES & EQUITY

2016 2015
8.672.00 4.417.00
8,672.00 4.417.00
964 .12 -204 91
964 12 -204 91
9.,610.00 0.00
2,753.53 0.00
36.302.60 20,154 .02
48.666.19 20,154 02
58.302.31 24 36611
68,302 31 24 36611
-135,000.00 0.00
8,974 19 9,259 46
120,090.22 -285.27
-5.,9356 .59 8.974.19
52,366.72 33,340.30




Dealing with long term assets and
liabilities
Furniture, office equipment and similar purchases

are set up as Iong term assets

They can be depreciated in as little as the year of
purchase or over up to generally 10 years

Tax law in effect at purchase usually determines
the manner of depreciation

Assets purchased with loans can still be
depreciated quickly

Balances on lines of credit need to be tracked and
accounted



Equity

 |f partnership is offered to you, you may be
required to add equity to the firm.
Alternatives may include:

— Investing immediately with your own cash
— Adding to equity through annual allotments
— Borrowing outside personal funds to add to equity
— Providing no equity at all

* The equity investment is NOT deductible. It
may be recovered when you retire or leave
that firm



More Equity Issues

As you add equity to the firm, you will generally be
allotted a portion of the firm’s profits through a K-1,
which are generally taxable on your personal tax return

You may also receive a salary from the firm, which is
taxable to you

Distributions to you throughout the year to pay you for
your allotment of profits are generally NOT additional
taxable income to you

Receiving allotted income through a K-1 usually
requires you to pay estimated taxes throughout the
year

You may be personally responsible for both sides of
employment taxes



Key Performance Indicators

* Alaw firm, large or small, should routinely
develop and review their KPIs

e Common indicators are
— Revenue per employee
— Revenue per partner
— Realized billing rates by firm and employee
— Days revenues outstanding

— New clients (numbers and billings) acquired by
each partner

— Earnings per partner
— Billed hours by employee, associate and partner



My Own Key Performance Indicators
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Important Specifics

Realized billing rate by individual

— Firms need to track realized rates after billing write-offs
Billed hours

— No billed hours, no billings
Golden number

— A firm-wide number that shows tracks revenue divided by paid hours.
Helps you track improvements in efficiency and competence

Days revenue outstanding

— Tracks your ability to collect billings. Receivables usually consumes the
largest share of capital

Revenue per partner
— Firms don’t add partners without adding revenue...
New clients and their billings
— Firms don’t grow without new clients to replace natural attrition

Take the time to understand your practice



Role of the Financial Administrator

Oversees billing and collection process
Prepares regular financial statements

Involves their CPA to prepare annual firm tax return and related K-
1s for partner individual returns

Develops individual or firm-wide Key Performance Indicators for
distribution to all employees that bill

Plans and executes acquisitions of capital assets
Negotiates and manages bank lines of credit and loans

Plans and manages cash flow and annual budgets for firm, practice
groups and individuals

In a small firm, YOU may be it!



Tax-savings ideas

One level of tax

Cash basis for tax reporting

Take advantage of fast depreciation

Plan and make retirement plan contributions

Use flex spending or health savings accounts for
medical costs

Provide enough capitalization to reduce yearend
payables without harming financial condition

Create financial flexibility by keeping the lid on partner
distributions

Insist that partners are current with their personal
taxes



Attorney at Work

An excellent tool for attorneys atto rn eya‘t l

Provides daily tips on a wide variety
of law-related topics

DAILY DISPATCH OCTOBER 31 | 2011

LAW PRACTICE MANAGEMENT SOFTWARE
Can be found at : TRYIN' BEFORE YOU BUY M

A law practice management software system can be the principal
" organizing feature of your law firm, a full-scale repository and

http://www.attorneyatwork.com/

collaboration tool and a hedge against malpractice. But, with 50 many

options available, how do you choose the one that's right for vou? Today

Jared Correia, law practice advisor at the Massachusetts Law Office

Management Assistance Program, helps us sift through the options, with

links to more than a dozen of the most popular products for lawyers
..CLICK HERE TO READ THE REST



Practice/Case Management Aids

e Abacus
* Amicus
* Clio
* PracticeMaster
* TimeMatters

 Dozens more



Billing Aids

* Billquick
* QuickBooks
e Timeslips
* Amicus
* TimeMatters
* PClLaw
* Tabs3 Billing
* 100s others






Thanks!

 Randy Huizenga, CPA
* Huizenga & Co., CPA, PC
 West Jordan
e (801) 748-4008

* rhuizenga@foremostaccounting.com



