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Danger: Deep Waters

m We will be taking a deep dive into Law

DEEP WATER

Firm Accounting

We anticipate many questions; they will
be answered at the end of the
presentation.
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What is Legal Accounting

Business Accounting
Matter Cost / Income Accounting
Fee Advances/Retainers/Client Funds Accounting
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Law Firm Chart of Accounts

@ Chart of Accounts & Journal Entries
@est M peete
Active ~  Search where
Account

Accumulated Depreciation
Furniture and Equipment
Advanced Client Costs

Allowance for Bad Debt

Security Deposits Asset

Sales Tax

Client Trust Funds

Client General Retainer (Trust)
Client General Retainer (Operating)
Payroll Liabilities

Internal Bank Transfer

Notes Payable
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Type
Fixed Asset

Fixed Asset

Other Current Asset
Other Current Asset
Other Asset

Other Current Liability
Current Liability
Current Liabilty
Current Liability
Current Liabilty

Current Liability

Long Term Liability

o Lex

Balance
0.00

2,000.00

1,232.41
180,330.43
0.00
38,054.32
0.00

0.00

0.00
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P&L Items

Active use of Income and Expense Accounts
Generate revenue by providing service to clients
Disburse payment associated with matters
Collect compensation for “overhead” or “in house” expenses
Pay expenses for firm's activities

www.cosmolex.com
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Balance Sheet Items

Active use of Balance Sheet Accounts
Bank and Credit Card Accounts
Trust Activities *
Advanced Client Costs *
Partner Draws and Equity
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General Ledger

Justice Law Firm, LLC

General Ledger
01/01/2015 - 12/31/2015

DATE TYPE REF # PAYEE ACCOUNT AMOUNT

6625:Rent (Expense)
01/31/2015 Debit landlord 1001:Capital One Financial-Capital One Oper 2,000.00
06/23/2015 Debit landlord 1001:Capital One Financial-Capital One Oper 1,000.00
07/10/2015 Debit landlord 1001:Capital One Financial-Capital One Oper 100.00
Total : 3,100.00
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Management Reports - Balance Sheet

Justice Law Firm, LLC
Balance Sheet

ASSETS
current Assets
Bank Accounts
1003:Wells Fargo-Wells Fargo Operating
1002:U.S. Bancorp-U.S. Bancorp Operating
1084:Trustl-Trustl «euuvureesesesnnenens

1053:Trust Bank-Trust ACCt +...evevesssns

Total Bank Accounts

oOther current Assets

3/3/2016

2016 2015 Di Percent
$80.00 $80.00 $0.00 0.00
$6,880.00 $6,880.00 50.00 0.00
($1.00) $0.00 ($1.00) 0.00
$2,200.00 $0.00 $2,200.00 0.00
$9,159.00 $6,960.00 $2,199.00 27.28
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Income

Total

4100:Fee

4101:Fee

4103:Fee

4104:Fee

4125:Discounts
4150:0ther Business Tncome ...
4200:Reimbursed Client COSts (DITECE) «evevvvsnreenneenn

4250:Tnhouse Reimbursed Costs (Tndirect)

Income

Management Reports - Profit & Loss

Income

Income-Family Law Income

Income-Criminal Law ..

Income-Estate Planning .

Cost Of Goods Sold

5000:Cost of Goods Sold ...

Total Cost Of Goods Sold

2015 2014 Di Percent
$85,573 $38,747.64 $46,825.48 120.85
$1,345 $0.00 $1,345.00 0.00
51 50.00 $1.00 0.00
$390 50.00 $390.00 0.00
(5298) ($106.25) (5191.75) 180.47
$6,727 54,485.00 $2,241.80 49.98
s744 $0.00 $744.09 0.00
$12,093 $8,311.16 $3,781.46 45.50
$106,574.63 $51,437.55 $55,137.08 107.19
$100.00 50.00 $100.00 0.00
$100.00 50.00 $100.00 0.00
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Other Management Reports

= Trial Balance Reports

= Statement of Cash Flows

= Collection Reports

= Revenue by Timekeeper Report

zsmolex
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Classical Billing & Accounting Gap




Law Firm Accounting Pitfalls

#1 - Customization for Legal Accounting
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Legal Specific General Ledger Accounts

Client Trust Funds (Liability) Fee Income (Income)

Client General Retainer - Trust (Liability) Discount (Income)

Client General Retainer - Operating Reimbursable Client Costs
(Liability) (Expense)

Advanced Client Costs (Asset) Non-Reimbursable Client Costs
Reimbursed Client Expenses (Direct) (Expense)

(Income) Unrecovered Client Expenses
Inhouse Reimbursed Expenses (Indirect) (Expense)

(Income)
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Law Firm Accounting Pitfalls

#2 - Double Data Entry
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Law Firm Accounting Pitfalls

#3 - Handling Client Funds
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Handling Client Funds

ek
KL

= Operating Retainers
= Balance sheet account --
liability of the firm
= Revenue not yet earned

ode
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Handling Client Funds

= Trust Accounts
= Balance sheet account -- liability of the firm
= Monies held on behalf of clients
= Revenue not yet earned
= Funds for the benefit of clients, e.g. real estate escrow,
estate probate funds
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Types of Trust Funds

Settlement funds (Personal Injury, Real Estate Settlements..)
Unearned Income (aka “Fee & Cost Advances” or “Retainers”)

Advances for Cost
Judgment Funds
Third-Party funds

ssmoLex
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Types of Funds Not In Trust

Personal Funds

Earned Income

Payroll

Where you are not Fiduciary Trustee
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Trust Accounting Is Easy

No Profit or Loss

No Depreciation or Amortization

No Interest Accumulation

No Tax Accounting

No Account Management Fees/Bank Fees
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Trust Accounting Is Hard

You MUST track funds for each matter.

You MUST reconcile books monthly.

Must provide three-way reconciliation - liability account,
bank account, client ledger

You MUST maintain audit trail
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Lack of trust-specific knowledge & rules

Small Law Firm Challenges

Manual Systems

Trust Funds Gets Co-Mingled

Trust Ledger Overdrafts

Absence of Safeguards to Prevent Common Trust Mistakes
Un-cleared Funds Not Addressed

Bank Reconciliation is Sloppy

Separate Billing & Trust is kept separate

Lack of Controls & Data Protection
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Bank Ledger

Receipts Journal
Disbursements Book

Client Ledger Balances
Individual Client Trust Ledger
Bank Reconciliations

3-Way Reconciliation
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- Sample Law Firm Running Balances for EACH ledger card is
Sample Law Firm LEDGER CARD DETATL

critical.
For AN dares
LEDGER CARD BALANCE REPORT
crresT PR sas. [ —
Balances as of 06/20/2014 Keep track of client funds & status FirEsTam - ACCOTTOE. A T A
. ALATTER FILE & SUB ac &
BANK: TD Bank T .
ACCOUNT:  Attorney Trust Acct Tmases TEE FavommavEs
mcmEEasE
ACCOUNT #: 123456 - o BECEREASE) Bazas sTaTws
TIALE015  Depowrt S 60000 00006 Macoaciiod
CLIENT ID CLIENT Fee
MATTER # MATTER 5 e T 1zasme1s S T S of Eriem B
SUB-A/C # MATTER OWNER BALANC! BALWNCE STATUS e S R RSk i =
Richmond, Tom 0.00 340.00 340.00 Open = —
12182013 Coec T OEmn of Eriem Bl £s00 00y 1.100.00 Recencilea
Matrimonial =
E 12152013 Depo Semsen. Yoo 2.c00.00 3.100.00 Mecenciea
Smith, Joan 0.00 99,450.00 99.450.00 Open o113m01s  Wrme Ous Lo Cemca 2.600.00 Recenciloa
Divorce o1namols  Depoe Semsen. Yoo sca.ce 2.400.00 Mecenciea
Eitical Biitatled o1mamols  Coe T s f Eriem B =00 0oy 2.500.00 RMecenciea
Suave, Rico 0.00 5,950.00 5,950.00 Open *
O1142015  Cmecx Lam Officas of Exca D 2.650.00 Rocenciioa
Consultation-RS =
Erica Birstler orasmois  cmee A Semapann 2.550.00 Reconciea

LEDGER CARD BALANCES TOTAL: 105,740.00
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Bank Mama: TD Bask

Bank Accouwnt Name: Amcmey Trest Accs

Eank account £

Seginning Statemsent Dalancs. oL

Plus Cisarsa Depoaits
Lsss Clsarsd Paymants (Decraasse):
DrTersnce:

Ending Statement Balance: o301

Plus Uncisarea Depostts (INcreaasa):
[Decraases

Less Unclsared Payments

Differance:
Ending Checkbook Batamn

DaTE TRAMS TYPE REF &

[ —

wnciearea 159

CLIZ20L4  Wire Cus

oL312014

Sample Law Firm
BAMNK RECONCILIATION

Law OfSces
Teotal Uncisarsa Deposits (Increasss):

Law Offce
Totar L

& eX
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Bank Mamee:

Sample

Law Firm

THREE-WAY RECONCILIATION
OL0L/2004 - OLIL2EAS

TD Sank

Bank Arconme Name: Amoreey Trose Acce
Bank Accomme #:

I.

Book Balance

Bezinminz Balasce:

Piuz Cleared Deepesics (Tacreasesh:
Lz Cleared Paymenc: (Decreasesic
Balamce ar End of MMonch-

IT. Bank Balance

Eodisg Stacemmen: Balamce:
Piuz Deposits in Trassii (Increases):

o1mLZ01S

011201

o131m01s

PLETE ==

See amached report

3 Difference Balance Sources being

Tied

e e - o AEEX
sUBace ATTORNEY SAiaNcE BALANCE Barance ~STATUE
Dean, James oza 2a10.00 2.010.00
ey
Astormey X
soe aosoca 500,00} 2.330.00
[E——
p—
LEDGEE CARD BALANCES TOTAL: a.s80.00
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Law Firm Accounting Pitfalls

#4 - Client Costs Recovery
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Matter Costs Accounting Issues

Types of Matter Costs
Hard Costs (Direct)
Soft Costs (Indirect)
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Matter Cost Accounting

Matter Costs

Filing Fees: $57
Transcription Fees: $1,125
Photocopying: $23

Auto Mileage: $65

Cost Posted to Expense
Reimbursable Client Costs
Reimbursable Client Costs
Indirect Reimbursable Client Cost

Non-Reimbursable Client Cost

I ex www.cosmolex.com

Law Firm Accounting Pitfalls

#5 - Allocate Revenue Receipts
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Allocation of Revenues

Allocation of Payments from Clients
Sales Tax payables
ACC
RCC - hard costs
RCC - soft costs
Finance charges and late fees
Fee Income
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Matter Cost Accounting

Matter Costs

Filing Fees: $57
Transcription Fees: $1,125
Photocopying: $23

Auto Mileage: $65

Posted to Expense

Reimbursable Client Costs
Reimbursable Client Costs

Indirect Reimbursable Client Cost

Non- Reimbursable Client Cost

Lex

Payment Allocation to
Income Account

Reimbursed Client Cost
Reimbursed Client Cost

Reimbursed Client Cost
(Indirect)

NONE
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Law Firm Accounting Pitfalls

#6 - Track Income By Practice Area
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Law Firm Accounting Pitfalls

#7 - Challenges of Credit Card Processing
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Challenges of Credit Card Processing

How will your accounting system know whose invoice is
paid?

2. How will you manage credit card “batching"?
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How will you handle voids/chargebacks?
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How Can We Bridge The Gap?

Practice Management
+

Law Firm Accounting

COMPLETE LAW FIRM MANAGEMENT
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Integrated Practice Management, Billing AND
Accounting System

All transactions have impact on financial position of firm
Legal obligations are met within one General Ledger system
“Unique” nature of law firm activities are recognized and managed
Mitigate issues relevant to firm's bottom line
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How Can It Work?
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YOUR OPINION MATTERS!
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