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What is different about accounting for law firms?

e Clientretainers
e Hardcosts
e Unique cash flows




Q Backyard
Bookkeeper

Tip #1: Use accrual accounting internally

How often do you check your
bank account balance and why?

Do you invoice clients on a set
schedule, or just when you get
around to it/when you are
running low on cash?

What is the alternative?
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What is accrual accounting?

e Theexpensesincurred to generate revenue are
reported in the same time period as the revenue

e Accounts receivable, accounts payable,
prepayments, and terms - how these should
appear in the reports, and practical examples

e Use accrual reports internally, but cash-basis
reports for tax purposes



Tip #2: Keep a schedule for invoicing

1. Choose arhythm for invoicing, such as monthly, semimonthly, or biweekly, and keep it.

2.  When creating an invoice, BACKDATE the invoice to the final day of the period for which you are
invoicing.

3. Docollections regularly, on the same schedule.

Benefits:
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e Regular cash flow
Income predictability

e Report clarity: accrual reports show the income that corresponds to your billable hours, and cash
reports show when you got paid
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Tip #3: Check your balance sheet every month

What is a balance sheet?

Definition of assets, liabilities, and equity

Ask the question: what is the story?

The balance sheet must be correct, otherwise
your reported net profits may be wrong

Key takeaway: you need to understand and agree
with every line item on the balance sheet
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Tip #4: Verify that Retainer liability = IOLTA

e New industry standard: include the IOLTA
account balance on your financial statements
and tax returns.

e When the books are accurate, the bank
account balance is offset exactly by a liability
account.

Key takeaway: the bank and liability balances
should match, to the penny.
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Tip #5: Look at your P&L in columns by month

11 B

e WhatisaP&L?

e Whyisitimportant to review the balance
sheet before you look at the P&L?

e Look for variations and inconsistencies
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e Collect W-9’s throughout the year
o  Subcontracted lawyers - 1099-NEC
o  Other contracted services - 1099-NEC
o  Rent(sometimes) - 1099-MISC
o Legal settlement payouts - 1099-MISC

e File 1099’s the easy way!




Most
common
1099
inclusions
and
exclusions

1099 Filing Guide
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Who/what was paid? Which Minimum | Are S-Corps & Does
1099 form? | amount C-Corps excluded | payment
reportable | from receiving a method
on 1099 1099? matter?
Payment to a contractor for services or sales 1099-NEC $600 Yes Yes
commissions box 1
Payments to an attorney for legal services 1099-NEC $600 No Yes
box 1
Rent for office/warehouse or equipment paid 1099-MISC | $600 Yes Yes
to landlord or leasing company (but not a box 1
property manager - see below)
Royalties (payment for use of artistic work or 1099-MISC | $10 Yes Yes
other intangible asset) box 2
Other income, such as prize winnings or a 1099-MISC | $600 Yes Yes
settlement, that should be taxable income, but | box 3
are not earned wages (not subject to SE tax)
Medical or health care provider 1099-MISC | $600 No Yes
hox 6
Payments to an attorney for things other than [ 1099-MISC | $600 No Yes
legal services (settlements, etc) box 10




Tip #7:
Assemble
the right
accounting
and finance
team
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Roles to fill

e Bookkeeper - data entry and
reconciliations
e Controller
o  Manage accounting software and
integrated applications
o  A/Rand A/P assistance if required
o  Prepare financial statements

CFO - forecasting and operational insights
e Income tax preparation and planning
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Hiring criteria

Don’t base your decision on their resume

Interview bookkeepers about these points:
o  Trust account reconciliation
o  Accrual accounting
o  Balance sheets
o  Software integrations

Make sure they can communicate concepts
effectively to you

Look for detailed answers and ask for
examples
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For more information about us and our services,

please visit us at backyardbookkeeper.com or contact us directly:
info@backyardbookkeeper.com

(801) 201-3990




