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Professional Certificate in Legal Practice Management

Financial Management for Law Firms

Accounts Receivable
Concept: Money owed to the firm by clients for services rendered.
Related terms: Billing, Cash Flow, Collection Policy
Explanation: This asset represents invoices that have been issued but not yet paid. It is recorded at the
invoiced amount less any allowances for doubtful accounts.
Example: A firm bills a corporate client $25,000 for litigation services; until payment is received, this amount
is listed as accounts receivable.
Practical application: Regularly aging the receivable ledger helps prioritize collection efforts and assess
credit risk.
Challenges: Delayed payments can strain cash flow, and estimating uncollectible amounts requires
judgment and historical data analysis.

Accrual Accounting
Concept: Recording revenues and expenses when they are earned or incurred, regardless of cash
movement.
Related terms: Cash Basis, Matching Principle, Financial Statements
Explanation: Under this method, a law firm recognizes fees when services are performed and expenses when
obligations arise, providing a more accurate picture of financial performance.
Example: A firm incurs $5,000 in expert witness fees in March but pays them in April; the expense is
recorded in March.
Practical application: Accrual accounting aligns with the matching principle, ensuring that income and
related costs appear in the same period.
Challenges: Requires robust tracking systems to capture unbilled work and deferred revenues, and may be
complex for small practices transitioning from cash basis.

Allocation of Overheads
Concept: Distributing indirect costs across practice areas or matters.
Related terms: Cost Centers, Activity-Based Costing, Profitability Analysis
Explanation: Overheads such as rent, utilities, and administrative salaries are assigned to specific client
matters using a chosen allocation base (e.g., billable hours, headcount).
Example: A firm allocates $10,000 of office rent to its corporate litigation department based on 60% of total
billable hours.
Practical application: Provides insight into true matter profitability and aids in pricing decisions.
Challenges: Selecting an equitable allocation base can be contentious, and excessive allocation may distort
cost visibility.

Bad Debt Expense
Concept: The estimated loss from receivables that are unlikely to be collected.
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Related terms: Allowance for Doubtful Accounts, Write‑Off, Credit Risk
Explanation: Firms record this expense to reflect the anticipated uncollectible portion of accounts receivable,
adjusting the allowance account accordingly.
Example: After reviewing client payment history, a firm estimates $2,000 of its receivables will be
uncollectible and records a bad debt expense.
Practical application: Improves the accuracy of financial statements and supports realistic cash flow
forecasting.
Challenges: Determining the appropriate estimate requires judgment and may be impacted by economic
conditions or client disputes.

Bank Reconciliation
Concept: The process of matching the firm’s cash book balance with the bank statement.
Related terms: Cash Management, Transaction Matching, Internal Controls
Explanation: This routine ensures that all deposits, withdrawals, and bank fees are correctly recorded,
identifying timing differences or errors.
Example: A firm discovers a $500 bank service charge not recorded in its ledger and adjusts the cash book
during reconciliation.
Practical application: Maintains accurate cash balances, prevents fraud, and supports reliable financial
reporting.
Challenges: High transaction volumes and multiple bank accounts increase complexity; missed items can
lead to misstated cash positions.

Benchmarking
Concept: Comparing a firm’s financial metrics against industry standards or peers.
Related terms: Key Performance Indicators, Peer Group Analysis, Best Practices
Explanation: By evaluating ratios such as profit per partner or realization rates, firms identify performance
gaps and areas for improvement.
Example: A boutique firm measures its realization rate of 78% against the national average of 85% to gauge
efficiency.
Practical application: Informs strategic planning, budgeting, and process enhancements.
Challenges: Obtaining comparable data may be difficult due to confidentiality, and differences in practice
models can skew comparisons.

Billing Cycle
Concept: The frequency and timing of invoicing clients for services rendered.
Related terms: Invoice Frequency, Payment Terms, Cash Flow Management
Explanation: Determines how often the firm generates bills—monthly, quarterly, or upon matter completion
—and influences revenue recognition timing.
Example: A firm adopts a monthly billing cycle for ongoing corporate counsel to ensure steady cash inflows.
Practical application: Aligns billing with client expectations and improves predictability of cash receipts.
Challenges: Balancing thoroughness of time capture with client tolerance for frequent invoices; mismatched
cycles can cause cash flow volatility.
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Budget Variance Analysis
Concept: Comparing actual financial results to budgeted figures and investigating differences.
Related terms: Forecasting, Financial Planning, Management Reporting
Explanation: Variance analysis highlights areas where the firm over‑ or under‑spent, enabling corrective
actions.
Example: The firm’s actual marketing expense of $12,000 exceeds the budgeted $8,000, prompting a review
of campaign effectiveness.
Practical application: Supports disciplined spending, informs future budgeting, and enhances accountability.
Challenges: Requires timely data, and attributing variances to specific causes can be complex in
multi‑department environments.

Capital Expenditure (CapEx)
Concept: Funds used to acquire or upgrade long‑term assets such as office equipment or technology.
Related terms: Depreciation, Fixed Assets, Investment Planning
Explanation: CapEx differs from operating expenses; it is capitalized on the balance sheet and depreciated
over the asset’s useful life.
Example: Purchasing a new case management software system for $50,000 is recorded as a capital
expenditure.
Practical application: Enables strategic investment in infrastructure that supports service delivery and
efficiency.
Challenges: Requires justification of ROI, and large CapEx can strain cash resources if not properly financed.

Cash Conversion Cycle (CCC)
Concept: The time it takes for cash spent on operations to be recovered from clients.
Related terms: Days Sales Outstanding, Days Payable Outstanding, Working Capital
Explanation: CCC = Days Inventory (if applicable) + Days Sales Outstanding – Days Payable Outstanding; for
law firms, inventory is minimal, so focus is on receivables and payables.
Example: A firm with a DSO of 45 days and DPO of 30 days has a CCC of 15 days, indicating cash is tied up
for two weeks.
Practical application: Shortening the CCC improves liquidity and reduces reliance on external financing.
Challenges: Negotiating faster payment terms with clients while maintaining good relationships; managing
vendor payment schedules.

Collections Policy
Concept: The set of procedures governing how the firm pursues overdue payments.
Related terms: Accounts Receivable, Credit Management, Legal Action
Explanation: Defines steps such as reminder letters, escalation to senior staff, and possible engagement of
collection agencies.
Example: The firm sends a polite reminder after 30 days, a second notice after 60 days, and considers
litigation after 90 days of non‑payment.
Practical application: Standardizes the approach to overdue accounts, improving recovery rates and cash
flow consistency.
Challenges: Balancing assertiveness with client relationship preservation; legal costs of collection may

Read online: https://certificates.lsba.org.uk/glossaries/3119795/
financial-management-for-law-firms

London School of Business and Administration · 03 Jul 2026



G LO S S A RY

outweigh recoverable amounts.

Cost Allocation Methodology
Concept: The systematic approach used to assign indirect costs to specific matters or practice groups.
Related terms: Activity-Based Costing, Overhead Rates, Profitability Metrics
Explanation: May involve direct labor hours, square footage, or number of matters as bases for distributing
costs.
Example: Using billable hours as a driver, the firm allocates $200,000 of shared administrative expenses
across all active matters.
Practical application: Provides a clearer view of true matter costs, aiding in pricing and performance
evaluation.
Challenges: Selecting a fair and defensible allocation base; frequent updates may be needed as practice
patterns evolve.

Cost Recovery Rate
Concept: The proportion of expenses that a firm successfully recovers from clients.
Related terms: Expense Tracking, Billing Practices, Client Agreements
Explanation: Calculated as (Recoverable Expenses ÷ Total Incurred Expenses) × 100%; a high rate indicates
effective expense billing.
Example: If a firm incurs $30,000 in expert witness fees and bills $27,000 to clients, the cost recovery rate is
90%.
Practical application: Guides negotiations on expense reimbursement clauses and informs budgeting.
Challenges: Some expenses may be non‑recoverable due to client policies or contractual limitations.

Credit Risk Assessment
Concept: Evaluating the likelihood that a client will default on payment obligations.
Related terms: Credit Checks, Payment History, Risk Rating
Explanation: Involves reviewing financial statements, credit scores, and past payment behavior to assign a
risk level.
Example: Before accepting a new corporate client, the firm checks its credit rating and assigns a “moderate
risk” status, requiring a retainer.
Practical application: Helps determine appropriate billing terms, retainer amounts, and collection strategies.
Challenges: Limited publicly available information for private entities; over‑reliance on scores may overlook
nuanced risk factors.

Current Ratio
Concept: A liquidity metric measuring short‑term financial health.
Related terms: Quick Ratio, Working Capital, Solvency
Explanation: Calculated as Current Assets ÷ Current Liabilities; indicates the firm’s ability to meet obligations
with readily available resources.
Example: With $500,000 in current assets and $300,000 in current liabilities, the firm’s current ratio is 1.67.
Practical application: Monitors cash flow adequacy and informs decisions on credit extensions or financing.
Challenges: High ratios may indicate idle cash; low ratios signal potential liquidity problems requiring
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corrective action.

Depreciation Expense
Concept: Allocation of the cost of a tangible asset over its useful life.
Related terms: Capital Expenditure, Fixed Assets, Straight‑Line Method
Explanation: Reflects wear and tear or obsolescence, reducing the asset’s book value each accounting
period.
Example: A $30,000 office computer depreciated over five years using straight‑line method results in $6,000
annual depreciation expense.
Practical application: Provides tax deductions and more accurate expense matching with revenue.
Challenges: Selecting appropriate useful life estimates; accelerated depreciation may affect profitability
reporting.

Disbursement Management
Concept: The process of paying out funds on behalf of clients, such as court fees or expert witness costs.
Related terms: Client Trust Accounts, Expense Tracking, Reconciliation
Explanation: Requires strict compliance with fiduciary rules, timely recording, and transparent reporting to
clients.
Example: The firm advances $10,000 for filing fees, records the disbursement, and later bills the client with
supporting documentation.
Practical application: Ensures accurate cost recovery and maintains client trust.
Challenges: Managing multiple client trust accounts, avoiding commingling, and meeting regulatory
reporting deadlines.

Expense Reimbursement Policy
Concept: Guidelines governing how the firm recovers costs incurred on behalf of clients.
Related terms: Disbursements, Billing Practices, Client Agreements
Explanation: Specifies which expenses are billable, required documentation, and timing of reimbursement.
Example: The policy mandates that all travel expenses over $100 must be pre‑approved and accompanied
by itemized receipts.
Practical application: Standardizes billing, reduces disputes, and facilitates timely cash recovery.
Challenges: Aligning policy with diverse client expectations and contractual terms; maintaining compliance
with ethical rules.

Fixed‑Fee Arrangements
Concept: Billing structures where the client pays a predetermined amount for a defined scope of work.
Related terms: Alternative Fee Arrangements, Scope Management, Risk Allocation
Explanation: Provides cost predictability for clients and incentivizes efficiency for the firm.
Example: A firm agrees to handle a trademark registration for a flat $4,500, regardless of actual hours spent.
Practical application: Enhances client satisfaction and can improve cash flow if payments are received
upfront.
Challenges: Accurately estimating effort, managing scope creep, and ensuring profitability if the work
exceeds expectations.
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Financial Dashboard
Concept: A visual interface displaying key financial metrics in real time.
Related terms: Key Performance Indicators, Business Intelligence, Reporting Tools
Explanation: Consolidates data such as realization rates, billable utilization, and cash balances for quick
monitoring.
Example: The dashboard shows a 92% realization rate, 78% billable utilization, and a $250,000 cash balance
at a glance.
Practical application: Enables managers to spot trends, make informed decisions, and respond promptly to
financial issues.
Challenges: Ensuring data integrity, selecting relevant metrics, and avoiding information overload.

General Ledger (GL)
Concept: The central repository of all accounting transactions for a firm.
Related terms: Chart of Accounts, Journal Entries, Financial Statements
Explanation: Each transaction is posted to appropriate GL accounts, forming the basis for reporting and
analysis.
Example: Recording a $5,000 client payment involves debiting cash and crediting accounts receivable in the
GL.
Practical application: Provides a comprehensive view of financial activity, supporting audit readiness.
Challenges: Maintaining accurate coding, especially with complex matter structures and multiple practice
areas.

Gross Margin
Concept: The difference between revenue and direct costs, expressed as a percentage of revenue.
Related terms: Profitability, Cost of Services, Revenue Management
Explanation: Calculated as (Revenue – Direct Costs) ÷ Revenue × 100%; indicates efficiency of service
delivery.
Example: If a firm generates $200,000 in fees and incurs $80,000 in direct expenses, the gross margin is 60%.
Practical application: Helps assess pricing strategies and identify high‑margin practice areas.
Challenges: Accurately allocating direct costs; fluctuations in margin may result from variable billing rates or
cost structures.

Growth Forecasting
Concept: Predicting future revenue and expense trends based on historical data and market analysis.
Related terms: Revenue Projections, Budgeting, Scenario Planning
Explanation: Uses statistical models, pipeline analysis, and economic indicators to estimate growth rates.
Example: The firm projects a 7% annual revenue increase based on a 15% rise in new client engagements.
Practical application: Guides strategic investments, staffing plans, and capital allocation.
Challenges: Uncertainty in litigation outcomes, regulatory changes, and client budget constraints can affect
accuracy.

Hours Utilization Rate
Concept: The proportion of a lawyer’s available time spent on billable work.
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Related terms: Billable Hours, Non‑Billable Activities, Productivity Metrics
Explanation: Calculated as Billable Hours ÷ Total Available Hours × 100%; reflects efficiency and revenue
potential.
Example: An attorney logs 1,800 billable hours out of 2,200 total working hours, yielding an 82% utilization
rate.
Practical application: Assists in performance management and capacity planning.
Challenges: Overemphasis on utilization can lead to burnout; non‑billable tasks such as business
development are essential but not captured.

Interest Expense
Concept: Costs incurred from borrowing funds, such as loans or lines of credit.
Related terms: Debt Financing, Financial Leverage, Cash Flow
Explanation: Recorded as an expense in the income statement, reducing net income.
Example: The firm pays $4,500 in interest on a $150,000 revolving credit facility.
Practical application: Understanding interest expense helps manage financing costs and assess profitability
after debt service.
Challenges: Variable interest rates can create budgeting uncertainty; excessive debt may impair financial
stability.

Invoice Dispute Management
Concept: Procedures for handling client objections to billed amounts.
Related terms: Collections, Billing Accuracy, Client Relations
Explanation: Involves investigating the dispute, providing supporting documentation, and negotiating
adjustments if warranted.
Example: A client contests a $3,000 charge for travel; the firm reviews time entries and validates the expense
before confirming the invoice.
Practical application: Prompt resolution maintains cash flow and preserves client goodwill.
Challenges: Disputes can delay payments, increase administrative workload, and may expose billing errors.

Liquidity Management
Concept: Strategies to ensure the firm has sufficient cash to meet short‑term obligations.
Related terms: Cash Flow Forecasting, Working Capital, Treasury Operations
Explanation: Involves monitoring cash balances, optimizing receivables, and managing short‑term
investments.
Example: The firm maintains a cash reserve equal to 30 days of operating expenses to cover unexpected
outflows.
Practical application: Reduces the risk of cash shortages and supports smooth operation.
Challenges: Balancing cash reserves against investment opportunities; forecasting accuracy is critical.

Margin of Profitability
Concept: The net profit expressed as a percentage of total revenue.
Related terms: Net Income, Gross Margin, Operating Margin
Explanation: Calculated as (Net Profit ÷ Revenue) × 100%; indicates overall financial health.
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Example: With $250,000 revenue and $60,000 net profit, the firm’s profitability margin is 24%.
Practical application: Benchmarks performance against industry standards and informs strategic decisions.
Challenges: Influenced by both revenue generation and cost control; external factors like market rates can
affect outcomes.

Non‑Billable Activities
Concept: Tasks performed by lawyers that are not directly charged to clients.
Related terms: Business Development, Pro Bono Work, Administrative Duties
Explanation: Include training, mentorship, firm governance, and community service; essential for long‑term
firm success.
Example: A partner spends 10% of time on client relationship building, which is not billed.
Practical application: Tracking non‑billable time helps allocate resources and justify investments in firm
development.
Challenges: Measuring the indirect value of these activities and ensuring they do not erode profitability.

Operating Expense (OPEX)
Concept: Recurring costs required for day‑to‑day business operations.
Related terms: Fixed Costs, Variable Costs, Expense Management
Explanation: Includes salaries, rent, utilities, software subscriptions, and marketing; recorded in the income
statement as incurred.
Example: The firm’s monthly rent of $8,000 is an operating expense.
Practical application: Monitoring OPEX supports cost‑containment initiatives and budgeting accuracy.
Challenges: Distinguishing between necessary expenditures and discretionary spending can be subjective.

Operating Ratio
Concept: The proportion of operating expenses to total revenue.
Related terms: Efficiency Ratio, Cost Management, Profitability
Explanation: Calculated as Operating Expenses ÷ Revenue; a lower ratio indicates higher operational
efficiency.
Example: With $150,000 operating expenses and $300,000 revenue, the operating ratio is 0.5 (or 50%).
Practical application: Helps assess cost structure and identify areas for improvement.
Challenges: Variability in revenue streams can cause fluctuations; benchmarking requires comparable data.

Partner Compensation Model
Concept: The framework used to determine how equity and non‑equity partners receive remuneration.
Related terms: Profit Sharing, Lock‑Step, Performance‑Based Pay
Explanation: May involve fixed salaries, a share of profits, or a hybrid approach linking compensation to firm
performance metrics.
Example: A lock‑step model grants partners incremental profit shares based on seniority, while a
performance model ties bonuses to billable hours.
Practical application: Aligns partner incentives with firm goals and influences talent retention.
Challenges: Balancing fairness with motivation; complex calculations can cause transparency concerns.
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Payroll Management
Concept: Administration of employee compensation, taxes, and benefits.
Related terms: Human Resources, Payroll Taxes, Salary Administration
Explanation: Involves processing paychecks, withholding appropriate taxes, and ensuring compliance with
labor regulations.
Example: The firm processes monthly payroll for 45 staff, deducting federal and state taxes and contributing
to retirement plans.
Practical application: Accurate payroll maintains employee satisfaction and avoids penalties.
Challenges: Keeping up with changing tax laws, handling overtime calculations, and integrating payroll with
accounting systems.

Performance Dashboard
Concept: A tool that visualizes key performance indicators (KPIs) for the firm’s financial health.
Related terms: Financial Dashboard, Business Intelligence, KPI Tracking
Explanation: Displays metrics such as realization rate, utilization, cash flow, and profit margins in an
interactive format.
Example: The dashboard shows a 95% realization rate, indicating that the firm is successfully converting
billable hours into revenue.
Practical application: Enables leadership to quickly assess performance, identify issues, and prioritize actions.
Challenges: Data must be timely and accurate; selecting the most relevant KPIs requires strategic insight.

Petty Cash Management
Concept: Handling small, on‑hand cash used for minor expenses.
Related terms: Cash Controls, Reconciliation, Expense Tracking
Explanation: A designated fund is maintained for purchases like office supplies, with regular reconciliation to
prevent misuse.
Example: The firm keeps a $500 petty cash box, replenished monthly after reconciling receipts.
Practical application: Streamlines minor expenditures without requiring full invoice processing.
Challenges: Risk of theft or misallocation; requires strict documentation and oversight.

Profitability by Matter
Concept: Determining the net profit generated by each individual client case or project.
Related terms: Cost Allocation, Revenue Tracking, Matter Management
Explanation: Involves aggregating all billable hours, expenses, and overhead allocated to the matter, then
subtracting from revenue earned.
Example: A merger transaction yields $120,000 in fees, $30,000 in direct costs, and $15,000 of allocated
overhead, resulting in $75,000 profit.
Practical application: Identifies high‑margin matters, informs pricing, and guides resource allocation.
Challenges: Accurate cost tracking is essential; indirect costs can be difficult to allocate precisely.

Project Accounting
Concept: Accounting methods tailored to track financial performance of specific legal projects or matters.
Related terms: Matter Accounting, Cost Management, Revenue Recognition
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Explanation: Uses dedicated ledgers for each project, capturing revenues, expenses, and overhead
allocations in real time.
Example: The firm sets up a project ledger for a $2 million arbitration, recording all time entries,
disbursements, and related costs.
Practical application: Enhances visibility into project profitability and supports informed decision‑making.
Challenges: Requires disciplined data entry and may increase administrative workload.

Realization Rate
Concept: The percentage of billable hours that are actually collected from clients.
Related terms: Billable Hours, Collections, Utilization
Explanation: Calculated as (Collected Fees ÷ Billed Fees) × 100%; indicates effectiveness of billing and
collection processes.
Example: If the firm bills $500,000 and collects $425,000, the realization rate is 85%.
Practical application: Helps assess billing accuracy, discount policies, and client payment behavior.
Challenges: Disputes, discounts, and unbilled time can lower realization; tracking must be precise.

Revenue Recognition
Concept: Accounting principle governing when and how revenue is recorded in the financial statements.
Related terms: Accrual Accounting, Earned Revenue, Deferred Revenue
Explanation: For law firms, revenue is typically recognized when services are performed, regardless of
payment timing, unless using specific arrangements like retainers.
Example: A $10,000 retainer received in advance is recorded as deferred revenue and recognized as work is
completed.
Practical application: Ensures compliance with accounting standards and provides a realistic view of
earnings.
Challenges: Complex fee structures, such as contingent fees, may require careful judgment to determine
when revenue is earned.

Return on Equity (ROE)
Concept: A measure of profitability relative to the owners’ equity in the firm.
Related terms: Equity Capital, Net Income, Financial Ratio
Explanation: Calculated as Net Income ÷ Shareholder Equity × 100%; indicates how efficiently the firm
generates profit from invested capital.
Example: With $80,000 net income and $400,000 equity, the firm’s ROE is 20%.
Practical application: Assists partners in evaluating the attractiveness of equity investments and
benchmarking against peers.
Challenges: Equity levels can fluctuate due to profit distributions, affecting ratio comparability.

Risk Management Framework
Concept: Structured approach to identifying, assessing, and mitigating financial risks.
Related terms: Credit Risk, Operational Risk, Compliance
Explanation: Includes policies for credit approvals, expense controls, insurance coverage, and regulatory
adherence.
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Example: The firm implements a risk matrix to evaluate potential losses from client defaults and sets
appropriate credit limits.
Practical application: Reduces exposure to financial loss and supports regulatory compliance.
Challenges: Requires ongoing monitoring, cross‑department coordination, and adaptation to evolving legal
and market conditions.

Retention Ratio
Concept: The proportion of earnings retained in the firm rather than distributed as dividends or partner
draws.
Related terms: Profit Retention, Reinvestment, Dividend Policy
Explanation: Calculated as (Net Income – Distributions) ÷ Net Income × 100%; indicates the firm’s capacity
to fund growth internally.
Example: If the firm retains $30,000 of a $50,000 profit after partner draws, the retention ratio is 60%.
Practical application: Guides decisions on capital projects, technology upgrades, and reserve building.
Challenges: Balancing partner expectations for payouts with the need for reinvestment.

Revenue Forecasting Model
Concept: Quantitative tool used to predict future revenue based on historical data and market indicators.
Related terms: Growth Forecasting, Pipeline Analysis, Statistical Modeling
Explanation: May incorporate linear regression, moving averages, or more sophisticated algorithms to
estimate upcoming billing.
Example: Using a three‑year rolling average, the firm projects a $1.2 million revenue target for the next fiscal
year.
Practical application: Informs budgeting, staffing, and strategic planning.
Challenges: Accuracy depends on data quality; unforeseen case outcomes or client changes can disrupt
forecasts.

Return on Assets (ROA)
Concept: Indicator of how efficiently a firm uses its assets to generate profit.
Related terms: Asset Utilization, Net Income, Financial Ratio
Explanation: Calculated as Net Income ÷ Total Assets × 100%; higher values suggest effective asset
management.
Example: With $70,000 net income and $500,000 total assets, ROA is 14%.
Practical application: Assesses overall operational efficiency and informs investment decisions.
Challenges: Asset values can be influenced by accounting policies, making comparisons tricky.

Revenue Stream Diversification
Concept: Expanding the sources of income beyond traditional legal fees.
Related terms: Alternative Fee Arrangements, Consultancy Services, Subscription Models
Explanation: Includes offering compliance advisory, training programs, or legal technology subscriptions to
reduce reliance on billable hours.
Example: The firm launches a quarterly compliance update service for $5,000 per client, creating a recurring
revenue stream.
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Practical application: Stabilizes cash flow and mitigates risk from fluctuating case volumes.
Challenges: Requires market research, development costs, and may demand new skill sets.

Risk‑Adjusted Return
Concept: Evaluating profit relative to the level of risk undertaken.
Related terms: Risk Management, Return on Investment, Capital Allocation
Explanation: Adjusts profitability metrics to account for credit risk, market volatility, or operational
uncertainties.
Example: A high‑margin matter with a 30% default risk may be less attractive than a lower‑margin but
low‑risk matter.
Practical application: Guides decision‑making on which matters to pursue or price.
Challenges: Quantifying risk in legal contexts can be subjective and data‑intensive.

Scenario Planning
Concept: Developing multiple financial projections based on different assumptions.
Related terms: Stress Testing, Forecasting, Contingency Planning
Explanation: Considers best‑case, base‑case, and worst‑case scenarios for revenue, expenses, and cash flow.
Example: The firm models a 10% revenue decline due to economic slowdown and assesses impact on
staffing and profitability.
Practical application: Prepares the firm for potential adverse conditions and informs strategic flexibility.
Challenges: Requires extensive data analysis and may be time‑consuming to maintain updated scenarios.

Secured vs. Unsecured Financing
Concept: Differentiating loans backed by collateral (secured) from those without (unsecured).
Related terms: Debt Financing, Collateral, Credit Lines
Explanation: Secured financing often offers lower interest rates but requires assets as security; unsecured
financing is more flexible but may carry higher costs.
Example: The firm obtains a $200,000 secured line of credit using office equipment as collateral.
Practical application: Determines optimal financing mix to support growth while managing risk.
Challenges: Assessing collateral value and negotiating terms that align with cash flow capabilities.

Shareholder Equity
Concept: The residual interest in the firm’s assets after liabilities are deducted.
Related terms: Capital Contributions, Retained Earnings, Net Worth
Explanation: Represents partner capital accounts plus accumulated profits retained in the business.
Example: After deducting $300,000 in liabilities from $800,000 in assets, the firm’s equity is $500,000.
Practical application: Basis for assessing financial strength and calculating ratios like ROE.
Challenges: Equity fluctuations due to profit distribution and capital withdrawals affect stability.

Statement of Cash Flows
Concept: Financial report showing cash inflows and outflows across operating, investing, and financing
activities.
Related terms: Liquidity Management, Financial Reporting, Cash Position
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Explanation: Provides insight into how cash is generated and used, complementing the income statement
and balance sheet.
Example: The operating section shows $120,000 net cash from services, while investing activities reflect a
$30,000 purchase of new hardware.
Practical application: Helps manage liquidity, plan financing needs, and evaluate cash efficiency.
Challenges: Reconciling non‑cash items like depreciation and tracking timing differences can be complex.

Strategic Budgeting
Concept: Aligning the firm’s financial plan with long‑term objectives and market positioning.
Related terms: Financial Planning, Resource Allocation, Goal Setting
Explanation: Involves setting budgets that support growth initiatives, technology upgrades, and talent
acquisition while maintaining profitability targets.
Example: The firm allocates $150,000 for a digital transformation project to improve case management
efficiency.
Practical application: Ensures resources are directed toward priority areas and facilitates performance
tracking.
Challenges: Balancing ambitious goals with realistic financial constraints; unforeseen market changes may
require adjustments.

Time Tracking System
Concept: Software used to record billable and non‑billable hours worked by attorneys and staff.
Related terms: Utilization Rate, Billing Accuracy, Matter Management
Explanation: Captures detailed time entries, often linked to matter codes, enabling precise invoicing and
performance analysis.
Example: An attorney logs 2.5 hours for “legal research” on a specific case, which automatically populates
the billing system.
Practical application: Improves invoicing accuracy, supports utilization metrics, and aids in cost allocation.
Challenges: User adoption, data integrity, and integration with accounting platforms can be hurdles.

Turnover Ratio
Concept: Measure of how quickly a firm’s assets are converted into revenue.
Related terms: Asset Turnover, Efficiency Ratio, Revenue Generation
Explanation: Calculated as Revenue ÷ Average Total Assets; higher ratios indicate efficient use of assets.
Example: With $1 million in revenue and $250,000 average assets, the turnover ratio is 4.0.
Practical application: Assesses operational efficiency and informs asset investment decisions.
Challenges: Asset valuation methods affect the denominator; variations in revenue cycles can distort the
ratio.

Unbilled Work
Concept: Services performed that have not yet been invoiced to the client.
Related terms: Accounts Receivable, Time Entry, Billing Cycle
Explanation: Represents potential future revenue; firms must track and periodically bill to avoid cash flow
gaps.
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Example: An attorney completes 3 hours of work on a matter but has not yet generated an invoice, creating
$3,000 of unbilled work.
Practical application: Regular review of unbilled work ensures timely invoicing and accurate revenue
forecasting.
Challenges: Delays can lead to client disputes, and inaccurate tracking may result in lost billable time.

Variable Cost
Concept: Expenses that fluctuate directly with the level of business activity.
Related terms: Direct Costs, Cost of Services, Expense Management
Explanation: Includes items like court filing fees, expert witness charges, and travel expenses that vary with
case volume.
Example: The firm incurs $2,000 in filing fees for each new litigation matter, representing a variable cost.
Practical application: Understanding variable costs aids in pricing and profitability analysis.
Challenges: Predicting variable cost levels can be difficult due to case complexity and unforeseen expenses.

Working Capital
Concept: The difference between current assets and current liabilities, indicating short‑term financial health.
Related terms: Current Ratio, Liquidity, Cash Management
Explanation: Positive working capital suggests the firm can meet its immediate obligations; negative
working capital signals potential cash strain.
Example: With $400,000 in current assets and $250,000 in current liabilities, the firm’s working capital is
$150,000.
Practical application: Guides decisions on inventory (if applicable), credit terms, and short‑term financing.
Challenges: Seasonal fluctuations in billing and collections can cause temporary working capital deficits.

Write‑Off Policy
Concept: Guidelines for removing uncollectible receivables from the books.
Related terms: Bad Debt Expense, Allowance for Doubtful Accounts, Collections
Explanation: Defines criteria such as age of debt, collection attempts, and legal actions required before
writing off an account.
Example: The firm writes off any receivable older than 180 days with no response after three collection
notices.
Practical application: Ensures consistent treatment of doubtful debts and maintains accurate financial
statements.
Challenges: Determining the appropriate timing; premature write‑offs may understate assets, while delayed
actions can inflate receivables.
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