How to Build and Manage a Law
Firm Budget for Long-Term
Profitability

You can't build a budget on instinct, yet a lot of firms still run the practice
that way. If you have questions about how to manage a law firm budget you
can stick to, these seven steps break it down into something simple and
repeatable.

You'll see which numbers matter most, how to set up your process, and
which tools make it easier to stay on top of everything. We'll also cover how
to maintain and manage your budget after the initial build so it becomes
part of how you run the firm, not just another spreadsheet.

Why You Need a Strong Law Firm Budget

A clear, realistic budget gives your firm guardrails. It shows you what you
can spend, what you should earn, and how much room you have to grow. It
also keeps you from waking up one day wondering where all the cash
went.

Let's start with what you're building. A good budget is more than a
spreadsheet you revisit once or twice a year. It's a simple model of how
money moves through your firm.

It should help you:

e See expected revenue and costs at a glance

e Understand if your current rates and workload support your goals
e Flag dips in cash flow before they become emergencies

e Decide when to hire, invest in tech, or expand

e Spot waste and cut costs without hurting service



To do that, you need a clean financial foundation to build from and a few
key metrics that you check often.

Some of the most helpful numbers to monitor are:

e Billable hours vs. worked hours (utilization)

e Realization rate (what you bill vs. what you work)
e Collection rate (what you collect vs. what you bill)
e Profit per partner or owner

e Profitability by client or matter

If you want to go deeper on improving those numbers, check out
these strategies to maximize your firm’'s time and expense reporting.

Once you can see your money clearly, you're ready to map out your plan.

7 Ways to Start Your Law Firm Budget
Breaking it down into small steps is the best way to start your
law firm budget without overcomplicating it.

1. Get Clear on Your Starting Point

Laying the groundwork for your firm's budget requires clarity on where your
firm currently stands financially. Start by pulling the basics:

Last 12-24 months of revenue

Operating expenses by category
Owner draws or distributions

Loan payments and other obligations
Look for patterns: busy and slow seasons. Practice areas that carry the firm.
Areas that drag. This is your baseline. Your budget will build on it.

2. List Every Fixed Cost

Fixed costs are the bills that show up no matter what. If you have to pay it, it
belongs on this list. Think about:

e Office lease or rent (or home office allowance)



o Staff salaries and benefits

e Insurance, bar dues, and memberships

e Core software: practice management, billing, accounting, trust
accounting

e Phone, internet, and other utilities

Add them up. This is the minimum amount you need to cover every month
and every year.

3. Put Realistic Guardrails Around Variable Spend

Variable expenses aren't as stable as fixed costs, but they still need
limits for your firm to run profitably.

Common examples:

e Marketing and business development
e Travel and meals

e Education, CLE, and conferences

e Contractor help

Look at what you've spent in past years to set a realistic range for each
category. The goal isn't to nail down an exact number, but a range based on
your own data.

Variable expenses should be heavily scrutinized as you start your law firm's
budget. What can be reduced or cut completely?

When you're unsure whether to cut or keep a cost, ask:

e Does this save me or my team time we can turn into billable work?
e Does this help us win or keep good clients?
e Does the return justify the cost?

If the answer is yes, it probably belongs in the budget. If it's no, find ways to
reduce or eliminate it.
4. Set Revenue Targets That Match Your Reality

Now move to the top line. What can you reasonably expect to bring in over
the next year? Your revenue target will rely on four metrics:
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e Average fee per matter

e Average number of matters per month
e Capacity per attorney or timekeeper

e Realization and collection rates

Use those numbers to model your annual revenue, then test it against what
you know.

If your targets require impossible hours or perfect collections to make the
math work, they're not realistic. Adjust your assumptions or rethink your
goals.

For more ideas on boosting the top line in a sustainable way, see our post
on proven strategies to increase law firm profitability.

Matter Budgets, Made Simple
A quick guide to planning cases, controlling costs, and protecting profit.

Get the eBook Now

5. Align Your Budget with Your Firm's Strategy

Your budget should match where you want the firm to go, not just
where it's been. That's where your goals intersect with your planning.

Which practice areas do you want to grow? Where do you need to invest to
support that growth? What risks or threats should you plan for?

A simple SWOT analysis for law firms can help you think this through. Use

the results to guide where you allocate more money and where you scale
back.

6. Use Technology to Make the Numbers Easy to See

If your budget lives in a static spreadsheet that no one opens, it won't help
you reach your goals.

Modern tools give you real-time visibility into time, billing, and expenses so
you can pivot when needed and spot budget problems before they spiral.
That makes your plan much more useful and easier to maintain.
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Every firm needs tools that offers these capabilities to manage a budget
successfully:

e Time tracking that's easy for lawyers to use
e Billing that supports LEDES and client guidelines
e Expense tracking that ties directly into matters

e Integrations with accounting tools like QuickBooks

e Dashboards that show budget vs. actual in one view

If your current stack can't do most of these things, it's going to be hard to
keep your budget honest. The right tools pull time, billing, and expenses
into one place so you can see how every matter affects the plan—not weeks
later, but while you can still course-correct.

When you evaluate new systems, let your budget be the checklist. Make
sure any platform you consider supports client billing standards (including
LEDES), talks cleanly to your accounting tools, and gives you a clear budget-
vs.-actual view by matter, client, and practice area.

7. Write Down Your Reasoning

The key to maintaining a budget long-term? Don't keep the logic in your
head. Write down your reasoning and the data used for each decision.
Document the following:

e How you forecasted revenue
e Why you set each major expense level
e Any external factors you're watching

This makes it much easier to update your numbers later. It also helps you
explain decisions to partners, staff, and lenders.

How to Manage a Law Firm Budget: Now and
Later

Once you've built the plan, the real work is using it. Here's a simple,
repeatable process you can follow every month to stay on track.
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Your Monthly Budget Management Routine

Every month, block time for a quick financial check-in. Protect this time like
a client meeting and review:

e Actual revenue vs. budget

e Expenses vs. budget

e Cash on hand and upcoming obligations
¢ Any big financial surprises (good or bad)

Then, ask:

e Where did we beat the plan? Why?
e Where did we overspend or under-earn? Why?
e What needs to change next month?

Capture action items, assign owners to each one, and keep the meeting
short and focused.

4 Key Budget Metrics to Watch

Monitoring these metrics will help you keep your finger on the pulse of your
finances and stay on track for the goals you've set. Have a system in place
to regularly track and review:

1. Cash flow: Are you collecting fast enough to cover costs?

2. Utilization: Are timekeepers spending enough time on billable work?

3. Realization and collection: Are you writing off too much or collecting
less?

4. Matter or client profitability: Are some matters routinely
underwater?

When these numbers drift, your budget is trying to tell you something.
Listen and pivot.

How to Maintain and Manage Budget After
Initial Build
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A budget is not a one-and-done project. Your firm will change. Your plan
should change with it. Here’s how to keep it useful over time.

1. Do a Deeper Quarterly Review
Once a quarter, zoom out to look at:

e Year-to-date revenue vs. plan

e Expense patterns by category

e Profitability by practice area and timekeeper

e Pipeline of new matters and key client relationships

Use this to make strategic decisions: Do you need to adjust staffing or
roles? Should you push more resources into a high-growth practice area? Is
it time to pull back on something that isn't delivering?

This is where budgeting meets growth planning. You're not just tracking
money. You're actively steering the firm toward your goals.

2. Refresh Your Assumptions Annually

At least once a year, rebuild your budget from a clean copy. Last year’s
budget won't set the stage for this year's growth.

This time around, you'll need to update:

e Rates, salaries, and benefits

e Office and technology costs

e Growth or hiring plans

e Expected demand by practice area

Run your numbers again to make sure the plan still supports your long-
term goals. If the market has shifted, adjust sooner rather than later.

How to Raise Rates Without Losing Clients

It's not the increase—it's how you communicate it. Learn the strategies and
phrases to increase your rates with less client pushback in this on-
demand webinar.

Watch This Now
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3. Get Your Team Involved

You don't have to do this alone. Ask practice leaders or key staff for their
insights on how your budget is working now.

e What costs feel too tight?
e Where are we consistently overspending?
¢ What investments would make their work faster or better?

Front-line feedback helps you spot blind spots and build a budget people
actually use.
4. Let Tools Do the Heavy Lifting

When you're serious about your law firm's budget, tracking every
transaction by hand gets old fast.

Legal time and billing software like TimeSolv can:

e Capture time and expenses in real time

e Tie spending to matters and clients

e Generate budget vs. actual reports in a few clicks
e Sync with your accounting system

With software tracking your important numbers in real-time, there’s less
manual work to worry about and fewer surprises for your team. It also gives
you a live view of how your firm is really performing.

Make Your Budget a Decision-Making Tool, Not
Just a Document

A solid budget doesn’t lock you in. It gives you a clear starting point for
smart choices. It also gives you a way to test decisions before you make
them.

Thinking about a new hire, a bigger office, or a fresh marketing push? Run it
through the budget first. See how it affects cash flow, profit, and your ability
to hit the goals you set at the start of the year.
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Over time, that turns your numbers into a feedback loop. You spot trends
sooner. You see which practice areas pull their weight and which ones drain
resources. You can shift spend, refine your goals, or even rethink your mix
of matters based on real data instead of hunches.

The right tools make this even easier.

When time, billing, and expenses all flow into one system, you can see the
impact of each decision in a dashboard instead of digging through
spreadsheets.

See how TimeSolv helps your law firm's budget become what it should be: a
decision-making engine that supports growth, not just a document you
revisit at tax time. Get a personalized demo today or start your free trial

right now.
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