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Seize your budget’s powerful potential
By Keith Cameron

Law firm leaders normally welcome
management “tools” to help them lead more
effectively, but oftentimes, they underutilize
an important one that’s already in their toolbox:
the annual financial budget. For many law
firms, the annual budget is seldom used until
it’s time to prepare the next year’s budget.
Other firms, while preparing the budget, use
more of the budget’s power by considering
alternatives, such as increased net income,
and planning the details for their firm’s
upcoming year. Fewer firms, however, tap into their budget’s
powerful potential throughout the year. 
Your budget puts a spotlight on a year-end net income

goal for your firm, but it also provides a roadmap of how you
can achieve that goal. For most firms, achieving that goal is
imperative; it’s ultimately what becomes partner compensation.
Let’s consider some ways that firm leaders can establish a

powerful budget and reap its maximum potential.

Using Your Budget

Preparing the Budget 
Your budget preparation should be far more than a

compilation of your best guesstimates. Use the preparation
process to first collect the relevant data, track any patterns
and then analyze those patterns to understand your revenue
and expense-related trends. Use this knowledge to decide if
change is required to achieve your goals for the upcoming
year, such as an increase in net income. Your budget should
work as a trusted tool for you to view, simulate and thereby
consider the possible improvements for the upcoming year. 

The Final Budget 
The completion of your budget provides an ideal time to

communicate clearly to your partners the performance that
will be expected from them in business generation and billable
hours, for example, the expenses needed, and the planned
financial results from which they will benefit. The budget
details how the expense and revenue line items fit together
to achieve the net income goal. When partners are engaged
to review and approve the budget, it is their opportunity to
understand and accept the elements of the budget as they
commit to achieving the firm’s financial goal.

Monitoring Monthly 
Your budget provides monthly milestones

for you to chart your progress. Take advantage
of this opportunity to monitor the progress
every month. If your budget has numbers only
for the entire year, divide them by 12 to get
monthly approximations. 
Why is this a powerful feature? No one stays

on budget for the full year. So, monitoring the
budget compared to actual performance can
supply you with the details of exactly what is
happening to cause the unfavorable variance
and if that variance is consistent. If the variance

is significant enough, your firm may need a course correction.
The budget enables you to forecast alternative future months
by simulating exactly what actions are needed to bring the
trend back in line with the budget. Most importantly, your
insight through the budget gives you the opportunity to make
changes early enough in the year to correct the unfavorable
variances, usually without extreme actions or consequences.

Crises
During the year, unpredictable and disruptive events can

happen, potentially causing catastrophic setbacks on achieving
your budgeted net income. An example is the unexpected
departure of a partner who generates a large percentage of
the firm’s business. Such events put the spotlight on the
firm’s leader to provide the answers for partners about the
impact on the firm, financial and otherwise. Ultimately, those
financial concerns become partners’ uncertainty about their
own compensation. 
Leaders can tap their budget, and its underlying assumptions

and data, to understand the details of the financial impact of
a crisis and to simulate alternative actions to predict the
effect on the firm and partners’ compensation. The firm
leader can then restore some predictability around the questions
that are raised, and thereby remove the cloud of uncertainty
that is permeating the firm. Revising the budget roadmap
will also provide details on the actions needed quickly.  

The Foundation of a Powerful Budget 

If you think your firm’s budget is unequipped to deliver
some of the beneficial information described above, consider
whether your firm is establishing a strong budget:
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Documented and Dynamic Assumptions
Any management tool that forecasts, or projects into the

future, is based upon assumptions – whether they are explicit
or not. Your budget assumptions for every dollar of expense
and revenue should be explicit and documented. If you
uncover an expense that is varying from your budget, you
should be able to refer to the budget assumptions and
explain why the variance is occurring. How else would you
know whether the variance will likely continue, or not, or if
it’s a concern? Budget assumptions should be reviewed
dynamically: continually compare your assumptions to actual
data to further confirm some assumptions, and revise and
improve other assumptions to increase their accuracy.

Budget Data Top of Mind
Report your budget data frequently so that all partners

are aware of it and are aware of how they are performing in
comparison to their part of the budget. Familiarity and no
surprises – that’s the objective. A simple method is to report
your budget data on your monthly financial report displayed
next to the actual data for that same line item, with the variance
also displayed. This will keep your partners aware and
empower them to identify variances that could affect the
bottom line.

Frequent Variance Analyses
In addition to displaying the budget data, it is important to

point out significant differences between the budget and the
actual performance. One approach is to provide your partners
with monthly variance reports which have three components:
the line items with variance and the amount of the variance;
the explanation of the divergence from budget assumptions
which is creating each variance; and how long the variance
will continue to occur, especially if it would significantly
affect the net income. This type of reporting builds partner
confidence in the budget and the leader’s handle on the
firm’s financial performance. Finally, it would be important
to act quickly if the variance identifies a trend which would
decrease the firm’s net income for the year.

Next Steps

If you plan to use more of the potential in your budget,
first ensure that the foundation for establishing a powerful
budget is in place. If not, take steps to create it.  
As with many changes, you can start small and experiment.

A logical place to begin is tracking your significant budget
variances every month for helpful financial information and
line items that may require changes to achieve your net
income goal. n


