PETER SCOTT CONSULTING

Briefing Note December 2004

Working capital management – a touchstone of whether partners really are prepared to be managed? 
Working capital management is often the No.1 issue for many managing partners, yet many find it very difficult to tackle effectively. What is the hurdle preventing them from doing so?

In many cases cash flow and other financial problems are merely a reflection of more fundamental issues - the underlying problem is created by partners and their unwillingness to be managed and / or their own inability or unwillingness to manage their client relationships.  

For some partners this can be overcome by education and mentoring. If it is explained to partners WHY they should be doing certain things and that if they do then the result will be that the firm and the partners will be better off, then experience shows that often partners will respond to such a message.

It is however crucial that this message is conveyed to partners by someone they respect. It is unfortunate that in many law firms, financial managers are employees and not partners. Nor are they lawyers.  As such, their ability to effectively manage firms’ working capital will often be severely limited.

‘You can’t tell me what to do – you are not a partner’    
is something finance directors continually hear from partners who refuse to be managed. 

It raises several issues.

1. Effective financial management is not about ‘telling’ people what to do – it is about taking people with you. Coaching to improve the ‘people skills’ of some finance directors would most likely be money well spent in some cases, if they are to be able to bring out the best performance and behaviour in partners.

2. Managing partners, who should in any event be financially skilled, should become more involved with financial management rather than leaving it to the finance person.

Managing partners need to put their full weight and authority behind finance directors so as to empower them in the eyes of partners. 
Not all partners will respond positively to education and mentoring to help them better financially manage their practices. Some may refuse to permit the financial management of their matters and their clients to be influenced by others, even though the consequences for the whole firm may be dire. This is the point at which financial management becomes a partnership issue which will need to be faced up to and resolved, sooner rather than later.

Managing partners need to ‘get stuck in’ by regularly meeting with every partner to review their financial management (or non-management). An hour or so spent reviewing a partner’s matter print outs showing aged WIP and debtors is likely to reveal more about that partner’s practice, client relationships and how they are managed (or not) than any formal appraisal can ever do.

A combination of education and a managed approach, increasingly coupled with sanctions to hit the pocket, is most often likely to bear fruit.

However, sometimes matters need to be presented to partners in simple, yet stark terms

‘If each of you was a sole practitioner, you would all be bankrupt by now’  

or by dangling a carrot 

‘If our lock – up can be reduced by just [ x ] days then you will be able to be paid your undistributed profits from last year (and from the year before that!)  
But a promise of a pay out may sometimes not be effective – are some partners now too comfortable and not in need of the money?

There is no ‘right’ way of approaching this problem other than to say that WIP and debtors are worth nothing unless and until turned into cash. But WIP does not get billed and debtors do not get collected by themselves. Worse – both are serious RISK issues for firms. 

Law firms should not become bankers to their clients – they should leave banking to bankers who are trained to assess credit risk and paid to provide credit.

Why are many partners scared to ask for money on account?

Are they hesitant to render a bill to a client or to chase a long outstanding bill for fear of the client’s reaction?

Are they prepared to agree a bill with a client before it is delivered in order to accelerate payment?

Lack of discipline in relation to efficiently managing WIP and debtors is just one example of a LACK OF ACCOUNTABILITY by many partners. With some partners there is an unwillingness to put the interests of the firm first, before their own personal interests, and to be accountable to the firm and their fellow partners for their actions. And as firms grow larger, the attitude is often

‘It doesn’t matter if this month I do not bill or collect because there are lots of other partners who will’       

What would happen if everyone were to take that attitude? If managing partners are doing their jobs properly, then they need to deal this attitude in the most effective manner.

Take the example of the partner who, in order to meet a billing target, processes a bill but then puts it in the drawer rather than immediately delivering it to the client, and then stops bill reminders from being sent. From speaking to managing partners, this is common behaviour. However, it is behaviour that should not be tolerated in an honest partnership and an example should be made of partners guilty of such behaviour.

One of the best ways to send a message to partners that this type of behaviour will not be tolerated is to stop the partner’s monthly drawings, at least until the bill is delivered and paid. Some firms would take an even tougher line. If you can show you mean business then the problem is unlikely to occur again.

However, it is not just at the micro level that managing partners need to effectively get to grips with cash management. On a daily basis, the firm’s overall cash position must be monitored:

· A rolling cash generation plan showing targeted positions with weekly progress plotted against target should be circulated to all partners so each of them can begin to ‘own’ the cash problem;

· Cash targets for each partner / group / department should be set to ensure the firm’s overall cash targets are met;

· Cash collections by partner / group / department should be published because peer pressure really can work

· ‘Lock up’ tables by partner should be published on a weekly basis, to name and shame

· Partners who do not meet certain minimum collection targets should, as many firms are now doing, have distributions of profit (or even monthly drawings) stopped or reduced, because usually hitting partners pockets will have the desired effect.

I say that it is managing partners who should get to grips with taking such action, because it is unrealistic in many firms to expect an employed finance director to be able effectively to drive through such initiatives with partners. Only a strong managing partner, supported by a majority of good partners is likely to succeed.  

Inevitably, turning a law firm into a cash machine has to be a daily grind. Cash management can never be let out of sight. It requires discipline and application by everyone, both management and partners.

Working capital management is at the front line of the conflict as law firms struggle to turn themselves into well managed businesses. Partners will need to consider how they respond to the question which will increasingly be asked of them:

‘Are you prepared to be managed?’

The choice will be theirs.
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