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Financial management - take control!
Those who manage law firms often say it is an uphill task to persuade their partners to behave in a manner consistent with achieving even modest financial objectives. 

How many managing partners, when struggling to bring a degree of financial order to their firm, have been told:

“You can’t tell me to do that – I am also an owner of this firm!”

That being so, financial management of a law firm tends of necessity to be about “taking partners with you”, by showing them results can be achieved by behaving and doing things differently.
So what should partners be doing better, differently or not doing at all? 

At the outset a decision needs to be taken to ‘take control’ of financial management.

To achieve this may require a fundamental shift not only in behaviour on the part of partners but also in the way in which a firm looks at how it approaches its financial management and whether it is determined to challenge the way things have hitherto been done (or not done). 
A starting point is often to consider ‘who’ should be responsible for financial management?
The answer many firms will give is ‘our finance director’. While many finance directors in law firms are highly experienced and excellent, the track record of many firms tends to show that finance directors cannot achieve results on their own. Ideally they may need to be part of a larger, focused team. Moreover, as many finance directors have found to their cost, because they are not lawyers and not partners in the firm, it can be a difficult task to earn the respect of partners. Changing such attitudes and behaviour can be a long, hard job. A good finance director will certainly require and deserve the fullest confidence and support of a managing partner.
There are those on the other hand who will say (and I am one of them) that financial management should be a primary role of a managing partner. So strong financial skills will be required in addition to all the other qualities we look for in our managing partners. 

Who else in addition to a managing partner / finance director team is required?

Dependant upon the size and type of firm, financial management will most likely need to be delegated down to those managing specific parts of the firm and who together may make up a management team. But with delegation should come responsibility and those appointed to manage their parts of the business will need to accept such responsibility and be accountable for their financial results. If that responsibility and accountability is accepted in a corporate manner by ‘line managers’, then a managing partner’s and a finance director’s task will be made that much easier.
In some firms delegation of primary financial management is pushed down even further, not just to partners but to each individual lawyer, however junior. Does this work and is it really sensible?  
Whilst it may be important for younger lawyers to gain experience in financial management, in practice what often happens is that partners feel they can abdicate their financial responsibilities to their assistants rather than managing their teams as they should. This can mean employees taking decisions which result in firms allowing their staff to throw away ‘profit’ by, for example, under pricing work, by under recording time and by discounting heavily when billing. However, it is not only employees who do this – many partners do the same with serious consequences for profitability and the financial viability of their firms.
If a firm is to be successful financially, then it needs to be actively managed by those most capable to do so. Individual partners should not be left to financially manage their practices on their own without close supervision and control. They will need to be helped, directed and given sufficient, SIMPLE and easily understood financial information.
 In some cases, financial management may need to be taken out of their hands completely if the desired results are to be achieved. For example, some firms use the ‘task force’ technique to harness the ‘power of the team’.
This may involve putting together an able team, under a strong and determined leader which is given a mandate to ’get the job done!’ and which goes about its job with vigour to achieve the required financial objectives. Such a task force can be highly successful but will need to be ruthless to overcome reactionary backwoodsmen who may be holding back the firm. However, in a financial crisis situation (in which many firms today find themselves) extreme measures will be required.
Active financial management is also likely to require that sanctions be put in place for non performance. Sanctions are increasingly being regarded, even in strong partnership cultures, to be necessary to make sure partners actually do what they are paid to do. 

Sanctions can be particularly effective as a means of driving cash management, to accelerate cash flow, to reduce debt and partner investment, and to put cash more quickly into the pockets of partners or for investment. 
For example, focus on: 
· Setting realistic billing targets by partner / group based on aged work in progress 
· Setting achievable cash collection targets by partner / group, based upon aged debtors

· Making payments to partners dependent on their cash collections

· And because peer pressure can be a powerful weapon, publishing ‘lock-up’ tables listing the partners and how much working capital each has ‘locked up’ in the firm.   

It is important and only reasonable to provide partners with realistic and achievable targets so each knows what is expected, otherwise  it will be difficult to subsequently criticise and / or impose sanctions for failure to perform.  

If partners still do not respond to the help and resource provided to them, then there is always the ‘star chamber’ approach whereby those partners not performing are required individually to account for their financial management. That often gets partners to perform.
Some of the most financially successful firms are reducing ever lower their lock up by robustly taking control of their internal financial processes to manage their work in progress and debtors, as well as the substantial financial risks involved in old work in progress and debtors.  
How much is your firm’s lock up?
Moving on to profitability, poorly financially managed firms are failing to drive up revenue and drive down costs and as a result their margins are being severely squeezed. Central control and direction is needed to get to the ‘profitability trigger points’, including:  

· Lack of leverage / delegation

· Carrying out inherently unprofitable types of work

· Working for clients who will only ever lose the firm money

· Under pricing of work
· Under recording of chargeable hours

· Under recovery of recorded chargeable time when billing
· Lack of tight control over overheads

In particular, have you considered how much profit your firm may be ‘throwing away’ by what I call the ‘triple whammies’ of under pricing, under recording of time and under recovery of recorded time. Improve each of these areas to just a small degree and profitability can escalate.
Many of these techniques can be difficult to achieve in practice, unless: 
-those who have responsibility for managing the firm have the determination and courage to take control; and

- the principle of ‘accountability’ is accepted by all partners which will in particular involve an agreement to support all partnership decisions which are made and to support those trying to manage the firm, as well as  accepting financial discipline and a willingness to be managed.
Get to grips with these issues and the achievement of many of your objectives is more likely to fall into place.
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