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Underpin your success with enhanced financial management 
Good financial management is necessary to underpin the success of a law firm. Without it, even a very good firm can fail. What are some of the building blocks for enhanced financial performance which need to be put in place to provide that solid foundation?  Here are some initial ideas. 

1. Identify who in the firm has financial management responsibilities

Given the pressures now on law firms, it is increasingly clear that financial management, if it is truly to underpin their competitive success, should be seen not only as the domain of the finance director. 

Law firms are ‘people businesses’ and the success of a law firm will depend upon the attitudes, behaviour and individual performance of the people in the firm being aligned with the firm’s objectives. Financial results can be seen as the consequence of how well the people in the business are managed.
Financial management is something intrinsic and inseparable from everything else that requires to be managed in a law firm and should not be seen as a separate discipline isolated from other aspects of firm management.
It follows that not only will ever higher levels of financial expertise become necessary in law firms, but given the need to align financial management with getting the best out of people, that everyone in a law firm will have a greater part to play in financially managing their clients, their colleagues and themselves. Increasingly managing partners are making it their business to ensure that they can more than hold their own with their finance directors on financial matters. 
This is a necessary development given the need on the part of managing partners and others with management responsibilities to have a total grasp of cutting-edge financial management techniques, to understand what factors impact upon financial performance and to know which levers they need to pull to achieve given results, if they are to successfully manage their businesses. 

However, for performance management (including financial performance) to be successful, performance needs to be accurately measured, assessed and reported on.      
2. Re-appraise financial measurement and reporting 

The purpose of financial measurement should be to provide clear information to those involved in managing a business as to what actions will need to be taken to maximise performance in the interests of the well-being of the whole firm. Without accurate measurement no valid analysis of performance will be possible and without such analysis, appropriate solutions cannot be devised and (if necessary) remedial action taken. 
Too many firms still continue to provide their people with over complicated and voluminous financial reports, which achieve very little and are often counter-productive. More often than not, such reports come to be regarded as useless, are ignored and are likely to be ‘binned’. If reports are not going to be used, then why produce them?
You can test each of the financial reports your firm produces by asking questions such as:

Why do we produce this report?

Do we ever use this report?

Does this report tell us what we need to know about what is happening in our business and indicate what actions we should take?

Which reports do we not produce and is this preventing us from more effectively driving up performance?

‘Financial information overload’ can be a serious hurdle to improving performance management. Instead, firms should ideally keep financial reporting as simple as possible and focus on producing clear and accurate reports which indicate in the chosen area of performance what needs to be done to achieve objectives.

On the other hand, throwing financial reports at partners (even clear and informative reports) is unlikely to be an effective way of improving performance (especially financial performance) if there is no explanation of what the reports mean and no indication of what people are supposed to do with them.        

There needs to be far greater emphasis placed on financial education and training for people at all levels in firms, to help them to better manage all aspects of their financial performance, and as a consequence improve a firm’s overall financial results.   

3. Financial education   

I was recently speaking to a finance director of a highly successful law firm who suggested that in many law firms (including his own) there is a ‘financial education gap’.

He meant by this that at every level in his firm (and in his view across the whole spectrum of UK law firms), from newly qualified lawyers to very senior partners, there is a lack of understanding about some basic financial matters such as ‘how law firms make money’ and ‘what they need to do to generate cash faster’.
We have probably all come across firms where people are ‘told’ that they must do certain things and meet certain targets in relation to the financial management of their practices, without it ever being explained to them ‘why’ they should be doing those things. 
There is often a lack of awareness about some of the most basic factors which contribute to good financial management, with the result that the financial performance of many firms is lower than it should be. How much better off would law firms become if their partners and other fee earners were taught financial skills to enable them to evaluate financial reports and to know ‘which levers to pull’ to enhance performance?

Financial skills and knowledge in a law firm can often be assessed by the ability of partners and other fee earners to answer questions such as these set out below:
· How can I improve profitability?

· How can I grow revenue?

· How can I price my work profitably?

· How do I control overheads?

· How should I manage working capital

· Why should I fully record billable hours?

· What are the key performance indicators I need, to most effectively manage my practice

· What are the financial ‘benchmarks’ I should be working to?

· How do I know if my clients are profitable?

· Do we know how much profit / loss our part of the firm is making?

· Is our part of the firm generating good cash flow or is it soaking up cash? 

· Which ‘financial levers’ do I need to operate to achieve any desired result?

Whilst these and other similar questions are often heard being asked in law firms, satisfactory answers are often not provided and it would seem that few firms tailor internal programmes designed to educate partners and other fee earners to understand the financial dynamics of their firms. 

In order to obtain buy-in to a financial education programme, it is vital to involve in its design and implementation everyone who is likely to be affected by the programme, including partners and other fee earners as well as the finance professionals in the firm. Above all, it is usually sensible to ensure that the managing partner or other senior persons in the firm who have ‘clout’, agree to ‘sponsor’ and put their full weight and authority behind the programme.

And as part of achieving buy-in, a business case will need to be made showing the benefits which will accrue to the firm from improving the financial performance of its lawyers. Educational programmes to enhance financial performance can take a number of forms and should always be tailored to the needs of the firm and its people. For example:

· in the case of partners who are managing departments or groups within a firm, coaching either in small groups or on a one to one basis is likely to be most effective;

· on the other hand, for fee earners at other levels, courses designed to meet their needs and the needs of the firm may be the most effective means to enhance their understanding of how the firm is run on a financial level and to improve their financial skills. 

· One particular group of individuals in law firms are likely to need very carefully designed financial coaching. Those senior fee earners who have been identified as likely to become the next generation leaders of the firm are likely to need special help to aid their transition to partnership, particularly in relation to financial management skills.  

Whatever type of programme or forum is chosen, it is important to ensure that each programme is user friendly and will relate to each participant’s daily work so that the knowledge and skills obtained can then be put to practical use.  

Financial education should not be seen in isolation from other areas of performance development. Financial management is often said to have little to do with figures but everything to do with managing people. Accordingly a financial skills programme may need to run alongside other development programmes covering business development, team working and leadership as well as the management of client relationships (including compliance and Rule 2) and internal office relationships.       

Every firm has its own perceptions of its needs and where the hurdles in the way of financial efficiency lie and will therefore wish to tailor its education programme to deal with these. This is the crucial stage at which, as already emphasised, input from those at all levels within a firm will be required if financial education is to be converted into measurable gains. 

The benefits which can flow from educating people in this way and then providing them with appropriate measurement tools and reports are likely to not only help drive higher performance but also to identify areas of weakness, which will need to be addressed if law firms are to emerge as stronger and more profitable businesses in these more challenging times.  

© Peter Scott Consulting 2010      

