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Overview

Managing cash flow is a constant challenge in firms of all sizes.  Although some firms have unique situations with which to contend, and most face similar cash flow issues.  We hope that you find at least some of the following suggestions helpful. 
Understanding Cash Flow
“Good”
Money in the door = 
$$$$$$$$$$$$$$$$$$$$$$$$$$$$$
Money out the door = 
¢¢¢¢¢
“Bad” 

Money in the door =

¢¢¢¢¢
Money out the door =
$$$$$$$$$$$$$$$$$$$$$$$$$$$$$
Cash Flow Management: Basic Principles
Four fundamental principles should guide your firm’s economic planning and cash flow management:

· Spend less than you earn during the year.

· Avoid unnecessary debt.

· Maintain liquidity.

· Have a plan
.  

Actively Manage Cash
Firm management should oversee, on a micro- and macro- level, billing, work-in-progress, and expenses.  
On a weekly basis, have the firm administrator provide management with a summary form report to easily review cash position, receivables and payables
.

Meet with accountants in 3rd quarter to project expenses, receivables, and cash flow through the end of the year.  Plan and make any appropriate adjustments early in the last quarter.

Create a budget for each time keeper, which contains billing expectations for each timekeeper (attorneys and paralegals), as well as anticipated costs.  
Be careful about the type of work the firm takes in and the clients the firm chooses to represent.  
Drive Income and Earnings
Keep a close eye on chargeable hours, billed hours, and collected fees every month.  
The firm manager, managing partner and accounting department should audit and monitor time keeping functions and billing.
Strong cash flow requires the firm to keep cash inflow level. 
Capture Time and Expenses
The firm should require billable time to be entered daily by the time keeper or his/her secretary.  Some lawyers now input their own billable time directly into the system, rather than writing them on time slips that must be retyped by a secretary.
At least one other firm has implemented a bonus/fine program for members that do and do not record their billable time on a timely basis and for members that do and do not bill their files on a timely basis. If a fine is levied, the member may appeal the fine. However, over time, this system has resulted in an increased efficiency of time keeping and billing
.  

Use technology to re-capture costs, e.g., on almost all document reproduction functions, including printing and scanning
.

Get the Bills Out
Require monthly billable files to be billed every month, and require quarterly billable files to be sent billed every third month.  
Give the accounting department goals on monthly billings; consider establishing a target for the monthly billings to be sent to clients. In the last week of the month, if necessary, follow up with attorneys who have not completed their billings for the month to attain billing goals.
After partners review and edit pre-bills, delegate editing, mailing, and follow up to non-legal personnel.  Consider doing away with cover letters
.
Require all time and costs to be input into the system within 2 - 3 working days after the end of each month.  

If clients require electronic billing, specific requirements for billing format, back-up, etc., delegate these functions to a billing coordinator whose job it is to coordinate and meet these special requirements.

Bills sometimes sit on desks for a period of time awaiting back-up.  Ensure that back-up is ready, so bills go out as soon as they are printed in final.
Collect Fees
The firm manager and/or managing partner should monitor accounts receivable to ensure that lawyers follow up on overdue bills. In some cases, the firm manager may actually handle the follow up contact with clients
.

At least one firm is exploring with some slower pay clients the extension of discounts for prompt payment to us.  This has not gotten beyond the discussion stage yet
.

Consider transferring collection efforts to non-legal personnel; allow partners to get involved in specific collection efforts when it makes sense to do so.  Having one or two people in the business office handle this function may work much better.  
Send reminder statements after 45, 60 and 90 days and follow up by telephone and emails
.  

Form a “collections committee” that includes non-legal personnel as well as managing lawyers to centralize collection efforts and light fires under attorneys whose clients need special attention.  Allow non lawyers to contact clients directly regarding past due bills, unless the responsible attorney specifically requests that no contact be made by the committee.  
With respect to collection communications, personal phone calls work better than a letter or an email.
Manage Costs and Expenses -- Business Related
Continually monitor expenditures.  Consider “over accruing” some expenses to make sure the firm does not distribute more income than it actually earned
.

Consider the benefits of keeping cash inflow and cash outflows/expenses as level as possible throughout the year.  Try to time cash expenditures to avoid incurring multiple large expenditures in the same month; space out significant outlays to keep cash outflow relatively level.

Consider keeping enough cash on hand to handle all foreseeable cash transactions (payroll, firm operating costs, client advanced costs, partner draws, virtually all capital requirements).
Avoiding fluctuations which result in large cash outflows or unusually large expenses during any given month creates stronger cash flow.
Monitor cash outflow and expense requests.  Request supporting information before approving reimbursement or expense requests.  (This encourages people to screen their own requests before they make such requests, and this reduces unnecessary expenditures.)  Don't be afraid to say "no" to unnecessary expenditures.  
For known and planned expenditures that occur only once a year (general liability insurance premiums, legal malpractice insurance premiums and employer liability insurance premiums), consider accruing expenses on a monthly basis, so that when the payment is actually made, it does not adversely affect cash or expenses.  Also consider accruing the annual distribution of both associate and member bonuses
. 

In considering capital expenditures on technology, spend the money only if updated technology will make you more efficient and productive.  Don't spend money on technology for its own sake. Resist the lure of buying bells, whistles, and gadgets simply because other firms are doing so.  

Manage Costs and Expenses -- Client Related
Avoid carrying large advanced costs on behalf of clients or insurers
.

Enter into arrangements with clients to pay disbursements over a certain amount (e.g., $1,000) directly.  Avoid large cash outlays for which the firm may not be reimbursed for several billing cycles.  
Ask for a retainer in an agreed amount to be applied to expenses as they are incurred -- use the client's money to pay the client's expenses.  When billing, bill to replenish the retainer to the pre-determined amount.
When the firm advances a client expense, make sure reimbursement of the expense is included on the next bill to the client.  (If you pay invoices on a 30-day net basis, the bill may go out before you are required to pay the invoice, thereby decreasing the lag time between your payment and being reimbursed by the client
.)  

Explore negotiating discounts with vendors for prompt payment.
Manage Debt
Avoid unnecessary debt.

Maintain a bank line of credit for unusual or large unexpected cash shortfalls (e.g., very large capital expenditures or a long period of low cash inflows); but use it judiciously.
Don’t use credit to pay "income" to shareholders.

Make sure the bank line of credit stays at zero for some periods of time during the year
.
Capitalization and Capital Expenditures
Capitalization
Firm capitalization practices vary dramatically from firm to firm.  Some require significant capital contributions, others only nominal amounts.  How the firm is capitalized will drive the manner in which the firm can use its capitalization to manage cash flow.
Have the firm's cash accounts swept into an interest bearing account, with the cash then rerouted to the operating account as needed.
Substantially capitalized firms can maintain a stronger cash position by using “cheaper debt” to pay interest to partners on a monthly basis on capital funds left in the firm in excess of the capital requirements.  They can set the interest rate below bank lending rates, but above money market and savings account rates
.  To keep this debt amount under control, they  can cap the amount of “excess capital” that will earn interest.  

Capital Expenses
Financing purchases of fixed assets (such as furniture, technology, equipment) allows the firm to pay cash out slowly, to have new partners participate in sharing the expense, and to match up the payments with depreciation.
Leasing equipment also allows a firm to avoid large outlays of cash.  At the end of the lease, the firm will also probably have the option to buy the leased equipment at a minimal cost
.
Distributing Firm Income: Don't Distribute More Than You Have
Most commonly, firms pay partners a pre-determined biweekly or monthly "draw," and distribute built-up income one or more times a year.  
Some firms calculate and distribute firm income on a monthly basis.  Without good planning and discipline, this may leave the firm short in the face of an emergency.  Have credit facilities available to meet unanticipated expenses, or be prepared to answer a "capital call."
At least one firm strikes a compromise: if the cash is available, it distributes a certain, fixed amount of “extra” each month ($100,000, for example) to shareholders, but it also allows excess cash to build up for distribution as year-end bonuses.

�Obviously, all good ideas.


�Very good, particularly as firms increase in size.


�Not a great motivator in my judgment; find an alternative way to get recalcitrant lawyers to behave.


�Good methods, but I’d put this in the income generation column, not cash flow.


�Great suggestion and one I’ve found to be the best way to speed up the billing/collection process.  WE could learn from this.  Too many of our billing lawyers delay bills for covers.  Only cover letter when a situation requires explanation, and even then, I prefer the lawyer to call the client, not write.


�Of course, all very sound ideas.


�I have a problem with this.  Rewarding the slow pay client with a discount.  What about the timely paying client? Doesn’t seem right to me.   More appropriate to charge interest to the slow pay, or discount the fast payer.


�All great ideas that are proven to work.  But, I would avoid reminder statements after the 60 day period.  At that point, calling is much more effective and is the next logical “escalation” of the collection effort.  Frequently, a duplicate bill is requested by a client who has misplaced the first.


�This is how they avoid over-distributing:  They are accruing expenses to even out cash flow.


�Interesting, but I’m curious.  How do they handle large ticket items that occur early in their taxable year?  Accruals are not deductible in an income-tax (cash) basis of accounting


�Good programs here.  Very little to criticize.  Some suggestions:  Use of retainer letters; collection services vs. suing clients; use of advance fee deposits; client cost advances in major litigation; management of “phantom income” typically generated by excess meals/entertainment expenses and net client advance costs.


�Both are excellent ideas that should be used by most firms large or small (we do).  Also consider cost retainers from clients where large outlays can be anticipated.  Paying with client funds and not relying on client to pay the cost bill is the best way to keep that vendor relationship at the level you want).


�All very good suggestions.  Resting of lines are usually bank LOC requirements.  Otherwise, if you can’t rest the line, it really is term debt or a capital need, not a short term need.


�Great idea for good economic times.  But must be mindful that contribution’s could be pulled and that LOC is sufficient in that instance.


�Yes, as said, leasing is favored in many situations.  You avoid the difficulty of matching debt repayment with depreciation expense and can better predict cash flow.  For those who are living on the critical edge of cash flow by making frequent distributions, leasing makes sense.  Other positive:  easier to dispose of equipment and avoids the tendency to keep technology too long.  Negatives are that rates are usually higher than finance.  Procedural hassles.
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