
WHEN BAD THINGS HAPPEN TO
GOOD LAW FIRMS

8 Mistakes in Managing Accounts Receivable
During the More Challenging Year Ahead — and 8 Solutions

For most law firms, 2000 was certainly a good year. However, all signs point to a slowing 
economy, and firms will likely not enjoy quite as good a year in 2001.

While many firms did make their budget last year, many others did not. Now — early in the 
year — is a good time to learn from past mistakes and make changes for the future.

Mistake #1:  
Firms project big budgets to offset
higher costs. What they have chosen
to ignore is that a softening economy
is compelling client companies to
reduce their cash reserves, out of
which they pay their legal bills. And
clients are clever. Some choose to
slow their payment of legal bills — or
don’t pay them at all. They know
that, historically, few firms have held
them accountable for paying.

Mistake #2:  
Firms continue to take on new clients
with little or no assurance that they
will pay their legal bills. Because
intake procedures are poor, it ends up
being the clients rather than the
lawyers who dictate when — and
sometimes if — they will pay.

Mistake #3:  
Firms continue to accrue large
amounts of unbilled time and expens-
es. Most clients actually want to be
billed on a monthly basis. Lawyers 
do not understand that if they send
bills only when it is convenient for
them, their clients will pay at their
convenience.

Mistake #4:  
Lawyers fail to understand that if they
see that bills have not been paid
within 30 days, they are seeing the
first warning sign of a collection 
problem. If the firm does not take
action to get that bill paid, it could

easily go past 90 days. Clients 
conclude that if the firm has waited
several months to try to collect
unpaid bills, they need be in no rush
to pay them. They reason — and,
unfortunately, they are not wrong —
that the longer their lawyers wait to
collect, the greater chance they have
of having their bills discounted or
written off altogether.

Mistake #5:  
Firms have been perhaps too quick to
embrace alternative payment
arrangements. Complex transactions
may not lend themselves to a regular
payment schedule, and they may cause
confusion as to appropriate payment if
the deal does not come to fruition.
Furthermore, risky deals sometimes fail,
leaving a trail of unpaid receivables.

Mistake #6:  
As lawyers continue to be inundated
with work, they can get lost in the
moment. They become so wrapped
up in their work that they fail to 
recognize a point at which they
should stop doing that work rather
than continuing to amass unpaid bills.

Mistake #7:  
As part of their effort to “push the
work down,” senior attorneys often
pass responsibility for billing and 
collections to lower-level attorneys.
This is not necessarily a bad thing in
itself, but it is unless they provide
proper training.

Mistake #8:  
Accounts receivable reports are 
being ignored until the year-end push.
Whether the attorneys don’t receive
the reports or simply are not paying
attention to them, the net result is
that they are having little impact.

The fact is that the cost of doing
business continues to increase. Just
to stay competitive, firms are faced
with the escalating cost of associate
salaries and changing technology.

Not only are many firms carrying as
much as 40% of their receivables over
90 days, but they have no clue how
much of that 40% they can reason-
ably expect to see paid. Some of
these receivables are actually more
than a year old, which should be col-
lected or written off altogether.
Keeping these receivables on the
books gives a false sense of the firm’s
true assets.

Complicating matters, some firms got
caught up in the dot.com craze
where everyone with an idea creates
a new venture, and legal bills did not
always get paid. Even more troubling,
now clients will be impacted by the
softening economy, and may begin
having more trouble paying their bills
on a timely basis.

For the good news…
(turn the page)  ....






