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Now that you and your partners have built up a respectable client base, a reputation for

professionalism in a particular niche or two, and you have started to realize the financial rewards

for all of that effort, the time has come to ask yourselves the question you’ve been avoiding: ‘can we
really continue to handle the financial aspects of firm growth all on our own?’ If your firm is like most

firms that are on a solid growth trajectory, the answer will be that the time has come to create a financial

department. It doesn't have to start off as a big department, and it might not need the staffing and

sophistication of a Big Law firm. But it will need to be structured in such a way as to facilitate your firm’s

scalability and growth.

In-house? Or
Outsourced?

In an era where many specialized
tasks and processes for a law

firm are outsourced rather than
being built from scratch in-house
(think IT, marketing, SEO), many
firms look to utilizing a full-service
accounting or business financial
planning consultant on an
ongoing basis rather than just at
tax time or for the quarterly report
and payroll preparation. But being
an outside service doesn’'t mean
that it can’t serve as your firm’s
full-time financial department.

In many cases—especially while
your firm is still small—the need
for a financial department can be
met even if your current budget
does not allow for investing in the
added staff, training, and technical
infrastructure that an in-house
financial department would
require. When the size or cash
flow of a firm is not yet sufficient
to warrant a permanent, in-house
position, consider an outside
financial department as a viable
option.

Regardless of whether your
financial department is inside or
outside, certain planning basics
are a must in order to ensure that
firm financial management is
properly addressed.

Short-term Budget,
Long-term Goals

As with any business’ financial
planning, your firm will need to
develop a profitability financial
model that reconciles short-

term budget realities with long-
term goals. Despite the fact that
few law schools instruct in the
business side of the practice

of law, mastering those skills

will be crucial to building and
maintaining your practice, even

if you rely on outside experts to
advise you. Financial management
involves planning and organizing
the financial operations of your law
firmm—especially tracking revenue
as related to expenses— and
setting a plan for revenue growth.

The first step in any financial
planning model is to establish a
realistic, workable budget built
around your existing cash flow.
Unfortunately, not all billings
result in current cash flow, and
outstanding receivables are just
one of the budget categories that
must be accounted for.

Analyzing

the Metrics

The financial analysis begins with
reviewing just what sources of
cash are available. Apart from the
initial capitalization for start-up

“ARE YOU
REGULARLY
RECONCILING
ACCOUNTS,
REVIEWING
FINANCIAL
REPORTS, AND
MONITORING
EXPENSES? HAVING
STRONG FINANCIAL
CONTROLS IN
PLAGE IS ESSENTIAL
T0 SAFEGUARD
YOUR LAW FIRM’S
ASSETS AND
ENSURE ACCURATE
FINANCIAL
MANAGEMENT.”

— Brooke Lively, CFA,
and CEO of Cathedral
Capital, profitability
strategists.



funding, a build-up of cash
reserves set aside from revenue
should be a part of the firm
discipline that is established from
the beginning. But what if revenue
shortfalls disrupt the planned
monthly reserve accumulation?

If cash on hand is insufficient to
cover anticipated expenses, then

it may be necessary to dip into
available lines of credit. A word of
caution must be inserted here that
for the small- to mid-sized firm,
relying on institutional (or private)
debt should be an option reserved
for when an otherwise healthy
cash flow has an unexpected
interruption, such as the spread of
a pandemic, temporary illness of a
partner, or a similar brief upset to a
generally sound financial profile.

Opinions vary as to how much of
a reserve should be maintained,
but many financial managers put
the figure at somewhere between
three to six months of operating
expenses.
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Boosting the
Cash Flow

What happens in a situation
where the client base is solid and
client representation is ongoing,
yet the cash flow has too many
ebbs and flows rather than a
steady stream? The financial
management department should
be tracking such patternsin
order to identify whether too
much of the practice is focused
on contingent fee arrangements
or, perhaps, not enough upfront
retainer sums are collected.
Unpaid client billings must also
be closely monitored in order to
make sure that receivables do not
get out of hand. When a practice
spends—or, more correctly,
wastes— too much of its time

on its own collections, that is a
sure sign that something is amiss
in the financial management
department; receivables should
rarely reach the point that they
turn into collections. Accelerating
receivables invoicing is, therefore,
an important part of a firm's

financial administration.
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Staying on Top

of Financials

Even larger firms with established,
well-run financial departments
need stakeholder oversight.
Leaving financial operations to a
professional financial department
is one thing—leaving financial
matters and decision-making
alone is quite another. A well-
structured financial department,
regardless of whether in-house or
outsourced, will still need regular
reporting to and input from the
firm's principals. It is the role of the
financial department to supply
the data and revenue/expense
figures needed by the partners

in order for them to make the
critical decisions as to practice and
marketing strategies and growth
acceleration, or, perhaps, reining
itin.




Records and
Compliance

Beyond tending to the financial
administration of the firm, the
financial department will also
be charged with accurate and
up-to-date record-keeping.
This is important not only for
such matters as tax issues but
also with regard to compliance
issues, particularly as to the firm's
IOLTA or lawyer's trust account
requirements as mandated by
the state’s rules of professional
responsibility.
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At some point, usually, once your
firm can afford to fund a full-time,
in-house financial department,
the financial staff’s familiarity
with the firm’'s overall operations,
risk tolerance, and expectations
for growth will enable them

to provide more independent
guidance with less need to run
as many modeling alternatives
by the partners. At the end of
the day, when it comes to your
firm'’s scalability and profitability,
the most ‘senior partner’ might
just be the firm'’s entire financial
department.
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Executive
Summary

1. The Issue

When is it necessary to create a
financial department, and how
should it be structured?

2. The Gravamen

All firms need input from a
financial manager, whether it be
in-house, or outsourced, part-time,
or full-time.

3. The Path Forward
Outsourcing of a firm’s financial
department—especially while
the firm is small—should be
considered in the same light as
outsourcing IT, marketing, and
other specialized yet necessary
support services.
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Action Items:

1

Start with a Budget:

A realistic assessment of start-up costs, where cash flow will come from, operating expenses, and
how much of a reserve your firm should keep on deposit are all metrics that need to be carefully an-
alyzed together with your financial managers.

Plans for Growth:
Aside from current operational needs, your financial managers should be key players in your plans
for upscaling and growth.

Maintain Oversight:

Even the most professional of financial managers should not be given free rein to ‘go solo’ entirely;
rather, their role should be that of adviser and supplier of data necessary for the partners to
ultimately make key financial decisions.

4 Receivables Gatekeeper:

The financial department, whether in-house or outsourced, must be tasked with keeping a close eye

on receivables lest they get out of control to the financial detriment of your firm.

Further Readings

1.

https://centerbase.com/blog/the-complete-guide-to-your-law-firms-fi-
nances/

2. https://www.natlawreview.com/article/guide-to-law-firm-finance-man-

agement

3. https://www.lexisnexis.com/uk/lexispsl/practicecompliance/docu-

Ment/393850/5GFX-CGO1-F18F-Y55P-00000-00/Financial_manage-
ment_law_firms_overview

4. https://www.practicepanther.com/law-firm-finances-guide/

5. https://www.universalclass.com/articles/business/financial-as-

pects-of-law-office-management.htm

6. https://Mmww.lawkpis.com/law-firm-financial-management/
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About GreenPoint
Law & Compliance

GreenPoint Global was founded in 2001 and since
that time has faithfully served an expanding roster of
clients. GreenPoint leverages a unique combination
of US-trained attorneys and proprietary technology to
deliver a unique offering of skill and flexibility to meet
client needs.

Our core team of experienced US attorneys is
based in Israel and works US hours. The breadth
of experience of our attorneys ensures high-quality,
cost-effective results across a wide range of legal,
compliance, and regulatory matters.

GreenPoint’s methodology and proven track record
of achieving client objectives has resulted in a
broad base of clients in the United States, ranging
from Fortune 500 insurance companies to solo
practitioners, law firms, in-house law departments,
and legal publishers. GreenPoint attorneys are
selectively recruited and deployed based on
possessing demonstrable subject matter expertise
covering a broad spectrum of substantive US laws
and regulations. The work product of our attorneys is
thoroughly vetted internally before delivery to client.
Adherence to quality, value and flexibility is at the
core of our foundation.
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York, GreenPoint has grown to over 500 employees
with a global footprint. We have a stable and
growing client base that ranges from small and
medium-sized organizations to Fortune 1000
companies worldwide. Our production and
management teams are located in the US, India, and
Israel with access to deep pools of subject matter
experts. Our greatest strength is our employee-base
of experienced lawyers, paralegals, process
specialists, financial analysts, and software
developers. We have leading edge software
development capabilities with over 50 professionals
on staff, working on internal and client projects.

GreenPoint is certified by the TUV SUD (South Asia)
for the highest standards of Quality Management
(ISO 9001:2015) and Information Security
Management (ISO 27001:2013). GreenPoint is
certified as a Minority and Woman Owned Business
Enterprise (MWBE) by New York City and a Minority
Owned Business Enterprise (MBE) by the State of
New York. GreenPoint complies with all federal and
state contracting requirements. GreenPoint is owned
by its founders and principals and is debt free. For
comprehensive information on our services and
products under Law & Compliance and Finance,
please visit our subsidiary websites through the
division’s menu.
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