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Collection Quotes to Remember

“Happiness is a positive cash flow!”
> Fred Adler

“Revenue is vanity, margin is sanity, cash is king!
> Unknown author

“If clients don’t pay, where is the love?”

> Fred Esposito
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The REAL Collection Quote

“Everyone Wants to Be On a Winning
Team, But No One Wants to Come to
Practice”

— Bobby Knight
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Law Firm Collections Overview

» Jones & Smith Law Firm, sues a construction

company for an outstanding bill of $50,000.

» In response, the construction company files a

counter-claim for malpractice.

» Jury awards Jones & Smith $30,000 on its claim;

however, awards the company $1.2 million on its
counter-claim.
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Law Firm Collections Overview

Can anyone tell me what
happened next?
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Law Firm Collections Overview

Because of this Ruling:
Jones & Smith will have to report a paid claim for
the next five years on their application for

professional liability insurance, severely reducing
their ability to receive a competitive quote.

\




Law Firm Collections Overview

Because of this Ruling:

The increase in insurance premium Jones & Smith
will pay, plus their deductible obligation, will far
exceed the $50,000 in unpaid fees they were after
in the first place.

More importantly, Jones & Smith’s reputation as a
careful provider of quality legal services has been
badly damaged.

\
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Law Firm Collections Overview

Can This Really Happen?
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Law Firm Collections Overview

You Bet it Can/

More than 40%-50% of all suits for fees by
attorneys result in counter-suits for malpractice.
These counter-suits can, and occasionally do,
result in large judgments or settlements against
the law firm.
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Law Firm Collections Overview

Even When Counter-Suits Are Not Won by
the Attorney’s Clients, Counter-Suits:

Inflict damage on the attorney’s reputation
- Wastes time
- Deductibles
> Insurance limits

All to Defend Themselves in Court
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Law Firm Collections Overview

How Can We Avoid Costly
Collections Litigation?

\

11

Law Firm Collections Overview

Establish:
Loss prevention-oriented procedures for
managing your firm’s accounts receivable to avoid
reaching the point where you see suing for fees as
your only option.
Will Proper Handling of Accounts Receivable
Necessitate a shift in your Firm’s Philosophy?

\
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Law Firm Collections Overview

Firm Philosophy change? Paradigm shift?
Handling accounts receivable should not be
thought of as an onerous task destined to create
a barrier between the firm and the client.

Loss Prevention opportunity that can help ensure
a profitable and non-litigious professional
relationship.

\
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Law Firm Collections Overview

Loss Prevention—-Oriented Procedures

Sounds great!
Why didn’t we think of that before?

Where to begin? HOW to begin?

\
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Law Firm Collections Overview

Engagement/Retainer Letters

Good accounts receivable management begins
with a good engagement/retainer letter.

Clients will find it harder to dispute bills if the firm
has a signed engagement/retainer letter which
clearly states the following information.

\
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Law Firm Collections Overview

Use Engagement /Retainer Letters that Clearly
Stipulate the Following Information:

»Scope of Representation

»Billing rates

»Out-of-pocket expenses
»Payment schedule

»Billing and Collection procedure
vFirm’s right to discontinue service

\
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Law Firm Collections Overview

STOP!

We interrupt this presentation to advise of this special
bulletin regarding engagement/retainer letters......

ALWAYS

Comply with the State’s Rules of Professional
Conduct

Now back to our scheduled presentation already in
progress....

\
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Law Firm Collections Overview

Billing Rates

» Clearly indicate how the firm will compute and
bill for fees.

» Specify which attorneys and paralegals are
going to be working on a matter, and provide
respective billing rates.

» If firm foresees that the rates may change
during the engagement, clients should be told
ahead of time.

\
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Law Firm Collections Overview

Out-Of Pocket Expenses

» Clearly indicate how out of pocket expenses
will be handled.

» Include a clause in your engagement/retainer
letter that clearly and specifically explains how
expenses will be billed AND paid.

» Assure clients that normal overhead costs such
as secretarial, office supplies..are part of the
firm’s hourly fees and that they will not be
charged separately.
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Law Firm Collections Overview

Payment Schedule

» Engagement/retainer letters should lay out a
payment schedule on your firm’s collection
procedure. Collection procedures that are
vaguely worded cannot be easily interpreted,
nor can they be easily enforced.

» Include a clause reserving the firm’s right to
discontinue representation if payment is not
made as ag reed. will you get out of the case?

\
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Law Firm Collections Overview

Jones & Smith Could Have Avoided Collection
Litigation

How?
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Law Firm Collections Overview

Firm should never have let the
outstanding bill get to $50,000.

22
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Law Firm Collections Overview

Be Assertive!

» Do not allow unpaid bills to accumulate; set
standards early in your client relationships by
calling them immediately upon notice of an
unpaid bill.

» Bill frequently; if work for a client is progressing
rapidly, there is nothing wrong with billing more
than usual.

Sends message to clients the firm fully expects to
be paid!

\
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Law Firm Collections Overview

Opportunity for Relationship Building
Through Accounts Receivable Management

Collecting receivables, creates
opportunity

for attorney/client relationship building.

VERY IMPORTANT!

\
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Law Firm Collections Overview

Collecting Receivables/ True or False

The only thing attorneys hate more than
recording time and billing clients is collecting
their overdue receivables

TRUE

Some common perceptions attorneys and some
administrators have about collections are true

FALSE
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Law Firm Collections Overview

Some Attorney/Administrator Perceptions:

Collection calls involve confrontation

» Collecting receivables can be a positive
experience and promote client goodwill if a win-
win approach is used.

» Opportunity to express appreciation for the
client’s business, identify concerns through
active listening.

» Improves overall client communication.

\
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Law Firm Collections Overview

Some Attorney/Administrator Perceptions:

AGAIN!
KEY Opportunity to express appreciation for the
client’s business, identify concerns through
active listening.

\
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Law Firm Collections Overview

You Will Get Paid at the Same Time, Whether

You Do Anything or Not. Why Bother with

Collections?

» Train clients as to how we would like to be
paid.

» Professionalism, Courtesy, Accuracy

» Historically pursue collections and
demonstrate firm expects payment in 30
days, firm will be paid more promptly than if
firm waits.

\
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Law Firm Collections Overview

Collecting Accounts Receivable is an Event
That Takes Place Infrequently

» Process begins at client intake and continues
with every subsequent contact. -Key!

» Clearly define what services are to be
performed and amount to be paid.

v Defined Scope of Representation is essential.

\
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Law Firm Collections Overview

We Might Injure Our Relationship With The
Client And Lose Their Business

» Pursuing collections in a professional manner
can improve client relationships. Every contact
should be professional, factual AND courteous.

» Unless client never intended to pay, they
shouldn’t be offended by overdue receivable
follow ups.

T~ X
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Law Firm Collections Overview

It’s Not Worth Pursuing an Old Receivable
»No matter how small, there is tremendous value!

Example:

» Firm Profit margin 40%; for every $1,000
collected, only $400 is profit.

v In order to replace the profit realized on a
52,000 receivable, firm would have to obtain
new work totaling $5,000.

\
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Law Firm Collections Overview

Collection Process Can Be
Structured to be a Positive
Experience

How?

\
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Law Firm Collections Overview
Capture Billable Time as Promptly as Possible

» Attorneys should submit time records on a
daily basis, but at least on a weekly basis.

» Minimizes the amount of billable time being
lost.
o Let’s talk ‘Stats”
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Law Firm Collections Overview

Bill as Promptly as Possible

» The value of services rendered diminishes in

the mind of the client over time.

» Ability to resolve a critical problem for a client

today has great value. Bill today, get paid
tomorrow!

» Next year at this time, client will not even

Wem and will hesitate to pay.

34
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Law Firm Collections Overview

Assign Responsibility for Collecting
Receivables to One Person

“Coordinator of Cash Flow”

Individual making collection calls must
understand the billing process, is familiar with
how paid and unpaid receivable records are
maintained and has ready access to copies of
uncollected bills.

\
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Law Firm Collections Overview

Use a Collection Software/Outlook to Track
Collection Calls And Statuses

Programs that have calendar reminder
capability, i.e. Outlook, or Collection Software
Programs will be helpful in keeping track of
conversations with different people and will
greatly increase effectiveness in collecting
overdue receivables.

\
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Law Firm Collections Overview

Build Upon Professional Relationships
Already Established

“Coordinator of Client Impressions”
» Avoid sending out standard form letters.

» Make communication with clients more
personal by making a hand-written notation
on the form letter.

\
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Law Firm Collections Overview

Let’s Take it From the Top.....
vLoss prevention-oriented procedures for
managing AR.
rEngagement/retainer Letters - Very important!/
- Scope of Representation
- Billing Rates
- Qut-of-pocket expenses
- Payment schedules

\
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Law Firm Collections Overview

Opportunity for Relationship Building
° Improve communications
- Train clients; set proper expectations.
- Define the collection process and live it
- Be professional, courteous and factual

\

39

Law Firm Collections Overview

Structure Collection Process to Be a Positive
Experience

» Capture billable time as promptly as possible.
» Bill as promptly as possible.

» Assign responsibility to collect AR to one
person.

» Track collection calls and promises

» Build upon personal relationships with clients;
keep communicating!

\
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Law Firm Collections Overview

Other Ways to Increase Revenues?

» Consider Alternative Fee Arrangements (AFAs)
» Electronic Billing; facilitates Cash Flow , BUT!

» Standardize Billing Formats

\
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Chief Operating Officer
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Time Write-Downs/Write-Offs:
Don’t Let Good Cake Go to Waste

BY FREDERICK J. ESPOSITO JR.

MY LAST FEW COLUMNS have focused primarily on

the importance of capturing contemporaneous time, preparing
prompt and accurate billing, and timely collections. While law
firms continue to take advantage of the resources available to
improve upon these areas, there remains a disconnect in the
amount of time written down or written off before the bills
go out, and in many cases, having to write off billed time in
accounts receivable.

Simply stated, getting time write-downs/write-offs and
accounts receivable write-offs under control is critical for
improved profitability.

Since the Great Recession of 2008 and now compounded by
the COVID-19 pandemic, clients have been in the driver’s seat
with respect to pricing, billing and collections. Clients are also
facing financial pressures of their own and have become more
demanding with law firms. Institutional clients are becoming
less inclined to pay fees billed by the hour and are looking for
more predictability. Law firms have had to develop alternative
billing methods through increased budgeting and, in some cases,
more commoditization to address cost concerns from clients.
While this puts pressure on law firms to aggressively address
client billing demands, it also strikes a need for a balance between
client demands and maintaining a level of profitability for the
law firm. Alternative fee/billing arrangements have proven to be
effective in achieving the balance necessary, and some law firms

Additional training, more
strategic file assignment,
enhanced communication
and better delegation can go
a long way toward reducing
or eliminating unnecessary
write-downs/write-offs.
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have found a way to achieve this balance. However, many law
firms continue to struggle. What has become more significant is
clients now consider pricing alternatives as a critical factor when
deciding on a law firm. This places more pressure on law firms to
address the write-off situation in terms of pricing and profitability,
both economically and from a business development perspective.
Many law firms have not adjusted how they perform legal services
to the new realities of the market. Clearly, law firms that can make
that adjustment differentiate themselves from their competition.

There are several reasons why time is written down or written
off. Some are well within the control of the firm and others are
not. The three most common causes are as follows:

Time management. When reviewing prebills, billing attor-
neys need to identify and address areas where there is too much
time spent on a particular task and then have a conversation
with the working attorney. Unfortunately, those conversations
are not happening, and time management continues to be an
ongoing problem. This is especially true of first-year and junior
attorneys. Additional training, more strategic file assignment,
enhanced communication and better delegation can go a long
way toward reducing or eliminating unnecessary write-downs/
write-offs. If these conversations do not take place, how will the
working attorney improve their time management and reduce
write-downs/write-offs?

Client relations. As noted in previous columns, billing is both
a science and an art, and it can be a useful client and business
development tool. However, sometimes write-downs/write-offs
are unavoidable. For example, a partner may promise a long-
time client a discount, or maybe a matter has taken longer than
expected because the firm is training a new associate. While these
circumstances may be justifiable, they should never be a regular
occurrence. If they are, there are problems with how files are
being assigned. It is important that these types of write-downs/
write-offs be communicated to the client in such a way that makes
it clear that these are one-time exceptions and not a regular prac-
tice. Also, proper presentation of the write-downs/write-ofts for
the client are a critical part of the communication process. Unseen
write-downs/write-offs provide the law firm with no benefit. If
time is going to be written down or written off, the client needs
to see it as a “professional courtesy reduction” or a “good client
discount”” The client needs to see on the invoice that they received
a one-time special consideration. Again, these types of write-
down/write-off scenarios are unavoidable. They are often a cost
of doing business and perceived as goodwill but should be kept to
aminimum. This is an area law firms should keep on their radar.

Business development. This is an offshoot of client relations,
but many attorneys believe they must discount their work reg-
ularly to receive more business. These are better known as pre-
emptive reductions. On average, these types of write-downs/
write-offs can average 10% to 20% each month. The approach is
understandable from the originating attorney’s perspective, but
it’s not a good practice for the firm. When law firm management

addresses the issue, the originating attorney will often point to
the amount of fees in the door, but in most cases, that $50,000
received cost the firm $60,000 to produce. Cash in the door while
sacrificing profitability is not a good practice. Attorneys need to
stand behind their work and the value provided and should not
be regularly discounting their work. This often happens when
resolving unpaid aged accounts receivable as well. If an attorney
has a client who expects the discounting on a regular basis, it is
time to reassess that client relationship.

Discounts are very appealing and are an effective marketing
tool when retail shopping, but not in a law firm. Write-downs/
write-offs can be one of the largest expenses of any law firm.

The problem with write-downs/write-offs is they accumulate
over time and carry a significant cost. For example, XYZ law firm
has a $50,000 receivable that is written down to $40,000 for fast
payment. In most cases, the $10,000 write-off is looked upon as
only a 20% write-down. Careful analysis will reveal the true impact
of the write-off is double that. If the firm has a 40% profit margin,
the impact is closer to 50% Also, additional billable work will be
required to replace the $10,000 written off. Assuming a 40% profit
margin, the firm will need to produce $25,000 in new fees and,
under the same profit margin, $40,000 in write-offs would require
$100,000 in new legal fees. These are real numbers. To drive that
point home, the amount of additional billable hours per lawyer
required to generate the $100,000 often gets attention very quickly
and is an excellent motivator to facilitate improvement.

Attorneys provide excellent legal services, so should capture
their time, bill promptly and collect quickly. We have referenced
these “ingredients” as a recipe for “baking a cake” The cake is
only as good as the ingredients, and if write-downs/write-offs
take away some of the flavor and appeal (perhaps no frosting),
then it will go to waste.

Law firms that proactively initiate steps to tighten the billing
process, and improve monitoring and controlling the fre-
quency and amounts written down or written off, will start to
see improved profitability without anyone having to work any
harder to produce the desired results. In short, if the oven is on,
what’s to keep the cake from baking to tasty perfection? The
lesson? Keep the frosting! LP

Frederick J. Esposito Jr. is the chief
operating officer of the regional law firm
Rivkin Radler LLP and has more than 25
years of law and accounting firm experience.
He is an author and sought-after speaker
specializing in financial and organizational
management, process improvement and
project management, and has managed and
worked in a consulting capacity with several domestic and
international law firms. He is also a senior consultant with the
Legal Lean Sigma Institute, LLC, and a Certified Green Belt in
Legal Lean Sigma as a project leader working towards his Black
Belt Certification. Fred.Esposito@rivkin.com
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Accounts Receivable: Loss Prevention

and Client Communication

BY FREDERICK J. ESPOSITO JR.

HARD TO BELIEVE another year-end will soon be upon us.

Every December great efforts are made for boosting collections
so law firms can end the year strong and maximize profitability.
While December is historically the month for collection incen-
tives, it should really be an everyday occurrence. Many of us find
the collection process very frustrating, and when the time comes
to consider the initiation of a collection suit against a client, the
prospect becomes even more difficult and brings the client rela-
tionship to a tipping point. The outcome of a collection suit could
work in the firm’s favor (or not), but in either event, collection
suits can have more serious ramifications both for the client and
firm long term. In the interests of risk management and best
practices, it is better for the firm to get paid timely, rather than
get to a point of having to initiate a collection suit. The key is to
develop processes early in the game so the firm can avoid going
to the point of no return with a client.

“Everyone wants to be on a winning team, but no one wants to
come to practice!”

This quote from former basketball coach Bobby Knight sums
up the problem many law firms experience when it comes to
collecting accounts receivable. Handling accounts receivable
should not be thought of as an onerous task destined to create
a barrier between the firm and the client. Rather, it should be
viewed as a loss prevention opportunity that can help ensure a
profitable and non-litigious professional relationship.
Asindicated, there are pros and cons initiating a collection suit.
Let us say for example the Jones Law Firm sues a construction
company for $50,000. In response, the construction company
files a counterclaim for malpractice. The jury awards the Jones
Law Firm $30,000 on its claim; however, it awards the construc-
tion company $1.2 million on its counterclaim. Because of this
ruling, the increase in insurance premium the Jones Law Firm
will pay, plus its deductible obligation, will far exceed the $50,000
in unpaid fees it was after in the first place. More important, the
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Jones Law Firm’s reputation as a careful provider of quality legal
services has been badly damaged. In addition, Jones Law Firm
will have to report a paid claim for the next five-plus years on
its application for professional liability insurance, severely reduc-
ing the firm’s ability to receive a competitive quote. Hence, is a
collection suit against a client always the best move? Absolutely
not. The way to avoid such suits is to establish or review your
firm’s loss prevention-oriented procedures for managing your
firm’s accounts receivable to avoid reaching that point where you
see suing for fees as the firm’s only option. Some loss prevention
areas and procedures to review and consider include:

ENGAGEMENT/RETAINER LETTER

Good accounts receivable management begins with a good

engagement/retainer letter. Clients will find it more difficult to

dispute invoices if the firm has a signed letter that clearly states
the following:

« Scope of representation should clearly define what legal ser-
vices will be performed and, more importantly, what legal
services the firm will not be performing. This can become
key if a countersuit for collection is ever initiated. Also, in
many countersuits, the scope of representation is usually the
issue in dispute.

o Billing rates should be clearly noted, specifying which attor-
neys and paralegals are going to be working on a matter and

Good collection practices
are always a combination
of good loss-prevention
protocols coupled with
regular and timely client
communication.
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provide respective billing rates. If the firm foresees those
rates may change during the engagement, clients should be
advised in the retainer letter that rates will be reviewed and
adjusted with sufficient notice to the client.

o Out-of-pocket expenses should also be clearly defined as to
how they will be handled. Include a clause in your letter that
clearly and specifically explains how third-party expenses
will be billed AND paid.

o Payment expectations should be clearly noted on engage-
ment/retainer letters. Collection procedures that are vaguely
worded cannot be easily enforced. Also, the firm should
include a clause reserving the firm’s right to seek discontinu-
ing representation if payment is not made as agreed. In short,
it is recommended that your letter indicate payment is due
upon receipt of the invoice.

o Be mindful of your state’s rules of professional conduct
regarding engagement/retainer letters when preparing them.
Each state has its own guidelines, so it is important that all
letters be reviewed to make sure they comply.

CAPTURE BILLABLE TIME AS PROMPTLY AS POSSIBLE
Attorneys should submit contemporaneous time records daily.
Contemporaneous time entry minimizes the amount of billable
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Pursuing
collections
in a
professional
manner can
improve
client
relationships
and
minimize
collection
issues.

time lost, and when time is entered daily,
billing potential can increase, resulting in
improved collections.

BILL AS PROMPTLY AS POSSIBLE

The value of services rendered diminishes in
the mind of the client over time. Ability to
resolve a critical problem for a client today
has great value. Bill today, get paid tomor-
row. There is no hard and fast rule that you can only bill once
a month.

BE ASSERTIVE!

Do not allow unpaid bills to accumulate; set standards early
in your client relationships by calling them immediately upon
notice of an unpaid invoice. Most firms will initiate such calls
after 30 days.

ASSIGN RESPONSIBILITY TO COLLECT ACCOUNTS
RECEIVABLE TO ONE PERSON

Individuals making collection calls must understand the billing
process, be familiar with how paid and unpaid accounts receiv-
able records are kept, and have ready access to copies of uncol-
lected bills.

AVOID SENDING OUT STANDARD FORM LETTERS
Standard collection letters are often stilted and tend to be very
impersonal. Make communication with clients more personal
by making a handwritten notation or, better yet, speaking
with the client directly. Collecting accounts receivable can be
a positive experience and promote client goodwill if a win-win
approach is used.
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USE COLLECTION SOFTWARE/OUTLOOK TO TRACK
COLLECTION CALLS AND STATUSES

Software that has calendar reminder capability, e.g., Outlook or
other collection software programs (mostly available as add-ons
to many time and billing systems available), will be helpful in
keeping track of conversations with different clients and their
accounting personnel, which can greatly increase effectiveness
in collecting overdue receivables.

BUILD UPON PERSONAL RELATIONSHIPS WITH
CLIENTS—KEEP COMMUNICATING!

While collection calls can involve confrontation, it is better to
view them as an opportunity to express appreciation for the
client’s business as well as identify concerns through active
listening.

“PEOPLE MAY HEAR YOUR WORDS, BUT THEY FEEL
YOUR ATTITUDE.” —JOHN C. MAXWELL

The collection process begins at client intake and continues
with every subsequent contact. Law firms must train their
clients from the start how they would like to be paid, all with
professionalism, courtesy and accuracy. Pursuing collections

in a professional manner can improve client relationships and
minimize collection issues. Lack of regular communication
with clients regarding matter statuses and billing issues is the
usual reason for clients not paying their invoices. Unless a
client never intended to pay, they should never be offended by
overdue accounts receivable follow-up.

Good collection practices are always a combination of good
loss-prevention protocols coupled with regular and timely
client communication. Explore the opportunities the firm can
gain with client relationships, development and retention while
also getting paid in a timely fashion. LP

Frederick J. Esposito Jr. is the chief operating
officer of the regional law firm Rivkin Radler LLP
and has more than 25 years of law and account-
ing firm experience. He is an author and sought-af-
ter speaker specializing in financial and organiza-
tional management and has managed and worked
in a consulting capacity with several domestic and
international law firms. He is also a senior faculty member, consul-
tant and working toward his Green Belt certification with the Legal
Lean Sigma Institute, LLC. Fred.Esposito@rivkin.com

the field of legal lead generation.

online.
Here’s how we do it.
1. Freedom

2. Easy Access to Knowledgeable Account Managers

3. Custom-Tailored Targeting

4. Fair and Reliable Returns

5. Communication for Improving Lead Quality

clients online.

FINDING POSITIVE WORKING RELATIONSHIPS BETWEEN ATTORNEYS AND LEGAL LEAD PROVIDERS

There’s nothing so rewarding as being part of a team that has trusting relationships and is working towards the same goal.
In law firms of every size, productivity and profitability grow in this kind of environment.

Unfortunately, this kind of trusted relationship and teamwork can be hard to come by with third-party vendors, especially in

For 20 years, 4LegalLeads.com has been trying to address that issue. Trust is earned, and we focus on building long-term
relationships with our attorneys where it’s clear that both sides are working towards the same goal: finding new clients

The framework of a good working relationship is critical. From the beginning, we offer a contract-free experience and a
guaranteed, pro-rated account refund. Attorneys can step away from our service at any time.

Learning to use leads effectively takes time. It involves setting up workflows for lead intake that lead to success. Our
team is well-trained and easily available by email or phone.

Leads are all about reaching humans, and they behave differently in every market. Our team takes the time to build cus-
tom targeting for attorneys and keeps working with them to refine it.

We’ve invested heavily in our verifications team so that every return request is processed individually. This makes sure
returns are processed efficiently, but it also provides leniency and understanding around unusual circumstances.

We invite attorneys to tell us when issues occur. Feedback and open dialogue are the key to optimizing the incredibly
complex advertising systems at the heart of lead generation.

There’s one thing our support team wants to see at the end of the day: attorneys finding new clients online. We're happy to
answer your questions at (844) 844-0513, or you can create your account at 4legalleads.com/lawyers to start finding new
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