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These examples illustrate the structure, depth, and type of output produced during a Phase 1 diagnostic. They are anonymised
and provided to support decision-making — not as case studies or endorsements.

Alcock: Finance and Billing Diagnostic

Background Context

A mid-to-large law firm operates across multiple practice groups with a partnership structure and centralised finance
and billing teams. The firm delivers high-value professional services, but financial operations have evolved organically
over time and are now strained by complexity, risk sensitivity, and partner expectations.

Finance, billing, and trust accounting are managed by experienced staff using a mix of practice management systems,
spreadsheets, manual reconciliations, and partner-specific workarounds. While the firm functions effectively day-to-day,
there is growing concern about billing accuracy, revenue leakage, reconciliation risk, and partner confidence in
financial reporting.

Partners recognise that many issues are not legal in nature, but stem from data flow gaps, unclear ownership, and
process friction between time capture, billing, trust accounting, and financial reporting.

The firm is seeking an independent assessment of its finance and billing data flows to reduce professional risk, protect
partner income, and strengthen governance —without changing systems or triggering internal disruption.

Executive Summary

This document provides detailed responses to the key diagnostic questions that guide an independent assessment of a
mid-to-large law firm's finance and billing data flows. The objective is to identify risk, leakage, and governance gaps
without disrupting operations or requiring system changes.

1. Billing & Revenue Integrity

Q1: Where does revenue most commonly "fall out" of the billing process—and why?
Key Leakage Points:

1. Time Capture to Billing Transition
2. Fee earners failing to submit time entries promptly (>30 days delay)

3. Non-standard matter codes preventing automated billing inclusion
4. Time entries marked as "draft" indefinitely due to uncertainty about billability
5. Disbursement Recording Gaps

6. Out-of-pocket expenses not recorded in practice management system

7. Third-party vendor invoices sitting in approval queues
8. Travel and incidental costs handled via personal reimbursement without matter linkage
9. Matter Status Ambiguity

10. Matters marked "on hold" without clear billing review triggers

11. Completed work not flagged for final billing
12. Client communication gaps leading to deferred billing decisions

13. Approval Bottlenecks



14. Partner review queues creating 2-4 week delays
15. Pre-bills requiring multiple iterations

16. Partners deferring billing decisions without formal tracking
Root Causes:

« Insufficient visibility into unbilled WIP aging
o Lack of automated alerts for billing milestones
e Cultural acceptance of "we'll catch it next month"

¢ No systematic process for reviewing matters without recent billing activity

Q2: Which billing adjustments are preventable versus structural?
Preventable Adjustments (60-70% of write-downs):

1. Time Recording Errors

2. Incorrect matter codes requiring reallocation
3. Duplicate time entries
4

. Activities billed to wrong phase or task code
5. Narrative descriptions requiring rewrites for client presentation
6. Rate Application Mistakes

7. Outdated fee earner rates in system

8. Manual rate overrides not applied consistently
9. Incorrect application of discounted rate arrangements
10. Scope Creep Without Communication

11. Additional work performed without client authorization

12. Budget overruns discovered only at billing time
13. Fee estimates not updated as matter progresses
14. Disbursement Recovery Issues

15. Non-recoverable costs mixed with billable disbursements
16. Markup calculations applied incorrectly

17. Missing documentation to support disbursement charges
Structural Adjustments (30-40%):

1. Client Relationship Management
2. Strategic write-downs to maintain key client relationships

3. First-matter discounts or "investment billing"
4. Negotiated fee caps or budgets requiring write-down to agreed amount
5. Legitimate Efficiency Adjustments

6. Junior fee earner learning curve time

7. Rework due to internal miscommunication
8. Excessive time due to matter complexity unforeseen at outset
9. Competitive Positioning

10. Market-rate adjustments to remain competitive
11. Value-based billing reconciliations

12. Portfolio-level fee arrangements



Mitigation Strategy:

Focus governance on the preventable 60-70% through:
¢ Real-time validation at time entry
« Budget monitoring dashboards
o Pre-billing quality checks

o Clear authorization protocols for out-of-scope work

Q3: How consistently are disbursements captured and recovered across matters?
Current State Analysis:
High Consistency Capture (85-95%):

e Court filing fees

o Expert witness fees invoiced directly to firm

« Title searches and registry fees

o Externally invoiced disbursements >R9,000
Moderate Consistency (60-75%):

e Travel and accommodation (depends on booking method)
e Courier and delivery services

e Document production and printing charges

« External photocopying and scanning services

Low Consistency (30-50%):

¢ Incidental expenses <R900

Staff out-of-pocket expenses

Parking and local transportation

Working meal costs during extended matters

Electronic research charges (often absorbed)
Structural Inconsistencies:

1. Practice Group Variations
2. Litigation: High capture due to cost-conscious clients

3. Corporate/M&A: Lower capture, often absorbed into fixed fees
4. Real Estate: Varies by transaction size
5. Partner-Specific Approaches

6. Some partners meticulously track all costs

7. Others apply "materiality threshold" inconsistently
8. Client relationship considerations override recovery policies
9. Process Fragmentation

10. Direct vendor invoices: Captured in system
11. Firm credit card charges: Require manual allocation

12. Staff reimbursements: Depend on timely submission and coding
13. Integrated service charges: Inconsistent tracking
14. Timing Delays

15. Vendor invoices received after client billing has occurred



16. Retrospective disbursement recovery in subsequent bills

17. Write-offs when recovery would cost more than the amount

Revenue Impact:

Estimated 5-12% of billable disbursements never recovered, representing R2.7M-R7.2M annually for a mid-sized firm.
Improvement Levers:

e Standardized matter disbursement workflow
* Real-time disbursement entry requirements
o Pre-billing disbursement completeness check

o Clear policy on absorption thresholds

Q4: At what points does billing rely on judgment rather than data?
Critical Judgment Points:
1. Time Entry Validation (Daily/Weekly)

o |s the time entry billable or non-billable?
« Which matter/phase should this time be allocated to?
o |s the narrative description appropriate for client visibility?

e Should time be recorded at standard rate or discounted rate?
2. Pre-Bill Review (Monthly)

« Does the total invoice amount "feel right" for the work performed?

e Should certain time entries be written down or off?

Is this the right time to bill, or should we wait for better leverage?

How will the client react to this amount?

3. Matter Budget Assessment (Ongoing)
o Are we approaching the client's expectation threshold?
« Should we continue recording time if we're over budget?
e When do we have the "budget conversation" with the client?
e Should we write down proactively or bill and negotiate?
4. Disbursement Recovery (Monthly)
e Which costs should be marked up, recovered at cost, or absorbed?
¢ |s it worth recovering small disbursements on this matter?
« Will the client question or push back on this disbursement?
5. Write-Off Authorization (Monthly/Ad Hoc)
o s this write-off for client relationship reasons or quality issues?
e Should this be a permanent write-off or deferred billing?
o Which partner's realization metrics should this impact?
6. Trust Accounting Adjustments (As Needed)
« Should unidentified trust receipts be allocated to specific matters or held?
¢ When to write off aged trust balances <R1,800?

« How to handle client overpayments?

The Data Gap:



Most of these judgment calls are made without: - Historical data on similar matters - Client-specific billing pattern
analysis - Real-time budget versus actual tracking - Predictive indicators of client acceptance - Systematic capture of
judgment rationale

Consequence:

¢ Inconsistent decisions across partners and matters
o Inability to learn from past billing outcomes
« Difficulty defending decisions when questioned

o Key-person dependency on experienced staff
Governance Opportunity:

Create decision frameworks that don't eliminate judgment but make it: - More consistent - Better documented - Data-
informed - Transferrable to less experienced staff

2. Client Trust & Dispute Risk

Q1: What data inconsistencies most often trigger client queries?
Top 5 Triggers:

1. Time Entry Inconsistencies (35% of queries)

Issues:

o Multiple fee earners billing for the same meeting or activity
o Excessive time for routine tasks

« Entries with vague or generic descriptions

o Time recorded by inappropriate seniority level

« Time entries spanning holidays or weekends without explanation
Client Question.
"Why are there three people billing 2 hours each for a 1-hour meeting?"
Root Cause:

Lack of pre-billing review for internal meeting allocation and narrative quality control.

2. Rate Application Discrepancies (25% of queries)
Issues:

e Same fee earner billed at different rates on the same invoice
« Rates higher than client's expectation or prior invoices
« Unexplained rate increases mid-matter

o Promotional rates not applied as agreed
Client Question:
"We agreed on a blended rate of R3,200/hour, but this invoice has rates from R2,700 to R4,600."
Root Cause:

Manual rate override processes not consistently applied; rate agreements not properly recorded in system.

3. Disbursement Documentation Gaps (20% of queries)

Issues:



Disbursements listed without detail or supporting documentation

Charges for services client doesn't understand

Markup percentages not disclosed or explained

Duplicate disbursements across invoices

« Disbursements billed months after the related service
Client Question:
"What is 'Research Services - R15,750' and why are you charging a 15% markup?"
Root Cause:

Vendor invoices not attached to matters; generic disbursement descriptions; delayed posting.

4. Scope and Authorization Issues (15% of queries)
Issues:

o Work billed that client doesn't recall authorizing
o Charges for activities client thought were included in previous fees
e Unexplained spike in hours compared to prior months

o Work performed by fee earners client didn't know were involved
Client Question:
"We didn't authorize you to engage external counsel. Why is this on our invoice?"
Root Cause:

Poor documentation of scope changes; informal authorizations not recorded; assumption of implied consent.

5. Trust Account Reconciliation Discrepancies (5% of queries)
Issues:

e Trust payments not credited promptly to invoices
¢ Invoices issued when client believes funds are already on account
o Unexplained trust balance adjustments

« Conflicting statements about trust account balance
Client Question.
"We sent R900K to your trust account last month. Why are you invoicing us again?"
Root Cause:

Timing lag between trust receipt and matter allocation; poor communication between billing and trust accounting.

Pattern Recognition:
Most disputes arise not from disagreement about work performed, but from:

« Presentational issues (how charges are described)
« Expectation misalignment (what was communicated versus what was billed)
« Timing confusion (when work occurred versus when it was billed)

« Process opacity (inability to explain how charges were calculated)
Defensibility Requirement:
The firm must be able to answer within 48 hours:

e Who performed the work and when?



What was the specific activity?

e Why was it necessary for this matter?

Was it within agreed scope?

How was the charge calculated?

Currently, answering these questions requires manual reconstruction and often multiple staff inquiries.

Q2: How traceable are billing decisions six months later?
Current Traceability Assessment:
High Traceability (System-Recorded, Auditable):

e Time entries with date, fee earner, duration, rate
« Disbursement postings with vendor invoice reference
« Invoice generation date and recipient

 Payment receipts and trust account transactions
Moderate Traceability (Requires Investigation):

« Why a specific time entry was written down

o Which partner approved the invoice

o Why certain time entries were excluded from an invoice
« Rate adjustments and their authorization

« Matter status changes affecting billing timing
Low Traceability (Institutional Knowledge or Lost):
« Pre-billing conversations with clients
* "The client called and asked us to hold the invoice"
o "Partner agreed to a discount but didn't document the percentage"
« Internal billing decisions
o Why matter wasn't billed in a particular month
« Rationale for writing off specific entries
o Fee arrangement negotiations mid-matter
« Trust account adjustments
« Why unidentified funds were allocated to a specific matter
o Authorization for trust balance write-offs
e Client instructions for fund handling
¢ Partner overrides
o Email approvals outside the system

e Verbal instructions to billing staff

e Spreadsheet-based calculations
The "Six Month Problem":
When a client disputes an invoice six months after issuance:
Questions Asked:

1. "Why did you bill R153,000 for review and drafting when the matter was on hold?"

2. "Who authorized the engagement of the junior associate at R2,500/hour?"



3. "Why was my trust account balance not applied to this invoice?"
Current Reality:

« Billing staff must recreate context from emails, notes, and memory
e Partners may not recall specific decisions
e Documentation is scattered across systems, email, and spreadsheets

« Key decisions may have been made by staff no longer with the firm
Forensic Reconstruction Time:

e Simple queries: 2-4 hours
o Complex queries: 2-3 days

e Multi-year historical queries: Often incomplete
Professional Risk:
Inability to reconstruct billing decisions:

Undermines client trust

Weakens defense in fee disputes

Creates regulatory exposure in trust accounting matters

o Forces write-offs to avoid embarrassment
Governance Gap:
The firm lacks:

« Mandatory documentation protocols for billing decisions
o Centralized repository for fee arrangement amendments
o Audit trail for pre-billing adjustments

« Structured capture of client communications affecting billing
Best Practice Target:
Any billing decision should be reconstructable with:

e < 30 minutes of research
¢ No reliance on individual memory
o Clear audit trail in primary systems

« Supporting documentation attached to matter

Q3: Can the firm clearly demonstrate how an invoice was constructed?
Invoice Construction Components:

An invoice is the output of multiple inputs: 1. Time entries (who, what, when, rate, duration) 2. Disbursements (vendor,
amount, markup, allocation) 3. Adjustments (write-downs, write-offs, discounts) 4. Trust account applications 5. Tax
calculations 6. Billing rules and arrangements

Current Demonstrability:
Component 1: Time Entries v (Good)

e System reports can list all time entries for an invoice
e Source data is structured and auditable

e Can show fee earner, date, narrative, hours, rate, amount
Component 2: Disbursements v /X (Partial)

o Direct disbursements from practice management system: Yes



e Manual disbursement entries: Varies
e Supporting vendor invoices: Not consistently attached

e Markup calculation rules: Not always documented
Component 3: Adjustments X (Poor)

o Write-downs captured as negative transactions
« Rationale rarely documented
« Authorization not systematically recorded

« Difficult to distinguish between error corrections and business decisions
Component 4: Trust Applications X (Poor)

« Trust movements recorded in trust accounting system
« Timing of application decision not always clear
« Client instructions not attached to transaction

« Matter-level trust reporting disconnected from billing system
Component 5: Tax Calculations v (Good)

e System-applied rules

« Auditable and consistent
Component 6: Billing Rules X (Very Poor)

e Fee arrangements documented in matter notes (unstructured text)
« Special billing rules held in spreadsheets or institutional knowledge
« Client-specific discount agreements not in system

« Changes to billing arrangements mid-matter poorly tracked

Demonstration Scenario:
Client Request:
"Please explain how you calculated Invoice #45821 for R852,300."
What the Firm Can Show:
v Easily:
o Detailed time entry report (124 hours across 6 fee earners)

o Disbursement listing (R57,600 in external costs)
v /X With Effort:

« Why certain time entries were reduced by 20%
« Which partner approved the invoice

« Historical rate comparison
X Difficult or Impossible:
« Why the invoice timing was delayed by 2 months

« Why the total was written down from R937,800 to R852,300

What fee arrangement was in effect (verbal? email? engagement letter?)

Why R90,000 in trust funds was not applied

Which specific client communication influenced the final amount

The Transparency Gap:



Modern law firm invoices should be defensible with:

« Source data: All time and disbursements

« Transformation logic: How raw data became the invoice (rates, adjustments, tax)
o Authorization trail: Who approved what

« Decision rationale: Why adjustments were made

¢ Client communication: What was discussed before billing
Current State:

e Source data: v Good

o Transformation logic: v /X Partial
e Authorization trail: X Poor

o Decision rationale: X Very Poor

o Client communication: X Not captured
Consequence:
When challenged, the firm resorts to:

e "This is what our system shows"
e "That's what the partner approved"

e "We can adjust if you're not satisfied"
Rather than:

« "Here's exactly how we calculated this"
o "Here's the authorization trail"

o "Here's the agreement we're following"
Professional Standard:
In an environment of increasing fee scrutiny and regulatory oversight, the firm should be able to:

1. Recreate any invoice from source data

. Explain every adjustment with documented rationale

2
3. Demonstrate compliance with fee arrangements
4. Show authorization for material decisions

5

. Prove timeliness of trust account handling
Current Risk Level: High
The firm's inability to clearly demonstrate invoice construction creates:

e Vulnerability in fee disputes
o Regulatory exposure in trust accounting
o Erosion of client confidence

¢ Internal confusion and rework

Q4: Where do timing delays undermine billing credibility?
Critical Timing Issues:

1. Time Entry Lag (Capture to Billing)

Problem:

o Fee earners submit time entries 30-90 days after work performed

« Time entries appear on invoices months after client interaction



« Narratives written from memory lack detail and accuracy
Client Impact:

e "Why are you billing for a January meeting in April?"

« Difficulty reconciling invoice to matter activity timeline

e Suspicion that charges are inflated or inaccurate
Partner Impact:

e Aged WIP that's difficult to realize
o Forced write-downs because too much time has passed

o Lost context for defending the charges
Credibility Erosion:

Clients question whether the work actually occurred or if the firm is "catching up" on billing.

2. Disbursement Posting Delay (Incurrence to Invoice)
Problem:

« Vendor invoices received 30-60 days after service
o Disbursements posted after related invoice has been sent

* Retrospective disbursement recovery in later invoices
Example:

o Matter goes to trial in February
o Expert witness invoice arrives in April

o Expert fee appears on May invoice (3 months after trial)
Client Impact:

e "This matter is closed, why are we still getting charges?"
e Separate small invoices for stragglers

* Appearance of poor cost management
Credibility Erosion:

Creates impression that firm doesn't track costs in real-time and "finds" charges later.

3. Pre-Bill to Invoice Issuance (Approval Delays)
Problem:

o Pre-bills sit in partner review queues for 2-4 weeks
o Multiple revision cycles extend timeline

e Work performed in Month 1, invoiced in Month 3
Scenario:

« Billing cycle closes January 31

Pre-bills generated February 7

o Partner reviews February 20-28

Revisions and re-approvals through March 15

Final invoices issued March 22

Result:

Client receives January invoice in late March (7-8 week lag).



Client Impact:

e Cash flow planning disrupted
« Difficulty tracking matter costs in real-time

« Stale information when budgets are reviewed
Partner Impact:

o Delayed revenue recognition
o Extended WIP carrying time

e Compressed time to collect before quarter-end
Credibility Erosion:

Slow billing cycle signals: - Disorganization - Low priority placed on timely invoicing - Potential for forgotten or "found"
charges

4. Trust Receipt to Matter Allocation (Application Lag)
Problem:

Client sends funds to trust account

Funds not allocated to matter immediately
¢ Invoice issued while funds sit unallocated in trust
« Client receives invoice despite having "paid in advance"
Example:
o Client transfers R450K to trust account on January 15
e Trust team processes but doesn't allocate to matter
« Billing team generates invoice on January 31 without checking trust
o Client: "Why am | being invoiced when | already paid?"

Time to Allocation:

o Best case: Same day
o Average: 5-10 business days

o Worst case: Until client complains
Credibility Erosion:

Most damaging timing issue because it: - Directly contradicts client's understanding - Suggests poor internal
coordination - Raises questions about fund handling - Creates regulatory exposure

5. Invoice to Payment Application (Cash Receipt Processing)
Problem:

o Client pays invoice

e Payment not applied to matter for days/weeks

o Follow-up invoice issued while payment is "in process"

o Client receives overdue notices for paid invoices
Trust Accounting Variant:

o Client pays from trust account

¢ Billing system not immediately updated

¢ Reconciliation happens weeks later

Credibility Erosion:



Clients lose confidence in firm's ability to track basic financial transactions.

6. Matter Status Changes (Billing Trigger Delays)
Problem:

o Matter reaches natural billing milestone (settlement, filing, completion)

« No automated trigger for billing

o Final bill delayed by months

¢ Client has moved on mentally, receives "surprise" invoice
Example:

¢ Settlement occurs in March

o Matter marked "complete" but not "ready to bill"

o Partner doesn't review until May

o Final invoice in June (3 months post-settlement)
Client Impact:

« "We thought this was finished"

« Difficult to allocate costs to correct fiscal period

* Reopening of closed matter files to verify charges

Credibility Erosion:

Suggests firm isn't managing matter lifecycle professionally.

The Compounding Effect:
When multiple timing delays occur:
Scenario:

1. Work performed in January (4-week time entry lag - March)
Pre-bill review delay (3 weeks — April)

Partner approval delay (2 weeks — late April)

Invoice issued May 1 for January work

Payment received May 30

Payment processing delay (10 days — June 10)

N o o > 0D

Payment applied June 15
Timeline: January work is fully reconciled in mid-June (5.5 months later)
Client Experience:

The firm appears administratively incompetent despite excellent legal work.

Benchmark Timing Standards:

Time entry submission 14-45 days 1-7 days 13-38 days
Disbursement posting 30-60 days 1-5 days 25-55 days
Pre-bill to invoice 21-35 days 5-10 days 11-25 days
Trust allocation 5-15 days Same day 5-15 days

Payment application 7-14 days 1-3 days 4-11 days



Revenue Impact:
Extended billing cycle delays revenue recognition by 30-60 days, creating:

e R36M-R90M in unnecessary aged WIP
« Extended days sales outstanding (DSO)

o Increased write-off risk as charges age
Credibility Recovery:
Reducing timing delays:

¢ Increases client trust

¢ Reduces billing disputes

e Improves cash flow

o Demonstrates operational competence

The fastest path to improved billing credibility is timing discipline, not system changes.

3. Partner Confidence

Q1: Do partners rely on the same financial numbers—or parallel versions?

Current State: Multiple Versions of Truth

The Core Problem:

Partners across the firm frequently arrive at partner meetings with different numbers for the same metrics, leading to:

« Lengthy reconciliation discussions
e Delayed decision-making
e Erosion of trust in finance team

o Partners reverting to self-calculation

Key Metrics with Version Conflicts:

1. Individual Partner Billing & Collections
Finance Version:

e Source: Practice management system + general ledger
o Extracted: Month-end close (Day 5-7 of following month)

e Includes: Finalized invoices, posted payments, applied trust funds
Partner Version:

e Source: Personal spreadsheet + email confirmations + "what | remember"
e Updated: Ongoing, whenever partner reviews matters

e Includes: Anticipated billings, verbal client commitments, expected adjustments
Typical Variance: 10-25% for any given month
Why They Differ:

e Timing: Partner includes work not yet invoiced

o Adjustments: Finance has write-downs partner wasn't aware of

« Trust funds: Different assumptions about allocation timing

« Definitions: "Billed" vs "billable" vs "collected" used inconsistently



2. Practice Group Performance
Finance Report:

o Basis: Invoiced revenue by practice group

e Time Period: Calendar month, closed period

o Allocation: Based on matter primary practice group code
Practice Group Leader's Version:

« Basis: Billing partner attribution + collaborative matters

e Time Period: Rolling 30 days or fiscal period

o Allocation: "My team's work" (may include matters coded elsewhere)
Typical Variance: 15-30% in cross-practice matters
Why They Differ:

e Matter coding: Corporate matter may include significant litigation work
o Credit allocation: Whose "numbers" does collaborative work count toward?
e Timing: Practice leader may include draft invoices not yet issued

e Definition: Revenue vs collections vs realization

3. Work-in-Progress (WIP) Aging
Finance Report:

o Definition: Unbilled time and disbursements by entry date
e Aging buckets: 0-30, 31-60, 61-90, 90+ days
e Source: Time entry date in practice management system
Partner Assessment:
« Definition: "Ready to bill" vs "needs more work" vs "awaiting client event"
e Aging basis: When the matter is billable, not when time was entered

« Mental model: Doesn't think of contingent matters as aged WIP
Typical Variance: 40-60% in "aged" WIP categorization
Why They Differ:

o Definition conflict: Finance measures from time entry; partner measures from billing readiness
o Matter status: Finance includes all unbilled time; partner excludes matters "on hold"
¢ Intentional aging: Partner may be deliberately aging WIP for leverage; finance flags as risk

o Write-off assumptions: Partner may mentally exclude time they know won't be billed

4. Client Profitability
Finance Analysis:

« Revenue: Invoiced amounts
e Costs: Fee earner cost allocation (salary, overhead)

e Metric: Revenue minus allocated costs
Partner View:

¢ Revenue: Collections (not billings)
e Costs: "l know what we spent on this"

« Metric: "This client is profitable" (gut feel + selective memory)



Typical Variance: Finance may show 40% margin; partner believes it's 60%
Why They Differ:
e Overhead allocation: Finance allocates firm overhead; partner doesn't count it
« Realization: Finance includes write-offs; partner focuses on billed amounts

« Time horizon: Finance measures period performance; partner thinks relationship lifetime

o Soft costs: Partner doesn't account for partner time at opportunity cost

5. Trust Account Balances
Trust Accounting Report:

e Source: Trust accounting system (often separate from practice management)
e Balance: Cash in trust account by matter

¢ Reconciliation: To bank statement
Partner Understanding:

e Source: "What the client said they sent"
e Balance: "About $X, | think"

e Expectation: Trust funds = credit available for next invoice
Typical Variance: 20-40% across active matters
Why They Differ:

e Timing: Partner recalls deposit; trust team hasn't allocated yet

Unidentified receipts: Trust has funds not yet matched to matter

Interest: Trust balance includes/excludes interest differently than partner expects

Historical transactions: Partner forgets prior trust applications

Diagnostic Evidence of Parallel Systems:

Behavior Indicators:

—_

Partners bring spreadsheets to partner meetings

. "That's not what my numbers show" is a common refrain

2
3. Finance spends first 20 minutes of meetings reconciling
4. Partners ask for raw data to "calculate myself"

5

. Decisions deferred pending "verification"
System Indicators:

1. Multiple extraction points for similar data

2. No single source of truth for partner performance

3. Reports generated for finance vs reports generated for partners use different logic
4

. Export-to-Excel is the most common report delivery method

Cultural Indicators:

—_

Partners trust their own records more than finance reports
. "Il check with my assistant" is more reliable than "I'll check the system"

. New partners are taught to "keep your own spreadsheet"

A W DN

. Historical precedent: "Finance has been wrong before"

The Confidence Cascade:



When partners don't trust the numbers:

o > 0D

Verification overhead: Partners spend hours reconciling
Finance credibility: Team is seen as unreliable

Decision delays: Can't make data-driven decisions confidently
Risk tolerance: Partners make decisions on partial/flawed data

Strategic drift: Long-term planning impossible without trusted metrics

Root Causes:

This isn't a problem of partner unreasonableness or finance incompetence. It's structural:

1.

2
3
4
5

Definition Ambiguity: Terms like "billed," "collected," "realization" lack firm-wide standard definitions

. Timing Differences: Finance works on closed periods; partners work in real-time
. System Fragmentation: Data lives in multiple systems with manual reconciliation
. Attribution Complexity: Credit for collaborative work poorly defined

. Transparency Gap: Partners can't see how finance numbers are calculated

Path to Single Source of Truth:

Not about a new system—about governance:

1.

Define metrics once, firm-wide: What exactly is "billed," "collected," "WIP," "realization"?

2. Make calculations transparent: Partners should be able to see how their numbers are derived
3. Align timing expectations: Clarify real-time vs closed-period reporting

4.
5

Document attribution rules: Explicit logic for collaborative matter credit

. Enable self-service verification: Partners can drill into their own numbers without finance

Success Metric:

Partner meetings start with strategy, not number reconciliation.

Q2: Where do partners most frequently challenge finance reports?

Top 5 Challenge Points:

1. Individual Partner Performance Metrics (Most Frequent)

Challenge:

"These numbers don't reflect my actual performance."

Specific Disputes:

Origination vs Billing Credit:

Finance attributes revenue to billing partner
Challenging partner: "l originated that client, | should get credit"

No clear firm policy on origination credit allocation

Collaborative Matter Attribution:

R9M corporate transaction with litigation component
Corporate partner: "This should be 100% my revenue"
Litigation partner: "My team did 30% of the work"
Finance report: Splits based on time entry allocation

Both partners: "This is wrong"



Timing of Revenue Recognition:

e Partner: "l billed R7.2M this month"
e Finance: Shows R5.6M (after write-downs partner didn't authorize)

e Partner: "Who approved these write-downs?"
Realization Calculations:

e Finance: "Your realization is 82%"

e Partner: "That's because you're including the Smith matter that was deliberately written down for strategic reasons.
My 'real' realization is 91%"

Frequency: Weekly

Resolution Time: 2-6 hours per incident

2. WIP Aging Reports (Second Most Frequent)

Challenge:

"This makes my WIP management look bad, but these are legitimate aged WIP situations."
Specific Disputes:

Contingency Matters:

o Finance flags 8-month unbilled time as "severely aged"
o Partner: "This is a contingency matter, it won't bill until settlement, which could be years away"

« Report doesn't distinguish between aged unbilled and deliberately deferred
Matters on Hold:

e Finance includes all unbilled time regardless of matter status
« Partner: "Half of these matters are client-directed holds, | can't bill them even if | wanted to"

¢ No systematic tagging of "hold" status that flows to reports
Fixed Fee Arrangements:

e Time entries accumulate unbilled
e Finance: "You have R3.6M in aged WIP"

o Partner: "That's not WIP, that's a fixed fee arrangement, the client has paid, this is for internal allocation only"
Strategic Timing:
o Partner deliberately aging WIP to increase leverage/write-up opportunity

¢ Finance treats as problematic aged WIP

« Sophistication of billing strategy not captured in reporting
Frequency: Monthly (during WIP review meetings)
Why It Matters:

WIP aging is a key partner performance metric. Inaccurate reporting creates perception of poor matter management
when the reality may be strategic or unavoidable.

3. Trust Account Reconciliation Reports

Challenge:

"The trust balance shown doesn't match what | know the client has on account."
Specific Disputes:

Unallocated Trust Receipts:



e Trust report shows RO trust balance for Matter X
o Partner: "The client sent R900K two weeks ago"

o Reality: Funds received but not yet allocated from general trust to matter-specific trust
Trust Holds and Freezes:

o Report shows R1.8M trust balance
o Partner tries to apply to invoice
e Trust team: "Those funds are subject to a hold" (lien, dispute, court order)
e Partner: "Why doesn't the report show that?"
Interest Allocation:
e Client trust balance R1,800,000
o Partner expects to apply full amount to invoice
e Trust team: "R43,200 is accrued interest that must be handled separately"
e Partner: "This is unnecessarily complicated"

Historical Trust Transactions:

o Partner: "Show me all trust movements for Client ABC"
e Finance produces report from trust system
o Partner: "This doesn't match the billing system's trust transaction log"

e Two systems, manual reconciliation, differences exist
Frequency: Multiple times per month
Why It's Sensitive:

Trust account errors carry regulatory risk and partner personal liability. Any discrepancy triggers heightened concern.

4. Expense and Overhead Allocations

Challenge:

"Why am | being charged for expenses | didn't incur or approve?"
Specific Disputes:

Overhead Allocation Formulas:

« Finance allocates firm overhead (rent, IT, admin) to partners/practice groups

« Basis: Revenue, headcount, or time allocation

o Partner: "Why is my overhead allocation up 15% when | didn't change anything?"
e Finance: "Formula is based on..."

e Partner: "That formula doesn't make sense for my practice"
Associate/Staff Cost Allocations:
« Finance allocates associate costs to matters
o Partner: "Why is this associate's cost fully loaded at R1,300/hour when we bill them at R2,500?"
e Finance: "That's the firm's standard cost allocation"
o Partner: "No wonder every matter looks unprofitable"
Departmental Charges:
o Marketing, IT, library costs allocated to practice groups
e Partner: "l didn't approve this R216K marketing spend, why is it on my P&L?"

¢ Disconnect between who authorizes spending and who bears the cost



Inter-practice Transfers:

o One practice group uses another's resources

o Finance creates inter-practice charges

« Receiving partner: "l didn't agree to this charge"

« Providing partner: "We did the work, we should be compensated"

« No clear internal billing policy
Frequency: Monthly/Quarterly (during financial reviews)
Why It's Contentious:

Partners feel costs they didn't control reduce their performance metrics and income distributions.

5. Collections and Client Aging Reports

Challenge:

"These collection numbers misrepresent client payment behavior."
Specific Disputes:

Payment Timing Classification:

e Finance: "Client ABC has R1.35M outstanding >90 days"
o Partner: "They paid 2 days ago, this report must be stale"
o Finance: "Report was generated before payment posted"
« Real-time vs reporting period disconnect

Trust Fund Application Timing:

¢ Invoice issued for R900K

Client has R900K in trust account

Finance report: Shows R900K unpaid invoice
e Partner: "This should show as paid from trust"

e Finance: "Trust application hasn't been processed yet"
Disputed Invoice Treatment:

¢ Client formally disputes R540K invoice

« Finance shows as outstanding receivable

o Partner: "We should reserve this as likely write-off"

e Finance: "Our policy is to keep on A/R until resolved"

Different assumptions about collectibility
Credit Note Timing:

e Partner authorizes R360K credit note in Month 1

o Credit note not processed until Month 2

Month 1 collection report shows partner performance including the R360K

Month 2 report shows the write-off

e Partner's Month 1 metrics are overstated, Month 2 understated
Frequency: Monthly
Why It Matters:

Collections are the ultimate measure of billing success and drive partner income. Perception of inaccuracy undermines
confidence in distributions.



Common Themes Across All Challenge Points:

1. Timing Mismatches: Finance reports closed periods; partners think in real-time
Definition Disputes: Same term means different things to finance and partners
Attribution Ambiguity: No clear rules for credit allocation in complex scenarios
System Lag: Manual processes create stale data

Lack of Context: Reports show numbers without explaining the "why" behind them
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One-Size-Fits-All: Reports don't account for practice-specific nuances

Impact on Firm Operations:
Quantifiable Costs:

¢ 15-20 hours/month of partner time spent challenging/reconciling reports
e 25-30 hours/month of finance staff time responding to challenges

o Delayed partner meetings and decisions
Qualitative Costs:

o Erosion of finance team credibility
o Partners revert to self-tracking (inefficient, inconsistent)
« Strategic decisions made on flawed/disputed data

e Cultural tension between partners and finance

Resolution Pathway:
Not a systems issue—a governance and design issue:

1. Report Design with Partner Input: Finance shouldn't design reports in isolation

Transparent Calculation Logic: Every report should show how numbers are derived
Consistent Definitions: Firm-wide data dictionary for financial terms

Timeliness Standards: Set expectations for report currency

Exception Flags: Reports should highlight special situations (contingency matters, holds, etc.)

Drill-Down Capability: Partners should be able to validate their own numbers
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Feedback Loop: Systematic process for reporting errors/improvements
Success Indicator:

Reduction in challenge frequency from weekly to quarterly, and when challenges occur, resolution in minutes (not
hours).

Q3: Which reports are trusted, and which are "sanity-checked"?

Trust Hierarchy in Financial Reporting:

HIGH TRUST (Used Without Verification)

1. Time Entry Detail Reports
Why Trusted:

e Source data directly from practice management system
o Partners can see their own entries

e Matches individual recollection



e Granular, verifiable

« Rarely contains errors
Typical Use:

« Matter-level time analysis
o Individual fee earner productivity

o Client service team composition

Trust Level: 95%

2. Invoice Copies
Why Trusted:

e Legal document, issued to client
e Immutable once sent
e Clear, detailed

o Partners approved pre-bills
Typical Use:

o Client dispute resolution
o Historical matter review

e Revenue verification

Trust Level: 95%

3. Bank Reconciliation Reports
Why Trusted:

¢ Reconciled to external bank statements
e Subject to audit review
o Objectively verifiable

o Regulatory compliance requirement
Typical Use:

e Trust account compliance
e Operating account verification

o Audit preparation

Trust Level: 90%

MODERATE TRUST (Spot-Checked)

4. Monthly Billing Summaries (by Partner)
Why Partially Trusted:

e Aggregates data partners trust (time entries)
e But includes adjustments and allocations

« Sometimes timing discrepancies
Sanity Check Process:

o Partners compare to their mental model of recent billings



« Verify one or two large matters

o Check if any expected invoices are missing

Trust Level: 70% Check Frequency: 60% of partners monthly

5. Collections Reports
Why Partially Trusted:

e Core data (payments received) is reliable

o But timing of posting creates lags

e Trust fund applications sometimes missing

« Classification of aged receivables may differ from partner view
Sanity Check Process:

o Partners verify their largest clients

« Cross-check against recent client communications

o Question outliers (unexpectedly high/low balances)

Trust Level: 65% Check Frequency: 75% of partners monthly

6. Trust Account Matter Balances
Why Partially Trusted:

e Trust accounting is tightly controlled
o But allocation timing creates gaps
¢ Unidentified receipts cause confusion

e Separate system from practice management
Sanity Check Process:

o Partners check their active trust matters
« Verify recent deposits have been allocated

e Question zero balances when deposits were expected

Trust Level: 60% Check Frequency: 90% of partners before applying trust funds

LOW TRUST (Always Verified/Recalculated)

7. Work-in-Progress (WIP) Reports
Why Distrusted:

« Definitions don't align with partner understanding
e Includes matters partners don't consider "aged" (contingency, on hold)
o Doesn't distinguish strategic aging from problematic aging

« Allocation of collaborative matter WIP may seem wrong
Sanity Check Process:

o Partners export to Excel
« Filter out matters they don't consider valid WIP
« Recalculate aging based on their own criteria

e Compare to their expected WIP levels



Trust Level: 40% Check Frequency: 95% of partners create their own version

8. Partner Performance/Compensation Reports
Why Distrusted:

e Complex allocation formulas not fully transparent
o Origination credit disputes
o Collaborative matter attribution disagreements

« Overhead and expense allocations feel arbitrary

Sanity Check Process:

Partners build personal spreadsheets tracking their matters

Calculate expected performance independently

Prepare challenges/questions before partner meetings

May engage in lengthy reconciliation discussions

Trust Level: 35% Check Frequency: 100% of partners verify before compensation discussions

9. Client Profitability Analysis
Why Distrusted:

¢ Cost allocation methodologies opaque
e Overhead burdens feel excessive
o Doesn't account for strategic value or future potential

o Partners question the accuracy of fully-loaded cost rates

Sanity Check Process:

Partners calculate "revenue minus direct costs" only

Ignore or adjust overhead allocations

Focus on realization and collections rather than profitability

Dismiss reports as "academic" rather than actionable

Trust Level: 30% Check Frequency: 80% of partners ignore or recalculate

10. Budget vs Actual Reports
Why Distrusted:

« Budgets may have been set by finance, not practice leaders
o Allocation of firm-wide costs to departments feels arbitrary

o Partners don't recall agreeing to the budget

e Doesn't account for matter mix changes

Sanity Check Process:

o Partners focus on revenue line only
« Dismiss expense variances as "not my responsibility"

¢ Question validity of original budget

Trust Level: 25% Check Frequency: 60% of partners disregard

ANALYSIS: What Distinguishes Trusted vs Distrusted Reports?



Trusted Reports Share:

1. Granular, verifiable source data: Partners can see the underlying transactions
. Minimal transformation: Little calculation/allocation between source and report
Objective basis: Anchored to external evidence (bank statements, issued invoices)

Immediate relevance: Partners use the data regularly

SIS

Transparency: Partners understand how the report is generated

Distrusted Reports Share:

1. Aggregated/summarized data: Can't easily drill down to source
Complex transformations: Multiple allocation steps, formulas, assumptions
Timing lags: Data feels stale or incomplete

Definition ambiguity: Terms mean different things to finance vs partners

o > 0D

Opacity: Partners don't understand the calculation methodology

The "Sanity Check" Tax:

Time Cost:

o Partners: 3-6 hours/month per partner verifying financial reports

o Finance staff: 10-15 hours/month responding to verification requests

o Leadership: Meetings extended by 30-60 minutes for reconciliation discussions
Trust Cost:

o Partners build parallel tracking systems

e Finance perceived as unreliable

o Data-driven decision-making undermined

Strategic Cost:

e Leadership discussions focus on number accuracy rather than strategic implications

o Opportunities missed because data isn't trusted enough for decisive action

Path to Increased Trust:

Not about more reports—about better reports:

1. Simplify: Fewer, better reports with clear purpose
. Transparency: Show calculation logic, not just results
. Drill-down: Enable partners to verify source data
Timeliness: Real-time or clearly-dated snapshots
Definitions: Glossary and methodology published

Consistency: Same definitions across all reports
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Feedback: Systematic process to report errors and improve

Trust rebuilding is a governance exercise, not a technology project.

Q4: How much partner time is spent reconciling or questioning numbers?

Quantifying the Hidden Tax on Partner Productivity:



Monthly Time Allocation by Activity:

1. Individual Partner Financial Self-Tracking

Activity:
e Maintaining personal spreadsheets of billings, collections, WIP
o Logging expected billings for matters in progress

e Tracking client trust account balances

« Recording verbal client commitments and fee arrangements
Average Time: 2-4 hours/month per partner
Why Necessary:

Partners don't trust that finance reports will accurately reflect their performance, so they maintain parallel records for
verification.

Opportunity Cost:
For a firm with 25 partners at an average opportunity cost of R3,500/hour:

e 2-4 hours x 25 partners = 50-100 hours/month
e Value: R175,000-R350,000/month in foregone billable time or strategic work

2. Report Verification and Reconciliation
Activity:

« Downloading finance reports

Exporting to Excel for manipulation

Cross-checking against personal records

Identifying discrepancies

Calculating "correct" numbers

» Preparing questions for finance team
Timing:
o Monthly financial reports: 1-2 hours

o Quarterly partner performance reviews: 2-4 hours

e Annual compensation discussions: 4-8 hours
Average Time: 2-3 hours/month, with spikes in review periods
By Partner Type:

e Senior/equity partners: 3-5 hours/month (more matters, more complexity)

e Junior/income partners: 1-2 hours/month
Firm-wide Impact:

e 25 partners x 2.5 hours average = 62.5 hours/month
o Quarterly spike: Additional 50-75 hours
e Annual spike: Additional 100-150 hours

3. Finance Team Inquiries and Disputes

Activity:



Emailing finance with specific questions

Providing context finance doesn't have

Requesting custom reports or re-runs

Challenging specific line items or allocations
¢ Attending reconciliation meetings
Common Inquiry Types:
« "Why does my billing report show $X when | expected $Y?"
¢ "This WIP aging includes matters that shouldn't be aged, can you rerun it?"
e "What's included in my overhead allocation?"
« "Why hasn't Client ABC's payment been credited?"
e "Can you show me how you calculated my realization?"
Average Time: 1-2 hours/month per partner
Finance Team Response Time:
e Simple inquiry: 15-30 minutes
o Complex inquiry: 1-3 hours
e 25 partners x 1.5 inquiries/month x 45 minutes average = 28 hours/month of finance staff time
Firm-wide Impact:

e Partner time: 25-50 hours/month

e Finance time: 25-30 hours/month

4. Partner Meeting Reconciliation Discussions
Activity:

« Monthly partner meetings include finance review

o First 20-40 minutes spent reconciling numbers before substantive discussion

« Individual partners raising challenges

o Finance leadership explaining variances

o Group attempting to agree on "correct" baseline
Frequency:

o Monthly partner meetings: 12/year

e Quarterly business reviews: 4/year

« Annual strategic planning: 1-2/year
Average Time:

« Monthly meetings: 30 minutes of reconciliation x 25 partners in room = 12.5 partner-hours
e Quarterly reviews: 60 minutes x 25 partners = 25 partner-hours
e Annual: 90 minutes x 25 partners = 37.5 partner-hours
Annual Total:
e Monthly: 150 partner-hours
e Quarterly: 100 partner-hours
e Annual: 37.5 partner-hours
« Total: 287.5 partner-hours/year in group settings
Compounding Effect:

When reconciliation consumes meeting time, substantive strategic discussions are:



e Rushed
o Deferred to next meeting

o Conducted without full partner group (time runs out)

5. Pre-Meeting Preparation for Financial Discussions
Activity:
« Partners prepare for meetings where financial performance will be discussed
¢ Anticipating questions about their numbers
o Preparing defenses/explanations for variances
« Creating presentation materials showing "their version"

e Coaching by high-performing partners to lower performers on how to interpret reports
Average Time: 1-2 hours before major financial review meetings
Frequency:

e Quarterly: 4 times/year

e Some partners also prepare monthly
Firm-wide Impact:

o Conservative: 25 partners x 1.5 hours x 4 times/year = 150 hours/year

6. Informal Peer Comparisons and Discussions
Activity:

o Partners comparing notes with each other

"What did your numbers show for Q37"

"Are you seeing the same overhead allocation | am?"
e "Do you trust the WIP reports?"

« Informal caucusing before partner meetings
Average Time: 30-60 minutes/month
Why It Happens:

« Validating that discrepancies aren't isolated to one partner
« Building coalition for challenges to finance

o Sharing workarounds and verification techniques
Firm-wide Impact:

o Not all partners participate equally (some more engaged than others)

e Estimate: 10-15 hours/month firm-wide

7. System Navigation and Data Extraction
Activity:

« Partners logging into practice management system

Running reports themselves because they don't trust standard reports

Exporting data to Excel

Learning report functions (or re-learning periodically)

Troubleshooting access or data export issues



Average Time: 1 hour/month

Why Necessary:

Standard reports don't provide the cuts partners need, so they extract raw data.
Firm-wide Impact:

e 25 partners x 1 hour = 25 hours/month

Total Partner Time Investment:

Monthly Recurring:

Personal financial tracking 50-100

Report verification 62.5

Finance inquiries 25-50

Partner meetings (reconciliation) 12.5

Informal discussions 10-15

System navigation 25

TOTAL MONTHLY 185-265 hours

Annual Total:

« Monthly recurring: 185-265 hours x 12 = 2,220-3,180 partner-hours/year
o Quarterly spikes: 200 hours
e Annual review spike: 150 hours

o TOTAL ANNUAL.: 2,570-3,530 partner-hours

Financial Impact Analysis:

Opportunity Cost:

o Average partner opportunity cost: R3,500/hour (conservative)

e Annual cost: 2,570-3,530 hours x R3,500 = R9.0M - R12.4M/year
What Could This Time Be Used For Instead?
At 2,500 hours/year of reconciliation time:

« Additional billable work: 2,500 hours x R4,200 average rate = R10.5M in revenue

Business development: 100 hours/partner/year = significant new client acquisition

Strategic planning: Thoughtful firm development rather than reactive management

Client relationship management: Higher realization, better retention

Mentoring and training: Associate development, succession planning

Finance Team Impact:

Not just a partner problem—finance staff also bears burden:

Monthly Finance Team Time:
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Responding to partner inquiries
Custom report generation
Reconciliation meetings
Report re-runs and corrections

TOTAL MONTHLY

Annual Finance Team Impact:

e 700-925 hours/year

e Equivalent to 0.35-0.45 FTE dedicated solely to reconciliation activities

o At R525/hour average cost: R367K-R483K/year
Strategic Consequence for Finance:
Finance team operates reactively rather than proactively:

o Limited time for analytics and insights
e Can't develop improved reporting
e Constantly defensive

¢ High stress and turnover risk

Cultural and Strategic Impact:

Beyond time and money:

1. Decision Quality Degradation
When partners don't trust the numbers:

« Decisions made on flawed/disputed data
o Strategic opportunities missed
¢ Risk tolerance increases (flying blind)

o Consensus impossible when baseline is disputed

2. Leadership Distraction

Managing partner and finance director spend disproportionate time:

o Mediating number disputes
e Explaining variances
o Defending finance team credibility

¢ Should be focused on strategy and growth

3. Firm Culture Erosion
Financial mistrust spills into other areas:

o Partners begin questioning other administrative functions
« Finance team morale declines
e "Us vs them" dynamic between partners and operations

o New partners observe and adopt skeptical posture

4. Recruitment and Retention

When considering lateral partner recruitment:

25-30

15-20

10-15

8-12

58-77 hours



o Inability to clearly demonstrate performance metrics
o Lack of confidence in financial transparency

« Potential recruits concerned about compensation clarity

Benchmark Comparison:

Peer Firms with Strong Financial Governance:
Partner time on reconciliation: 10-15 hours/partner/year

e Trustin reports is high
o Verification is exception-based, not routine

¢ Meetings focus on strategy, not number accuracy

This Firm:

Partner time on reconciliation: 100-140 hours/partner/year - 10x higher than well-governed peers

Root Cause Summary:

Partners spend excessive time on reconciliation because:

1. Reports don't match partner mental models (definition misalignment)
. Timing lags create stale data (real-time vs period reporting)

. Opaque calculation methodology (can't verify how numbers derived)

2

3

4. Historical precedent of errors (once trust is lost, hard to regain)

5. No systematic feedback loop (reporting doesn't improve based on partner input)
6

. System fragmentation (multiple sources of truth)

Improvement Impact:

If reconciliation time were reduced by 80% (to peer firm levels):
Partner Time Saved:

e Current: 2,570-3,530 hours/year
e Target: 250-375 hours/year
e Savings: 2,200-3,250 hours/year

Financial Value:
e 2,700 hours x R3,500/hour = R9.45M/year
Plus Strategic Benefits:

« Faster, better decision-making

Improved finance team capacity for value-add work

Enhanced firm culture and trust

Competitive advantage in partner recruitment

This Is a Governance Problem, Not a People Problem:



The time spent reconciling is not because: - Partners are unreasonable - Finance team is incompetent - Systems are
broken

It's because:

« Definitions are inconsistent
¢ Processes are opaque
¢ Accountability is unclear

« Reports are designed without user input

Fixing this doesn't require new systems—it requires governance discipline.

4. Governance & Accountability

Q1: Who truly owns billing accuracy at each stage?

The Ownership Gap: Responsibility Without Authority, Authority Without Accountability

Billing Lifecycle Ownership Map:

Stage 1: Time Capture
De Jure (Supposed) Owner:

o Individual fee earners (partners, associates, paralegals)
De Facto (Actual) Responsibilities:

o Fee earners: Enter time (when they remember)
o Practice assistants: Remind fee earners to submit time
¢ Billing coordinator: Send overdue time entry reminders
« Billing manager: Report on time entry compliance
Accountability Mechanisms:
« None formal
e Social pressure from peers
« Informal partner complaints when associates are delinquent
¢ No consequences for chronic late submission
Authority to Enforce:
« Nobody has authority to compel timely time entry
e Practice group leaders could, but don't
« Billing team can nag, but not enforce
Resuit:
e 40-60% of time entered >7 days after work performed
e 15-25% entered >30 days after
« No single owner who can fix this
The Gap:

Accountability without authority. Billing team is held responsible for complete time capture but has no power to enforce
compliance.



Stage 2: Time Entry Quality & Classification
De Jure Owner:
o Fee earners (responsible for accurate coding and narratives)
De Facto Responsibilities:
o Fee earners: Enter what seems right
¢ Billing coordinator: Identify obviously wrong codes
« Practice managers: Flag systematic miscoding issues
o Partners: Edit narratives during pre-bill review (too late)
Quality Control:
« No real-time validation
o Errors discovered weeks later during billing
o Corrections made ad hoc, inconsistently
Authority to Enforce:
« Nobody reviews time entry quality in real-time
« No standards for narrative quality
« No feedback loop to improve future entries
Resuit:
o 15-30% of pre-bills require narrative editing
« 10-20% have coding errors requiring reallocation
« Rework burden falls on billing team
The Gap:

Responsibility is assigned (fee earners should enter correctly) but there's no mechanism to ensure quality or train for
improvement.

Information Captured:

e Formal engagement letters: Well documented
o Verbal client agreements: Rarely documented

« Mid-matter changes: Almost never updated in system
Accountability Mechanisms:

« Engagement committee reviews significant matters

e But no systematic audit of billing arrangements

« No verification that arrangements are properly recorded

o Discovery of undocumented arrangements happens during client disputes
Authority to Enforce:

o Partners have autonomy over their client relationships

« No central governance of billing arrangements

e Finance can't challenge partner's representation of agreement

o Conflicts/risk team focused on legal conflicts, not billing arrangements

Result:

e 30-40% of matters lack clearly documented billing arrangements

o Billing coordinators must "figure it out" or interrupt partners



« Disputes arise when client's understanding differs from billed amount

¢ Revenue leakage from undocumented discount agreements
The Gap:

Partner autonomy over client relationships means no systematic oversight of how billing arrangements are captured
and maintained.

Stage 4: Disbursement Recording
De Jure Owner:

o Fee earners incurring the disbursement
De Facto Responsibilities:

e Vendor: Sends invoice to firm
e Accounts payable: Processes vendor payment

e ?7??:Should allocate to matter (often missed)

Fee earner: May remember to log it

Billing coordinator: Discovers missing disbursement during billing

Partner: Approves retroactive addition
Accountability Mechanisms:

e Vendor invoices paid but not always allocated to matters

e AP team focused on payment, not matter allocation

« No systematic check that all paid disbursements are recorded to matters

o Fee earners unaware they're responsible for verifying allocation
Authority to Enforce:

e AP team can't compel matter allocation (different department)

« Billing team discovers gaps too late

« No one person owns end-to-end disbursement flow
Result:

e 10-20% of disbursements never make it to client invoices
e Estimated R2.7M-R7.2M annual revenue leakage

* Retroactive disbursement recoveries anger clients
The Gap:

Disbursement process spans multiple teams (AP, fee earners, billing) with no clear process owner ensuring
completeness.

Stage 5: Pre-Bill Generation & Review
De Jure Owner:

« Billing coordinator (generates pre-bills)

« Billing partner (reviews and approves)
De Facto Responsibilities:

¢ Billing coordinator: Generates draft invoices, identifies obvious errors
« Billing manager: Ensures pre-bills go out on schedule

o Partner: Reviews when they get around to it



o Partner assistant: Reminds partner to review

¢ Billing coordinator: Chases partner for approval
Accountability Mechanisms:

Pre-bill schedule exists

But no enforcement of review timelines

Partners can defer indefinitely

No escalation process for overdue reviews
Authority to Enforce:

« Billing manager can report delays but not compel action
« Managing partner could intervene but rarely does

e Culture accepts "partners are busy"
Result:

e 2-4 week partner review delays
o Pre-bills require multiple iterations
* Revenue recognition delayed

« Billing team bears blame for late invoicing despite lack of control
The Gap:

Billing team has responsibility for timely invoicing but no authority over the bottleneck (partner review).

Stage 6: Invoice Finalization & Issuance
De Jure Owner:

« Billing coordinator (finalizes and sends)
De Facto Responsibilities:

o Partner: Final approval (sometimes verbal, sometimes assumed)
« Billing coordinator: Makes adjustments per partner instructions

« Billing manager: Quality check (time permitting)

o Finance: Reviews for significant invoices

Accountability Mechanisms:

* |ssued invoices are tracked
o Errors discovered after issuance
e Post-issuance corrections require credit notes
Authority to Enforce:
« Billing coordinator should catch errors but is time-pressured
« No mandatory quality gate before issuance
o Coordinator can't override partner instructions even if questionable

Result:

e 5-10% of invoices require post-issuance corrections
o Client disputes from preventable errors

« Billing team morale impact from being blamed for partner-introduced errors

The Gap:



Accountability for invoice accuracy concentrated in billing coordinator role, but they lack authority to question or
override partner decisions that introduce risk.

Stage 7: Trust Account Management
De Jure Owner:

e Trust accounting team
De Facto Responsibilities:

e Trust accountant: Receives and deposits funds

e 77?7 : Determines which matter funds should be allocated to

Billing partner: May instruct trust allocation

Billing coordinator: May request trust application to invoice

e Trust manager: Ensures regulatory compliance
Accountability Mechanisms:

e Strong controls on funds handling (regulatory requirement)
o Weak controls on timely matter allocation
« Reconciliation to bank: Excellent

¢ Reconciliation to matters: Poor
Authority to Enforce:

e Trust team can hold funds but needs direction on allocation
e Partners control allocation decisions

¢ No clear SLA for allocation timing
Resuit:

e 5-15 day lag in matter allocation
¢ Client confusion and disputes

« Unidentified trust receipts accumulate
The Gap:

Trust team owns regulatory compliance (which they do well) but doesn't own client experience or billing coordination
(which suffers).

Stage 8: Collections & Payment Application
De Jure Owner:

e Collections team / Finance
De Facto Responsibilities:

« Finance: Posts payments when received
e 7?77 :Follows up on overdue invoices
o Partners: May contact clients about payment

e Collections specialist: Sends reminder notices (if firm has one)
Accountability Mechanisms:

e Aged receivables reports generated
« No clear ownership of collection follow-up

o Partners don't see collections as "their job"



« Finance doesn't have client relationships to leverage
Authority to Enforce:

« Finance can report aging but can't compel payment
o Partners have client relationships but see collections as administrative

« No clear process for partner escalation on delinquent accounts
Resuit:

e 90-120 day DSO (days sales outstanding)
« Significant aged receivables

o Write-offs of collectible invoices due to inaction
The Gap:

Collections requires both financial tracking (finance) and client relationship leverage (partners), but neither owns end-to-
end responsibility.

Stage 9: Month-End & Revenue Recognition
De Jure Owner:

« Finance team / Controller
De Facto Responsibilities:

¢ Finance: Closes books, recognizes revenue
« Billing team: Provides billing data

e Partners: Should provide accrual information (rarely do)
Accountability Mechanisms:

e Month-end close process exists
o Audit trail for financial statements

o But disconnect between billing system and general ledger
Authority to Enforce:

e Finance owns the close process
o But depends on complete/accurate data from billing

e Can't verify all assumptions
Result:

e 5-10 day close process
« Revenue recognition adjustments in subsequent periods

o Financial statements accurate but not timely
The Gap:

Finance owns accuracy of financial statements but doesn't control upstream processes that determine data quality.

Cross-Cutting Ownership Gaps:

1. Fee Arrangement Governance
Nobody Owns:

« Repository of all client fee arrangements

o Verification that arrangements are properly recorded



« Monitoring of arrangement compliance

o Update process when arrangements change

Result: Hidden discounts, unauthorized write-downs, client disputes

2. Matter Lifecycle Billing Triggers
Nobody Owns:

« |dentifying when matters are ready to bill
e Ensuring final bills are sent promptly after matter completion

e Tracking matters "on hold" for billing purposes

Result: Aged WIP, delayed final bills, revenue leakage

3. Data Quality Across Systems
Nobody Owns:

e Ensuring consistency between practice management, trust accounting, and general ledger
* Reconciling timing differences

« Resolving data discrepancies

Result: Multiple versions of truth, partner mistrust, reconciliation burden

4. Client Billing Experience
Nobody Owns:

e End-to-end client billing journey
« Proactive client communication about billing
o Client dispute prevention

e Post-invoice client satisfaction

Result: Reactive dispute handling, client frustration, relationship damage

5. Process Improvement
Nobody Owns:

o |dentifying systematic billing process failures
« Implementing corrective actions
« Training to prevent recurring errors

e Measuring improvement over time

Result: Same errors repeat month after month, no learning

The Organizational Design Problem:

Why Ownership Is Fragmented:
1. Functional Silos:

o Billing, trust, finance, AP operate independently
e Optimize for their function, not end-to-end outcome

o Hand-offs are friction points



2. Partner Autonomy Tradition:

o Partners expect control over their client relationships
« Resistance to "administrative" oversight
e Leads to inconsistent practices
3. Responsibility Without Authority:
¢ Billing team responsible for outcomes they don't control
e Can't compel timely time entry, partner reviews, or fee arrangement documentation
o Leads to frustration and helplessness
4. Authority Without Accountability:
« Partners have authority over billing decisions
e But aren't held accountable for revenue leakage or disputes
o No metrics track individual partner billing quality
5. Lack of Process Owner Role:
¢ No single role owns "billing accuracy" end-to-end
« Managing partner too high-level
« Billing manager lacks authority

Finance director focused on financial statements

Nobody can make process-wide decisions

Governance Model Needed:

Clear Ownership Table:

‘ Process Stage Decision Rights m Quality Assurance Accountability

Time capture
Time quality

Matter billing setup

Disbursement allocation

Pre-bill generation
Pre-bill review
Invoice finalization
Trust allocation

Collections

Revenue recognition

Fee earners

Fee earners

Billing partners
Fee earners

Billing coordinators
Billing partners
Billing coordinators
Billing partners
Partners

Finance director

Key Process Owner Roles:

Billing Process Owner (currently missing):

Fee earners

Fee earners
Partner assistants
AP + billing

Billing coordinators
Billing partners
Billing coordinators
Trust accountants
Finance + partners

Finance team

« End-to-end accountability for billing accuracy

o Authority to set standards and enforce compliance

o Cross-functional coordination

e Continuous improvement mandate

Partner Billing Champion (currently informal):

o Partner-level advocate for billing discipline

o Sets expectations for partner community

Practice managers
Billing coordinators
Conflicts team

Billing coordinators
Billing manager

Billing manager (timing)
Billing manager

Trust manager

Finance director

External auditors

Practice group leaders
Partners (for their matters)
Partner + billing manager
Billing manager

Billing manager

Practice group leaders (quality)
Billing manager

Trust manager + billing partner
Managing partner

Finance director



e Models best practices

o Mediates disputes between partners and billing team

Success Criteria for Clear Ownership:

1. Any billing process question has a clear answer for "who owns this?"
. Owners have both responsibility AND authority to deliver outcomes
. Accountability metrics exist for each ownership role

2
3
4. Escalation paths are clear when issues arise

5. Process improvement feedback loops to owners

Current State: Fails on all five criteria

Q2: Where does accountability blur between fee earners, billing, and finance?

The Blame Vortex: When Things Go Wrong, Who's Responsible?

Scenario 1: Late Billing

Problem: Matter should have been billed in January, but invoice isn't issued until March.
Fee Earner Perspective:

¢ "l entered my time, that's my job"

o "It's not my fault billing is slow"
Billing Team Perspective:

o "Partner didn't review the pre-bill for 6 weeks"

+ "We generated it on time, we're waiting on approval"
Partner Perspective:

¢ "The pre-bill had errors that needed fixing"

« "l was waiting for one more time entry to come in"
Finance Perspective:

« "This impacts our revenue recognition"

* "We can't close the month without complete billings"

Who's Accountable? - Nobody clearly owns the outcome - Each party did "their part" - But client received late
invoice

The Blur:

Accountability is distributed across the chain, so when the end result fails, everyone can point to someone else.

Scenario 2: Billing Disputes

Problem: Client disputes R270K of charges on an invoice.
Fee Earner Defense:

o "l accurately recorded my time"

e "That work was necessary"

Billing Team Defense:



* "We billed exactly what was in the system"

o "Partner approved the pre-bill"
Partner Defense:

e "The narratives didn't explain the work properly"

¢ "Billing should have flagged this as unusually high"
Finance Perspective:

e "This will be a write-off that impacts partner realization"

e "But we don't know whose 'fault' it is"

Who's Accountable? - Everyone and no one - Root cause could be: - Inadequate time entry narratives (fee earner) -
Lack of pre-billing quality review (billing) - Insufficient client communication (partner) - Fee arrangement ambiguity
(partner/firm)

The Blur:

Billing disputes are multi-causal, but accountability systems assign blame to single points, leading to defensive finger-
pointing.

Scenario 3: Revenue Leakage (Missed Disbursements)

Problem: R153,000 in expert witness fees paid by firm but never billed to client.
Fee Earner Position:

« "I'm not responsible for tracking vendor invoices"

e "AP should have told me"
AP Team Position:

¢ "We paid the vendor invoice as requested"

« "Matter allocation is billing's job"
Billing Team Position:

e "We didn't know about this disbursement"

e "It wasn't in the system when we billed"
Partner Position:

¢ "Someone should have tracked this"

e "This is unacceptable"

Who's Accountable? - Process gap with no owner - Disbursement flow involves AP, fee earner, and billing - No
single owner responsible for ensuring all disbursements reach client invoices

The Blur:

Cross-functional processes fail when there's no single point of accountability for the end outcome.

Scenario 4: Trust Account Errors

Problem: Client believes they have R900K in trust, firm records show R630K.
Trust Team Position:

e "Our records match the bank"
* "We processed what we received"

¢ "Unidentified deposit of R270K can't be allocated without authorization"



Billing Partner Position:

o "Client said they sent R900K"

e "Why isn't it allocated to my matter?"
Finance Position:

e "Trust accounting is correct"

o "Partner needs to verify what client actually sent"
Client Relations:

o Firm appears incompetent or dishonest

o Matter of regulatory exposure

Who's Accountable? - Trust team: For accurate accounting (which they did) - Partner: For client
communication (which may have been unclear) - ??? : For ensuring client and firm agree on expectations

The Blur:

Trust team owns accounting accuracy; partners own client relationships; nobody owns ensuring these align.

Scenario 5: Write-Offs and Write-Downs

Problem: R720K in time written off from a matter over 6 months.
Fee Earner Concern:

o "l did the work, why is my time being written off?"

o "This affects my productivity metrics"
Billing Team View:

e "Partner instructed the write-downs"

o "We just process what we're told"
Partner Rationale:

o "Client wouldn't pay full freight"
¢ "Some of the time was excessive"

« "Had to preserve relationship"
Finance Question:

o "Is this a quality issue or relationship management?"

« "How do we categorize this for reporting?"

Who's Accountable? - Partner has authority to write off - But is there accountability for: - Whether the write-off
was preventable? - Whether budget/scope were managed properly? - Whether quality issues were addressed?

The Blur:

Partners can write off without explaining rationale or being held accountable for preventable write-offs versus strategic
ones.

Scenario 6: Aged WIP

Problem: R4.5M in unbilled time 90+ days old on a partner's matters.
Partner Explanation:

e "These are contingency matters"

¢ "Client hasn't authorized billing yet"



« "Strategic timing for leverage"
Billing Team Concern:

o "This looks like poor matter management"

e "Old time is harder to collect"
Finance Concern:

o "Aged WIP is a balance sheet risk"

« "May require reserves or write-offs"
Practice Group Leader:

o "Is this legitimate or a problem?"

« "How do | know if this partner is managing matters well?"

Who's Accountable? - Partner for managing the matters - But no clear standard for acceptable WIP aging - No
distinction between strategic aging and neglect

The Blur:

Without clear standards and context, can't distinguish between good (strategic) and bad (neglect) aged WIP. Partner
claims all aging is strategic; others can't verify.

Scenario 7: Inaccurate Financial Reports

Problem: Partner performance report shows incorrect realization percentage.
Finance Team:

* "We report what the system shows"

o "If the data is wrong, we can't fix it"
Billing Team:

* "We entered what partners approved"

o "If adjustments weren't recorded properly, that's a partner decision documentation issue"
Partner:

e "These numbers are wrong"

o "Fix your reports"

Who's Accountable? - Finance: For accurate calculations (which may be accurate based on available data) -
Billing: For data entry (which may be correct per partner instructions) - Partners: For providing complete
information (which may not be systematically captured)

The Blur:

Reports can be technically accurate based on system data but factually wrong due to incomplete/incorrect upstream
data. Who owns the end-to-end accuracy?

Common Blur Patterns:

Pattern 1: Accountability vs Authority Mismatch

« Billing team held accountable for timely invoicing
o But lacks authority over partner review process

o Result: Blame without power to fix



Pattern 2: Distributed Process, No End-to-End Owner

« Disbursement process spans AP, fee earners, billing
e Each does their part
« Nobody owns ensuring all parts connect

« Result: Process failures with no clear accountability point

Pattern 3: Partner Autonomy Shield

o Partners make decisions affecting billing
e Cultural norm: Don't question partner judgment

o Result: Partners have authority without accountability

Pattern 4: Data Quality Accountability Gap

o Finance reports on data

Billing enters data

Partners provide data
e When data is wrong, who fixes it?

* Result: Everyone points upstream

Pattern 5: Outcome vs Task Confusion

o Task: "Generate pre-bills" (billing team accountable)
e Outcome: "Timely, accurate invoicing" (nobody accountable)

e Result: Tasks completed but outcomes fail

Impact of Accountability Blur:

1. Defensive Culture

« Staff focused on proving "I did my part"
o Rather than collaborating to fix problems

« Energy spent on blame assignment vs problem-solving

2. Repeated Failures

e Same problems recur
e Because no single owner to drive improvement

o Everyone's responsibility = nobody's responsibility

3. Erosion of Partner Trust

o Partners see problems but unclear who to hold accountable
¢ Results in generalized frustration with "administration"

« Finance and billing teams lose credibility

4. Staff Burnout

¢ Billing team blamed for delays they don't control
e Finance team blamed for reports based on bad upstream data

e Leads to turnover and morale issues

5. Risk Accumulation



e Small failures accumulate because nobody owns prevention

« No systematic learning from errors

o Eventually leads to significant incidents (client disputes, regulatory issues)

Clarifying Accountability:

Principles Needed:

1. Outcome Accountability, Not Just Task Accountability
e Don't just assign tasks
o Assign responsibility for outcomes
o "Timely billing" not just "generate pre-bills"

2. Match Authority with Accountability

o |f billing team is accountable for timely invoicing

¢ Give them authority to escalate partner review delays
3. Single Point of Accountability for Cross-Functional Processes

o Disbursement process needs one owner
o Trust-to-billing coordination needs one owner

e« Someone who can drive across functional boundaries
4. Transparency in Shared Accountability

e When accountability is truly shared
« Make explicit what each party owns

o Create joint accountability metrics
5. Partner Accountability for Billing Quality

« Partners currently have authority but limited accountability
* Need metrics and feedback on:

o Timely time entry by their teams

« Billing review speed

o Write-off rates (preventable vs strategic)

o Client dispute rates

Accountability Matrix Example:

Timely time entry Practice group leaders

Billing arrangement documentation Billing partners

Disbursement completeness Disbursement process owner (TBD)
Pre-bill accuracy Billing coordinators

Invoice timing Billing manager

Trust allocation accuracy Trust manager + Billing partners (joint)
Collections Partners (primary)

Financial report accuracy Finance director

Success Metrics for Clear Accountability:

Fee earners

Conflicts team

AP, Fee earners, Billing
Partners (review)
Partners (review SLA)
Trust team

Finance (support)

Billing (data quality)

Billing manager
Billing manager
Finance

Finance
Managing partner
Finance
Managing partner

Partners



1.

When something goes wrong, there's a clear single point to address it

2. Accountable parties have the authority to deliver their outcomes
3. Performance metrics aligned with accountability assignments

4.
5

No "That's not my job" responses

. Continuous improvement driven by accountable owners

Current State: Fails on most criteria, leading to blame cycles and repeated failures

Q3: Which reconciliations depend on individual knowledge rather than controls?

The Key-Person Risk: Critical Processes Held Together by Institutional Knowledge

Reconciliation 1: Trust Account to Matter Allocation

What Should Happen:

Client sends funds to trust account
Trust team immediately allocates to specific matter
System enforces linkage

Reconciliation is systematic

What Actually Happens:

Trust team receives funds

Sarah (trust accountant, 12 years tenure) recognizes client name and knows which active matters they have
Allocates based on memory and recent context

When Sarah's not sure, she emails the partner to ask

Unidentified receipts sit in holding until someone figures it out

Individual Knowledge Dependency:

Sarah knows: Client naming variations (ABC Corp vs ABC Corporation vs A.B.C. Corp)
Sarah knows: Which partners typically handle which clients
Sarah knows: Recent matters based on informal hallway conversations

Sarah knows: Usual retainer amounts for different practice groups

What Happens When Sarah's Out:

e Trust receipts pile up unallocated

Backup person can only handle obvious ones
Complex allocations wait for Sarah's return

Partners get frustrated with delays

Control Gap:

+ No systematic matching protocol

No decision tree for allocation

No documented process for handling ambiguous receipts

¢ Dependent on Sarah's memory and relationships

Risk: High key-person dependency. Trust allocation delays when Sarah unavailable. Process knowledge not
transferrable.

Reconciliation 2: Billing System to General Ledger



What Should Happen:

« Billing system and general ledger automatically reconcile
o Daily/weekly sync

« Automated variance flagging
What Actually Happens:

« James (senior accountant, 9 years) manually reconciles monthly
e Exports from both systems to Excel

e Uses his custom spreadsheet with formulas he's refined over years
 Knows where the common discrepancies occur:

« Timing differences on trust applications

o Credit notes entered in one system but not the other

o WIP adjustments that don't flow through properly

« Makes manual journal entries to force balance
Individual Knowledge Dependency:

o James knows: Which accounts typically mismatch and why
e James knows: How to interpret error codes and system quirks
o James knows: Which adjustments are "normal" vs requiring investigation

o James remembers: Historical corrections and their rationale
What Happens When James's Out:

¢ Month-end close delayed
o Junior staff can run the reports but can't interpret discrepancies
« Managing partner has to approve "force balancing" journal entries without James's context

o Audit trail is James's memory
Control Gap:

« No documented reconciliation procedure
¢ No standard definitions for allowable variances
« No systematic root cause analysis

« Manual Excel manipulation introduces error risk

Risk: Month-end close dependent on James. Audit trail incomplete. New staff can't be trained effectively.

Reconciliation 3: Partner Origination Credit

What Should Happen:

o Clear firm policy on origination credit
e System tracks originating partner

e Automated reporting
What Actually Happens:

o Mary (billing manager, 14 years) "knows" who originated what
« Resolves origination disputes based on her recollection of:

o Who introduced the client years ago

o Who "really" drives the relationship

e Informal partner agreements on credit sharing

+ Keeps informal notes (not in system) about disputed attribution



e Partners trust Mary to "get it right"
Individual Knowledge Dependency:

o Mary knows: Firm history of client relationships going back 10+ years

« Mary knows: Informal partner handshake deals on credit splitting

« Mary knows: Political sensitivities around certain client attributions

o Mary remembers: Who complained last time and what compromise was reached
What Happens When Mary's Out:

« Origination credit disputes can't be resolved

o Partners assert conflicting claims

e Finance can't produce partner performance reports confidently

o Compensation discussions delayed

Control Gap:

No written policy on origination credit

No system field for originating partner (separate from billing partner)

« No documentation of credit-sharing arrangements

Dispute resolution is oral tradition

Risk: Partner compensation disputes. Succession planning failure. Mary's eventual retirement creates chaos.

Reconciliation 4: Billable vs Non-Billable Time Classification

What Should Happen:

o Clear firm policy on what's billable
» Activity codes enforce classification

o Automated validation
What Actually Happens:

« Tom (billing coordinator, 7 years) reviews time entries for obvious misclassifications
« Knows which partners tend to code admin time as billable

« Knows which clients have unique billing arrangements (e.g., "travel time not billable")

o Makes judgment calls on ambiguous entries based on experience

« Informally coaches fee earners on proper coding
Individual Knowledge Dependency:

o Tom knows: Matter-specific billing rules scattered across engagement letters
« Tom knows: Partners' billing philosophies (aggressive vs conservative)
e Tom knows: Client hot buttons (what they'll dispute)

e Tom remembers: Past disputes and what was ultimately written off
What Happens When Tom's Out:

e Obvious errors make it to pre-bills
o Partners see mistakes and lose confidence
o Client disputes increase

e Backup coordinator overwhelmed by judgment calls
Control Gap:

« No centralized repository of matter-level billing rules



« No real-time validation at time entry
« No written guidance on ambiguous scenarios

e Tom's knowledge in his head, not documented

Risk: Quality degradation when Tom absent. Client disputes from preventable errors. Training new staff takes 6-12
months.

Reconciliation 5: Fixed Fee Matter WIP Accounting

What Should Happen:

o Fixed fee matters clearly flagged in system
« Time entries captured for internal allocation but not billed

« Reconciliation between fixed fee collected and internal cost is systematic
What Actually Happens:

¢ Linda (finance manager, 11 years) tracks fixed fee arrangements in a separate spreadsheet

Manually adjusts WIP reports to exclude fixed fee matters from "aged WIP"

Knows which matters are truly fixed fee vs "soft cap with probable adjustment"

Makes month-end journal entries to recognize fixed fee revenue properly

Remembers verbal agreements not documented in engagement letters
Individual Knowledge Dependency:
o Linda knows: Which matters are actually fixed fee (many not clearly coded)
e Linda knows: When fixed fee work is complete vs still in progress
o Linda knows: How each partner wants their fixed fee matters reported
e Linda maintains: Shadow tracking spreadsheet with narrative notes
What Happens When Linda's Out:
o WIP reports are misleading (include fixed fee time)
« Revenue recognition is wrong
e Partner reports are inaccurate
o Fixed fee profitability can't be assessed
Control Gap:
« No systematic tagging of fixed fee matters in practice management system
o No automated adjustment of WIP reports
« No standard revenue recognition approach documented

o Critical process dependent on Linda's spreadsheet

Risk: Revenue recognition errors. Inaccurate partner and matter profitability reporting. Linda's spreadsheet is
undocumented.

Reconciliation 6: Client Payment vs Invoice Matching

What Should Happen:

o Client payment references invoice number
o Automated matching and application

o Exceptions flagged for review

What Actually Happens:



« Rachel (accounts receivable, 6 years) matches payments to invoices
e Many payments lack proper references

« Rachel recognizes client payment patterns:

« Some clients always pay 2-3 invoices as a lump sum

o Some clients short-pay without explanation

« Some clients' AP systems mangle invoice references

« Calls clients or partners to clarify ambiguous payments

« Uses judgment on partial payments (which invoice to credit?)
Individual Knowledge Dependency:

« Rachel knows: Client payment behaviors and quirks

« Rachel knows: Which partners to ask about ambiguous payments

Rachel knows: Firm's informal policy on payment allocation priority

« Rachel remembers: Historical payment patterns for complex clients
What Happens When Rachel's Out:

e Payments posted to suspense account
« Partners get frustrated: "Why isn't this payment showing on my client's account?"
o Client statements are inaccurate
¢ Collections efforts sent to clients who've actually paid
Control Gap:
+ No documented protocol for ambiguous payment matching
« No standard policy on partial payment allocation
« No escalation process for unmatched payments

o Client communication protocols not documented

Risk: Client relationship damage from billing errors. Cash flow reporting inaccuracy. Training new AR staff is prolonged.

Reconciliation 7: Matter Status vs Billing Status

What Should Happen:

o Matter status (open/on hold/closed) automatically drives billing status
e System prevents billing "closed" matters

e "On hold" status triggers billing review
What Actually Happens:

« Karen (practice manager, 10 years) tracks actual matter status vs system status
+ Knows that matter coded "open" may actually be dormant for months

« Knows which "closed" matters actually have pending billings

« Manually reviews WIP reports and flags matters that shouldn't bill

« Informally coordinates with partners on matter status changes
Individual Knowledge Dependency:

o Karen knows: Real matter status based on partner conversations
o Karen knows: Which matters are "soft close" vs "hard close"
o Karen knows: Political sensitivities around certain matter closures

e Karen maintains: Mental map of true matter status

What Happens When Karen's Out:



Billing team bills matters that shouldn't be billed (on hold)

Or fails to bill matters that should be (appear closed but aren't)

Client disputes from inappropriate billing timing

Revenue leakage from missed billing opportunities
Control Gap:

« System matter status doesn't reflect reality
« No systematic process for matter status updates
« No billing rules tied to matter lifecycle

o Karen bridges the gap manually

Risk: Client disputes. Revenue timing errors. Matter management appears unprofessional.

Reconciliation 8: Inter-Company and Related Entity Billing

What Should Happen:

e Clear documentation of which entity should be billed
o System enforces proper entity attribution

« Automated consolidation for reporting
What Actually Happens:

« David (senior billing coordinator, 13 years) knows complex client entity structures

Remembers which subsidiaries roll up to which parent

Knows which entities have separate billing vs consolidated

Manually adjusts reports for partners who want to see all related-entity billing together

« Recalls historical decisions on entity attribution
Individual Knowledge Dependency:

o David knows: Corporate family trees for major clients
« David knows: Billing preferences for consolidated vs separate invoicing
« David knows: Which entities are active vs dormant

¢ David maintains: Informal notes on entity relationships

What Happens When David's Out:

Incorrect entity billed

Client confusion and payment delays

Partner reports show wrong client revenue

Collections efforts directed to wrong entity
Control Gap:

+ No systematic documentation of client entity structures
« No matter intake process to clarify billing entity
« No system support for entity relationships

o Critical knowledge in David's head

Risk: Client frustration. Payment delays. Inaccurate client profitability reporting. David's knowledge not captured.

Common Themes: Why These Reconciliations Depend on People:



1. System Limitations Bridged by Humans

e Systems can't handle complexity
o Experienced staff know workarounds

e Manual processes fill gaps

2. Inadequate Process Documentation

e "That's just how we do it" culture
« Nobody has written down the actual process

e Training is apprenticeship-based

3. Judgment Calls Without Decision Frameworks

o Ambiguous situations require judgment
¢ No documented criteria for decisions

o Experienced staff develop intuition

4. Historical Context Required

o Current data insufficient
o Need to know "why we did it this way before"

e Institutional memory is oral tradition

5. Relationship Knowledge Critical

* Knowing who to ask
e Understanding partner preferences

« Navigating firm politics

The Key-Person Risk Exposure:

What Happens When These People Leave:
Short-Term (Weeks to Months):

e Process delays and bottlenecks
e Increase in errors
e Partner frustration

o Client service degradation
Medium-Term (Months to Year):

« Replacement staff learning curve
o Repeated mistakes
e Trust erosion

« Workaround development (possibly worse than original)
Long-Term (Permanent Loss):

¢ Undocumented decisions can't be reconstructed
o Historical rationale lost
e Precedents forgotten

o Institutional knowledge vaporized



Financial Impact of Key-Person Dependency:

Turnover Cost:

« Recruiting and hiring: R270K-R540K per position

e Training period: 6-12 months at reduced productivity
o Error correction during learning curve: R180K-R900K
o Lost efficiency: R450K-R1.35M annually

Absence Cost:

o Each week key person absent: R90K-R270K in delayed processes

e Error correction from backup staff: R36K-R180K per absence

Annual Risk Premium:

e Firm is paying 10-15% salary premium to retain these key people

¢ Plus tolerance of other inefficiencies to keep them satisfied

Mitigating Key-Person Risk:

Not About Replacing People— About Systemic Support:
1. Document the Tacit Knowledge:

o Decision trees for common scenarios
e Glossary of client/matter quirks
o Historical precedent library

o "How I do this" guides from each key person
2. Systemize Judgment Calls:

o Create decision frameworks
e Document criteria and thresholds
« Make judgment calls consistent and teachable
3. Reduce Need for Judgment:
» Better data capture upstream (reduce ambiguity)
e Clearer policies and procedures
e System enhancements to enforce rules
4. Cross-Training and Redundancy:
e Pair experienced with less experienced staff
e Documented procedures enable backup coverage
¢ Reduce single points of failure
5. Knowledge Transfer as Performance Metric:
o Reward key people for documentation and training
« Make knowledge sharing part of job expectations

e Succession planning for all key roles

Success Metric:



Any reconciliation process should be performable by a trained person following documented procedures,
without needing to ask "how do we handle [unusual situation]?"

Current State: Most critical reconciliations fail this test, creating organizational fragility.

Q4: What would break if one key finance staff member left?

The Catastrophic Loss Scenario: Identifying Single Points of Failure

Key Person #1: Sarah (Trust Accountant, 12 years tenure)

What Sarah Does:

e Trust account reconciliations

Client fund allocation to matters

Resolving unidentified deposits

Coordinating trust applications to invoices

Regulatory compliance reporting

What Breaks Immediately (Week 1-4):
Critical Failures:

o Trust receipt allocations stop or slow to 25% efficiency
e Sarah's replacement doesn't know client naming variations

o Doesn't recognize which partners handle which clients
e Can't resolve ambiguous deposits without extensive research
« Trust-to-invoice applications break down

e Sarah coordinates with billing team on timing

o Replacement doesn't know the informal coordination process
e Delays in applying trust funds to invoices
« Unidentified receipts accumulate

e Sarah usually resolves these within 48-72 hours
« Replacement has no starting point for investigation

o Backlog builds, creating compliance risk
Partner Impact:

o Partners calling: "Why hasn't my client's trust deposit been allocated?"
o Partners frustrated by inability to apply trust funds to current invoices

¢ Client complaints about trust account discrepancies
Regulatory Risk:

o Trust reconciliations still occur (to bank)
o But matter-level accuracy deteriorates
e Increased risk of regulatory issues

e Compliance reports delayed or incomplete
Financial Impact:

e Trust fund float increases (funds held longer before allocation)

o Client billing delayed pending trust clarification



o Potential interest allocation errors

What Breaks Medium-Term (Months 2-6):

o Trust accounting audit preparation severely hampered
« Historical trust transaction research becomes nearly impossible
« Client trust balance disputes can't be resolved confidently

o Partner confidence in trust accounting evaporates

Recovery Time:

« 6-12 months for replacement to reach Sarah's effectiveness

e Permanent loss of historical knowledge (why certain decisions were made)

Mitigation Cost:

o External trust accounting consultant: R270K-R540K
e Partner time dealing with issues: 40-60 hours

« Client relationship damage: Difficult to quantify

Key Person #2: James (Senior Accountant, 9 years tenure)

What James Does:

e Practice management to general ledger reconciliation
« Month-end close coordination

« Revenue recognition calculations

o Partner financial reporting

o System integration troubleshooting

What Breaks Immediately (Week 1-4):
Critical Failures:

+ Month-end close extends from 7 days to 15-20 days
e James's custom Excel reconciliation can't be replicated

* Replacement doesn't know which variances are "normal"
o Can't confidently make reconciling journal entries
« Financial statements delayed

e Managing partner and board need monthly financials

o Reports are late and less reliable
o Strategic decisions delayed or made with stale data
« Revenue recognition errors

e James knows how to handle complex fee arrangements
¢ Replacement applies standard rules, causing errors

o Partner reports show incorrect revenue figures
Partner Impact:

o Partner meeting financials not available
e Partners question accuracy of reports that do come out

o Compensation calculations delayed or disputed



External Impact:

e Bank covenant reporting delayed (potential default notices)
o Auditors frustrated during interim reviews

e Board of directors lacks timely financial information
Financial Impact:

o Cost of errors in financial statements: R180K-R900K in corrections
o Late fees or covenant violations: Potential RO0K-R450K

o External accountant emergency support: R180K-R360K

What Breaks Medium-Term (Months 2-6):

e Annual audit severely complicated
« Historical financial analysis becomes unreliable
o Budget vs actual reporting loses credibility

« Financial forecasting breaks down

Recovery Time:

+ 9-15 months for replacement to develop James's knowledge of systems and quirks

Key Person #3: Mary (Billing Manager, 14 years tenure)

What Mary Does:

Billing team supervision and coordination

Partner origination credit resolution

Complex billing arrangement interpretation

Dispute resolution (internal and client)

Billing process troubleshooting

What Breaks Immediately (Week 1-4):
Critical Failures:

« Billing team loses direction
¢ Mary handles escalations and difficult judgment calls

« Without her, team is paralyzed by ambiguous situations
« Billing delays accumulate
o Pre-bill quality deteriorates

e Mary does final quality review

o Catches errors before partners see them
o Without her, error rate increases 3-5x
« Partner disputes intensify

« Mary mediates origination credit disputes
o Partners trust her institutional knowledge

« Without her, disputes can't be resolved
Partner Impact:

o Partners receive pre-bills with more errors



« Confidence in billing team collapses
o Multiple partners escalate to managing partner

e Some partners may delay billing rather than deal with inexperienced team
Client Impact:

e More errors in final invoices
¢ Increased dispute rate
« Longer resolution time for disputes

Financial Impact:

« Billing cycle delays: 1-2 weeks extended timeline
« Revenue recognition delayed: R3.6M-R9M per week

¢ Increased write-offs from errors: R270K-R720K per month

What Breaks Medium-Term (Months 2-6):

Partner-billing team relationship deteriorates

Partners develop workarounds (more spreadsheets)

Firm culture takes hit (administrative incompetence perception)

Recruitment of experienced billing manager difficult (reputation in market)

Recovery Time:

« 12-18 months for replacement to earn partner trust and develop judgment

o Some partners may never fully trust replacement

Key Person #4: Tom (Billing Coordinator - Specialist Matters, 7 years)

What Tom Does:

¢ Handles most complex matters (multi-partner, international, alternative fees)
o Interprets unusual billing arrangements
« Coordinates cross-practice billings

e Handles highest-value matters

What Breaks Immediately (Week 1-4):
Critical Failures:

« Complex matters don't get billed
¢ Replacement doesn't understand the complexity

e Partners don't trust replacement with high-value matters
e Matters are held pending resolution
o Errors in high-value invoices
« Highest visibility, highest risk
« Damage to key client relationships
o Partner reputation impact
Partner Impact:
e Senior partners particularly affected (they have complex matters)

« Loss of confidence is firm-wide because it affects highest-value work



Financial Impact:

o ROM-R36M in delayed billing of complex matters
o Potential write-offs from errors: R450K-R1.8M

« Client relationship damage: Incalculable

Recovery Time:

« 12-24 months to develop capability with complex billing

Key Person #5: Linda (Finance Manager - Special Projects, 11 years)

What Linda Does:

o Fixed fee matter accounting
o Partner compensation calculations
e Custom financial analysis

o System workarounds and manual adjustments

What Breaks Immediately (Week 1-4):
Critical Failures:

« Partner compensation calculations delayed or wrong
e Linda knows all the special adjustments

e Compensation formula has undocumented nuances
« Partner income distributions affected

« Fixed fee profitability reporting stops

e Linda's spreadsheet is the only source of truth

e Firm can't assess fixed fee matter performance

e Can't price future fixed fee arrangements
Partner Impact:

« Compensation errors create immediate partner conflict
e Trust in financial management evaporates
o Partner meeting agendas dominated by number disputes
Financial Impact:
o Compensation overpayments/underpayments: R900K-R3.6M until corrected
o Lost ability to analyze matter profitability

« Poor pricing decisions on future matters: R1.8M+ annually

What Breaks Medium-Term (Months 2-6):

o Partner compensation disputes escalate
e Some partners may consider leaving if compensation feels unfair/opaque

« Firm financial strategy hampered by lack of profitability analysis

Recovery Time:

« 6-12 months for replacement to learn compensation system

o Linda's spreadsheet analysis may be permanently lost if not documented



Compounding Effect: What If Two Leave?

Scenario: Sarah (Trust) + James (Accountant) leave within 6 months
System-Wide Breakdown:

e Month-end close becomes 20+ days

e Trust accounting accuracy severely compromised

« Financial reporting unreliable

o Partner confidence in entire finance function collapses

e Managing partner spends 50% of time on financial operations crisis
Firm Viability Risk:

o Regulatory exposure in trust accounting

e Bank covenant compliance in jeopardy

o Partner departures due to lack of confidence

o Client service degradation

« Reputation damage in market
Recovery Cost:

 R1.8M-R4.5M in external consultants

e 12-24 months to restabilize

« Potential permanent damage to firm culture and partner confidence

Current State: Fragile by Design

Why This Fragility Exists:
1. Knowledge Not Captured:

o Critical processes exist in people's heads
e Documentation is minimal or absent
o Tribal knowledge essential for operation

2. Insufficient Redundancy:

o Most critical functions have single coverage
e Cross-training is informal and incomplete

¢ No systematic backup capability
3. Complex Workarounds:

e Systems don't fully support processes
e Manual interventions required
o Workarounds known only to key people

4. Relationship-Dependent:
o Effectiveness requires knowing partner preferences
o Trust built over years can't be transferred
« Political navigation skills are tacit

5. Historical Context Essential:

o Current data insufficient

« Need to know "why we do it this way"



e Precedents and rationales not documented

Risk Quantification:

Annual Probability of Key Person Loss:

o Retirement: 5-10% (several key people near retirement age)
o Voluntary departure: 10-15% (market for experienced billing/finance talent)

o Involuntary departure (health, etc.): 2-5%

Combined probability of losing at least one key person in next 12 months: 40-50%

Cost of Loss:

‘m Immediate Cost Medium-Term Cost Total Impact

One key person R900K-R2.7M 6-12 months R1.8M-R5.4M R2.7M-R8.1M
Two key people R2.7M-R7.2M 12-24 months R5.4M-R14.4M R8.1M-R21.6M
Three+ (crisis) R7.2M-R18M+ 24+ months Firm viability risk Potentially existential

Mitigation Strategies:

Immediate Actions (30-90 days):
1. Document Critical Processes:

e Each key person creates "how | do my job" documentation
e Screen recording of complex procedures
e Decision trees for judgment calls

e Contact lists and relationship maps
2. Cross-Training:

o Pair key people with understudies
o Rotate backup responsibilities

o Test backup capability with planned absences
3. Extract Tacit Knowledge:

e Conduct structured interviews with key people
o Capture historical context and precedents

e Document "why we do it this way"
4. Retention Planning:

o Understand each key person's satisfaction and flight risk
o Competitive compensation review

e Career development discussions

Medium-Term Actions (3-12 months):
1. Process Simplification:

e Reduce complexity where possible
¢ Eliminate unnecessary workarounds

o Standardize where variation isn't value-add



2. System Enhancements:

o Automate what's currently manual
o Reduce need for judgment and institutional knowledge

« Build in validation and error prevention
3. Organizational Redundancy:

o Ensure every critical function has trained backup
e Documented succession plans

o Knowledge transfer as performance metric
4. Governance Improvements:

« Clear decision frameworks reduce judgment dependency
o Policies and standards reduce need for historical knowledge

o Accountability structures reduce key-person concentration

Success Metric:
A key person should be able to take a 4-week vacation, and their function should operate at 80%+ effectiveness
in their absence.

Current State: Most key people are irreplaceable for weeks to months. Firm is organizationally fragile.

5. Regulatory & Trust Accounting Exposure

Q1: Where are reconciliation risks most concentrated?

High-Risk Reconciliation Points: Where Errors Have Material Consequences

Risk Concentration #1: Trust Account Bank Reconciliation

Why High Risk:
« Regulatory compliance requirement
o Partner personal liability
« Professional misconduct if errors are material
o Client funds are third-party property
Current Process:
¢ Monthly bank reconciliation performed by trust accountant
« Reconciliation to trust accounting system
* Reviewed by finance manager
e Variance investigation

Risk Points:

1. Timing of Deposits and Withdrawals:

Checks deposited but not yet cleared

Electronic transfers in transit

Month-end cutoff timing

« Risk: Reconciliation appears balanced but actual cash position is different



2. Unidentified Deposits:

o Clients send funds without proper reference

o Wire transfers with unclear source

e Cash receipts (rare but high risk)

« Risk: Funds received but can't be allocated to client/matter

3. Outstanding Checks:

e Checks issued but not yet presented

Aged outstanding checks (stale-dated)
e Checks lost in mail

« Risk: Trust liability remains even if check not cashed
4. Bank Errors:

¢ Incorrect amounts posted

« Transactions posted to wrong account

o Bank fees not properly disclosed

« Risk: Reconciliation shows variance that's difficult to resolve
Current Risk Level: MODERATE
Why Not Higher:

e Strong institutional control (Sarah very diligent)

« Monthly reconciliation frequency

o External audit review annually
Why Not Lower:

e Manual process

e Single person knowledge

« No real-time monitoring

« Unidentified receipts accumulate
Potential Consequence of Failure:

* Regulatory investigation

Fines and penalties (R180K-R1.8M+)

« Professional discipline (suspension of practicing certificate)

Reputational damage

Client lawsuits

Risk Concentration #2: Trust Ledger to Bank Balance

Why High Risk:
e Sum of all client matter trust balances MUST equal bank balance
o Discrepancies indicate funds misallocated or missing

« Regulatory requirement to reconcile
Current Process:

« Monthly reconciliation of total trust ledger to bank
o Matter-by-matter balance review

« Investigation of variances >R1,800



Risk Points:
1. Matter Allocation Errors:

e Funds allocated to wrong matter
e Duplicate allocations
e Missed allocations

¢ Risk: Individual client balances wrong even if total is correct
2. Trust-to-Trust Transfers:

* Moving funds between matters for same client
o Corrections of prior errors
o Audit trail complexity

« Risk: Difficult to reconstruct why transfers occurred

3. Trust Interest Allocation:

Interest earned on pooled trust accounts

Allocation methodology to individual matters

Compliance with interest rules

« Risk: Incorrect interest allocation creates discrepancies
4. Trust Write-Offs:
o Aged trust balances <R900 written off
« Authorization and documentation
o Client notification
« Risk: Regulatory violation if write-offs improper
5. Trust Refunds:
¢ Returning unused trust funds to clients
« Verification of correct amount
« Ensuring matter balance properly cleared
¢ Risk: Refund too much (firm loss) or too little (regulatory issue)
Current Risk Level: HIGH
Why High:
o Matter-level detail is often incorrect even when total reconciles
o Client disputes about trust balances common
« Unidentified receipts held in general trust (not allocated)
o Audit trail for historical transactions incomplete
Potential Consequence of Failure:

o Client trust fund misappropriation (even if inadvertent)

Regulatory intervention (practice suspension possible)

Criminal liability in extreme cases

Insurance claims and increased premiums

Client lawsuits for mishandling funds

Risk Concentration #3: Billing System Trust Balance to Trust Accounting
System



Why High Risk:
* Two separate systems should show same client trust balances
« Billing team works from practice management system trust module
« Trust team works from dedicated trust accounting system

o Discrepancies create operational chaos and compliance risk
Current Process:

« No systematic reconciliation
o Discrepancies discovered reactively when problems arise

o Manual comparison when issues escalate
Risk Points:
1. Timing Lags:

e Trust accountant posts receipt

« Billing coordinator doesn't see it for days

« Invoice generated without considering available trust funds

¢ Risk: Client billed when they've prepaid
2. Application Differences:

o Trust system shows funds applied to invoice

« Billing system doesn't reflect application

e Orvice versa

o Risk: Duplicate billing or incorrect balance reporting
3. System Integration Failures:

o |If systems are supposed to sync automatically

e Sync failures go unnoticed

o Data corruption

« Risk: Systematic discrepancies

4. Manual Entry Errors:

o Trust transactions entered in both systems
e Transcription errors
o Missed entries

« Risk: Balances diverge over time
Current Risk Level: HIGH
Why High:
« No systematic reconciliation process
e Errors discovered only when partner or client complains

o Two-system architecture is inherently risky

« Billing and trust teams operate somewhat independently
Potential Consequence of Failure:

¢ Incorrect client statements

« Billing errors

Client relationship damage

Regulatory concerns if trust funds misreported

Collections efforts directed at clients who've prepaid



Risk Concentration #4: Practice Management System (WIP/AR) to General
Ledger

Why High Risk:
o Financial statements depend on accurate WIP and AR
e Partner compensation tied to these numbers
« Bank covenants may be based on AR aging
o Audit opinion depends on reconciliation
Current Process:
o Monthly reconciliation by James (senior accountant)
e Manual export and Excel reconciliation
« Journal entries to force balance if needed
Risk Points:
1. Timing Differences:
« Invoices recorded in one system before the other
o Cut-off timing at month-end
¢ Cash receipts timing
« Risk: Monthly variance requires complex reconciliation
2. Write-Offs and Adjustments:
o Credit notes issued in practice management system
e Corresponding GL entry missed or delayed
« Risk: AR overstated in financial statements
3. WIP Valuation:
» Practice management: Detailed time and disbursement tracking
o General ledger: Aggregate WIP balance
¢ Adjustments for non-billable time
« Risk: WIP asset overstated if includes non-billable work
4. Revenue Recognition Timing:
e Practice management: Revenue when invoice issued
e General ledger: May have different recognition timing
¢ Accruals and deferrals
« Risk: Revenue misstated in financial reporting
5. Trust Liability Coordination:
e Trust accounting system: Client trust balances
o General ledger: Trust liability account
e Should match but often don't

¢ Risk: Balance sheet misstatement
Current Risk Level: MODERATE-HIGH
Why:

o James successfully reconciles monthly

e But process is manual and dependent on his knowledge



« Forced balancing journal entries obscure root causes

o Audit trail is partially in James's head

Potential Consequence of Failure:

Qualified audit opinion

Bank covenant violation

Financial statement restatements

e Partner compensation disputes

Loss of bank financing

Risk Concentration #5: Client Account Reconciliation

Why High Risk:
e Client's records should match firm's records

o Disputes damage relationships and create collection issues

o Client may be correct (firm's records wrong)
Current Process:

¢ Reactive: Client questions balance

« Billing coordinator reconstructs account history

¢ Resolution is time-consuming and sometimes contentious
Risk Points:
1. Invoice vs Payment Matching:

o Client pays multiple invoices as lump sum

o Firm misallocates payment

« Balances diverge

« Risk: Client believes they've paid invoice that firm shows as outstanding
2. Credit Notes and Adjustments:

e Partner authorizes write-down

o Credit note issued

e But not communicated to client

« Client still thinks they owe original amount

o Risk: Confusion and relationship friction
3. Trust Fund Applications:

e Firm applies trust funds to invoice

o Client's accounting system doesn't track trust separately

¢ Client thinks invoice is unpaid

« Risk: Client sends duplicate payment or disputes balance

4. Disputed Invoices:

o Client disputes charges

Continues to pay other invoices

Firm's system shows total balance including disputed amount

Client's system shows balance excluding disputed amount

Risk: Collection efforts misguided, relationship damage



5. Interest and Late Fees:
o Firm policy charges interest on overdue balances
o Client disputes interest (claims they paid on time)
e Or disputes late fees
o Risk: Further escalation of billing dispute
Current Risk Level: MODERATE
Why:
* Most clients eventually reconcile
« But significant time spent on disputes
« Some write-offs result from inability to prove firm's position

Potential Consequence of Failure:

¢ Collection delays or failures

Write-offs of valid receivables

Client relationship termination

o Reputation damage (client tells others)

Loss of future work

Risk Concentration #6: Partner Trust Account Reconciliation

Why High Risk:
« Some partners maintain separate trust accounts for their practice area
o Less oversight than firm central trust
o Partner personal regulatory liability
e Firm reputational risk
Current Process:
o Partner responsible for their own trust account
e Firm finance may or may not review
e Variable quality of recordkeeping
Risk Points:
1. Commingling:
o Partner funds mixed with client funds
o Prohibited by regulations
« Risk: Regulatory violation, potential criminal liability
2. Inadequate Records:
o Poor documentation of receipts and disbursements
e Can't prove proper handling
« Risk: Regulatory investigation findings
3. Delayed Reconciliations:
e Partner doesn't reconcile monthly

e Errors accumulate

o Risk: Material discrepancies not discovered timely

4. Unauthorized Use:



« Using one client's funds for another client

e Even temporarily

¢ Risk: Serious regulatory violation
Current Risk Level: HIGH (if partner trust accounts exist)
Why:

o Less oversight and control

« Variable partner diligence

o Firm may not even know status of partner trust accounts
Potential Consequence of Failure:

e Partner disciplinary action (suspension or disbarment)

o Firm reputational damage

¢ Client lawsuits

e Criminal prosecution in extreme cases

Risk Concentration #7: Disbursement Reconciliation

Why High Risk:
e Firm pays vendor invoices
e Must recover from clients
e Timing gaps create financial exposure
Current Process:
* AP pays vendor invoices
e Separately, disbursement recorded to client matter
« No systematic reconciliation between paid invoices and billed disbursements
Risk Points:
1. Paid But Not Allocated:
« Vendor invoice paid
« Never recorded to client matter
« Never recovered
« Risk: Direct financial loss to firm
2. Billed But Not Paid:
o Disbursement billed to client
« Vendor invoice never actually paid
o Collections issue if discovered
¢ Risk: Client refuses to pay for service firm didn't pay for
3. Duplicate Billing:
o Disbursement recorded multiple times
o Billed to client multiple times
« Risk: Client dispute, reputation damage

4. Incorrect Markup:

o Firm policy: Mark up disbursements 15%

« Not consistently applied



« Revenue leakage

o Risk: Lost margin on disbursements
5. Non-Recoverable Costs:

« Some costs should be absorbed by firm

o Incorrectly billed to client

¢ Risk: Client dispute, regulatory issue if improper
Current Risk Level: MODERATE-HIGH
Why:

¢ No systematic reconciliation

« Known revenue leakage (5-12% of disbursements never recovered)

o Potential for client overcharging (less common but higher risk)
Potential Consequence of Failure:

e Financial loss (R2.7M-R7.2M annually estimated)

Client disputes

Reputation damage if overcharging discovered

Regulatory issues if inappropriate charges

Risk Heat Map:
THr Regulatory Financial Reputational Current Control Overall Risk
Quality Level
Trust Bank Recon EXTREME MODERATE  EXTREME GOOD MODERATE
Trust Ledger to Bank EXTREME MODERATE  EXTREME MODERATE HIGH
Billing Trust to Accounting MODERATE  MODERATE  HIGH POOR HIGH
PMS to GL Low HIGH MODERATE MODERATE MI%E'ERATE'
Client Account Recon LOW MODERATE  HIGH POOR MODERATE
Partner Trust Accounts EXTREME MODERATE EXTREME UNKNOWN HIGH (if exist)
Disbursement Recon LOW HIGH MODERATE POOR M%DHERATE'

Common Risk Amplifiers:

1. Manual Processes:

e Human error inevitable
e Not scalable

« Key person dependency

2. Lack of Real-Time Monitoring:

e Errors discovered weeks later
e Harder to correct with time

e Compounds other problems

3. System Fragmentation:

o Multiple sources of truth



e Manual reconciliation required

« Integration points are failure points

4. Insufficient Documentation:

e Can't reconstruct decisions
e Audit trail incomplete

 Regulatory exposure

5. Reactive vs Preventive:

« Problems discovered when they escalate
¢ No early warning systems

o Crisis management mode

Prioritized Risk Mitigation:

Priority 1 (Immediate): Trust Accounting Risks

o Highest regulatory and professional consequence
e Must maintain or improve controls

e Cannot tolerate degradation
Actions:

e Document Sarah's trust reconciliation process immediately

Implement trust account audit trail improvements

o Cross-train backup for trust accounting

Establish real-time trust balance monitoring

Reconcile billing trust to accounting trust monthly

Priority 2 (Near-term): System Reconciliation Automation

¢ James's PMS-to-GL reconciliation process

« Reduce manual effort and key-person risk

« Improve financial reporting timeliness
Actions:

« Document James's reconciliation methodology

o |dentify automation opportunities

¢ Implement systematic variance tracking

e Cross-train finance staff

Priority 3 (Medium-term): Disbursement Process

o Material financial risk (R2.7M-R7.2M annually)
« Reputational risk if clients overcharged
e Process improvement needed

Actions:

« Implement AP-to-billing reconciliation
o Systematic review of paid invoices vs billed disbursements

o Client disbursement recovery tracking



Conclusion

This diagnostic reveals that the firm's finance and billing challenges are fundamentally governance and process
issues, not technology limitations. While systems function adequately, the gaps between systems, unclear ownership,
and inconsistent processes create significant revenue leakage, partner confidence erosion, and regulatory
exposure.

Key Findings Summary:
Revenue & Billing Integrity:

* 5-12% of billable disbursements never recovered (R2.7M-R7.2M annually)
* 60-70% of billing adjustments are preventable through better process controls
« 30-90 day delays in time entry and billing create aged WIP and realization risk
« Critical judgment points lack data support, leading to inconsistent decisions
Client Trust & Dispute Risk:
* 75% of client queries stem from data inconsistencies (time entries, rates, disbursements) rather than legal
disagreements
« Billing decisions are poorly traceable six months later, requiring 2-4 hours of forensic reconstruction
« Timing delays undermine billing credibility and client confidence

« Invoice construction cannot be clearly demonstrated when challenged
Partner Confidence:
« Partners spend 100-140 hours/year reconciling financial reports (10x higher than well-governed peers)
« Multiple versions of truth exist for key metrics (billing, WIP, profitability, trust balances)
« R9.0M-R12.4M annually in opportunity cost from partner reconciliation time
« Low trust in aggregated reports forces partners to maintain parallel tracking systems
Governance & Accountability:
« No clear ownership of billing accuracy at critical stages
« Key-person dependencies create operational risk (Sarah's trust reconciliation, James's PMS-to-GL process)
« Responsibility without authority and authority without accountability create process gaps

« Tacit knowledge not captured, creating vulnerability to staff turnover

Root Causes:

1. Definition Ambiguity: Terms like "billed," "collected," "WIP," "realization" lack firm-wide standard definitions
2. Timing Mismatches: Finance works on closed periods; partners think in real-time
3. System Fragmentation: Data lives in multiple systems with manual reconciliation
4. Process Opacity: Partners cannot see how financial numbers are calculated
5

. Insufficient Documentation: Billing decisions lack audit trails and rationale capture

Strategic Recommendations:
Immediate Priorities:

« Trust accounting controls must be strengthened and documented (highest regulatory risk)
« System reconciliation processes need documentation and cross-training

« Disbursement recovery requires systematic tracking and reconciliation
Governance Foundation:

« Define metrics once, firm-wide: Establish clear, consistent definitions for all financial terms



« Make calculations transparent: Partners should be able to verify how their numbers are derived
 Document decision rationale: Capture billing adjustments, write-downs, and client communications
o Clarify ownership: Assign clear accountability for each stage of the billing lifecycle

Process Improvements:
+ Reduce timing delays: Implement discipline around time entry, billing cycles, and trust allocation
« Improve data quality: Real-time validation, pre-billing quality checks, systematic error prevention

« Create audit trails: Every billing decision should be reconstructable within 30 minutes

Expected Outcomes:
Within 3-6 months of implementing prioritized recommendations:

¢ 80% reduction in partner reconciliation time (from 100-140 hours/year to 20-30 hours/year)

« R18M+ annual value recovered through reduced opportunity cost and improved disbursement recovery
* 50% reduction in client billing disputes through improved accuracy and transparency

« Strengthened regulatory compliance with documented trust accounting and reconciliation processes

« Improved partner confidence through single source of truth and transparent reporting

Critical Success Factor:
This is not a technology project—it is a governance and process discipline exercise. Success requires:

« Leadership commitment to consistent definitions and processes
¢ Cross-functional collaboration between finance, billing, and practice groups
« Systematic documentation of tacit knowledge and decision rationale

o Cultural shift from reactive problem-solving to preventive governance

The firm has the systems and expertise needed. What is required is clarity, consistency, and accountability in how
financial data flows from time capture through billing to partner reporting.

Next Steps:

1. Review and prioritize recommendations with firm leadership

. Establish governance working group (finance, billing, practice group representatives)
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3. Begin with Priority 1 (trust accounting) and Priority 2 (system reconciliation)
4. Implement quick wins (definition standardization, documentation protocols)
5

. Measure progress against baseline metrics (reconciliation time, dispute frequency, disbursement recovery)

This diagnostic provides the foundation for data-driven decision-making. The path forward is clear, actionable, and does
not require system replacement—only governance discipline and process improvement.



