There’s a secret affecting you firm’s accounts receivable collection efforts

In the dynamic landscape of financial markets, interest rates play a crucial role in shaping
economic conditions. Law firms, like any other business entities, are not immune to the effects
of interest rate fluctuations. One area where the impact is particularly felt is in accounts
receivable management. In this article, we will explore the reasons why higher interest rates
may be affecting accounts receivable payments to law firms and discuss strategies to navigate
these challenges.
Understanding the Link between Interest Rates and Accounts Receivable
Interest rates affect the cost of borrowing money, and they influence the overall cost of doing
business. When interest rates rise, the cost of borrowing increases, leading to a cascading effect
on businesses and their clients. Here's how higher interest rates may impact law firm accounts
receivable:

1. Delayed Client Payments:

e For those that recall the financial crisis of 2007-08, this was the first time that slow
paying outstanding debts became common place. This slow paying technique was used
by both consumers and businesses. The benefit of slow paying for the payer, is funds
can be retained for other reasons, maybe you don’t need to borrow funds to satisfy
debts because of intentionally designed slow payments.

o High interest rates also provide an opportunity to make money, keeping funds invested
in interest baring accounts can be a financial windfall for businesses and can also
encourage slow paying.

o Higher interest rates can strain the financial resources of clients, making it more
challenging for them to settle outstanding invoices promptly.

¢ Clients may prioritize other financial obligations with lower interest rates, leading to
delayed payments to law firms.

2. Increased Borrowing Costs:

e Law firms often rely on credit lines or loans to manage cash flow and operational
expenses. Higher interest rates mean higher borrowing costs, reducing the firm's
profitability.

e To offset increased borrowing costs, law firms may face pressure to increase their
billing rates, which can, in turn, create resistance from clients to pay promptly.
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Strategies to Navigate Accounts Receivable Challenges
To navigate the challenges posed by higher interest rates on accounts receivable, law firms can
implement the following strategies:

1. Transparent Communication:

¢ Foster open communication with clients about the impact of interest rate
changes on billing rates. Providing transparency can build trust and understanding,
encouraging clients to prioritize payments.

2. Flexible Payment Terms:

e Offer flexible payment terms to clients facing financial challenges due to higher
interest rates. This may include extended payment deadlines or the option to set up
installment plans.

3. Diversification of Revenue Streams:

e Explore opportunities to diversify revenue streams by offering additional legal
services or exploring new practice areas. This can help mitigate the impact of
economic slowdowns and fluctuations in specific industries.

4. Effective Cash Flow Management:

e Implement robust cash flow management practices to ensure the firm has
sufficient liquidity to cover operational expenses. This may involve negotiating
favorable terms with vendors and optimizing billing and collection processes.

5. Proactive Invoice Management:

e Proactively manage accounts receivable by closely monitoring outstanding
invoices and following up with clients on payment status. Implementing efficient
billing and collection processes can minimize delays.

Conclusion

In conclusion, the relationship between higher interest rates and law firm accounts receivable is a
complex one. While rising interest rates can pose challenges, strategic planning, effective
communication, and proactive management can help law firms navigate these obstacles and
maintain financial resilience. By understanding the dynamics at play and implementing sound
financial practices, law firms can position themselves to weather economic uncertainties and
continue providing excellent legal services to their clients.

For more information, please click to contact your Select*Associates sales team, or visit our web
site at https://www.selectsa.com for more information about star*collect and star*targetCash.
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