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Briefing Note – April 2010
A financial – based approach to achieving strategic goals, designed to

· build higher performance by enhancing the way partners manage their 
      client relationships, their people and themselves; and
· as an integral part of the process, build stronger financial results which will be necessary if a firm is to be successfully developed. 

It is so obvious that it should not be need to be said but it is something often ignored – that how a law firm performs financially is usually a direct consequence of how well (or otherwise) partners are managing their client relationships, their people and themselves and, whether they are themselves prepared to be managed.

Financial results, if analysed with these issues in mind can provide a very clear performance indicator, covering a wide range of skills and patterns of behaviour within a firm. All, to some degree will directly impact on a firm’s financial performance. This approach is far wider than just having regard to a partner’s so-called ‘financial performance’, which in many firms is often limited to only looking at personal billings.     
A particular difficulty in some firms is that any attempt to review partner performance across a range of criteria will be regarded as a ‘threat’ by some and will be blocked. 

An alternative approach which I set out here on the other hand takes a very different route and, for those ‘concerned’ partners this approach can be shown to be a positive and constructive exercise for the good of the firm as a whole.

Firms are currently struggling with issues of cash flow and reduced profitability.

To deal effectively and successfully with these issues requires focused plans to be implemented.

At the same time firms are continuing to spend large amounts of money and time on ineffective training and developing their people, often for the sake of training, with no defined and measurable performance outcomes. Moreover there is often no coordination to such training between those responsible for Finance, HR, Business Development and IT so there are no ‘joined up’ learning and development initiatives.

For example, business development training and initiatives, management training (particularly in relation to so-called ‘soft skills) and financial education and training will be commenced without any overall co-ordination and without regard to alignment with strategic objectives. At the same time, financial measures may be undertaken without analysing the underlying causes of poor financial performance and without regard to redressing a lack of skills in any of the areas mentioned above or to issues of attitude or behaviour.    
The result is often that not only are desired performance levels not enhanced for the overall benefit of the firm, but the uncoordinated nature of the initiatives does not permit anyone to have an overall view of performance in relation to every aspect of the firm. As a result the ability to build higher performance in a way which helps to drive a firm’s strategic goals is severely diminished.      
Compare the alternative approach dealt with in this Briefing Note and which is illustrated in this flow chart.
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Adopting such an approach will enable a coordinated initiative to be taken to build higher performance across a range of skills, by identifying what partners should be doing 

· more of 

· less of; or

· differently

to achieve agreed outcomes.    
This can be achieved by putting in place specific financial initiatives, which to be successful, will require everyone to meet certain agreed levels of performance across a range of performance skills and norms of behaviour. Focusing on very specific objectives leading to measurable outcomes, will mean that failure to perform will soon become apparent to everyone.   

Putting in place plans which are formally agreed to
1. improve cash management; and
2. build greater profitability, 

can illustrate how this approach may be used to advantage. I emphasise obtaining formal agreement within a partnership to such initiatives because peer pressure can then help to drive implementation and if necessary, sanctions if all else fails. 
1. Taking control of cash management     

As always, cash is king.

Partners in many firms probably have far too much capital tied up in their firms and which would not be needed if cash management was being driven as it should be. Firms can test the effectiveness of their working capital management by asking questions such as:

Is a cash call on partners likely to be required shortly? 

Is our overdraft spiralling out of control?

Can we pay next month’s drawings?

Are we able to make distributions to partners from last year’s profits?

Can we pay next July’s tax bill?

Are we able to repay capital to partners when they retire?

Analysis will reveal not only where the cash blockages exist but more importantly, the underlying reasons for those cash ‘log jams’. The causes of poor cash generation will invariably be because partners are not managing their relationships with clients as they should be. A programme to improve cash generation linked to cash collection targets and the more effective management of client relationships can be put in place, covering for example some of the following:

· financial education throughout the firm to explain why cash flow is so important, so that everyone will understand why they are being asked to take certain steps to improve cash flow.  

· training / coaching on an individual basis or firm-wide in relation to taking instructions, to include how to openly and without embarrassment discuss with clients the subject of ‘money’ and what needs to be dealt with in terms of for example, money on account, credit limits, frequency of billing, payment of bills etc. The compliance aspects of this can also be covered at the same time so there can be a double benefit by doing this.  
· putting in place realistic and achievable cash collection targets for groups / partners (given that the purpose of cash management is to generate cash), which are linked to payments to partners. Those partners who are good at managing their client relationships are the ones most likely to consistently achieve their cash collection targets. At the same time training should be provided for those who may need help with managing their client relationships (the need for which is likely to be revealed by the cash collection requirement), the beneficial impact of which training will extend far beyond just cash management.  
· publishing within the partnership on a weekly basis ‘lock – up tables’ showing how much lock – up each partner / group is carrying and the effect on cash flow. Peer pressure can work wonders when this is done!  
2. Building profitability 

Again, analysis of profitability with issues of performance and behaviour in mind will indicate where the problems lie and the underlying causes. Having carried out that analysis and identified the areas which will need to be improved, consider making higher profitability your strategic aim and adopting the following as an objective:
‘Next year we are going to achieve PEP of £[       ]’; and
‘Every decision we make will be considered and judged in the light of how and whether it assists / detracts from achieving this objective”

This will bring into clear focus the plans (or lack of plans) of each part of the firm and can provide a much needed financial benchmark for testing strategic initiatives. 
If linked with a clear and agreed profit improvement plan concentrating on building the ‘top line’ (revenue), a clear focus for future performance and behaviour will be created and by reference to which performance can be managed and appraised. 

An example of a profit improvement plan combined with a learning and development programme might include financial education and training throughout the firm so all fee earners (including partners) understand how profit is made. This could focus in particular on the importance of pricing, recording of billable hours and the recovery (or realisation) rate as follows: 

· an initiative built around ‘pricing for profit’ to ensure that the firm is clear as to 

                 ability within the firm to accurately price different types of work

                 the cost of doing work 

                 the profit / loss which will be made at different pricing  

                 levels    

                 ability within the firm to manage work to a given price  

                 who within the firm controls pricing decisions

· a programme of training and coaching in relation to taking instructions and meeting clients’ expectations designed to ensure that not only are all compliance obligations dealt with but that partners feel able and confident to discuss openly issues of pricing with clients at the outset and throughout the life of the matter. 
· an internal system to monitor on a weekly basis the recording by partners and other fee earners of billable hours as against agreed targets and, combined with training on how to take remedial action if necessary.
· internal control mechanisms to manage the recovery (realisation) rate and to prevent unjustified writing off of billable time. 
· a new, more effective approach to business development and to winning more profitable business, in particular from existing clients, and supported by a programme designed to develop the skills required to achieve this. A coordinated ‘cross selling’ initiative and a client retention programme may also be required if this is to be successful. 
Finally, get your partners into shape     

If progress is to be made in building higher performance, firms need to adopt a more positive and open-minded approach, learning from how other, perhaps more successful firms are doing things, rather than continuing to operate as they always have, or accepting that there is always a reason why something cannot be done (“Yes, but…..”). 
The approach outlined above will bring to the surface many of the underlying hurdles to change that may be preventing firms from making real progress. In particular, firms should ask the question: 

“Are all our partners prepared to be managed?”

Trying to deal with any of the above on a piecemeal basis is unlikely to be as effective as putting in place a focused, coordinated and prioritised plan to deal with the underlying reasons for poor financial results and why firms are being prevented from achieving their goals.
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