iInancial performance:

Are your partners measuring up?

Performance measuramenl is often considered an HR discipling, but the financials are the key to most clearly
establishing whether a partner or practice group is really up to scratch.

BY PETER SCOTT, PETER SCCTT CONSULTING

year ago FD Legal published

an artcle by me in which

I wrote: “Managing the

financial well-being of a law
firm is not so much about Ogures bur all
to do with managing the people in the
business (particularly parmers) 1o ensure
they maximisce their potenaal and the
firm gets the best oot of them”

Currently in law firms there is

(Aghdy) increasing focus on enhancing
rﬂ'rfurnulm:r and, in partcular, partoer
performance. Ar the same time, firms
are developing reward systems, which
directly, and in a mansparent fashion,
link performance o compensation,
How to firdy march reward o
contribution is, and will increasingly
become, one of the major issues
with which management of law
firms must face up to and tind

solutions for,

The perennial problem, though, is
how o objectovely measure performance
so the ideal of fairly marching reward
contribution can be achieved.

The essence of the meaning of
performance is ‘achicvement’, and so
performance levels by partners need
to be measured against agreed and ser
standards and crwena. But who sets the
eriteria and standards? Ulamarely, i is
clients, because if romorrow’s law firms
are to be compettve, then they must
provide clienrs with what they need ar
a price that clicnes perceive as value for
maoney: and they must do this better in
every way than their comperitors,

Many firms have now realised thar they
will nor be able to become competitive
in this way unless and unil their parmers
arc performing ar higher levels - and the
bar is being raised ever higher, There is

also the recognition thar, if performance-

lrased reward systems are o achieve
the competitve edge so desired by law
firms, they also need o be aligned closcly
with a firm’s strtegic objectives, At the
same time, human namre and ideas of
relative worth between parmers end m
dictare that those who perform 1o higher
standards should recerve higher rewards.
For these reasons ]'K'Tfl wmanee-based
reward mechanisms are now increasingly
occupying the middle ground berween
o exeremes, which | describe in more

derail below

Eat what you kill

This is where the only things that marter
are personal billings from parmners”
‘owned” clicnes and where what you
bring in you keep. This leads to silo
culmires where the individual interests at
partners take precedence over the firm's

interests. On the face of i, personal fee
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objectively measurable.

Partners’ financial performance and profitability represents
the tip of the iceberg - it is often the only thing visible
and, more often than not, it is the only thing that is

income is easy to measure, although it is
open 1o all kinds of abuse.

Why are such firms not measuring
profitability (which is whar matters)
rather than rop-line revenue?

These frms are not integrated
businesses —they are often no more
than collections of individuals sharing
common overheads, much like denral
practices, The ability of such firms to
align the performance of parters with
achicving stratcgic poals (such firms are
often unlikely o have any) is difficulr if
not impossible,

Such models are changing because
many (younger) parters are beginning
tor realise that if their firms are 1o be
competidve, then they will need o rethink
what their firms need to do w change
behaviour to enhance performance, if
they are to achieve their goals. Recendy
as part of a straregic exercise for a 50-
partner firm, 1 confidendally asked each
parener the queston: “What docs your
firm value most?*

All, excepr one parmer, said in a
complaining manner that the only thing
that mattered in their firm was personal
billing; the one parmer who did not say
that, was the one who had driven that
culture over the years,

Bringing thart issue out in the open
forum of a partner’s retreat was a
catalyst for change. Moves are now
under way rowards purting in place a
reward system designed o measure the
true profit of cach part of the firm
and which will also assist thar firm in
achicving its goals.

The classic lockstep

This is where a partmer moves up

(but only up} a lockstep, based upon
seniority, and ardves at and remains on

a platean based on equality — often unril
retirement. This can, and does work well
for somme firms, partcularly i there is
sufficient profit to go around so that the
firm is not vulnerable o the poaching
of its best parmers. These Arms will
also often have strong collegiate cultures,
In performance terms, however,

to successfully combine cqualicy

when sharing profits with becoming
increasingly more comperitive will very
much depend upon whether everyone is
‘pulling their weight”,

Unformmartely, it is all too often
not cxplained o parmers what ‘pulling
their weight” means so when they
are sacked or de-equitised, they can
often validly complain that “nobody
told me 1 had to do that™, A lockstep
of this kind can also suffer from an
inability to accommaodate intermediate
{lesser) degrees of performance, as
well as not rewarding the “stars”. The
only optons are often to ‘counsel our’
the underperforming parter or (if
appropriate) de-equitise. There is lirtle
or no room for fairly marching reward
to contribution if not all partners are
pulling their weigh.

Many firms have now moved on,
and it is probably correct to say that
there are now as many types of reward
systems as they are law firms. Firms are,
in particular, developing ideas that focus
on having a broad ser of performance
crteria, achievement of which will
help them to meet their competitive
goals. They will now judge parmer
performance against achicvement of

those criteria and will reward accordingly.

Whichever criteria are chosen, however,
and however standards are set, the so
called * soft skills” required for managing
clients and people in the business will

often mean it is difficult to measure
success, For many, therefore, the key
1o objectively measuring performance
remains the Holy Grail.

Lior many years, as a managing
partner and now as a consultant advising
professional frms, I have obscrved
that if partoers’ financial performance
is shown to be good, then it rends to
follow thar standards of performance,
in relation to the norms of behaviour
on which law firms are now focusing,
also end o be high. Sitang down
with a partner and cxamining in detail
his or her manter print-our can often
reveal more abour that parmer’s ability
to perform across a broad range of
performance criteria — including their
relatonships with clients, and other
partners and staff as well — than any
formal appraisal can ever do.

Partners” financial performance and
profitability represents the dp of the
iceberg — it is often the only thing visible
and, more often than not, it is the only
thing that is objectively measurable,

By measuring the profirability of
cach partner and group within a firm
{accountants have well-tried and rested
methods 1o define profitability for this
purposc), it should be possible to arnve
ar clear conclusions as to whether the
required norms of parter behaviour
are being complied with and performed
to the high standards required. 1 would
suggest it is possible in this way o
accurately and objectvely measure whart
really martters to a firm, in terms of
partner performance across a broad
range of desirable behaviour norms.
This can help drive competitiveness and
financial success. If parmers are doing
what they should be doing, the financial
results will usually speak for themselves,

In this way, parmers’ individual
billings may become the least important
and measured factor. Indeed, fee income
as such can often be a misleading
measure of a partner’s conoibuton,
What may appear at first sight to be a
highly profirable pariner or group, may

FD Legal Oct/Mov 2007



in fact be a far less profitable or indecd
a loss-making partner or group.

Why? Because many of the
basic performance tasks thar deve
competitiveness and which should
be performed by parmers, are not
being delivered. Parmers should be
busincsspeople, which should involve, as
a minimum, being a business developer
and a manager of the frm’ clients and its
people in the business, It is not sufficient
these days just to be a good lawyer.

In parocular, being in a parmership
involves being a team player, because,
intter aifa, building reams builds Teverage’
(the ratio of cquity parmers o other
fee carners). And leverage, if managed
well, tends o produce grearer profir.
Bur increasing leverage requires greater
delegation and supervision by parmers,
Partners need o

B Nurmre client relatonships, for the
good of the whole firm;

B Build their teams;

B Delegate appropriate work to those
people with the right levels of skills
and expertse, and who have an
appropriate cost base;

B Supervise their people;

B Free themselves of inappropriate
work in order w develop more work
to feed and grow the ream;

B Provide leadership to their reams;
Develop more profitable arcas
of work:

B Manage the expectatons of their
people by providing mentoring
when needed and feed back (good
and bad):

B Say ‘thank you' for work well done,

If they do not do this, not only will
their practices fail to grow profitability,
bur worse, the real cost of parmers
not performing in these ways will

lead to poor morale, with consequent
high-staft and partner murnover
involving high recruitment costs and
training, It will also lead 1o a reducton
in productivity and efficiency,

Each partner's and practice group's positive/negative
contribution to reducing the firm's working-capital
requirement can be accurately and objectively measured
against the standards agreed and required of partners.

which will reduce comperitiveness
and profitability.

The same degree of objective
measurement can be achieved by analysing
the cash-management performance of
each partner and group in the firm, Taking
on new work, managing thar work and
gerting paid for thar work require high
degrees of client/people-management
skills and, T would suggest, a basic financial
commonsense, But docs every parmer
have this basic financial know-how?

A weekly Tock-up” mable (lock—up
being work in progress, unbilled
disbursements and unpaid bills) published
internally with a view to building peer
pressure on the worst performers, will
clearly show up those partners who

B Without thought for the rest
of the firm take on risky cash
— haemorrhaging work withour first
credit checking clients, raking money
on account and agreeing billing
arrangements with clienrs;

B Allow work in progress 1o risc 1o
dangerous levels in terms of age
and quantum;

B Have an inability or unwillingness o
chase clients for unpaid bills,

Each parmer’s and practce group’s
positive,/ negative contribution to reducing
the firm’s working-capiral requirement

can be accurarely and objectvely
measured against the standards agreed
and required of parmers. In this way,
their performance against agreed and

set norms of behaviour can also be
measured. If in your firme

B You are suffering cash-flow and
profitability problems, which are

caused by partners not doing what
they should be doing; and/or;

B You are considering how best to
structure a reward system 1o help
advance your firm’s goals (and in
particular to help you to recruit and
retain the best people)...

Then | would suggest an initdatve along
the following lines. Examine and measure:

B The profitability of each partner/
group in the firm;

B The cash generadon by cach
parmer/group in the firm,

The results may surprise you, Not
only are you likely to establish which
partners and/or groups are profitable or
unprofitable (which may impact not only
on how you decide to reward bur also
on investment decisions you make},
but this analysis will have the added
advantage that measurement that is
seen o be objective is likely o lead 1o
greatcr transparency, and build rost
and confidence, which are all vical
if a parmer reward system is 1o
be successful.

Above all, this process will begin
o show you which parmers are really
performing in the ways that matter to
you, This will be necessary if you are w
win the “war on malent” and successfully
compete in the challenging legal
landscape of the future. ®
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