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Prospering in an uncertain future

For many law firms there has rarely been a more challenging time than now, given the current economic outlook and the changes now impacting upon law firms.

Legal practice has never been immune from the need to change: 
· Clients who demand more and better value in a market place which becomes ever more crowded and competitive. It will be those firms which make client satisfaction their top priority which will successfully compete in the tougher legal environment of the future. 
· Technology which enables (and drives clients to demand) the most competitive firms to re-engineer their ways of working so they are able to  deliver to clients what they require in the most efficient and cost effective manner enabling them to become ever more competitive and pull away from their rivals.
· Regulation which is changing the face of many aspects of legal practice as many know it.

To this cocktail of ingredients for change has now been added a worsening economic climate which is having an impact on law firms which many have not experienced since the early 1990s and which will require leaders and managers of law firms to be on their mettle as never before. 

How can law firms weather this storm and emerge stronger and more competitive?  
In this Briefing Note we look at some specific aspects of a law firm where it should be possible to make a difference if appropriate action is taken NOW to:
· Face up to difficult issues
· Make strategic decisions based upon accurate analysis; and

· Successfully implement those decisions.

The areas which we discuss in some depth and which will need to be part of an integrated strategy, cover:
1. Developing clear, realistic and focussed strategies concerning the kind of law firm to build in the future; 
2. Understanding the importance of investment in people and the effective management of performance;
3. Finding an appropriate ‘governance’ balance between, on the one hand the interests of partner owners and on the other, the need to encourage confident leadership so that agreed plans can be successfully implemented; and 
4. Last but not least, as always, the need to run a tighter and leaner financial operation.

1. What kind of law firm do we realistically want to be? 
Those law firms which have in the past established clear, realistic and focussed strategies as a means to build greater competitiveness and have worked hard to implement their plans into practice, have more often than not seen their investments bear fruit. However, even they may now need to rethink their plans in the light of changed market conditions and put them on hold or reverse them. Strategic direction is a moving target which constantly needs to be kept under review. Yesterday’s strategy can easily become today’s disaster.
At least every year, and certainly at present, law firms should ask themselves a fundamental question:

“What kind of law firm do we realistically want to be?”

The word “realistic” is important because it is so easy to construct plans for the future which are little more than wish lists. If a firm feels it is at a crossroads (as many do at the moment) and not sure how best to go forward, then it should start with the basics, by taking a long and hard look at its changing market place and its clients (current and prospective). For example:
“What do our clients value?” 

“What do our clients think about us?”

“Do they know what we do?”

“Are we currently providing our clients with the value for money services they are increasingly demanding?”

“What services will they require from us in the future?”

It is usually only when a firm listens seriously to its clients to find out what they think of the firm, the way it looks after its clients and the services and the service delivery they require, will it really know what its clients and its market require and what it may need to do to competitively position itself against its rivals in the future.

Establishing this will be vital if a firm is to quickly adapt to changing market conditions, (as exist at the moment), and this can be achieved in a number of different ways. Talking to clients even on an informal or social level is always good to do because it can show clients that a law firm is interested in it and that it cares. Perhaps more importantly, every conversation is an opportunity to learn about a client’s needs and how a law firm can service those needs. 
On another level, some firms carry out client / referrer ‘perception surveys’, often using an external and objective resource to really get under the skin of what clients and those who refer work think about the firm, its people, what services they will require in the future and how and where they will require those services to be delivered. The findings from such surveys can often be a ‘wake-up call’, showing to a firm that it needs to take urgent action in certain areas to prevent serious problems developing. 
For example, the client feedback from such surveys often reveals that where clients use more than one firm, they perceive there to be a clear distinction between the kinds of work they would give to the firm, and what would go elsewhere. The reasons given by clients and referrers of work, such as accountants and banks, often include the following or similar: 
· specialist expertise or knowledge not available at the firm 

· larger deals go elsewhere where greater resources are available than are perceived to be available at the firm 

· in some cases, clients mention that work carried out by a smaller firm with less of a reputation is often checked by another, larger and better known firm, simply to give an overseas Board or a lender comfort that a big name was involved. 

· where outside stakeholders are involved, such as the stock market, overseas interests, lenders and the large accountants, the reputation of a  ‘big name’ is needed for reassurance and this is where the ‘IBM’ factor comes into force.
Despite such attitudes, many clients will stress that a firm’s reputation (or lack of) is not a problem for them. However, it becomes a potential issue when third parties become involved and will impact upon how a firm will need to be marketed in the future. 
Feedback from client surveys may also help to highlight a lack of resource which is holding back a firm’s progress. Whilst many firms will have a certain breadth of expertise across a number of work types and sectors, there are likely to be critical gaps in expertise which will need to be plugged if a firm is in the future to be able to provide clients with the services they require. 
Of even greater concern for firms should be the client - perceived lack of depth of expertise within a firm. Again, external client surveys often highlight this problem, with clients responding by saying things such as: 

“If [partner X] is not there then it is not worth speaking to anyone else” 

“Clients perceive the firm as lacking the depth of resources to compete with larger firms” 

“The issue is the quality of the other [people] resources [apart from partner X] which are not up to scratch .... they do not live up to expectations.” 

Growth, in order to remedy such issues can require a great deal of investment, both in terms of effort, organisation and finance. Whilst some organic growth will usually be possible, to achieve the required levels of critical mass needed to begin to service clients more effectively and profitably is likely to require a ‘quantum leap’. Organic growth by itself is unlikely to be able to provide that. 

And as firms attempt to grow to meet these challenges, their competitors will be doing likewise and some will be able to do so at an even faster rate. 

Moreover, the investment required to take many firms to the competitive levels of resource required are likely to be beyond the financial resources which many partners are willing or able to commit. Organic growth can devour large amounts of cash and depress the profits of a firm for a long period of time before the ‘investments’ begin to provide some pay-back, which can never be guaranteed, particularly with lateral hires that may or may not be able to bring their clients with them. There needs to be a balance between ‘jam tomorrow’ and sustainable profits going forward, but this balance is very difficult to achieve when there is a heavy investment programme in new people where the financial resources of the firm are small and are being stretched.
However if a firm takes the step of finding out what its clients (both current and prospective) think about it, then once issues are identified which should be a wake-up call, then it should commit to taking action on those issues, because to ignore them may result in the loss of existing clients or lead to ineffective and costly new client development.  
In particular this may lead to certain challenging questions needing to be asked:
“Why do we continue to do this unprofitable work / act for this unprofitable client?” (it is assumed a firm is able to measure and identify unprofitable work and clients)   
“How can we turn this unprofitable area of practice into a profitable one?”

“Why do we have multiple offices when our clients are telling us they would instruct us wherever we operate?”

“Should we invest in this new and potentially profitable area of work which our clients say they need?” and “Do we have the skills to develop and manage such work?”

“What should our partners be doing better / differently / more of / less of in order to meet the needs of our clients?”    
Whatever strategic decisions need to be made, they should be based upon thorough analysis and knowledge of the market and what clients want. However, whatever those who are leading the firm may believe, based upon such analysis, is the correct direction for the firm, will the rest of the partners want the same? We deal with this in sections 2 and 3 below.
2. The importance of investing in people and more effectively managing performance  

“What should our partners be doing better / differently / more of / less of in order to meet the needs of our clients?”    

This question raises a fundamental issue for a law firm if it is to be successful: to enable the consistent delivery to a firm’s clients of what they value and seek from a law firm will require skills and behaviours within the firm to be sufficiently aligned with such consistent delivery. A survey of clients’ and referrers’ attitudes and buying intentions will reveal where both a firm and its people (particularly its partners) may need to change. The firm and its partners will however first need to acknowledge the need to change and then be prepared to make such changes as are necessary.

Questions such as some of the following may then need to be asked:
“Are the values / culture / behaviours of our partners and staff consistent with the delivery of what our clients value?” 

“Do we have people in the firm with the requisite skills and abilities to enable us to achieve our objectives?

“Are all our partners clear as to their roles and what is required of them and prepared to embrace a new culture which will require a higher level of performance?”

“Have we identified and articulated the skills and behaviours which are to be valued, measured and rewarded?”
“Do we have leadership which has a vision for the firm?”   

If internal skills and behaviours are not sufficiently aligned with delivery of what it is ascertained clients value, then in order to succeed it will be necessary for a firm to turn its existing “value proposition” into skills and norms of behaviour which will in the future be capable of delivering what clients will need. This is likely to require the building of a culture of high performance.     

Working with partners on a firm-wide basis and in a structured manner to help them create personal development plans aligned to the higher performance levels required and covering such areas as:

· Personal drive and motivation

· Communication, influencing and relationships

· Commitment to learning

· Technical excellence and pioneering

· Client development

· Management and leadership

can be the start of a process to build on strengths and identify areas for development.

The main investment in partner development is likely to be the time people need to apply to improving themselves. However, many firms have seen a considerable return on their investments through, for example:
· Showing that the firm is investing in its people, so helping to attract and retain good people.

· Improving performance through enhanced skills in client development, financial management, leadership and entrepreneurship throughout the firm.
· Managing career expectations and avoiding unnecessary disillusionment.
· Retaining partners / potential partners who might otherwise have moved on, by    investing in a more effective partner development programme. 
Such a process will need to be transparent and seen to be fair so that people know where they stand and what will be expected of them. Moreover, the criteria which are applied to development and which will become a basis for objective assessment, need to be realistic. There should also be no single ‘mould’, so that recognising the varying motivations and forms of contribution that different partners can make are recognised. For example, key performance indicators should not be based solely on hours and fees.

If a firm is determined to build a high performance culture then it will also need to convince partners and others in a firm that it is genuine in its intentions and is doing it for the right reasons. Many partners are often cynical of ‘partner development’ initiatives, as was shown when one firm asked its partners on a confidential basis:
“What does the firm value?’       

Every partner in the firm, with just one exception, said that the only thing the firm valued was personal billing, despite everything the firm was constantly saying to the contrary, that it valued. And the only thing that was rewarded in that firm was ....personal billing!

If a firm reaches the conclusion that some partners may not be performing or behaving as the clients and the firm consider they should, or they do not have the necessary skills required, then other issues may need to be addressed, such as:
“Are we clear as to the nature of the problem?” (often issues in the workplace may be the consequence of problems elsewhere and if so, it is vital that those problems be identified as quickly as possible and resolved)
“How much more could the partner(s) achieve and what form of help / guidance / coaching / mentoring may be required to effectively enhance partner performance?”

What is the real cost of partner underperformance in terms of 

· Lost opportunities?

· Lost clients?

· The cascading effect of poor morale internally?

· High staff and partner ‘churn’?

· The amount of wasted management time? 

Given that a firm’s people are its most valuable resource, it is only sensible in an increasingly difficult market, for firms to now make that greater investment in their people with a view to developing higher performance consistent both with their values and with helping them to gain competitive advantage over their rivals.  

Developing, managing and retaining talented lawyers needs to become a top priority for law firms. Nowhere is it more important to get this right than at the crucial transition points from associate to partner, and from salaried to equity partner. 

Investing in an effective partner development programme can pay significant dividends through improved performance and by reducing the costs of wasteful partner turnover.

Potential new partners should not just be selected, but need to be supported and developed for their future roles. This process may need to begin several years before possible elevation to partnership.

An effective process is crucial to:

· groom potential new partners so they are ready to make an immediate business contribution 

· avoid unnecessary churn of potential partners who leave because of uncertainty of prospects or disillusionment

· avoid bringing in partners who are not ready, with all the problems that causes for everyone concerned

· introduce aspiring partners to the behaviour and attitudes required of them including, for example, working as team players and putting the firm’s interests ahead of their own personal agendas

· motivate professional staff at every level as they move towards the goal of partnership

· manage the career expectations of those who want partnership but are not ready

· motivate those who decide they do not want partnership or who are just not cut out for it.

Partner development programmes, as with other areas for improvement and development need to be tailored to the specific culture and needs of a firm and should be treated not as one-off events but as continuing processes to develop, retain and manage the performance of a firm’s best people.  
3.
Finding the right governance balance between on the one hand, ‘owner partners’ and on the other, encouraging confident leadership so that plans can be effectively and successfully implemented.   

Law firms are about people and implementing plans is about taking people with you on the journey, which can often  be a difficult task and one which requires the right balance to be struck between the natural inclination of many partners to ‘run their own ship’ and the increasing need for partners to be managed. This need for a balancing act is brought into even sharper focus when a firm is facing difficulties. I have avoided using the word ‘crisis’ but that is what it is currently for some firms. For others a crisis may develop if appropriate ‘executive action’ is not taken quickly. 
Contrary to their instincts, it is often not wise for managing partners to adopt a ‘command and control’ approach. A dictatorial authority is not the essence of building a successful law firm. Partners are more likely to be prepared to be led by someone who has earned their unwritten respect, support, confidence and loyalty. 
Instead they should perhaps lead the process of strategic change in such a way that the partners believe they have themselves found the answers to their problems and thus ‘own’ the solutions. This can certainly assist with the process of implementation of agreed strategies. To operate in this way a leader will need to be a ‘people person’, able to identify with partners and their needs and aspirations. ‘Know your partners’ should be the first rule of leading a partnership. Above all, partners need to believe in the person who is leading them. 

The issues impacting on law firms today and in the future will require leadership that can arrive at innovative solutions to ensure that firms become the competitive businesses they should be. However, operating as this type of leader can create fear and insecurity for many partners and so the need to ‘take partners with you’ becomes paramount.     

A good leader will continuously challenge everything about a firm to gain a realistic appreciation of what the firm is (or is not) and then apply an inspirational vision of what the firm could make of itself. This can be a difficult process as many have discovered and progress can be slow, particularly when some partners may have closed minds on a subject. Sometimes only when faced with a crisis will partners reluctantly accept change.

However, having created a clear vision for a firm and having obtained buy-in from partners (or most of them) to that vision, a firm will then need to implement its plans. This is where the ‘governance balance’ can become an issue because one of the most common reasons why law firms do not always progress as they should, is the failure too often to implement plans which have been agreed. In the current economic climate which is causing some firms severe difficulties and where for many others the bottom line will be hit hard and cash flow will be tight, firms cannot afford to avoid putting in place those plans which have been agreed as necessary to remedy matters and which will if implemented ensure both their short and longer term survival and prosperity.  

What steps can be taken to help make implementation easier and more effective?

Here are a few guidelines which may help in overcoming some of the hurdles often placed in the path of necessary change:

Ensure you have the necessary skills for the task in hand
Those who are tasked with implementing decisions and managing change should ask themselves whether they or others in the firm have the necessary skills to successfully carry out the tasks in hand. If not, then consideration may need to be given to whether it may be possible to develop these skills internally within an acceptable timescale. If that is not feasible then it may be necessary to bring in external resource to help ensure success.

Develop the idea of ‘partner accountability’
Often at partners’ meetings there will be partners who will say nothing and silently go along with decisions without any intention of complying. How can a firm improve its chances of obtaining ‘partner buy-in’ to effectively implement the plans which partners have, at least on the face of things, agreed to support?

When we talk about partner accountability we are referring to the idea that within a partnership each individual partner should accept the obligation of being ‘accountable’ to every other partner for his or her actions and behaviour.

In some partnerships it is clear that some partners just play lip-service to the idea of being accountable in this sense. This can create tensions within a partnership as a battle of wills develops between those managing on the one hand and individuals or a small group of partners on the other, who are not prepared to bow to the will of the majority and accept the changes required, even following decisions of the partnership to which they were party. How often have we heard a partner declare:
‘I am an owner of this firm and you are not going to tell me what to do!’

A firm should consider putting in place an ‘accountability statement’ to be signed by every partner, which some firms have adopted as part of moves to create a culture within a firm which is supportive of the principle of partners being managed, for the greater good of the firm as a whole.

An ‘accountability statement’ will focus on the obligation of every partner to put the firm first before a partner’s personal interests (health and family excepted) and will require partners to support in the fullest possible way:

· the implementation of all decisions made by the partnership

· those mandated with the onerous task of leading and managing the firm; and

·   other partners in the firm as they endeavour to fulfil their respective roles in the firm.

This can be a key factor towards successful implementation by a firm of its plans and should be a mantra by which they live. Lawyers in particular tend to respect documents and may think hard before signing a document which may well be produced to them at some time in the future if they do not adhere.

Know your partners
‘Know your partners’ has earlier been mentioned as the first rule of managing a partnership and this can be crucial in helping those leading a firm to implement the changes they wish to make. For example: 

· What makes the partners tick?

· What motivates them?
· What makes them insecure?

· How will they react to a specific proposal?

· How do you limit the fall-out from any particular action?

Strike while the iron is hot

As a driver of change, a leader of a law firm will often be faced with a crucial decision:

‘Do I push now to win this battle or do I wait for another day?’

because choosing the most appropriate time and / or issue can be one of the keys to success in implementing change. Once a decision has been reached then it can be important to immediately set about the task of turning the decision into action. This is not to say a firm should rush into things with undue haste, but beginning the job of planning how to implement an agreed strategy should start as soon as possible before others have had an opportunity to have second thoughts.

For example, before a partner retreat finishes, it is important to ensure that the process of turning decisions into reality is put in place. Responsibilities for particular actions and tasks should if possible there and then be assigned to individuals or groups of partners and acceptance of those responsibilities publicly accepted. If matters are left over until Monday morning, the chance may have gone.

Bank progress and move on

Managing change is rarely about making quantum leaps. Usually it is about working steadily every day, making incremental progress, according to a well thought-out plan. Sometimes it can be frustrating, taking two steps forward and one back, but whatever progress is achieved it should be ‘banked’.  A firm can then move on to the next issue and over a period of time it will be possible to look back at all the incremental changes made and say

‘Look how far we have come!’

Leading by example

Once decisions have been made, it is vital that those driving the process of change live according to the words they preach. For example, if a strategy relating to say compliance and risk management is agreed upon, then those in leadership roles must not only drive the process but importantly, be seen to be ‘living’ the strategy by themselves adopting the new procedures designed to manage risk rather that saying

‘that may be OK for the rest of you, but not for me!’

Using the ‘power of the team’

As with the formulation of strategy, when it comes to the ‘making it happen’ it can be important to harness ‘the power of the team’. Having a loyal and able team to handle the implementation of agreed changes and who are ‘champions’ to spread the word throughout the firm can mean the difference between success and failure.

Some firms have successfully adopted the ‘task force’ approach, putting together a hand-picked team from across a wide spectrum of the firm under a strong and purposeful leader, and which is given a mandate to ‘go do!’

Success breeds success and partners tend to like winners but often find it difficult to tolerate failure. However, because the process of implementing strategies should be a continuous one, there will be some failures from time to time; having a strong and loyal team which has built consensus within the firm, will often help to limit fall-out from failures when they do occur and enable the process to continue.

Just do it

Sometimes, in difficult situations just getting on with it and doing it without further reference to those persons who if asked, would only say ‘no’ can be an effective way of making progress. However, it needs a brave leader to do this but if there is enough support across a partnership for taking action (remember the 80 / 20 rule), this can be very effective, particularly when it would not be possible to gain agreement from everyone. The benefits of such action can often far outweigh the potential flak from a small minority but it does take a robust approach to managing change to follow this line. 

Putting your head above the parapet can be dangerous and is not advisable for every situation, but sometimes it is the only way to get things done.

Sanctions

What can be done if a partner refuses to comply with what has been agreed by the partnership?

Is there a need for sanctions if a firm is to successfully implement its agreed plans? There are firms that say sanctions are not necessary because they have partners who always comply. That has not been the experience of many managing partners and in those firms which say they do not need sanctions, more often than not the reality is that management backs-off facing up to partners on crucial issues, so nothing gets done.

Sanctions will need to differ to meet the particular type of problem encountered and each individual firm will need to consider, within the parameters of its culture and the needs of the firm, the type of sanction which should be applied. So a firm may need appropriate sanctions even for minor transgressions, because if partners know they can get away with small things, then they are more likely to believe they can get away with more serious refusals to ‘obey the rules’. And many firms will in any event have the ultimate sanction of being able to require the compulsory retirement of a partner. 

Sanctions, in one form or another, whether peer pressure or ‘the sack’ are usually a necessary part of a firm’s tool kit when endeavouring to implement change.

Being at the helm of a professional firm during a period of change such as at present can be a difficult task and it takes determined leadership to drive through changes if firms are to adapt to new market circumstances. Ultimately, it may be necessary to issue an ultimatum of the kind one firm has successfully used in its drive to succeed:
‘This train is about to leave the station, but you still have a chance to jump aboard’
The choice for partners was clear — get on board or be left behind. 

4. Take control of financial management 
Control Overheads  

When money is tight a natural reaction on the part of many is to batten down the hatches and to stop investing in the resources necessary to develop the business. Sometimes there may be no realistic alternative to doing this and possibly some firms now find themselves in this position. However, often this can be a mistake. A law firm should always be run along lean lines but this ought not to be at the expense of putting sensible effort and resource into effective marketing and the building of strong client relationships which will usually pay dividends in the long run.   

Having said that, overheads do need to be kept under control, but if overheads are already contained and cannot realistically be further reduced without harming the business, then higher profitability can only come from building more revenue.

How can firms ensure they are ‘running lean’?

Every individual item of overhead (and particularly the cost of people which is usually the single largest expense) needs to be looked at and questions need to be asked such as: 
“Is this overhead really necessary for the efficient and profitable operation of our firm or could we do without it / use it less?”

“We know we must have this overhead, but how can we reduce the cost of providing it?”  

Many firms will be surprised to discover from carrying out such an exercise just how much unnecessary ‘fat’ they are carrying. A regular testing of every item of overhead and the price being paid for it should be one of the most basic financial disciplines required to run a profitable firm – and it is not difficult to do.  

Analyse the financial position
If decisions need to be made regarding the future of a firm then they should only be based upon known facts and not on untested assumptions. Analysis of every aspect of the operation of a firm is needed before decisions are made and actions taken. For example:

Do we measure the financial performance of each part of our firm? If not, how should we go about it?

Do we know how much profit / loss each part of our firm is making?  

Will this part of our firm ever be capable of being profitable? If not, then why do we keep it?

How profitable / loss making are some of our clients?
Which parts of our firm generate good cash flow / soak up cash at an alarming rate? 

How much working capital do we really need in our firm? 

Such financial analysis is likely to reveal a picture of a firm which may surprise / concern partners. Having analysed a firm in this way, the crucial next step is to decide to do something about it and then implement solutions.

If a firm does not have the internal capability to analyse its financial performance in such a way and to then find solutions to the problems, then that firm will need to build such capability or look outside for external help. This brings us to the issue of resource.   

Resource the finance function appropriately and adequately 

It may not be palatable to some partners to see ever more so called ‘non fee - earning admin staff’ being taken on, but it can be a serious mistake to starve a finance function of essential and good quality people.

If financial performance is to be enhanced then a firm will need to analyse what it is going to require in terms of professional resource and to then set about putting that resource to work. For example:

What should our FD be doing?

Do we have the right FD?

Do we need to replace our credit controllers with revenue managers to drive the management of both work in progress and debtors in order to accelerate cash generation at an earlier stage?

Should we employ receivables managers to drive credit control?

Paying for a high quality FD and other well trained professional financial staff is likely to make far better economic sense than having a partner ‘play at’ being a finance partner, which is common in many firms. Instead, employ an FD who understands what is needed to be done to get the firm into good financial shape and who can command sufficient trust and respect of partners to enable him or her to get the job done.   

Produce financial reports which will enable you to better manage the business

The purpose of financial reports should be to provide clear information to those running the business to enable them to know what is happening and to indicate what actions need to be taken for maximising financial efficiency and the well being of the firm. Too many firms produce voluminous financial reports which not only achieve very little, but more often than not just get ‘binned’.

If firms can identify from their financial analysis of the business the key performance indicators that they will need if they are to best manage the finances of the firm, and then translate these into clear and understandable reports, preferably using graphs and ideally on just one page, then that is likely to be a huge step forward.

Firms should test the state of their existing financial information by asking questions such as:

Why do we produce this information?

Does it tell us what we need to know about our business?

Do we ever use this information?  If not, then why produce it?

What information do we not produce, the lack of which is preventing us from effectively driving financial performance?

Take control of cash management     

As always, cash is king.

Partners in many firms probably have too much capital tied up in their firms which would not be needed if cash management was being driven as it should be. They need to begin by asking:
What is our firm’s working capital requirement?

Firms should calculate their minimum working capital requirement, based on the minimum amount needed to finance ‘best practice levels’ of work in progress, debtors and unbilled disbursements, given the nature of their business and plans for future development, and that should be the target to achieve. This becomes of even greater importance when money is tight and clients are taking even longer to pay.  
Firms can test the effectiveness of their working capital management by asking questions such as:
Is our overdraft spiralling out of control?

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

Can we pay July’s tax bill?
Are we able to repay capital to partners when they retire?

What is our debt / equity ratio?

Is a cash call on partners likely to be required shortly? (NB - partner capital should never be used to support / mask financial underperformance.). 
Analysis of every part of a firm as earlier described will reveal where the cash blockages exist and where some hard decisions may need to be made.

Given that the purpose of cash management is to generate cash, then firms should take control of the process and implement cash generation plans built around realistic and achievable cash collection targets for groups / partners, which are arrived at based on levels of aged work in progress and aged debtors and are linked to distributions of profit to partners. This will begin to test the partners’ ‘hunger’.

Make higher profitability your strategic aim 

Turn the strategic planning process on its head and consider 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 bottom line driven approach to financial strategic planning will bring into clear focus the plans (or lack of plans) of each part of a firm and can provide a much needed financial benchmark for testing strategic initiatives.     

Drive up revenue

Achieving worthwhile gains in profitability is essentially driven by building the ‘top line’ (revenue) and usually to a greater extent than by just reducing overheads. Once overheads are covered, then all additional revenue generated should be extra profit.

How can a firm build the ‘top line’ to generate substantially more profit? 
One way of course is to win more business (and in particular more profitable business), whether from existing or new clients, using existing resources and within the parameters of existing overhead levels. A new, more dynamic approach to business development and client retention is likely to be required in many firms if this is to be achieved. However, this is likely to take time.

If on the other hand, good profitable work is already fast coming in, then firms should not immediately seek to take on more overhead by recruiting to cope with it. The likelihood is that somewhere within a firm there will be existing capacity to do the work and overheads should not be allowed to spiral ‘to meet demand’, instead of fully employing existing assets.

An effective way of improving profits in the shorter term is to ‘make the most of what you already have’, by looking at how you: 

· price work; 

· record time; and 

· recover work in progress.      

Price work for profit

It is often forgotten that pricing is a fundamental element and driver of profitability. Pricing needs to be controlled at the very outset of every matter and is as important as controlling discounting at the billing and collection stages. 
Work in some firms seems to be taken on at prices which can never make money (or worse, can only lose money). Some firms seem to have no effective controls over partners taking on work at prices which bear no relationship to the cost of doing the work, the need to make a healthy profit margin or to the market place. Work sometimes seems to be taken on just to stay busy without regard to the financial consequences. 
This is why the recording of billable time (see below) as a management tool to indicate the cost of doing work, is so important. Unless a firm knows how much a job will cost to be done, how can it safely quote a price for that job?

A firm will also need to analyse its market to discover market rates (both headline and recovered) for particular types of work in order to know whether it is charging the best price the market is prepared to pay, or whether it is under- pricing and in effect ‘giving away’ its work.   

The methodology adopted to arrive at revenue budgets, often employing ‘tariff rates’ can add to the artificiality of the exercise and gives partners the idea that they can freely discount ‘because it is only a tariff rate and not real’. If jobs are lost which if taken on would have lost money, then so be it. 

Firms also need to lay down pricing parameters within which partners are permitted some freedom to operate; outside of those parameters they should obtain approval of management which is likely to be able to take a broader and strategic view of pricing. In the case of high value matters, the approval of a managing partner or a group of senior partners should be sought, not only for pricing purposes but even more importantly, to manage the greater risks involved in such work.  
Capture more billable time

Billable hours X charge out rates = production.

Production is the most basic piece of financial data required to drive profitability. For example:

‘How can we see on a weekly / monthly basis whether we are ‘on budget’ as far as production is concerned? 

How can we have a realistic budget based on a certain number of billable hours being recorded per annum by each fee earner when large parts of the firm do not see the need to time record? 

How can we tell whether our people are sufficiently busy or are overworked? 

How can we effectively plan billing and cash flow if we do not have honest and accurate aged work in progress figures? 

Whilst billable time should be regarded as only one component in arriving at what is the ‘right price’ for a job, it is however an important component because without recorded time and accompanying descriptions of work carried out, firms may have very little evidence of what work has been done on a matter if asked by a client to justify a bill. 

Many lawyers also try to say that time recording is not relevant to their particular work. Recording billable hours is a management tool and as such is relevant to every part of a firm, but this message is lost on many firms.

Here are a few suggestions which may help:

· Put in place daily billable hours targets for all fee earners based upon their budgeted hours which are then closely monitored on a weekly basis and to be followed by discussions with every fee earner who falls short of target.

· Consider whether non chargeable codes are necessary other than for those who have genuine non chargeable tasks to carry out. Non chargeable codes can be a dustbin – if removed or reduced, people will have nowhere to hide!

· Have an automatic email appear every morning as fee earners log on asking them if they have fully recorded their time from the previous day.

· Consider paying bonuses to fee earners who exceed their billable hours targets by a given amount

Improving the recovery rate   

The action which can have the greatest impact on profitability and which requires the least work and effort is to improve the rate at which you recover recorded work in progress when a matter is billed. Of course, a firm will not be able to accurately or meaningfully calculate its recovery rate unless there has first been full capture of billable time.

To see the potential impact this can have on profitability, a firm should identify what a 5% / 10% improvement on its recovery rate would mean for its bottom line.  

As a means to begin improving the recovery rate, firms should put in place an effective write off policy. For example, some firms operate a policy that says that no writing off work in progress outside of certain parameters can be made without the managing partner’s (or equivalent’s) written approval. 

Trying to deal with any of the above on a piecemeal basis is unlikely to be as effective as putting in place a prioritised plan to get to grips with the issues which impact most on financial performance and which are going to make the greatest difference.

In particular, financial performance needs to be seen as just the ‘tip of the iceberg’ in that it is a good reflection of everything that is going on in the firm ‘below the waterline’. The exercise of putting in place good financial disciplines can identify and highlight where the real problems exist. Deal with those underlying issues, and enhanced financial performance is likely to follow. 

The processes described above relating to:
1. Developing clear, realistic and focussed strategies concerning the kind of law firm to build in the future. 
2. Understanding the importance of investment in people and the effective management of performance
3. Finding an appropriate ‘governance balance’ between on the one hand the interests of partners / owners and on the other the need to encourage confident leadership, in order to successfully implement changes; and
4. Driving financial disciplines
Will in practice need to go hand in hand as part of an integrated if a firm is to successfully adapt to changing market conditions and to meet the challenges of the future. 
This will above all require high quality leadership on the part of those responsible now and over the coming years for the well being of their law firms. 
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