No room for dead wood
With the economic downturn showing no signs of lifting, Peter Scott says that some tough decisions will need to be made about partners who do not pull their weight 
Performance levels of some partners highlight the tension between the need to run a law firm as a business and the more traditional approach to partnership. 

Addressing partner under-performance has often been avoided by many firms because it is the most sensitive issue for a firm. Although partners own the business, law firms are businesses and must be managed as such. 

And still these attitudes persist. A recent survey by Legal Week, indicated that only 5% of firms would consider looking at under-performing partners to counter the effects of a downturn in work. Surely drastic circumstances demand drastic measures?

I pose the question “how much is partner under-performance costing?”, because one of the most disappointing things in the profession is the inability of many firms to make the most of themselves.

They have excellent clients and are good at the work they do, but they are not maximising profit because of how they operate. They operate like this because their partners cannot or will not adapt to more effective ways of working and managing their practices. 

But they must change if they wish to survive and prosper. Partner performance has not been brought into sharp focus as many firms have enjoyed record profits and there has been enough money to go around for everyone. So why rock the boat? However, firms are now seeing a downturn in the levels of business. They must now get to grips with the performance of everyone in their firms, including partners.

Performance levels will have to improve if firms wish to maintain levels of profitability or, indeed, if some firms are to survive. The banks are not going to be caught out again by law firm customers, as in the last recession and are already looking hard at their customers for the tell-tale signs of impending problems. 

Performance will have to start from the top –– with management. Life has been relatively easy for managements during the past few years. It has been difficult for many firms not to make plenty of money. An economic downturn will put law firm managers on their mettle and bring their effectiveness into sharp focus. 

Scrutinising a partner’s performance must also include examining the performance of those managing the business. The key questions are:
1) Are the managers you have really of the quality needed to run your firm?

2) Are they facing up to the issues and can they deal with them effectively?

3) Is the structure of the firm and the style of your management appropriate in a situation where your profits and your survival may be at stake?

4) Does your strategy and governance support high performance?

5) Are the managers being given a chance to manage or are they being held back by partners who are not prepared to change?

6) Above all, does your firm have the required leadership to see it through these difficult times?
And is it prepared to put its head above the parapet and risk its own position within the firm for the sake of doing the right thing for the firm, which may not accord with the attitudes of some of the partners? 

7) Does your management have a plan or is it even thinking about how to deal with the implications that a worsening economic climate may have?

8) How should the performance by your managers be measured and rewarded?

Ensuring that everyone in a firm is performing to agreed levels is perhaps the greatest challenge law firms have because partner performance (or under-performance) affects every aspect of the firm.

This begs a number of questions:
a) What do we mean by performance and contribution?

b)Who should set the standards?

c) Should they be individual or team standards?

d) How can you measure and reward partner contribution fairly?

e) Have you tried to measure the impact of partner under-performance on your partnership?

You may think you can identify under-performers and star performers. If you can recognise those partners who are not pulling their weight then you have already applied certain criteria by which to judge them. How have you come to the view that a partner is falling short of the level of performance that you demand? And what are you going to do about it?

Many law firms fail to establish what a partner should do. Lawyers become partners and it is assumed that they know what is expected. How many firms provide training to young partners as to their future roles?

Central to enhancing performance is the need to ensure that every partner knows what is to be expected of them. In most partnerships there is no culture of performance that sets standards by which all partners can be judged, other than those standards set by the worst performers. 

How can you build a higher performance culture involving partner buy-in? Management should help everyone in the firm to achieve their maximum potential, so how can management support a higher performance culture? 

Here we are talking about the contributing as a partner to required standards in the broadest possible sense. Being technically good at the job should always be a given. 

Many firms put a great deal of emphasis on top-line billing and it is often the highest billers who throw their weight around in partnerships. But how many firms attempt to measure the true contribution to profit, to the bottom-line, that those partners are making? 

Some firms might be surprised by the results.
All partners need to be managers. In particular, they must financially manage their work and their clients. It is their responsibility to keep their lock-up (work in progress + debtors) as low as possible and cash management will be all-important in more difficult times. 

Cash is king, and firms fail because of lack of cash. Do you know what the lock-up is of each of your partners? How much would a reduction of, say, one month on your lock-up mean to your cash position? Believe me, banks are beginning to look very hard at the overdrafts of their law firm clients. 

One way firms can begin to instill these higher performance norms and to sort out those partners who are just cruising is to ask the following question — ‘how much do you really want to earn?’

The answers to that question will serve as a touchstone of the hunger factor among your partners — the greater it is, the easier it will be for the firm to become a bottom-line driven firm. 

Partner appraisals should not be formalities or ‘star chambers’. To enhance performance, an appraisal has to be a day-to-day process.

If firms really wish to build a culture of higher performance, every partner should be asked to demonstrate why they should continue to be a partner in the firm. 

How would you measure up if asked that question? How can you measure and reward partner contribution fairly, because not everyone contributes at the same level? Firms need to come up with partner reward systems that are flexible enough to enable them to match rewards to contribution, because people of many different levels of contribution are needed in a professional firm. 

Many firms have for too long accepted poor performance but rewarded it as if it reflected excellence, this is not only bad for the business, but also unfair to those partners who are contributing much more to the firm. 

If the level of performance by a partner falls short of requirements, the only course is to seek that partner’s retirement. That situation is now going to be exacerbated by the economic position and the inevitable demands on partners for higher performance. 

Negotiating the exit of partners, or ‘counselling-out’ as it is now called, can be long and difficult and it can involve having to deal with colleagues who may also be friends. The most important thing is to handle such matters with humanity. But, however difficult, firms must not shirk from the task. 

None of this is simple, nor is anything I am advocating easy to implement. But levels of sustainable performance throughout law firms will have to improve to deal with the challenges that now face us and the longer firms put off dealing with them, the worse the consequences may be for them. 

Management of law firms should be about leadership and effective leadership is what will now count. The future will be good for those firms that recognise that they should and can be highly profitable and cash-generative businesses and that have the courage to take the necessary actions now to eradicate poor performance wherever it exists within the firm.

Excellence and striving to achieve the highest goals possible should be the norms by which law firms live. 
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