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Developing succession planning strategies
Succession is today an issue high on the agenda in many firms as they face the prospect of the retirement of partners, some of whom may have been driving forces behind their firms in the past, and who are nearing retirement ages which seem to be becoming ever  lower and lower. 

Planning is the key to developing strategies for successfully managing the process whereby those who will one day retire are themselves prepared for the change and that they do so in a manner that leaves the firm in a healthy state fully able to go forward to face the future with confidence. 
Unfortunately, some firms seem unable or unwilling to face up to some of these issues, involving as they sometimes do, sensitive relationships within a firm. How often are matters left until 5.30pm on the Friday afternoon that a partner retires for matters to be handed over? 

Succession issues have been increasingly brought into focus in recent times due to the pressures today on firms, such as:

· The need to maintain profits per equity partner which can lead to a heavy programme of partner retirements and consequent reduction in partnership size. However unless partner profits can be maintained / enhanced a firm may well experience an inability to recruit and a loss of good talent.  
· A trend to lower retirement ages, away from the traditional 65 years of age to 60 and even 55.

· Pressures coming from below from ‘young turks’ who want a bigger slice of the cake. 
· Changes in the profession often leading to the de-skilling of lawyers as work becomes more and more ‘commoditised’, particularly but not exclusively, in areas of volume work.

· Difficulties that have arisen within the pensions industry combined with lower annuity rates and a falling stock market which have meant that many partners cannot currently afford to retire.

These pressures can lead to sometimes hasty and short-sighted decisions being made in order simply to cut up the cake between fewer and fewer partners and which in turn can lead to its own problems, such as cash flow difficulties, a lack of working capital and loss of client relationships if the partner pool reduces too far and too fast. Forward planning is required to manage these pressures.
What should a succession plan aim to do?
Succession planning should in an ideal world aim to make optimum use of all the productive resources within a firm with a view to ensuring the current and future well-being of the firm and everyone in the firm by reconciling conflicting and competing interests of various groups within the firm, including:
· Older partners

· Remaining partners particularly younger partners

· Managing Partners; and last but not least

· Clients

Why do firms need a plan and in particular, what kind of plan?

1. Age group demographics within the firm
The higher the age profile of a partnership, the greater is the need and urgency to develop a plan to deal with succession.  
“Now that you are 50, tell me why you consider you should continue to enjoy a full profit share?”
is a question that is being posed more and more often. Actually firms should every year ask all their partners to justify their continued partnership, not just the older ones.

In order to develop a sensible and fair succession plan as opposed to an age-related  partner cull, it is necessary to differentiate between 

· Partners (of all ages) who have the energy and hunger to fully contribute to the firm in a broad sense, and

· Those who have taken their foot off the accelerator.

For those older partners who do still have the will and the ability to fully pull their weight then firms should seek ways to:

· Make those partners feel ‘valued’ as opposed to being made to feel that they are ‘beyond their shelf lives’

· Harness their skills and experience within the firm, whether it be for the mentoring of others or for the retention and development of long standing client relationships. Good judgment born of experience over many years is often a hard to come by commodity. 

· Match their reward to their contribution so that both the partner and the firm feel they are getting a fair deal. Specifically agree financial arrangements to enable a partner to plan retirement over a given period of time and which at the same time helps the firm manage the cash flow and working capital implications of several retirements happening in rapid succession.

· And even when a partner may have reached a mandatory retirement age, thought should be given to ‘not throwing out the baby with the bath water’, particularly if that partner has strong client relationships and business development skills which can be used profitably in the firm’s interest.     

Firms will benefit if, in a creative and flexible manner, they begin to harness the skills and experience of older partners who have the ability and desire to contribute fully, rather than losing such talent to clients or to other firms which still value the qualities which tend to go with ‘a few grey hairs’. 

But seeking solutions for older partners may only bring into focus the longer term issue of who or what a firm puts in their place, if indeed there is anyone or anything to fill the gaps? This can be the moment a firm realises it is at a crossroads.
2. Preparing for tomorrow
With an ageing partner pool and a number of partner retirements due in coming years, it is prudent for firms to ask themselves whether they will realistically have the resources to continue on their own or whether they should begin to plan an alternative strategy. 

Succession planning often leads to thoughts of merger as firms realise that with no strong young partners coming along behind, the only sensible option is to throw in their lot with others. However, even if succession issues are a catalyst for merger, firms should still only merge for the right reasons. Merger is not a strategy as such – it is merely a means to achieving an end, namely the building of a more competitive law firm.   
If firms are to avoid the problem caused by lack of good talent waiting in the wings to take over and are to grow, then they will need to provide long term career paths for their people in order to be able to recruit and retain the best. 
How many firms do so?

And because it is unrealistic to think that nowadays lawyers will throughout their legal careers do the same work and have the same roles, do firms offer their partners career paths spanning potentially their whole working lives, as opposed to standing back while they burn out at an ever younger age? 

For example, look at the waste of talent involved by those firms who cannot or do not wish to find ways of using the skills of married women who have had children and wish to return to work on something less than a full time basis. One of the best equity partners I ever had worked only four days a week because of her need to look after children but she certainly contributed to the firm as if she was working full time. 
Younger partners, who are the long term future for firms, often feel the need to see a clear career path ahead of them and so mapping out their future should be a priority part of a  plan for the future prosperity of a firm.

And as part of a plan, firms need to help younger partners to develop the skills and the experience that they will need if they are to grow into the shoes of their older partners and one day take over the reins of the firm. Older partners can help them with this by providing mentoring to younger colleagues to help them develop the necessary skills. At the same time, older partners need to ease younger partners into client relationships so come the day of retirement, the firm’s position with the clients is secured.
Younger partners (here I am talking about partners between say the ages of 35 and 45) will however have their own financial issues, such as large mortgages, having to provide for partnership capital whether out of profits or by borrowing, and growing families and school fees. Earning enough is important to them. This brings us to the issue of partner profits which can tend to loom large when discussing succession matters.
3. Profits per partner as a driver of the need to restructure
Succession planning requires not only plans to be put into place for retirements and future career paths, but perhaps most importantly and hand in hand with those issues, plans to be developed and implemented to build firms into highly profitable and competitive businesses.
There are undoubtedly economic pressures on many firms to reduce the number of equity partners in the interests of partner profits. These should ideally be managed in a way that fairly reconciles the interests of all, but they seldom are. 

If lack of profits is the real problem and if every partner is contributing fully to the pot, the problem should best be tackled by building the underlying profitability of the firm and a larger cake for all to share, instead of reducing partner numbers simply to improve profits per partner. For this reason sometimes ‘succession planning’ is used as a polite term for ‘partner culling’. 

Having said that, a number of firms are over-partnered. And if not all partners are performing to the standards required of them then the problems of those under-performing partners will urgently need to be faced up to. Recruiting and retaining the best talent, which is vital to successful succession planning, is going to depend very much on being able to match the partner profits of competitors in the market place. 
.  

4. What to do with the ‘redundant’ managing partner?
The lack of well thought out career paths in law firms becomes very evident in relation to their management.
What does the 45 year old who has just become managing partner have to look forward to in career terms at the end of his or her, say 5-year stint in management?

 The choices seem stark:

· A return to fee earning after a long time in management is likely to be difficult if not impossible, particularly as clients will have been passed to others in the meantime.

· Or leave, to join another firm as a manager (but there is not as yet a ‘market’ for managing partners) or to become, as some do, a consultant using the skills acquired to advise others.   

Given the importance of good management in law firms today and the need to attract the best managers to run them, are these attractive or realistic choices? A managing partner who has been at the helm of a firm for say five or more years will have amassed a wealth of experience. Why throw away that resource if it can be profitably used? 
Undoubtedly the lack of a managerial career path in firms discourages many potentially good managers and leaders. If law firms are to attract the highest quality people to lead them, then they need to begin to address longer-term succession plans for when those who have taken on the burdensome task of leadership eventually come to hand over the reins.

5. Forget the clients at your peril 

We must never forget that the reason we ultimately need to plan for succession is to secure the future of the firm – and that means making sure that the firm not only keeps the clients it has but develops strategies to build an even stronger client base and relationships.

Some firms assume (usually incorrectly) that clients have no interest in what happens internally within the firm. A law firm will have a close working relationship with its larger clients and any changes within the firm will impact upon the clients. Clients have a right to know who is to look after their matters and indeed, because they pay the bills, to have a say in such matters. So when a client asks a managing partner about ‘Partner X’s retirement plans’, alarm bells should ring.

The following true story should be a lesson to us all. A very able partner was coming up to his firm’s mandatory retirement age. He had a number of important clients but the firm had taken no steps to arrange, in conjunction with the clients, handover to other partners. Instead the firm wrote to each client shortly before the retirement date to say the partner would be retiring and that the client’s matters would be in the future looked after by another partner. One client, the Chairman of a major PLC for which the firm acted, wrote back to say that his company was very happy being looked after by the retiring partner whom they would continue to instruct, whether he was in that firm or another! The partner’s retirement had to be put back several years while an effective and client- friendly succession plan was agreed with major clients and with the partner concerned.             

Perhaps the changes to rule 7 permitting non-solicitors under certain conditions to share in law firm’s profits and thus invest in law firms will also now begin to impact on succession planning. However, if you are thinking of turning your firm into a business that will appeal to investors in the future and so create a saleable asset, then the planning needs to begin now.
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