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Introduction

When David Maister published his seminal book, Managing
The Professional Service Firm, in 1993, professional service
firm markets were relatively unsophisticated, with little
competition for either clients or people.

In the intervening years to 2007 when Rob and his co-
authors Tom DeLong and Jack Gabarro published their best-
selling book, When Professionals Have To Lead, professional
service firm markets had become much more competitive.
The global players in the accounting and legal markets had
drawn away from the pack, leaving the other firms feeling the
cold winds of true competition for the first time.

But today’s markets make 2007 look benign. Competition
is fierce across all segments of the market and with increased
regulatory scrutiny also impacting firms’ actions, only the
sheer scale of the global firms protects them from some

of the buffeting faced by other firms. Now, we are seeing
competition driving some firms out of business and an ever-
increasing number of firms merging in the belief that with
size comes safety. But, it does not. Even the global players,
as Arthur Andersen would testify, are not immune from the
ravages of competition.

Safety and the opportunity to grow and progress, only comes
from clarity around which services should be sold into which
industry sectors, to which clients, and, critically, how they
should be delivered and by whom. With all of those decisions
being relative to competitors. No firm competes in a vacuum
and if firms are going to win in today’s markets, decisions
about how and when to compete necessitate a strategy based
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on not just their own but also their competitors™ actions —
even those they may not be aware of yet.

Probably the only thing we can predict with any certainty
is that competition will only get tougher. So, how do firms
break out of the pack and put themselves in a position to
enjoy sustained success?

Our answer is simple: make an explicit decision to become
“the firm of choice” in their chosen markets. And, in doing so,
they must move their operations to the next level. So, what
do we mean by the next level?



So, What is The Next Level

Every firm operates at a specific level. What it does, and how
it does it, generates its revenue and, ultimately, its profit. Of
course, firms can increase profit by adding profitable service

lines to their offering or by reducing their labor costs, to
name but two possible actions, but that is NOT what we
mean by the next level.

Taking your firm to the next level means analyzing every
aspect of the firm’s operations and improving the way they
are carried out. Nothing is sacrosanct.

Ensuring all of the firm’s internal operations and processes
are aligned with what the firm needs to do to be successful
in its markets becomes one of the key drivers. Also, the firm
must have an absolute commitment to being the best. The
next level brings with it a refusal to accept the status quo
alongside a belief that the firm can always do better.

And, doing better is always relative. Being the firm of choice
means always being better than your competitors. Making
sure that you are the firm, that targets the right industries
and clients, recruits the people who will make a discernible
difference to the firm and its clients, and develops them faster
and more effectively than other firms.

In our thinking, becoming the firm of choice and continually
striving to move to the next level are absolutely intertwined.
Being the firm that people and companies want to come to
isn’t a one-off. With competition getting ever tougher, firms
must focus on sustaining that position — a challenge, which
forces firms to continually reassess their position and to strive
to be even better.
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An Invitation to a Firm’s Retreat

Dear Reader,

We would like to invite you to join the partners of Samson,
Boyd & Johnson (SBJ), a mid-size accounting firm in the
New England area, as they wrestle with how to take their
firm to the next level — to become the firm of choice in their
chosen markets. You may decide to be an observer watching
the events and decisions of the partners as they unfold or you
can become an active participant by adding your suggestions
and proposals from your knowledge of your own firm.

Whichever you decide, you will find this book is written as
more of a story than as a traditional business book. Our aim
is to tell the story in a way that helps our readers understand
the challenges of becoming the firm of choice and, critically,
how to do it. As such, it contains a wealth of practical lessons
and advice.

You will be absolutely familiar with the challenges our firm
faces. They are the challenges all firms have tried, or are
currently trying to address, but which few firms have come
close to resolving completely.

Part One sets the scene. The opening chapter sees Cliff
Johnson, the firm’s current Managing Partner, musing over
the major challenges the firm is facing and closes with his
belief that, if the firm is to survive, it simply cannot continue
to do what it is doing now.

The subsequent chapters in Part One include Nathan Taylor’s
description of what his firm, Kaufmann & Vales, did to
move to the next level (Nathan’s Story). This is followed by
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Mark D’Angelo (an external consultant) walking the partners
through how the retreat will work. He suggests the partners
should have in their minds a model of what the very best

firms do as they think about what SBJ should do in the
future (Mark’s Opening Comments).

In the following chapters, the partners are split into five
teams (Markets, Clients, People, Financial and Underpinning
Beliefs) to address the issues Cliff and Mark have identified.
Each team is asked to come up with the key issues they

believe need to be dealt with. The chapter, What We Agreed to
Agree, summarizes the teams’ conclusions.

Part One concludes with closing comments from both Cliff
and Mark. In his comments, Mark reinforces, through the
use of a new model of professional service firms in action,
the inter-relationship of the activities in professional service
firms and the need for the teams to work together in coming
up with solutions to the issues they are investigating (Mark’s
Closing Comments).

Cliff’s closing comments signal the end of the retreat, with
the partners scheduled to meet again two weeks later.

After opening comments from Cliff and Mark, Part Two
moves straight into each team’s findings and proposals. The
teams have grasped the importance of working closely on
their proposed solutions — just as they have understood that
they don’t have to have all of the answers and should look to
other professional firms for best practices. The Markets Team,
for example, uses the practice segmentation in professional
services matrix that Mark had been taught, and the People
Team uses an article on best practice in learning in their

proposals for upskilling the firm’s people.
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When all of the teams have discussed their proposals, Mark
leads two sessions on Making It Happen. In the second

of these, Change Is Tough, Mark walks the team through
his accumulated knowledge of how to ensure any change
initiative in a professional service firm is successful.

Cliff briefly takes center stage again when asked by Mark to
respond to the question, What Do We Do With The Partners
Who Don’t Want to Join Us? Mark then reprises his model

of professional service firms in action (A Picture Is Worth A
Thousand Words) before handing over to Cliff for him to close
the retreat.

By the time we get to Part Three, 7wo Years Later, Cliff has
retired and Kate Wellington has replaced him as Managing
Partner. And the wheel has gone full circle with Kate
describing what SBJ did to move to the next level to another
firm in her international association trying to do the same
thing. Kate’s talk details the results of SBJ’s change initiative
— how they became the firm of choice in their chosen
markets, their financial results, what worked and what didn’t,
and what they could have done better.

Finally, Part Four provides all the exhibits and key concepts
presented in the book.

We hope you find this book useful and a real addition to
your critical thinking and strategic actions — and that it
inspires you to help take your firm to the next level.
August . Aquila
Minnetonka, MIN

Robert ]. Lees
London, UK
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Part Four

This section contains all the exhibits and key concepts
y P
presented in this book.
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What Successful Firms Do

They have a clear vision and strategies for getting there

« Thereis a shared understanding of what to do and shared
commitment to its achievement

«  They make tough choices, always focusing on continuous
renewal

«  The partners role model the behavior needed to deliver
sustained success
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Categorizing the Issues

Markets
e Markets are really tough
e Competition is coming from many new competitors
e Competitors are offering new services
* Competitors are cutting prices

e We are serving each market segment the same way we

always have
Clients

e Clients are spreading work among different

professional service firms
e Clients are becoming more sophisticated
e Client needs and expectations are changing
* Revenue from core service lines is decreasing
e Clients are more demanding
e Clients are more price sensitive
e Clients want more value for their fees

e We are not winning enough business
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Markets Team Questions

Markets Team Questions

Do we have a brand that is recognizable?

Is there brand consistency?

How loyal are our clients?

Do we really know where our revenue comes from?

Do we deliver services in the most efficient and profitable
manner?

Do we know how our services segment and how important each
one is?

Are we offering the right services?
What services are our competitors offering?
How are our services viewed compared with our competition?

Do we know what to do to succeed in each segment?
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Financial Team Questions

Financial Team Questions

What is our range of net realized rate per hour by client, by type
of work?

«  What should be our acceptable gross margin on our clients?

«  How do we increase utilization by level?

«  How do we improve realization?

«  Can we increase partner/staff leverage?

«  How do we justify higher rates?

«  Whatis an acceptable level of net income per partner?

+  How do we manage and contain cost?

«  What should we be doing to make investments for the future?
«  What do people spend their non-billable time doing?

« Do we have the right processes to achieve our financial goals?
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Key Team Questions

Markets Team Key Questions

« Do we know how the market for services is segmented and how
profitable each segment is?

What do we need to do to be successful in each of our segments?

« Do we know what services our competitors are offering and how
they deliver them?

Clients Team Key Questions

«  What do our clients buy from us and what do they buy from our
competitors?

Which clients make us money?
«  How do clients perceive us?

What do we know about them, their business, and their
industries?

«  Why have we lost clients?
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PROFESSIONAL SERVICE FIRM SYSTEMS AND BELIEFS MODEL®

CLIENTS
Industry Segmentation
Client Needs
Sales by Service Line

MARKETS
Service Segmentation

Segment Size and Profitability

Service Lines

Brand Strength/Reputation Quality of Execution

Internal Alignment Satisfaction and Retention

Brand Loyalty Cost of Sales

Underpinned by:
Being the Best

Deep, Deep Client Orientation
Outstanding Execution

Adaptability/Willingness
to Experiment

‘One Firm' Firm

The Firm’s People Are
its Key Resource

PEOPLE
Ambition and Intent
Cultural Fit
Capability

FINANCE
Assignment Profitability

Asset Utilization

Cost Management
Cash Flow
Investments

Speed to Experience
Dispersed Leadership

Satisfaction and
Retention

Distributions
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PROFESSIONAL SERVICE FIRM SYSTEMS AND BELIEFS MODEL®

IN ACTION

-~

Brand Strength/Reputation

People with the right capability,
ambition and intent want to join
the firm
<+
Leaders encourage them to keep
pushing and commit to the firm’s
belief of being the best
<+
Client service driven by deep,
deep client orientation
~
Outstanding development
provides opportunities for more
interesting work
~
People enjoy being at the firm,
are more satisfied and stay

+

People go the exta mile and
constantly look for better ways
to do things

<+

Quality of execution keeps
going up
<+

Clients come back for more

<+

Clients buy additional services

Profitability increases

*

Cost of sales decreases

*

Assignment fees increase

More opportunities for people
to progress

f

People satisfaction increases

f

Execution quality keeps going up

Profitability increases

*

Investment increases

*

Top people continue to want
to join
+

Top companies seek you out

Client satisfaction and retention
increases

f

Profitability increases

*

Utilization increases
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PRACTICE SEGMENTATION IN PROFESSIONAL SERVICES '

Standardized

Customized

Expertise-Driven

Rocket Science

Client Problem:
Efficient solutions to
common problems

Client Problem:
A tailored but

still relatively low
cost solution to a
common problem;
guidance through
the pre- and
post-purchasing
process

Client Problem:

A major complex
and ill-defined
issue that the client
has little or no
experience of

Client Problem:

A major “bet your
company” issue that
the client has no
similar experience of

Key Skill:
Efficient, low
cost delivery

of established
methodologies,
models and
processes

Key Skill:
Providing user-
friendly advice
which generates
confidence in the
selection process
and thereafter

Key Skill:
Real-time diagnosis
and judgment

Key Skill:
Providing innovative
and novel solutions

Critical Success
Factors:

Established
methodologies,
models and
processes; efficient
and low cost delivery
systems

Critical Success
Factors:
Established
methodologies,
models and
processes; efficient,
low cost delivery
systems; inter-
personal/relationship
skills; managing the
“sales” costs

Critical Success
Factors:
Experience of
similar problems;
in-depth technical
and/or functional
knowledge;
exceptional
relationship skills

Critical Success
Factors:

Highest level
diagnostic skills;
creativity; state of
the art knowledge;
pioneering concepts

Profit Drivers:
High volume, high

Profit Drivers:
Above average fees;

Profit Drivers:
High fees; low

Profit Drivers:
Premium fees; very

“Better, faster,
cheaper”

“Use us, we'll tailor
the solution to you
and your needs, and
provide you with on-
going support”

“Trust us, we've seen
similar problems
before and we'll
help you over your
problems”

leverage good leverage leverage low leverage; may
also refer work to
others

Selling Selling Selling Selling

Proposition: Proposition: Proposition: Proposition:

“Smartest brains
around”

1Adapted from the original matrix, ©Rob Lees and Jack Gabarro, which is included in When
Professionals Have To Lead, Harvard Business School Press, 2007
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