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GOVERNANCE IS BOTH LOCAL AND GLOBAL

Imagine a CPA firm with no governance structure at all. Imagine, also, the American Old
West and a time when gunslingers created a reputation for being known as “quick on the
draw.” A strong reputation—whether truly based on skills or simply a perception of skill—
was often enough to keep others from encroaching on the gunslinger’s world. Some gun-
slingers were heroes while others were renowned villains. Some even became legends, but
in every case, a gunslinger was an individual fighting for his own reasons, his own purpose
and to protect his own turf.

CPA firms are managed under a variety of leadership paradigms ranging from command-
and-control to a more formalized corporate structure. Some firms operate as an associa-
tion of CPAs where fixed costs are shared. Leaders choose the one that is the best fit for
what they wish to accomplish globally and in relation to what will resonate best individual-
ly (or locally) with the partners, managers and employees of the firm.

EMPHASIZING ENTITY PERFORMANCE TO ELIMINATE SILOS

There is no one size fits all answer to designing and applying an effective governance
model. Command-and-control consolidates power in one strong leader. A corporate
model distributes governance responsibilities and power through a structure that values
leadership, transparency of privileged information, and a healthy flow of communication
vertically and across all disciplines of the firm. Organizations with no leadership control
are chaotic and are characterized by an environment wrought with political silos of staff
who fight turf wars, protect their turf and seek to satisfy their own self interests before
serving the greater needs of the firm. The “gunslinger” CPA consolidates power in himself
for his own purposes and infrequently through his own merits. Poor governance structures
value politics and create an environment ripe for the gunslinger mentality.

A firm with sound governance is one that drives toward a global purpose that is communi-
cated to the masses in a way that every pay grade buys-in. Partners, managers and staff
are then incentivized “locally” to perform in line with metrics that are established to
achieve the "global” objectives of the firm.

A strong governance infrastructure creates a firm that values entity-wide performance, col-
lectively works to pursue goals and objectives, eliminates political silos and ultimately is a
sustainable entity that can readily transfer to future generations of owners.
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A SUSTAINABLE AND TRANSFERABLE FIRM IS A VALUABLE FIRM

The valuation of a professional services firm is impacted from many directions including
partner unity, sales growth, professional development, enhanced internal efficiencies, and
tight quality control to protect a firm’'s brand. Sustainable growth of a firm is affected by
culture, tone at the top, and firm leadership keeping their eye on the horizon to under-
stand where the firm is headed and what strategy, tactics and monetary investment might
be needed to get there. Firm sustainability is important because it provides for future
partner retirements, the livelthoods of current and future employees, professional growth
opportunities and a basis for determining the value of the firm.

Collectively, the aforementioned valuation elements of a CPA firm are tangential to firm
governance. Strong governance fosters a culture of trust and respect for performance.
Some elements of governance are foundationalin that they must be in place to simply op-
erate a firm. Others are aspirational meaning that with the right structure, process and dis-
cipline a firm can achieve the greater success to which it aspires.

A firm that is both sustainable and transferable is a firm that achieves its maximum enter-
prise valuation by using governance as a foundational and aspirational element at the core
of the business.

This whitepaper addresses five (among many) benefits of effectively deploying a govern-
ance structure in a CPA firm. We will first seek to provide a functional definition of govern-
ance that will then frame our deep dive discussion of the five benefits we've chosen to
highlight. We hope you find the content provided herein insightful and valuable to your
firm.

IGA lives and operates in this space on a daily basis and we're happy
to share our expertise with you in the hopes that it might help you
define the right-sized, right-shaped governance infrastructure for
your firm. We hope you succeed and find the good fortune of expo-
nentially advancing the growth and prosperity of your business.

To Your Sustained Success,

Dan McMahon
Managing Partner & Business Growth Advisor
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Leading a CPA firm as a Managing Partner and CEO is a challenging en-
deavor that involves hard work, determination and a commitment to viewing
the big picture while guiding partners who function in the firm as practitioners
and are also incentivized to work simultaneously on the firm'.

Governance relates to working on the firm
to develop systems and processes de-
signed to withstand the constant waves of
change. Governance is the best path to
change management and building a sus-
tainable and transferable firm. Additionally,
governance drives a higher firm valuation.

The pages that follow explore key ele-
ments of governance for CPA firms of any
size. The Five Fortunes outlined describe
some core benefits of an effectively de-
signed and operating governance struc-
ture. Our objective herein is to illustrate
and demonstrate why governance matters.

The search for the pot of gold, and our
five fortunes, begins here.
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WHY FOCUS ON GOVERNANCE?

Governance is about envisioning the big picture, being equipped with the right data,
trusting the structure, process and policies of the firm to guide employees’ behavior,
and make informed and impactful decisions.

The absence of governance almost assuredly has a negative impact on employees’
work-life balance. Poor governance causes a lack of trust in firm leadership which, in
turn, impairs profitability and achievement of important firmwide initiatives.

The Integrated Growth Advisors (“IGA") service team
has served CPA firms as external advisors as well as in
a variety of roles from staff accountant to partner. We
have also worked as marketing and sales professionals
in support of our firms’ business development efforts.
The prevailing thought throughout every stage of our
careers—and especially whenever suffering setbacks—
was “there has got to be a better way.”

Spending unplanned weekends and evenings in the
office, away from family and friends, fighting fires, of-
ten being reactive, rarely being proactive are examples
of setbacks that can create unnecessary pressure on
the team and therefore places unneeded strain on the firm.

Lets face it: anyone who has worked in public accounting has struggled with setbacks
brought on by any number of reasons. Some reasons are unavoidable. Others can be
easily addressed through governance and proactively deploying structure, process,
polictes and procedures, and clear communication. The IGA team has observed client
scenarios—some better, some not so good—and these scenarios have formed the ba-
sis for us to develop a suite of solutions that contribute to the design and implemen-
tation of a right size, right shape CPA firm governance structure.

CPAs are seemingly always in crisis mode. The pressure to perform as a competent
technician, within tight deadlines, as a trusted advisor, an effective administrator and a
business owner never lets up. So, why would you want to make things any more diffi-
cult on yourself and your firm? This is why we focus on governance.
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THE BUSINESS OF THE FIRM

Viewing a firm within a big picture context while simultaneously working within the

firm requires defined roles and responsibilities. Michael E. Gerber articulated this best
with his concept of working on your business', working in your business', and under-
standing the different perspectives viewed through the role of a CEQ, a Board of Di-
rectors and the mindset of a technician (ie; a CPA). Gerber’s theory, popularized in the
1990s as “the e-Myth,” was—and still is—transformative. It helps business owners and
leaders of closely-held organizations envision why and how larger companies thrive
and survive through disciplined application of an effectively designed and efficiently
operating corporate governance structure that emphasizes a division of roles and re-
sponsibilities across all segments of a firm's operations.

DISTINCT ROLES AND FOCUS OF CEO AND EXECUTIVE COMMITTEE

Beyond Gerber's theory of working on or in the business, the roles of the Managing
Partner and/or CEO of a firm and the Board of Directors or Executive Committee have
distinct focuses. A Managing Partner is charged with driving performance of the firm,
devising its strategy and executing on the strategy to achieve the objectives. The Ex-
ecutive Committee—in fulfilling the role of a Board of Directors—is focused on over-
sight and driving a higher valuation as well as protecting the firm's valuation. The two
functions work together to drive long-term and short-term success for the firm.

The Managing Partner then must work with the partners of the firm who are constant-
ly challenged to balance several priorities including, but not limited to, the following:

= Maintain Technical Competency = Meet or Exceed Realization Standards

= Manage Client Relationships = Book of Business Administration

= Possess Sense of Business Acumen = Meet or Exceed Revenue Generating

= Retain and Mentor Staff Goals

= Manage Referral Source Relationships * Protect Partner Share Value

» Lead Client Service Teams = Build a Sustainable Business

= Meet or Exceed Billable Hours Goals = Plan for Future Transition of the Firm

= Meet or Exceed Billings Goals = Maintain Involvement in the Community

= Balance a Family and Personal Life
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BREAKING DOWN INTO MANAGEABLE PARTS

The list of priorities on the preceding page calls for leadership to bring clarity to roles,
responsibilities and expectations of partners and managers. Envisioning what the firm
is seeking to accomplish enables firm leadership to develop and implement, when
necessary, and sustain processes that compartmentalize firmwide day-to-day efforts.

The demands placed upon partners and managers originate from the Managing Part-
ner or CEO, staff, clients, prospects and a practice administration perspective. The
competing priorities—n the words of one managing partner—are best labeled
‘SANITY MAINTENANCE. And] that is so true!

COMPARTMENTALIZING THE DAY-TO-DAY

A business will not exist unless it generates revenues, prepares and utilizes skilled
people to convert services into revenues and then measures how the operation is per-
forming.

Each of these efforts are compartmentalized into standard operating objectives.
These categories represent the ongoing, relatively straightforward metrics and areas
of responsibility that any leadership team must maintain to sustain the organization.
The standard operating objectives become the manageable parts through which firm
leadership can effectuate a division of roles and responsibilities.

These standard operating objectives do not go away from period to period and are
tlustrated in the graphic below.

PARTNER ROLES & RESPONSIBILITIES

COMPETING PRIORITIES
[ reom [ s |

STANDARD OPERATING CATEGORIES
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A NOTE ABOUT FIRM VALUE

Partners in a firm face plenty of challenges as they work to make the business perform
as well as they know it can. Firms that are committed to building a sustainable and
transferrable business sometimes find this to be an overwhelming task as the chal-
lenges keep coming faster and faster. Those who succeed not only achieve higher per-
formance, they also increase the valuation of their firms, thus making their firm attrac-
tive to both those who internally become the next generation of owners, but also ex-
ternally to those who may entertain merging with or purchasing the firm in the future.

ADDRESSING INEVITABLE RETIREMENTS AND TRANSFER OF OWNERSHIP

The intergenerational transfer of ownership within the accounting profession is very
much at the core of why governance matters and will continue to be highlighted by
the aging baby boomer population.

Young, up-and-coming talent in the pro-

fession have many options, including a “You can proactively act to

range of choices from buying their own profit from the inter-

practice, starting their own business, or genemtional transfer Ofthe
seeking a different career path altogether. accounting profession that is
at play....

Sustainable firms will nurture talent and
develop a culture that attracts and retains

the best, most talented people. ....or hope for the good
fortune to escape being one
With this said, is your firm regularly of its victims "

measuring partner value? Is your firm do-

ing so from the perspective of building a ~ John L. Kreischer

Founder and Former
pushing off measuring value to a point in Managing Partner

the future when an M&A event is looming Kreischer Miller
on the horizon?

sustainable firm? Or, is your firm simply

The value of your firm is more than just a theoretical price tag. It's the single most im-
portant indicator of your success as a collective team of partners.
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GOVERNANCE ROLES: EXECUTIVE COMMITTEE AND MANAGING PARTNER

Firms typically do not communicate internally about value in a clear and concise way.

There is no straight-line correlation between profitability and value. In other words, a
profitable firm may not always be a valuable firm whereas a valuable firm is often also
profitable.

We, as CPAs, are taught to focus on the bottom line. We focus on partner compensa-
tion as a driver of the P&L. We often operate as if the P&L is all that matters—but the
bottom line, profit and cash flow are all just a piece of the puzzle. Focusing on these
measurements alone will never generate a higher valuation for the firm.

Ultimately, what really matters to the owner of a business upon transfer to a buyer—
internal or external—is the quality of the business asset. We know this as CPAs in our
subconscious mind, but do we apply what we inherently know to our own businesses?

An Executive Committee that represents CPA firm owner-partners is tasked with pro-
tecting the valuation and overseeing the Managing Partner’s performance. An Execu-
tive Committee fulfills a key role and function of a Firm's Governance structure be-
cause of its objectivity and checks and balances.

PROTECT
PARTNER EXECUTIVE COMMITTEE
VALUE

[ MANAGING ] S STRATEGY &

PARTNER PERFORMANCE

w
o
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<
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PARTNER ROLES & RESPONSIBILITIES

o]\ [c{e]]\[c}
FOUNDATION

COMPETING PRIORITIES
STANDARD OPERATING CATEGORIES

The Managing Partner is tasked with driving strategy & performance whereas the Ex-

ecutive Committee is tasked with protecting partner value. This extends beyond a
measure of performance into the realm of understanding sustainability and transfera-
bility through measuring culture, process, firm governance structure and other intan-
gibles as well. A firm's order of governance and relevant roles is illustrated above.
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DEFINING GOVERNANCE

Developing, deploying and executing on the best governance structure for a firm is
affected by the cost/benefit relationship of what extent of governance is desired in or-
der to accomplish the goals and objectives of firm ownership and leadership. This
section will seek to define governance, highlight common challenges that are mitigat-
ed by governance and present a model that helps envision the breadth and depth of
the areas encompassing firm governance.

GROWTH, CONTROL, TRANSITION

Managing Partners of CPA firms commonly encounter challenges around growth, con-
trol and transition® related matters of their firms. Partners of firms with little to no
governance or structure find themselves in the unenviable position of fighting fires in
each of these areas on a daily, sometimes even hourly, basis.

A firm that is growing too fast and cannot fulfill delivery promises made to clients in
the sales cycle is working to overcome challenges related to growth. On the contrary,
a firm that is growing too slowly due to issues confronting their ability to compete in

the marketplace is suffering from growth relat-
Fires Commonly Fought Daily
by CPA Firm Owners ed challenges.

Consider the firm where decisions are made
based exclusively on needs of staff or needs of
clients, the needs of regulators or the needs of
GROWTH CONTROL mansimion | the firm’s bank or investors. Such a firm is suf-
fering from fighting control related fires. Firms
that are in a start-up phase commonly are faced with control challenges, but even es-
tablished firms are not immune.

CPA firms fight fires related to transition given the wide variety of generations pre-
sent in the firm and the nature of recruiting, people development and mentoring peo-
ple along an upwardly mobile career path. Governance builds trust in each generation
as they move along the continuum of their career paths.

What can you say about the challenges of your firm? How would they relate to
growth, control or transition? Would a proactive, effectively designed and operating
governance structure mitigate those challenged areas?
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FIRM GOVERNANCE—WHAT IS IT?

CPA firm governance is defined differently depending on who you ask. There is no one

-size-fits-all structure. Generally, firm governance is the oversight and management of
the firm, including its strategy and alignment of tactics, and its execution on those
strategies and tactics.

CPA firm governance is affected by a firm's purpose, culture and values, the flow of in-
formation and the effective communication of privileged and non-privileged infor-
mation. Accountability, incentives and rewards, and risk management are affected by
roles and responsibilities, policies and procedures, and metrics and goals. Governance
is originated from the highest level leadership at the top of the Firm but also encom-
passes all aspects of the business.

THE SPHERE OF GOVERNANCE

SUSTAINED PURPOSE
Strategy

Roles & Policies &

Responsibilities Procedures
Incentivesnternal
& Rewards Reporting
Leadership Tactics
Metrics &
Goals

MATION & coMMUN'C

The CPA firm's operating environment
consists of depths and layers and func-

tions that exist within a larger sphere or
globe.

I’VFOR M\O“

Consider this analogy. Earth and its atmos- SPHERE OF GOVERNANCE

phere is also a sphere. The topography of earth changes geographically and ecosys-
tems survive and thrive where there is ecological balance. The earth’s sphere contains
its atmosphere; the earth’s crust—consisting of mountain ranges, deserts, forests, jun-
gles, rivers, oceans and lakes; the mantle; its inner and outer core: all are part of the
earth’s geology and ecology. Each layer has its own characteristics and each contrib-
utes to the sphere of the earth as a whole.

Firm governance is a sphere, its contents consisting of the levers and controls and
oversight that are the lifeblood of the firm. Governance is dynamic, multi-faceted,
multi-dimensional and all-encompassing of an entire organization’s purpose, culture,
values and environment, and communication mechanism for sharing information. Crit-
ical aspects of governance are environmental (atmospheric), structural (geological)
and functionally balanced (ecological).

Strategy, leadership, and tactics govern the path to the firm’s failure or success.
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CLARITY AT THE CORE

The sphere of governance relies on culture, purpose, values, strategy, leadership and
tactics to collectively govern the journey of the firm through its seasonal peaks and
valleys and intangibly impacts the day-to-day balance of the lives of partners, manag-
ers and employees.

How can you effectuate growth, success, and a higher firm valuation? Our view is that
clarity at the core drives overall Effective Corporate Governance ("ECG"). And, ECG
drives growth, success, and a higher firm valuation.

The simplest way to drive sustainability, transferability, growth and valuation is to:

= Clearly outline roles and responsibilities
= Communicate and drive adherence to clearly understood policies and procedures

= Manage partners, managers and staff against clear metrics and goals

Incentivizing partners and employees
to perform within their roles and re-

sponsibilities and based on achieving

ngem;eh\t Policies &
Responsﬁ"“/l& S \\Procedures their goals becomes a binding agent
ECG that cements the firm’'s vision and
Incentives Internal \

leadership to actual results.

| &Rewards Reporting ‘

Metrics &

Pl Sound policies and procedures

around quality control, efficient pro-
cesses and human resources related
matters combine with clear roles and responsibilities to enhance the effectiveness of
the firm’s risk management function.

And, finally, as indicated at the core of the sphere of governance, effective internal re-
porting helps to inform management and employees about their pursuit of goals as
measured by metrics.

Clarity at the core of the sphere of governance serves to guide the day-to-day activi-
ties and decisions of firm partners and employees.
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FIVE FORTUNES OF CPA FIRM GOVERNANCE

The compilation and analysis contained herein was derived from our expertise, our actual
client service experience, our extensive work with CPA firms and interviewing CEOs, manag-
ing partners and industry leaders. We also list books and other publications that have been
referenced on page 20. All efforts were undertaken after we had developed an outline for
this paper that was based on our initial hypothesis.

We tested our hypothesis through research and industry interactions. We aimed to provide
a definition of governance and highlight some of the key benefits of a governance structure
that is both effectively designed and efficiently operating. The Sphere of Governance mod-
el and our definition of governance is included to provide context and a framework to en-
compass our Five Fortunes of CPA Firm Governance. These fortunes are only a sampling of
benefits mined from an effectively designed and operating governance structure.

CPA FIRM GOVERNANCE—ASPIRATIONAL AND FOUNDATIONAL

Governance—for good reason—is easily imagined and defined when considering the inter-
nal control structure and requirements of a public company. On the other hand, govern-
ance can be highly subjective when applied to the real life scenarios of entrepreneurial and
privately-held CPA firms. Our research helped us articulate something that we may not
have envisioned or inherently understood at the onset of our work.

We struck gold in that we learned private company govern-
ance consists of elements characterized as either being foun-
dational or asptrational. And, that there is no right-sized, right
-shaped governance model that can be helicoptered in to aid
private company or CPA firm executives.

This became more clear to us when we considered the realistic
possibility and cost/benefit relationship of implementing cer-
tain aspects of a sound governance infrastructure. Our Five
Fortunes are both foundational to a degree and may also be
aspirational depending on the life cycle stage of the firm, the

enterprise’s appetite for risk and budgetary factors.
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FIVE FORTUNES OF CPA FIRM GOVERNANCE

Illustrating our five fortunes in hierarchical form helps articulate the fact that some benefits
are primarily foundational, some are very much both foundational and aspirational and
some are primarily aspirational.

ASPIRATIONAL MAXIMIZE VALUATION

NO DRAMA, NO SURPRISES

WHAT GETS MEASURED GETS DONE

EFFECTUATE HIGHEST & BEST USE

ATTRACT, ENGAGE, RETAIN

We will explore and discuss each “fortune” in more detail as follows.
ATTRACT, ENGAGE, RETAIN

Its no secret that the most valuable asset to a professional services firm is its people. The in-
tellectual capital that occupies office space each day is what a firm is all about. A recent
business journal article sites a Gallup, Inc. team coupled “historical workplace information
and roundtable discussions with chief human resources officers (“CHROs") and economists
to better understand how to maximize the potential of today's tech-connected, multi-
generational workplace. Whether you're a small organization or a multi-national, the re-

search shows that the real job of managers involves escalating employee engagement.” "

A CPA firm competes for clients based on the quality and capabilities of its people. A firm
makes money when its people are focused, accountable, skilled and able to efficiently serve
clients. A stable firm accomplishes succession objectives and covers partner retirement obli-
gations by transferring ownership to people who advance their careers along a clearly un-
derstood career continuum from staff to partner. Sound governance propagates a trusting
environment where senior partners are able to retire with confidence that the firm will con-
tinue to sustain and systematically meet its retirement obligations.

Quality people are attracted to a firm that delivers on its promises to clients and staff alike.
Firm governance provides structure for people and incorporates a human resources and per-
sonnel management function that produces a culture of professional growth.
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ATTRACT, ENGAGE, RETAIN, continued
Another recent Gallup report states that an over- Ton,
whelming 70% of American employees are not 4 & COLLABORAT'ONEE%BE%EH?P 54»%
engaged at work.” Employee engagement is © 2

. PROFESSIONAL EMPLOYEE STIMULATING o
driven by many factors and affected by govern- DE;’/S;:::"ENT ENGAGEMENT TN ACk
ance, leadership’s tone at the top and cultural PROGRESSION AUTOMATION &

WORK-FLOW

WORK-LIFE TOOLS

. BALANCE PROFESSIONAL
values. A happy employee, manager or partner PHOELICHL

is an engaged member of the team. CULTURE & VALUES

Significant dollars and time are invested to recruit, hire, train, and develop employees and
partners. The cost of losing people can range from tens of thousands of dollars to as much
as 2.0x an employee’s annual salary." Therefore, it follows that retention of people is a
foundational element of the firm’'s ability to grow and achieve high performance. Sustaina-
ble and transferable firms deploy a governance model and promote a culture that attracts,
engages and retains the best, brightest and most talented people.

EFFECTUATE HIGHEST AND BEST USE

The Real Estate Industry defines the concept of Highest & Best Use as a key appraisal and
zoning principle employed in valuing any parcel of land or property. The highest and best
use is that which results in the highest present value, and brings in the greatest net return
over a given period of time. The value of, and return on, a property are related to its sur-
rounding environment.

Conceptually speaking, “surrounding environment” might correlate to a firm's “culture and
values and team environment.” Successful firms deploy their people based upon their
Highest & Best Use to drive success of the business and bring the greatest net return to
the firm.

One managing partner, when interviewed about governance, responded by saying “first and
foremost, its all about the managing partner” She went on to explain that governance ena-
bles her, as Managing Partner and CEQ, to perform as leader of the firm. Governance be-
comes the set of tools that a leader can rely upon to engage others in pursuit of carrying
out the firm’s mission.
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EFFECTUATE HIGHEST AND BEST USE, continued

There is an old adage that a CPA firm is made up of Minders, Binders and Finders. Some

may also say—with tongue in cheek—Grinders too. The fact is, the machine that drives a
CPA firm requires a diverse set of skillsets. Development of new business, development of
people, firm administration and delivery of services all must work congruently from a firm'’s
operational perspective. Many firms align the efforts of their partners along the lines of
their skills and highest and best use.

Contrarily, many firms are challenged by the dynamic created by Quality Control (“QC") fo-
cusing exclusively on QC while limiting their communications with others, the rainmakers
focusing exclusively on developing new business while projecting the appearance that
they are not attentive to details, and those working on the front lines servicing clients are
seemingly always caught in the middle. Team unity is therefore at risk.

Governance speeds the path to achieving a model that enables the Managing Partner to
lead and drive a team focused on what each individual does best. The result is synergistic.
The result is a whole that is greater than the straight-line sum of its parts.

Envision a sustainable CPA firm whereby those
at the partner and manager levels understand
the contributions each team member brings to
the success of the firm. Consider the firm that re-
spects each other’s roles as crucial to the firm'’s
ability to meet the needs of the marketplace.
These firms consist of happy and fulfilled people
who deliver exceptional service to clients. Mean-
while, QC mitigates risks to the firm.

Now, imagine the Managing Partner performing
in the capacity of her highest and best use to

Talent Configuration of a . .
Sustainable CPA Firm drive performance. Imagine also the partner

earnings of a firm that s clicking on all cylinders.

Successful CPA firms earn a fortune through the foundational and operational aspects of
success by effectuating highest and best use of the firm’'s people.
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WHAT GETS MEASURED GETS DONE

“What gets measured gets done, what gets measured and fed back gets
done well, what gets rewarded gets repeated.”

~ John E. Jones, llI"°

Clarity at the Core outlines the essential components of a

V4
/" Roles &
,/ Responsibilitie~

Incentives

\ “ & Rewards

Metrics &
Goals

firm's governance structure. Roles & responsibilities, policies

is"\\ na \
nagement Policies &
Procedures
\

& procedures and the intersection with metrics & goals reveals \
;:;:':-Is | /

/

how internal reporting relates to incentives & rewards. “What
gets measured gets done” is about accountability and clarity
of expectations and measuring achievement of objectives. Clarity at the Core

Leaders who set clear objectives, identify measures, ensure consequences and provide ongo-
ing feedback and follow up ensure accountability in themselves and in others''. Governance
addresses each of these aspects by systematically incorporating a process of metrics &
goals, internal reporting and incentives & rewards. The end result sets the table for achiev-
ing objectives and taking steps toward success.

METRICS & GOALS

What is the firm trying to accomplish from a firmwide perspective? Are individual goals
aligned with firmwide objectives? Metrics are designed to affect actions and results from the
individual as well as collective perspectives. Clear goals for individuals and the firm must be
Specific, Measurable, Attainable, Realistic and defined with a Target date (“SMART").

INTERNAL REPORTING

Metrics assigned to manage SMART goals assure accountability for results and progress to-
ward firmwide objectives. Internal reporting is integral to firm governance in that it consists
of the firm’s management reports that support a firm’s ability to manage progress.

INCENTIVES AND REWARDS

Compensation and bonus mechanisms are intended to tie measures to consequences. Effec-
tive governance deploys metrics and goals that are managed by internal reports with the
goal of encouraging positive actions and consequences. What gets measured gets done
and what gets rewarded gets repeated; good words to encourage investment in developing
and implementing an effective firm governance process.
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NO DRAMA, NO SURPRISES

= What risks and threats are prevalent on the horizon for your firm?

= Are your partners individually positioned to capitalize on opportunities relative to their
respective practice areas?

= What keeps you up at night? ASPIRATIONAL

= What opportunities exist for the firm? NO DRAMA, NO SURPRISES

= |s your firm systematically addressing
each threat, risk and opportunity in a

manner that is not disruptive to the daily

operations of the firm?
= |s there a feeling deep inside of you that there are simply not enough hours in the day?
= Are you leading from the front? Or does it feel like you are leading from behind?

= How far into the future can you effectively forecast your P&L? And, do you historically
meet or exceed the forecasted results?

= What mechanisms, levers or tools are at your disposal to keep you and your firm on the
path to success? How does governance benefit a leader?

Many questions come to mind when considering the benefits of an effectively operating
firm governance structure and the benefits of such for a Managing Partner or CEO. A firm-
wide acceptance of sound governance is a must have for an effective leader.

LEADERS ARE UNDERPAID AS A PRICE TO LEAD

Employees, managers and partners all fulfill an important need in sustaining the firm. Lead-
ers must efficiently capture the energy and good work of the masses today in a way that
translates to a favorable outcome six months from today.

Talented leaders live and operate in the future. They create the pull to bring their followers
forward and to achieve progress and results. Furthermore, a leader must have the goodwill
of all in mind when she creates that pull. Leadership is as much—or more—an art as it is a
science. It's common to hear the saying “that’'s why they get paid the big bucks.” Well, in re-
ality, leaders are always underpaid as a price to lead whereas followers are always overpaid
as a price to follow®. So, how does a talented leader relieve herself of the burdens of leader-
ship so she can assure a favorable outcome of progress and future results for her team?
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NO DRAMA, NO SURPRISES, continued

“The best way to predict the future is to create it”
~ Peter Drucker
“You talk about seeing around corners as an element of success...

Not many people have it. Not many people can predict that corner.
That is a characteristic of great leaders.”

~ Jack Welch on the leadership
foresight of Cornelius Vanderbilt

LEADING FROM THE FRONT

Consider the questions laid out at the beginning of this section and the fact that talented
leaders live and operate in a state of always envisioning “what can be” while also addressing
the "here and now.”

Consider also what Jack Welch said about Cornelius Vanderbilt and his ability to build a leg-
acy that remains intact more than 140 years since his death. Leading from the front is a
characteristic of a great leader. Effectively forecasting firm results, budgeting, anticipating
regulatory changes and mitigating risks are all tangible elements of an effective governance
structure. These elements enable a leader to see around the corner and lead from the front.

Imagine the efficiencies gained when leading from the front and the role of sound govern-
ance. Does the illustration below help conceptualize this style of leadership?

CLARIFYING
STRATEGIC QUESTION TACTICAL

tEADING WHAT IS OUR

FRF?‘“(;'J_:_"E Tip of the Sword MISSION & FIRM
PURPOSE GOVERNANCE

Keep it Simple WHAT ARE WE FIRMWIDE
Team Gravitates TRYING TO GOALS AND
to Vision ACCOMPLISH? OBJECTIVES

Efficient WHAT SUPPORT:

Use of RESOURCES ARE P:DR\SI%'\CI)I:EIL
?
Resources NEEDED' TRAINING

Alignment of WHAT GOALS ARE THEMATIC
NEEDED TO GOAL FOR
r
=t ategy- = ACCOMPLISH FIRM,
Tactics OBJECTIVES? DEPARTMENT,
TACTICS? INDIVIDUAL

—
—
>
a.
—
<
=
=)
—
=
=
oc
O
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NO DRAMA, NO SURPRISES, continued

“Governance and leadership are the yin and the yang of successful [firms]...Leadership
without governance risks tyranny, fraud and personal fiefdoms...Governance without
leadership risks atrophy, bureaucracy and indifference.”

~ Mark Goyder9

CHOOSING GOVERNANCE AND ACCOUNTABILITY

Showing up, occupying the corner office and carrying the title CEO, Managing Partner, or
Executive Committee member while winging it isn't an approach anyone would identify as a
good idea. Surprisingly, some accounting firms are plagued by highly political cultures and
may not be adaptable to a governance-minded model that
supports a leader’s desire to lead from the front.

Leading from the front is about effectively deploying gov-
ernance and accountability measures across the partner
group and vertically to every paygrade of a firm. Leading

the organization while eliminating waste and making the
best of available resources is akin to a snow plow with a “v-blade” that throws snow away
from the truck’s path—anything that doesn't constructively contribute to achieving corporate
objectives gets thrown off to the side while the team plows forward achieving objectives,
goals and success. Imagine if the "v-blade” were inverted. Now imagine the characteristics
of an organization that is stuck in the mounds of snow caused by leading from behind.

Leading from the front is not for every firm. It is a choice firm leadership must make with
the understanding that shifting to—or sustaining—a culture of accountability starts at the
Ml very top where the Executive Committee and

Valuable MW Managing Partners are held accountable to

C\?::t::es e e achieve the objectives of the broader partner

When Tactics are Th'rr:fgf':'f::li‘; group. Firm leadership that struggles with proac-

Not Aligned with tively driving results drudges through tasks with

Strategic Direction Lack of Clarity Limits . .. .
Saahisey no purpose or clarity of vision. The leadership

. NINONaaved choice illustrated to the left is a firm that spins its
Leading

e S URLIATEES  \wheels, routinely facing the need to overcome
\ /(I ) ) . .
N IR A A\ drama and surprises while leading from behind.
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MAXIMIZE VALUATION

The question “what are you trying to accomplish?” is surely common when guiding a team
forward. Beginning with the end in mind"® is core to project management, leadership and
life skills. So, as a CPA firm owner and partner, what is most important to you? What is the
purpose of being an equity partner in a CPA firm? Is it to build a nest-egg to contribute to
retirement? Is it also important to earn a good living in exchange for the risks and hard work
assoclated with your career as a CPA? What do your partners aspire to achieve? Is it to
build a better firm that is sustainable and transferable to the next generation of owners? Do
your partners aspire to build a more valuable firm?

“People do not decide to
ASPIRATIONAL MAXIMIZE VALUATION .
become extraordinary.

They decide to accomplish
extraordinary things.”

~ Edmund Hillary

“You aspire to great things?
Begin with little ones.”
~ Saint Augustine

Value is affected by the ability of a firm to generate profits that are sustainable into the fu-
ture and transferable to other owners. A sustainable and transferable CPA firm is a firm that
takes one step at a time to maximize the valuation for the benefit of owners.

Governance is at the center of a valuable firm. Governance assures sustainability and trans-
ferability. Governance is about pausing, reflecting and then moving forward. Progress is, in
fact, best effectuated by periodically pausing to reflect. Stepping Back to Lead Forward pre-
sumes that pausing to gain fresh perspective and transcend immediacies is the key to lead-
ership excellence in today’s complex, dynamic world 2.

We have defined governance and how certain “fortunes” of an effectively operating firm
governance structure reside along a continuum of benefits that range from foundational to
aspirational. Some are more foundational and less aspirational while others are more aspi-
rational in nature with less foundational characteristics.

Effective Governance yields many fortunes for a CPA firm equity partner but there is not one
fortune that is more ASPIRATIONAL than Maximizing the Firm’s Valuation.
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WRAP UP

The business climate is as complex as ever. Opportunities and threats approach business

owners from every direction. CPA firm CEOs and Managing Partners face industry develop-
ments that originate from several angles. To name only a few, consider the strategies and
tactics that address baby boomer retirements, the existence of a leadership gap, managing
and retaining millennials, a tight labor market and identifying the highest and best use of
where to deploy firm resources. There are threats and opportunities from the developments
in technology and artificial intelligence which are reshaping the industry and its talent.

Meanwhile, M&A desires have shifted to be more about strategic fit and valuations of CPA
firms are reducing®. The role of the Managing Partner can be a thankless job yet these are
the leaders who must “herd the cats,” get everyone focused, and drive the organization to
achieve great things. Compensating the Managing Partner with a small stipend will not get
the job done. Managing Partners are unique senior executives who must bring leadership
skills to accomplish the firm’s vision, chief executive skills to develop a strategy that can ful-
fill ownership objectives, and decision making skills that are based on reliable data and in-
formation.

A CPA firm is a business and a business must bill, collect, develop its people, attract the best
people, sell their services, market their services, and manage risks. The Managing Partner
cannot do this alone. The Managing Partner is the Chief Executive Officer of a firm who
choreographs and oversees the interaction and progression of all facets of the business.
Firm governance distributes the roles and responsibilities of achieving success across the
varying compartments of a firm. An efficient and effective governance model drives a high-
er valuation and successful outcomes for firm owners.

T.S. Eliot once said “only those who will risk going too far can possibly find out how far one
ll6
can go.

Has your firm gone far enough to effectuate and deploy a strong governance infrastructure?
We hope you set your sights beyond the horizon and find out how far you can go.

We would be delighted to speak with you about your firm’s governance model. If we
have piqued your interest in IGA’s capabilities, please do not hesitate to contact us at
info@integratedgrowthadvisors.com.
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NOTABLE AND QUOTABLE

“The real mechanism for corporate governance is the active
involvement of the owners.”
~ Louis V. Gerstner, Jr.

‘I have yet to meet members of a leadership team who |
thought lacked the intelligence or the domain expertise
required to be successful.
I've met many, however, who failed to foster
organizational health.
Their companies were riddled with politics, various forms
of dysfunction, and general confusion about their
direction and mission.”
~ Patrick Lencioni

“The more effortlessly you can align, integrate, and optimize
the important business factors inside an organization, the
closer you can accelerate performance and lead changes.”

~ Pearl Zhu

CONTACT US

INTEGRATED 1-877-1IGA-GROW
GROWTH 1-877-442-4769

ADVISORS info@integratedgrowthadvisors.com
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