How a large law firm

manages its risks

Peter Scott

In an interview with Hazel Ryan, risk director of Eversheds, we learn some lessons on risk management from one of the major law firms in the UK

A great deal of current discussion on how law firms manage their risks is focused on smaller law firms in relation to professional indemnity cover, and in particular how they may be struggling to manage their regulatory compliance. Compliance, while of course necessary, is far from being the whole story in terms of managing law firm risk. Law firms should really be focusing on the management of all risk to which a law firm can be subject - including compliance with legal regulation.

Risk management in this sense, encompassing wide-ranging risk issues, has to date tended to be most highly developed in the largest law firms where the scale and complexity of their businesses requires that professional risk management disciplines be brought to bear. They also tend to have the resources to do so. However, even though the scale and complexity of their businesses may be greater than in smaller law firms, it is possible to adapt the principles, ideas and lessons to be learned from how the largest firms go about the task of risk management and beneficially put them into practice in smaller firms.
Top level buy-in

Eversheds LLP has 10 offices in the UK and a total of 3,350 people in its business. In addition, Eversheds International covers 27 jurisdictions across the globe.

According to Hazel Ryan, the firm has a `philosophy' which drives and underpins its management of risks: `The pursuit of excellence, with the aim of doing things better for the clients'.

As Hazel described the processes which Eversheds has adopted to manage the risks in its business, it became clear that this client-centric approach is at the heart of the risk management strategy which the firm has built into the foundations of its business.
When I put it to Hazel that these days every law firm talks about `excellence' in relation to client service, she explained how Eversheds is successfully putting these words into practice `Board-level buy-in is crucial to the successful implementation of an effective risk management strategy'.

The risk director reports directly to the chief executive as well as having a `dotted line' reporting role to the chairman of the firm Three times a year she reports directly to the entire board of the firm. Crucially, in structuring its risk reporting lines in this way, Eversheds has recognised that risk management, to be effective, must be driven from the top: law firms everywhere, large and small, should take note.

The risk director's role

Hazel's group encompasses all aspects of risk, including regulatory compliance and money laundering reporting, with direct responsibility for solicitors' accounts.

Rules compliance lies with the firm's finance director, and health and safety is the responsibility of the firm's facilities director. However, she says that in a firm of the size of Eversheds, her role is not designed as a `hands-on operational' role for one person. Instead, the focus of the role of risk director is to define and have overall responsibility for the structure and processes in place to analyse and review risks and their mitigation.

To support her in this there is, as would be expected, an extensive risk team in place, including the UK compliance partner who reports to her and who is responsible for complaints procedures, conflicts and money laundering reporting. It is interesting that despite (or perhaps because of) the number of its offices, Eversheds has sensibly centralised these functions so that one person has responsibility for them.

In an innovative move, all client files are opened by a single specialist unit based in Leeds, which has an overview of the whole firm and which enables the file opening process to be administered more efficiently, more quickly and, from a risk management perspective, more effectively than if carried out at individual office or team level. Hazel explains that this is particularly the case in relation to the client due diligence process which the unit carries out before a file can be opened. Law firms often forget that clients are one of their greatest risks, whether in relation to the damage they can do to a firm's reputation or to its cash flow or in other financial respects. This is why Hazel emphasises that her role covers aspects of risk which go far beyond what many law firms perceive as the risks to their businesses.
Investment in people and technology

Systems and processes are key components of the risk management infrastructure which Eversheds has put in place and the firm has over the past decade or more been investing heavily in state of the art technology to enable its risk management processes to operate efficiently and effectively.

However, there is still very much of a necessary human face to the risk management processes operated by the firm. When I asked Hazel how many risk managers she has in the firm, her immediate response was `3,350': meaning that everyone in the firm must be involved in helping to manage the firm's risks.

‘We encourage all our people to talk to their clients all the time, so we can deliver what it is they want: effective planning, cost predictability, regular communication. This all helps manage risk', she added. And ultimately the decision as to whether to take on a client, based on the due diligence carried out, will rest with the client partner. If there is a difference of view as to this, then the matter will go for decision to the appropriate senior management.

To illustrate the level of investment the firm has made in the people side of its risk management infrastructure, Hazel also has colleagues reporting to her who specialise in professional indemnity, quality, internal audit, and particularly knowledge management (on which risk management is very dependent). Internal audit (with specialist qualifications from the Institute of Internal Audit) implements and oversees the effectiveness of the firm's internal control systems. In addition, she has risk representatives in every business and practice area, and in the legal teams these are senior solicitors who tend to combine client practice with their risk roles.

A `virtuous circle' process

Eversheds has developed what Hazel describes as a `virtuous circle' process to manage risk. The firm focuses on those areas of risk which are highlighted by its annual risk matrix exercise carried out in relation to every area of its business. This is the means by which it challenges everyone in the business as to the effectiveness of its risk processes, spots problems, and takes steps to remedy matters with a view to building quality into the business. Such a process need not be confined to the large firms. Even in a much smaller firm, the managing partner should make it his or her job to know what is happening in every part of the firm in relation to every aspect, and to then challenge everyone in the firm as to how they are managing the risks to the firm.

Recognising that effective risk management depends upon good knowledge management, all risk reporting is standardised and processes have been developed to consolidate information produced from the risk matrix exercise. However, given the number of offices and the geographic spread of the firm overseas, I was particularly interested to find out from Hazel how risks are managed in the overseas offices. She explained that as risk director she has a co-ordinating role which she carries out in conjunction with the local partner responsible for each overseas office. To facilitate this, the firm is developing standard policies and procedures which apply internationally, although they allow room for local variations. This is particularly important for client due diligence and conflict standards with the `highest common denominator' principle being applied.

Training

Finally, I asked Hazel how Eversheds ensures that everyone in the firm is not only aware of the need to manage risk but also complies:

`The management of risk is embedded into frameworks governing the skills required for every job family in the firm. These skills form part of the discussion at the annual performance development review. Everyone has a part to play.'

Training of the firm's people is, according to Hazel, one of the keys to effective management of the firm's risks. Every new joiner goes through an induction process using e-learning modules which cover core standards, money laundering regulations and quality, and these must be satisfactorily completed before a new joiner's probationary period can be signed off. In this process, HR has an important role.

Thereafter there will be supplementary sessions for fee earners which are delivered by the risk representatives in each practice or business group. `For example', she added, `at the moment the Corporate group is focusing on how to manage risks associated with overseas clients'.

When I asked Hazel where she sees the greatest challenge she faces in her role as the risk director of a law firm, her response was firm and clear: `The real strategic challenge for law firms, if they are to manage their risks effectively, is to ensure their people think about their behaviour!'

Hazel Ryan emphasises that is certainly something which she and Eversheds are working very hard to achieve. Every law firm however large or small, should be working towards such a goal, using Hazel's words, `in pursuit of excellence with the aim of

doing things better for clients'.
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