What are you worth?
‘So why do we need you?’ is a question to send a shiver down the spines of [image: image1.jpg]


many in-house lawyers.


For a number of years, law firms have had to show clients how, and to what extent, they offer good value. In-house legal departments do not escape the rigours and discipline of having to prove they offer value — particularly in the current economic climate with rumblings of a recession sounding in the distance.
As daily company results provide evidence of a slowdown in the economy, chief executives and finance directors will be looking everywhere to make savings.
Inevitably, the overhead costs of legal departments will come under the spotlight. In many corporate eyes, lawyers, in-house and external, are a necessary evil to be 
tolerated, but only to the extent that they can continue to provide a service that 
is perceived as a necessary part of the company.
Although law firms like to think they provide added value to clients, I suspect that in-house departments seldom see their services in this way.
Any chief executive looking at saving on costs will ask whether the need for legal services is best served by the group’s current internal arrangements.
Historically, a company’s specific needs will probably have driven the decision to establish and build an in-house legal capability, although the original rationale behind that decision may have long passed.
The basic question many CEOs will ask is: ‘Why do we need an in-house team? We have a huge choice of external law firms of all sizes and quality and with whom we can negotiate tough deals on fees if we give them enough work, particularly if a recession starts to bite.’
How, if you are a head of legal, do you justify your continued existence and that of your team and show the chief executive that the company is provided with a cost-effective in-house legal service?
Some in-house teams would have difficulty in putting a convincing case. It is unlikely that most in-house teams can provide the level and breadth of technical expertise that can be mustered by a large law firm, enabling it to do everything in-house.
Some teams may disagree, but the cost of developing an in-house team with the appropriate expertise in the required areas of law and maintaining that quality of knowledge and expertise is a heavy burden that most companies shy away from, given that they can buy top-end expertise by the hour for a price (which includes an insurance premium element) without having to bear the on-going cost of maintaining a heavy infrastructure.
In a large corporate organisation it is often sensible to have a senior figure responsible for managing the company’s legal requirements (and probably risk management because the two often go hand in hand) whether these are provided in-house or externally.
Often this role arose not directly out of issues of cost, but from a feeling that there was a need to have a lawyer/businessperson in-house who was not so much a technical lawyer but a right-hand man to the board, dispensing common-sense advice and managing the external needs of the company.
This kind of in-house lawyer can usually prove their worth many times over because he or she is adding value by dispensing wisdom, experience and common sense, in the same way that senior partners in law firms can add value to clients, usually at the strategic level.
But businesses also have technical needs that must be serviced.
There is an increasing polarisation between the top-end premium work and the commodity work at the other end of the scale. The former is based on cutting-edge expertise and provided by an increasingly small number of high-quality law firms. The latter is based on providing low-cost, standardised services, often making good use of technology to facilitate the implementation of volume processes.
Commodity work is a large part of legal practice today and can provide good value in the eyes of the client, particularly if the processes are managed well.
This area of expertise in private practice is bound to increase as law firms attempt to re-engineer the ways they practise law to reduce costs and provide a more effective service.
In mergers and acquisitions (M&A) work, too, best value will most likely be obtained by using the highest quality external law firms. When a company is going through major changes, whether it is acquiring or downsizing, it is most likely that an in-house legal team will not be able to handle the volume of M&A deals, particularly cross-border ones.
That is not to say that in-house teams cannot perform a valuable function in helping to manage those transactions, subject to ensuring there is no duplication of effort (nor cost).
But when we come to more commercial (as opposed to corporate transactional) work, which most companies have in abundance, in-house lawyers can come into their own. For example, volume lending and debt recovery work, if organised and managed efficiently, can be operated by a large in-house team in a controlled and cost-effective way.
While some banks have gone down this route, others have been moving in the opposite direction and outsourcing the work to panels of external advisers, often manned by the in-house teams that have moved into private practice.
In reality, external lawyers will be required to a greater or lesser extent and if heads of legal really want to show the chief executive how they can deliver value to the company they can make their mark in this area. Having access to a smallish, dedicated panel of law firms wherever the company operates, who are chosen on a horses-for-courses basis, can, if managed well in conjunction with a limited specialised in-house function, be a viable way of supplying optimum legal services.
One of the arguments often put forward by in-house lawyers for their continued existence is that they understand the needs of the company better than outside counsel.
But this objection can be overcome by using or developing methods of operating, such as Du Pont’s partnering arrangements, whereby external firms are encouraged (and required) to understand the culture and business of the company and how it operates.
These days, outsourcing is one way in which many businesses are reshaping themselves. Perhaps some legal departments should take the initiative and move the team into the competitive world outside instead of trying to convince their companies they are delivering value.
Not only would they probably as individuals earn more money, but they would most likely be able to provide their former companies with as good, if not better, service at a lower cost. 
Ultimately, competition will determine from whom companies buy legal services. The better law firms are managed and the more they operate as efficient businesses, the more they will be able to provide the value-added service clients require, which will in turn enhance their competitiveness in the market. 
And the hungrier and more determined the law firms become, the more difficult it will be for in-house teams to show they can do a better, more cost-effective job.
Peter Scott is director of Horwath 
Consulting. 
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