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Planning for life after the recession 
“Hoping without planning is about as futile as waiting for a harvest without planting” (anon)

It is currently a common theme by some commentators on the state of the legal market to say that when this recession has ended, legal practice will be very different. That is likely to prove correct not only in respect of those areas of work which have been particularly badly hit by a downturn in business but generally across the profession. How legal practice will be different will be very much down to how law firms themselves adapt to a changed environment.

Instead of being unprepared for when the eventual upturn happens, law firms need to be planning now to take advantage of the likely opportunities which will emerge. Planning how to become ever more competitive is likely to be the key to success as a law firm in the future:
“Competition is a process by which services that people are not prepared to pay for, high cost methods of production and inefficient organisations are weeded out and opportunity is given for new services, methods and organisations to be tried”
 (A.Seldon and F.G. Pennance – Everyman’s Dictionary of Economics)
That definition of “competition” could be said to be an accurate description of what is happening in parts of the legal profession today and defines a clear path for those law firms which are prepared to take action to safeguard their future prosperity by planning now how to build competitiveness into their businesses.  
The legal landscape has already changed drastically in many respects and planning by law firms will need to take account of a number of the pressures driving these changes if they are to succeed, including:

- Economic conditions 
Many law firms have been forced to become leaner in these difficult times. Will they learn from and build on the lessons of the recession?

They are operating with fewer people, have cut out waste, are managing their cash flows better and are focusing on those areas of their businesses which will drive profitability. The test for them will come when the eventual upturn happens. Will those same firms continue to follow those good disciplines forced on them by the recession or will they revert to being less lean and mean? A balance will need to be struck between, on the one hand continuing to run a tightly managed business where every penny counts and where driving cash flow and profit is paramount, and on the other hand allowing profligacy to return once business improves. 

When business is growing fast can be a dangerous time for law firms because for some partners all that will matter will be getting the new and available work through the door without regard to whether such work will be profitable. Controlling which new work will be taken on and at the same time keeping a tight rein on overheads (particularly manpower at a time when partners are demanding more people to handle the work) will be one of the most crucial tasks for managing partners. 
Instead of going back to the ways in which they used to operate before the recession forced firms to look harder at the way they manage themselves financially, firms should be determined to continue to ask questions such as:

How ‘profitable’ are our clients?

Which clients are cash generative or are draining us of cash?

Accurate financial information will be required to arrive at answers to such questions and investment in developing systems to provide such information should be a priority.    

- Client needs

Plans for building future competitive advantage can only be successfully formulated if based on sound knowledge of what is happening in the market place: 

What work are our clients (and our prospective clients) going to need in the future? 
Will this area of work be profitable in the longer term?          

How will they require their legal services to be delivered? 

Now is the time for law firms to keep as close as possible to their clients to find out their future needs and to be ready for the upturn.
At the same time law firms will need to reassess in the light of feedback from clients whether they have the expertise and skills to enable them to consistently deliver what their clients are going to want and in the way they require those services to be delivered. This may involve asking further questions such as:

Do we have the right partners on board to help us to achieve our goals?  

Are we prepared to ’face up to our sacred cows’ and deal with them? 
How are we going to become sufficiently profitable to be able to recruit and retain the best people?

- Regulation and risk
The regulatory framework within which law firms operate has been and will continue to become more complex and stringent as the interests of the ‘consumer’ are increasingly regarded as paramount. 
How realistic is it that all law firms will be able to strictly manage compliance in this increasingly regulated environment? It is clear that if they wish to remain operating as law firms then they will need to urgently take steps to ensure that they have the means to do so otherwise their very existence will be at risk.   

Not only will regulation become more stringent but the new regulatory framework being introduced by the Legal Services Act will mean that legal practice will be opened up to newcomers and the protected existence which so many law firms have enjoyed until now will soon be gone. In its place will be a harsher and more business like environment in which the ability to compete in ways never before contemplated by most law firms, will govern success or failure. Now is the time every law firm should be planning how to take advantage of the Legal Services Act.    

At the same time as the regulatory regime is becoming stricter, the management of client risk and the purchasing of mandatory professional indemnity cover has become more problematic for many law firms.  The report in the Gazette (4 September 2008) that insurers representing almost a fifth of the Solicitors PII market have now cut cover to the smallest firms should be an urgent wake up call for a large part of  the profession if it wishes to secure its future well-being.

Over 8700 firms of solicitors have just 1 - 4 partners and another 900 firms have 5 –10 partners. These two groups together account for around 95% of all law firms. The scale of the potential insurance problem can be seen if you put these statistics into the context of one particular insurer which was reported to have stopped offering new cover to firms with nine or fewer partners if they are involved in conveyancing or claims company work.

Such  re-evaluation by insurers of their portfolios was a clear recognition that smaller firms will find it increasingly difficult to satisfactorily manage the risks involved in practicing law which, combined with having to manage at the same time stricter compliance with a more demanding regulatory regime, is for many smaller firms a burden too far. It is also recognition that smaller firms are often simply not managed. 

Risk management and regulatory compliance in a law firm, if they are to be effectively carried out, require adequate resources to be applied to them. How many of the 8700 firms with 1 – 4 partners have a management infrastructure in place to safely and compliantly practice? Law firms should ideally employ risk and compliance managers, but which firms other than the largest can afford them? The more relevant question we should be asking is ‘’Can firms afford not to employ them?”
There are potentially ways whereby smaller firms can manage risk and compliance, even if they cannot on their own afford the necessary resource. For example, a firm might outsource certain risk and compliance functions to external providers to look after these areas more cost-effectively than if the firm were to employ its own people. Another route might be for groups of firms to pool resources to enable them, together, to afford the necessary risk and compliance infrastructure. However, the thought of working with competitors and potential issues of client confidentiality are, for many, probably bars to such possible solutions. And, if the insurance industry continues to take its current (or an even tougher) view of smaller firms as reported, then even these potential alternatives are likely to be non-starters.

- Resource

It is becoming increasingly clear that if those law firms which make up the bulk of a highly fragmented profession are to become and remain competitive, then they will need to grow to enable them to provide their clients with the future services their clients will require and to do so at prices their clients will consider ‘value for money’. 
The Legal Services Act is likely to hasten this process and organic growth (even if possible) will not on its own be sufficient to enable firms to provide the adequate resources of people and finance, which they are going to need if they wish to compete and survive in the challenging legal world of tomorrow. 
We now appear to be seeing additional compelling reasons why firms will be forced to grow - to provide for the necessary infrastructure to safely and compliantly practice law and, if the insurance market is increasingly going to prefer to take on only larger firms doing certain types of work and at what it considers economic premiums, then there is only one conclusion likely to be reached – there will need to be a move towards greater consolidation across a large part of the legal profession.

Greater resource created by consolidation between law firms can help law firms to achieve their objectives, which on their own they will be increasingly unable to do. For example, combining together should enable them to:

· Provide for the quality leadership and management which will be required to successfully compete in the future. 
· Provide the necessary infrastructure to underpin the provision of high quality legal services which will be demanded by clients, including risk management and compliance, technology, business development, knowledge management and HR

· Provide clients with the depth and breadth of expertise they will in the future require from their lawyers 

· Build market share and higher profile to attract and retain better quality people, as well as helping to access new and larger markets for larger clients and more premium work. 
· Build a brand which can begin to compete with larger, more developed firms for higher value work.   

The above are just a few of the issues which law firms are going to have to face up to now and in the immediate future if they are to prosper for the longer term. Planning for this should  begin now. 

As Jack Welch once famously said “Change before you have to”  
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Can Client Relationship Management (CRM) really improve your firm’s performance?

                                                                                                             Robin Dicks, 

                                                                                                             The Thriving Company Limited

                                                                                                             robin@thrivingcompany.co.uk
                                                                                                             44 (0) 7940 886677 

At the end of 2008, The Thriving Company (one of the members of the Winning Firm Alliance) undertook a benchmark study in conjunction with Professional Marketing Forum.  The objective was to discover the truth about Client Relationship Management efforts across Professional Services Firms and the effectiveness of those efforts.

The study has evolved to be not just of use to the marketing community, but to Managing Partners, CEOs and Practice Heads. In particular it focused not only on CRM activity, but on the impact on financial performance, and other key measures.  In particular, there are some key lessons which firm management should find valuable.

The study focused on:

· How well do firms manage client relationships and service?

· Do “CRM” efforts deliver strategic and financial benefits?

· What are the relationships between “CRM” activities and financial returns and performance?

· What are the barriers that may stop CRM activities boosting performance? 

Around 150 participants took part in the study, over half of whom were from law firms. They reported the extent to which they undertook 35 different activities, and the extent to which they had gained financial and other results which they believed would not have been achieved without their CRM efforts.  They also reported on the issues which constrained better performance. 

The insight collected answers the question about whether it is worth making a concerted effort to develop client service and relationship capabilities. For possibly the first time there is objective data about the correlation between activities and results, and the ability to distinguish the activities that may have greatest impact.

Here are four lessons that management of firms will find useful. 

Lesson 1: CRM efforts deliver financial benefits

An overwhelming majority of firms – indeed, around 95% - report that they have achieved at least some benefits from CRM.  These include outcomes such as increased revenue, reduced client loss, improved profitability, increased ability to cross-sell, and better returns on marketing activity.

In fact most of the potential benefits were reported by at least 70% of participants in the study. Graph 1 below shows how many participants reported that they have achieved each benefit.

Graph 1: Proportion of firms achieving benefit from CRM efforts
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This demonstrates that investment in CRM activities should generate benefits.  However, this does not mean that all firms achieve significant improvements in performance, as shown below.   

Lesson 2: There is a wide difference in the level of benefit gained by different firms.

The ability of firms to attain truly significant improvements in performance varies widely.  Graph 2 (below) shows how many participants have achieved major improvements across each key performance measure.  As can be seen, the number of firms achieving major benefits is significantly lower – with many benefits being achieved by 20-30% of the participating firms. For example, only 18% of firms have achieved a major increase in revenue. 

Graph 2: Proportion of firms achieving major benefit from CRM efforts
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These of course, are the firms who are undertaking the right activities in the right way, and optimising the payback from them.  But what are the differences in activities undertaken by firms that achieve major benefits and those that do not? 

Lesson 3: Firms which gain the greatest benefit from CRM undertake some key activities. 

The study as a whole identified correlations between each CRM activity and the extent to which each benefit had been gained.

Describing this in detail is of course outside the scope of this summary. However graph 3 gives some insight into the significant differences between the activities undertaken by firms who achieved major increases in revenue as a result of CRM activities, and those that reported no increase in revenue.  This looks at the extent to which firms understand client expectations, and the impact this makes.

So, two-thirds of firms achieving a major increase in revenue from CRM activities reported that client facing and fee earning staff had a good understanding of the commercial and strategic pressures their clients faced. However, amongst firms which achieved no revenue benefit, only one in five felt this understanding was present.  

The distinction is even starker in respect of key account planning activity. Only 8% of those achieving no revenue benefit prepare account plans jointly with key clients.  Of those that have achieved major revenue benefits, the corresponding figure is 63%.    

Graph 3: Link between activity and benefit – the impact of Understanding Client Expectations
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Lesson 4: Its not about technology

Its common to hear professionals outline that their CRM efforts would work much more effectively - if only they had “better technology”.

But the results of the study imply that the key constraint upon success really isn’t technology; in fact this was in the middle of the pack.  The podium places were taken by:

1. Lack of senior partner/partnership board understanding of CRM

2. Lack of clear strategic direction for CRM effort

3. Lack of measurement

When we speak with firms who have achieved major benefits from CRM, the central importance of having a clear vision and objective is very clear.  

What do you want to achieve in client relationship management and service, what impact will it have on clients, how will you measure it, and how will you manage it?  These are the elements that drive improved financial results – not the purchase of expensive systems.

For more of the insight from the benchmark study, and detail about which activities drive performance, and how to manage them, contact:

Robin Dicks, Director,The Thriving Company Limited

robin@thrivingcompany.co.uk
44 (0) 7940 886677

Bullet Proof Budgeting

A key to thriving in the current hard economic times is to adopt “bullet proof budgeting”.

This means that whatever happens, your firm will be fine.  If you miss forecasts you will still keep out of trouble, if you hit them you will make money and if things work out better – then you will be doing really well.  Such an approach will see you through the recession and give your firm the edge when the economy picks up.

It embodies a philosophy of minimising borrowing, matching numbers of people to the work available, a rigorous review of expenses and high levels of control over basic hygiene issues such as time recording and collections. Furthermore you should be aiming for “no surprises” – if things do start to go wrong you have advance warning and can take action to head off problems. 

Whilst some law firms have embraced such concepts, many will not have adapted their financial planning and management processes to cope with changed economic circumstances. Is your firm one of these? 

Many law firms will be in the process of completing their budgets for the forthcoming financial year.  Before your firm signs off on its budget, it is worth considering whether any of these apply in your case:

· An attempt to recover lost cash and overdrawn current accounts from this year

· A need to reduce borrowing and contain a rising overdraft

· Taking out more and more short term loans

· Low numbers of average chargeable hours

· Successive rounds of cutting expenses

· Finding cash to pay for tax bills on previous year’s higher profits

· Needing to cut drawings and raise capital

Additionally, most firms will at some point be discussing their budgets with their bankers and seeking to renew facilities.  Even if the relationship is sound and your firm is in good financial shape, banks are looking afresh at the finances of their law firm customers.  Your bank will be looking for some warning signs contained within your budget plan:

· Drawings in excess of after tax profit

· Budgeted profit based on questionable growth assumptions

· Lack of action to address expense and capacity issues

· Rising debt or overdraft forecasts

· Poor ratios and benchmarks

· Gearing and debt: equity ratios
· Lock up period

· Profit margins

· Expense ratios

· Lack of contingency reserves

· Failure to provide integrated models covering
· Profit and loss 

· Cash flow

· Balance sheet
· Poor management and financial reporting and forecasting
Your bank would be right to be worried.   No firm should be entering into the recession with weak financial planning and management.  A firm which trusts to luck is risking serious problems.  These problems will frequently surprise a firm and envelop it in a crisis which will overtake their ability to cope within months.  At this stage most firms will discover that their previously friendly bankers are unwilling or unable to help.

So how should you plan your finances differently – practically implementing “bullet proof Budgeting”?

Here are a few tips:

· Build a model built around leading indicators – pipeline deals, likely volumes of work, numbers of new instructions or settlements/completions, chargeable hours

· Ensure that you have regular daily, weekly and monthly KPI reporting on these leading indicators so you know in advance what is going to happen to your profits and cash flow

· Benchmark key areas such as caseloads and completions per staff member, gross and net margins, chargeable hours and capacity, lock up days by area – so you know where you can improve performance and target action

· Understand your current position – have an accurate picture of WIP and debtors, creditors, loans, tax liabilities and other commitments – also contingencies and the need to make write offs and reserves – don’t fudge your balance sheet

· Build an integrated model of profit, cash and balance sheets – link to KPI reporting.  Prepare monthly accounts and daily cash flow analysis and re-forecasting.  Monitor key numbers like receipts per day, new instructions, and daily chargeable hours.
· Manage cash collections.  Actively shrink the lock up period and target cash collections.

· Rigorously question every item of expenditure and implement central control of spending and drawings.  This does not mean delaying payments, it means not spending.

· Match staff numbers to the work available.  Consider compulsory short time working and zero percent pay rises.  If redundancies are necessary then try to do it once and attempt to rid your firm of any dead wood. 
· Give management the power to manage.  There should be no more “protected clients” or untouchable fee earners or partners.  Let them lose money somewhere else if they have a problem.  
· Manage performance and pay by results – including partners. Pay out a proportion of drawings linked to hitting key numbers – eg hours, billing, collections and lock up.
You will note from the above that “bullet proof budgeting” is not simply better financial planning.  It involves creating a management approach that can deliver the numbers contained within the plan.  These cultural changes will not necessarily be welcomed by all partners.  However those firms that emerge from the recession with sound finances will dominate the future and be well placed to make some serious money.

Mark Feeney
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