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A summer to take stock
We are in the ‘profit reporting season’ for law firms and, at least for a number of larger firms, a pattern seems to be emerging – static or small rises in turnover and rapidly increasing costs (including salaries), resulting for a number of firms in reduced profits. What happens to larger firms often also happens to smaller firms and sometimes to an even greater extent.

Law firms can be notoriously short term in their thinking. It is always this year’s profits that matter. However, for many there is no current financial crisis as such and complacent attitudes can be seen in a number of firms. But a crisis does not just happen – it is usually the final combination of a number of factors which have been neglected for too long. To prevent tomorrow’s crisis from occurring, what things should law firms now be doing to build a solid base for long term financial well-being? 

It should not be necessary to mention certain aspects of financial management which ought to be ‘givens’, such as:

· The need to always be ‘lean and mean’ which should be central to financial discipline, based on principles such as zero based budgeting – ‘do we really need this for the better running of our business?
· Extracting greater profit out of the existing business by exercising financial disciplines designed to 
· price work profitably

· fully (and honestly) record all chargeable time; and
· improve the recovery rate instead of throwing away hard-earned profits 
· the weeding out of poor contributors in order to restructure so as to be ready for the challenges ahead
However, to build long term profitability and competitiveness into a law firm requires something else.

Analysis of highly profitable law firms tends to show something that should be very obvious, that the most profitable, whether large or small, are in the ‘right markets’, whether those markets be work-type, sector or geography based. And by ‘right markets’ is meant markets where there is a demand for legal services by clients who are prepared to pay levels of fees which when combined with strong financial management internally, result in high and sustainable profitability. 

‘Are we in the right markets?’ is a question firms across the whole profession regularly need to address as the process of change accelerates ever faster in technology, in economies everywhere and the manner in which we are governed and regulated.
If we look at what is happening in parts of the legal profession today it is clear that many firms are wholly or partly not in the ‘right markets’ to provide them with that necessary sustainable profitability going forward. What can they do to remedy this?

If law firms are to take control of their destinies, then they need to urgently stand back from their day to day work and take a long, hard and realistic look at themselves.

‘What are we now?’

‘What kind of firm do we realistically want to be?’ 
Challenging every aspect of a firm will, inevitably throw up some difficult issues

which will have to be resolved sooner or later between partners. For example:

· ‘Are we bottom-line driven or are we comfortable as we are?’

· ‘Why are we still doing this [area of work] which haemorrhages cash and loses us money?’ 

· What skills and relationships do we have which can be developed and built on, in order to get us into those ‘right markets?’

· ‘Can we achieve our objectives on our own or do we need to merge?’  

 These and many other similar questions need to be faced up to if a realistic and achievable plan is to be put in place for the future.
Facing up to such issues and other ‘sacred cows’ will begin to get partners out of their comfort zones, which is fundamental to building the profitable law firm of the future. Any firm that is today suffering from low profitability, poor cash flow and lacking optimism for its future is at a dangerous crossroads. There is no easy way out. Such problems need to be faced up to now and then dealt with, taking hard decisions if necessary which will save greater pain later.

In the aftermath of year end results, the summer can be a useful time to reflect – to reflect on what might realistically be achieved. To do this will require some challenging thinking by those managing law firms and clear, realistic and achievable plans put in place and then implemented.

Is there an alternative if firms are to survive and prosper?
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