PETER SCOTT CONSULTING

Briefing Note January 2008

2008 - OUT with complacency, IN with investment

This time of the year is always a good time for law firms to take a hard look at themselves and to plan for the coming year. In 2008 there is likely to be an even more urgent need than usual to do so.

The 'R' word has started to reappear and the warning signs are everywhere. How are law firms preparing to weather the storm?

When money is tight a natural reaction on the part of some is to batten down the hatches and to stop investing in the resources necessary to develop the business. This can be a mistake. Businesses should of course always be run along 'lean' lines, but this should not be at the expense of putting effort and resource into effective marketing and the building of strong client relationships which will, as experience shows, pay dividends. 

It is however unlikely to be all doom and gloom, particularly for those firms which have good leadership and are well managed and which over the past few years have been taking steps to plan for and invest in their futures. 
Those law firms which have established clear, realistic and focused strategies as the means to build greater competitiveness and have worked hard to implement their plans into practice, are now seeing their investments bear fruit.

Every year law firms should ask themselves a fundamental question:

"What kind of law firm do we realistically want to be?"

One of the greatest challenges now facing those who lead and manage law firms is how to adapt their firms to the fast changing needs of a developing and ever more competitive legal market. Never have the drivers of change been impacting so greatly on law firms as now - and the pace and intensity of change is unlikely to diminish. Take for example the following forces which are currently driving change to happen in law firms:

      - The credit crunch which is creating adverse conditions in the financial and banking sector, the consequences of which are now being felt in many other business sectors, including the legal profession, and which in the short term may cause acute pain for those firms which have not invested in developing sufficiently counter cyclical and broadly based businesses. They will most likely be unable to cope with much reduced levels of turnover and a harsher business environment. This may well create conditions for a long overdue restructuring and consolidation within the UK legal profession.

      - Ever more demanding client needs, which as always are a prime driver of change for law firms. Those firms which have invested in and nurtured their existing profitable client relationships rather than always chasing new client leads, often tend to be the firms which experience stronger growth patterns from a more satisfied and secure client base. It is probably the best form of client relationship management to frequently talk to clients to find out what they think of the service being provided to them and to understand their future legal needs. How many law firms do this in a managed way, on a firm-wide basis and in a serious manner designed to build ever stronger relationships? Research has shown that many clients really are seeking a ‘partnering’ relationship with their law firm.
      - Political risk and an avalanche of regulation now seem to have become permanent features of the legal landscape in which law firms will have to learn to live and adapt to their advantage if they are to survive and prosper. New regulatory regimes now being imposed will only become tougher in an environment dictated by a determination to cut legal costs to the bone and the perceived needs of consumers. 
Already law firms are feeling the burden of new regulations impacting on the way they practice law - and it is unlikely to get less or better. Those firms which continue to put their heads in the sand believing it will not happen to them are likely to have a rude awakening.  Managing regulatory risk in a law firm is becoming increasingly more demanding and difficult, requiring a great deal of resource (expertise, finance, time and effort) to be invested if firms are to be sure they are practicing law compliantly and safely. 
How many law firms really have the resources to do so? On the other hand, can they afford not to invest in such resources?
It may not be an exaggeration to say that perhaps a majority of law firms in the UK do not currently have such resources and are unlikely to be able to generate sufficient income to provide for such resources in the future as compliance becomes more demanding. They are at risk. 
The need to be able to practice safely and compliantly is now creating an overwhelming argument in favour of consolidation at certain levels within the legal profession, in order to create business units which will have the benefit of economies of scale to do so. 

On the other hand, regulation in all its forms presents opportunities for law firms to build new areas of business based around regulation, as many successful firms have already shown can be achieved.

      - IT, which continues to drive the pace of change throughout the business world. How can law firms continue to meet the increasing demands of clients for greater  ‘added value' unless they continue to invest heavily in re-engineering the ways in which they work?

 This prospect is not restricted to those firms which are engaged in 'volume / commodity' type work and who are likely to need especially deep pockets to further systemise their processes  to continuously drive their costs lower and lower to meet clients’ demands in order to remain competitive. With the inevitable continuing commoditisation of many aspects of legal work, the need to drive out inefficiencies and to change outmoded working practices will affect all firms to some degree.

      - The ‘war on talent’. Last, but certainly not least, there is an overriding need for law firms to make investments in their people if they are to be competitive and are to succeed over the coming years. 

When asked to list their most difficult issues, many law firms will currently respond by saying 

"to recruit and retain good people".

Those firms which have worked hard to create working environments which help to attract and retain good lawyers and support staff are seen as the places to work. Recently a partner who has now moved from one well known firm to another, when asked the reason for the move, replied

"For the last six months I was there, I just did not want to go to work in the mornings" 

Firms which allow that type of reaction to set in will be well advised to ask themselves what is happening in their firms and then will need to do something about it.

Law firms need to continuously invest in their people to develop the necessary skills and encourage appropriate behaviour if they are to lay down the foundations for long term future success.

In particular, law firms need to put in place transparent and clearly defined career paths, covering potentially the complete span of the working life of their people, and ask themselves questions such as:

· Do we have in place programmes to identify potential new partners and then to help them become partners using coaching so that by the time they become partners, they will know what is required of them?

· Do we have a continuing programme in place for partner development and improvement?

· Are we preparing our partners for their moving towards retirement and as they do so, profitably using their skills and experience in new roles within the firm?
We have focused so far on the need for law firms to invest in order to secure their futures. However we also referred to 'complacency' in the title to this Briefing Note because complacent partners who have either become too financially comfortable, or who are unaware of or unwilling to hear about the threats to their businesses, are a risk to the continued well being of their firms. No law firms are immune to the potential threats posed by the forces of change.
Law firms need to establish whether their partners are sufficiently 'hungry' to meet the challenges ahead:

• Are all our partners prepared to stretch themselves for the good of the firm as a whole?

• Are all our partners prepared to behave differently to help this firm to succeed?

Answers to questions such as these will help to clarify whether a firm has the 'right' partners on board to enable it to achieve its goals.

2008 may well be a difficult year for some law firms. However, those firms which take a reality check now or which have already done so, to reveal their 'burning issues' and who face up to those issues, are likely to be the law firms which will not only get through this coming year unscathed but will be the firms which are likely to become the most competitive and profitable as a result of their taking such steps.

If real progress is to be made, then hurdles to change will need to be tackled because they will not go away. The need for remedial action for many is urgent. Doing nothing should not be an option.
Once again, I quote the words of Jack Welch – “Change before you have to”
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