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Professional support infrastructure – how to cost effectively provide what your firm cannot do without?

Recently I was delivering a seminar to an audience of law firm managing partners on the subject of how to build for the future once this recession ends, and asked them what lessons they were learning from the present downturn. One of the managing partners present said that what had come as a shock to him was the level of staff costs and many of the others present concurred.
Anyone who actively manages a law firm using the ‘gross profit’ line as one of their key performance indicators will not be shocked by the level of staff costs which can be involved in the running of a law firm. The discussion moved on to the topic of professional support staff and in particular how a law firm can provide for the scope and level of the support infrastructure that is now increasingly necessary if a modern law firm is not only to function efficiently, compliantly and profitably, but is also to develop to meet the challenges of the future. One of those present explained that in his firm these overheads ‘cost them nothing’ because the functions were performed by equity partners. He did not apply notional salaries to his equity partners when considering their ‘cost’ nor did he, in terms of cash flow, take into consideration that they were paid monthly drawings ‘on account’ of eventual profit.  
The rest of the audience then engaged in a debate with him regarding the true ‘cost’ to his firm of having equity partners performing functions they are not trained to do. Not only could such functions most likely be carried out more efficiently and at substantially lower cost by trained professionals, but those equity partners should probably be more profitably used elsewhere building new business for the firm, strengthening existing client relationships or carrying out chargeable client work. The discussion opened his eyes to issues he had never before considered.            

The above discussion highlighted at a time of financial constraint, the issue of how law firms can, in the most cost-effective manner provide for the professional support infrastructure they now need, and manage the risks involved for them if they do not. It also raised the issue of what should be the role of equity partners in the future when performance will matter as never before if law firms are to successfully compete.

Overheads should of course always be kept under tight control. However, how can law firms ensure they are ‘running lean’? 

Every individual item of overhead (and particularly the cost of people which is the largest single overhead) should on a regular basis be closely analysed and for example, the following questions asked:

Is this overhead necessary for the efficient and profitable operation of our firm or could we do without it or use it less?

We know we must have [this overhead] but how can we reduce the cost of providing it?  

If a ‘cost-busting’ analysis is carried out, many firms will be shocked to discover just how much unnecessary overhead cost they are carrying and which, at times such as this, they can ill afford.   
Having said that, care will need to be taken not to cut overheads in an unfocused manner and to such a degree so as to deprive a firm of necessary services and infrastructure and without which it cannot profitably and safely practice law. In particular while it may not be palatable to some partners to have what they might refer to as ‘admin staff’ within the firm, it can be a serious mistake to starve certain infrastructure functions of essential resource. The need is therefore to be able to provide such functions in the most cost effective way to both ensure continuing benefit to the firm and to satisfy partners that their cost is necessary and being kept well under control.      

Clearly the size and nature of a law firm and its development needs will, to a large extent dictate the level of professional support resource it is going to need at any point in time. However, whatever the level of resource required, there is a minimum of support infrastructure (from wherever and however sourced) needed to cover certain areas, including:

· Finance
· Risk / Regulatory compliance

· IT

· HR

· Business development

· Training / CPD 

Law firms cannot do without these services and so how best / cost effectively can they be provided? We will look at each function separately as follows:

Finance 

If financial performance is to be enhanced (particularly in these difficult times) a firm will need to analyse what it is going to need in terms of financial resource.

What should our finance manager / finance director be doing? Employing a good quality and qualified finance person is likely to make much better economic sense than having a lower quality and ‘cheaper’ finance person overseen by an expensive and financially untrained equity partner. Employing an FD who understands what is needed to be done to get the firm into good financial shape and who can command the trust and respect of the partners is likely to be both a more successful and a more cost effective way to resource the finance function.

Is there a better and more cost effective way we can provide for the cashiering function? For example, instead of employing our own staff could this vital function be outsourced in some way to provide a more effective and reliable service? Or could we pool our resources with other firms to provide such services from a central resource at much less cost?

Firms should also perhaps consider replacing ‘credit controllers’ with ‘revenue managers’ who will drive both the management of work in progress and the collection of debtors, in order to accelerate cash flow.  

Risk / Compliance     

Tighter regulation of the legal profession is increasing at a pace not seen before and law firms need as an urgent priority to ensure that they are fully compliant in every respect if they are to keep out of trouble. They cannot afford to put their heads in the sand and hope the problem will go away. They must take steps to deal with it now. 

Likewise all the many other risks affecting law firms need to be managed. In particular if the insurance industry is beginning to take a more stringent approach to the way in which law firms manage their risks then life may become more difficult and expensive for many firms. Active risk management procedures will need to be put in place if claims are to be avoided and premiums are not to become prohibitive to future practice.

Few law firms have invested in adequate risk and compliance infrastructures. At a recent conference at which I spoke, only one firm out of the fifty firms present had a risk / compliance professional within the firm. The response from most of the other firms present when I asked them why they did not have similar was “We can’t afford it!” My response to them was “Can you afford not to?”

It may be that size and lack of financial resource in the majority of firms means that on their own they are unable to afford to employ professional staff to adequately manage risk and regulatory compliance. So how can firms provide this necessary resource so they can be sure they are able to safely and compliantly practice? Several solutions may be possible.

· Out-sourcing the tasks of establishing and subsequently regularly auditing compliance procedures to the standards required by regulatory authorities as well as on-going compliance training for partners and staff is an obvious route to take. It makes economic sense to use the knowledge and skills of externally contracted experts on a regular basis instead of trying to do this internally and may help you to sleep at night!   

· Providing sufficient resource to manage risks and be compliant (as well as providing for the other necessary professional support functions in this note) is increasingly seen to be a driver of consolidation. It is likely that only the larger firms will be able to afford to fully provide for these services internally and even then some may well out-source some functions.

IT     
All firms have IT systems of varying degrees of size and sophistication and high quality professional expertise will be required to ensure that firms, inter alia:
· get the most out of their existing systems without having to invest even more in new technology which they are unlikely to use to its full capability 
· can be satisfied that if they do invest in new technology then that technology will do what the salesman says it will do
· have contingent planning in place if their IT systems fail

· train their people to use the technology available in the best way possible to gain the greatest value 

It is unlikely that most small firms will be able to afford adequate in-house expertise to do this and again out-sourcing of at least a part of the resource required is likely to be the most advantageous route to be followed. 
HR

In this day and age it is inconceivable that a ‘people business’ such as a law firm can be run without having on board professional support to look after all the people issues within the business. The avalanche of regulation relating to the workplace is unlikely to stop and firms must be able to handle that regulation for the well being of the people in the business and for the business itself.

Managing compliance with employment regulations involves similar issues to those in relation to other areas of risk and compliance (people are the most important assets of law firms but are also their greatest area of risk) and requires firms to:

· put in place the necessary policies, systems and procedures so that a firm is not only technically compliant but in addition benefits from doing so by being more productive and a better place to work. 
· ensure by a system of regular auditing, that all HR procedures are continuously up to date and being correctly applied; and

· train on a regular basis, appropriate partners and staff.

In addition to all the above, a firm will need to deal continuously with issues of recruitment and termination of employment and the many other internal people issues which will require high degrees of skill and experience by appropriately trained HR professionals. Any firm that does not have access to such expertise will be at risk. However, in this case, out-sourcing is not likely to be the whole solution (although it may help in relation to certain procedures) and firms will normally need to have the best possible internal resource to adequately deal with their HR needs. 
They should therefore ask themselves whether their existing HR function is delivering what the business will require as it develops and if not, how the HR capability can be upgraded at a realistic and acceptable cost?

Business development 

This is the area which is most often targeted for cost cutting in difficult economic times but this can be short sighted and counter productive. 

If a firm has conducted a ‘cost-busting’ exercise and its overheads are constant and under control then all additional revenue generated should be additional profit. This is where a good business development professional can be invaluable to a law firm. If levels of work are reduced as at the moment, then now is the time when partners (with the help of business development professionals) should be using their downtime to undertake effective business development. 
The role of business development professionals is often misunderstood. Their role is not to win business themselves but to provide the partners and others with the skills and the means to win that business. A good business development professional will help partners to prepare sensible and effective plans to build stronger relationships with existing clients as well as helping them to target new clients and markets in the way which is most likely to succeed. Partners may however first need to be trained to learn how to get the best out of their business development professionals.

There are many levels of business development professional and firms should continuously analyse their needs to ensure that the expertise of the incumbent is sufficient for the tasks in hand. In the same way that it is vital that a finance director has a successful working partnership with a managing partner, in the same way a business development professional needs to work very closely alongside a managing partner if a firm is to make progress in building more profitable business.  

On the other hand, instead of upgrading, it may be a more cost effective solution to accept that the incumbent is not necessarily adequate for all tasks but that certain aspects of business development can be easily out-sourced as a way of supplementing the existing in-house skills. For example, great progress can be made in terms of client relationship management when external advisers are brought in to carry out client surveys and who can then objectively feed back the findings to the firm. Developing and managing websites are another obvious example.  
Training / CPD         

Training in so many aspects of a law firm, is not only necessary but is mandatory in certain areas. Well planned and focused training to improve the skills and knowledge of people in a firm is vital if the quality of a firm’s advice and service is to be improved. It should not be undertaken just to obtain ‘CPD hours’. Larger firms have training managers but smaller firms will have to find other ways to provide for this increasingly necessary function and the task often falls to the HR manager to deal with.
However whatever training is undertaken, it should be tailored as far as possible to meet the needs of the firm and the people in the firm. ‘Sheep dipping’ should be avoided. Increasingly it is becoming more cost effective to have courses run in-house and which are tailored to the needs of firms. At the same time advances in technology mean that more and more firms are having training provided ‘remotely’ which can be very cost effective. 

The above professional support areas are vital to the well being of a law firm. Can any firm ignore them if it wishes to remain in practice and succeed as a profitable law firm in the future? The answer must be ‘no’ but it is going to become increasingly difficult and expensive for many firms to adequately provide these functions on a wholly internal basis. As clients become more demanding and regulation becomes more stringent, law firms will have to ‘professionalize’ in a manner most have not thought necessary before. Outsourcing certain functions can only go so far. 
Ultimately law firms will need to be larger and more economically viable business units if they are to provide clients with the services they require and to successfully operate in the new legal landscape which beckons.
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