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Real innovation in law firms and

alternative law firm models
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Robert Sawhney looks at how law firms around
the world are breaking down the barriers to
innovation

here has been considerable discussion in the general and legal
media regarding the state of law firm business models and the
need for innovation in the legal industry. Numerous consultants
within the profession — including me — profess the need for law firms
to differentiate themselves, but provide little evidence of real life
examples. If these writers do give examples, they tend to highlight
renowned firms like McKinsey or Goldman Sachs but seem to be at
a loss for examples that are more insightful for law firms, particularly
smaller ones. Many describe consumer goods examples and claim that
these should be transferable to the legal industry, but I have yet to see
that really be borne out.
The legal industry has unique characteristics and is subject to
unique forces. It is helpful to first look at the barriers to innovation in

law firms, as set out by Gillian K Hadfield (Regulation, Fall 2008):

1. Heavily regulated markets — association restrictions on who can
practice law, when, how, and what services they can offer.

2.  Top-down standardisation — exclusive focus on the means to
delivering inputs to business ends, rather than the ends themselves,
means that legal providers continue to build better drills rather than
making better holes, ie solving client problems more effectively.

3. Homogeneity — everyone goes through the same training and same
processes, which leads to a small talent pool since being innovative
requires out-of-the-box thinking.

4. Scale and scope economies — by defining legal practice as economic
inputs that must include a large individual human capital
component, professional regulation of legal markets inhibits,
for example, the extension into legal markets of the large scale
information processing that underlies much of the revolution in
the modern economy. Regulation also limits scope benefits due to
lack of incentive to develop crossover products and processes.

5. Restrictions on financing — outside investment, sharing of fees as
well as advancement limits of non-professionals.
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Despite these impediments, a number of law firms are nonetheless
forging ahead to become innovators. I am going to try to set the record
straight by highlighting a number of solid, real-life examples of law
firms doing things differently and differentiating themselves.

Value pricing

Some firms have killed the billable hour stone dead and moved to
alternative fee methods such as fixed fees. Valorem Law Group in
the US and Results Legal in Australia are two examples. Not only do
these firms shun hourly billing, they do so by achieving a firm culture
that values client-focused and innovative work practices. That is true
differentiation. It’s valued by clients and it’s hard to copy.

Niche marketing

Some law firms have been so obsessed with becoming full-service
firms that they have forgotten whether that is indeed what their clients
want. Firms that practise in only a few areas but excel at what they do
will always be ahead of the competition. For example, in Hong Kong,
Gall and Lane is a specialist dispute resolution firm. In the US, Belin
law firm has developed an expertise in mixed martial arts law (MMA)
and built a blog to discuss all aspects of MMA law. Again, develop a
specialist field before your competitors and it can be hard for them to
play catch up.

Outside ownership

Although outside ownership in most countries is prohibited, Australia
has one of the only firms I know of to be listed on the stock exchange
(the UK is planning to allow outside ownership of law firms by 2011).
Slater and Gordon has been listed on the ASX since 2007. With
a corporate style board and management the firm has been able to
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create a unique culture for a law firm that works on many cases with a
no win, no fee system. In an article published in the ABA Journal on
12 August 2009, University of Illinois Law Professor Larry Ribstein is
quoted as saying outside ownership would add a number of options for
law firms in serving clients. These options, such as opening franchised
law firms, would be created due to the extra liquidity offered by the
selling of shares.

End of the Cravath system

The ‘up or out’ system in law firms is under threat, as is the traditional
training and career path for associates. Howrey LLP and other firms
such as DLA Piper have been revamping their associate development
programmes. For example, according to the WSJ law blog, Howrey
associates starting in September will make $125,000 (comprised of a
$25k up-front bonus and a $100,000 salary). Second-years will make
$150,000 (comprised of a $125,000 salary and a $25,000 bonus at
the completion of the project). They will work only one-third of the
time during their first year on client-billable work, and will spend the
remainder handling pro bono work and in a Howrey-built training
program. Other tidbits: the firm will bill clients a discounted rate
on the first and second years, in the region of $150 to $200 an hour.
There is also no requirement on billable hours. The firm’s chairman
believes the system will allow the firm to hold onto its new hires and
better prepare them for the future of the legal profession.

What is going on here? In my view, it is simple. Work/life balance
is becoming a major issue for associates. Additionally, clients often
resent paying high hourly rates for new hires. Another factor is that
not all associates will be stars. As Thomas Delong from the Harvard
Business School points out in his new book, When Professionals Have to
Lead, paying attention to ‘B’ performers who make up most of the firm
makes sense since not all staff will want to make the sacrifice often
needed to become an equity partner. The idea that not all professionals
are motivated by the same needs is powerful. This type of culture can
be a strong differentiator as the firm can produce higher quality work
and outdo competitors in terms of relationship management. Again,
real sustainable advantage here.

Merit-based compensation

Many law firms in the US and even the UK are moving towards
merit-based compensation systems. These systems reward partners
based on their contribution to the firm individually, as opposed to
traditional lock step systems. This kind of approach can create a high
performance work culture if the proper metrics and key performance
indicators are put in place. Revenue generation should not be the only
criteria. Teamwork, mentoring and so on should also be included. A
word of caution in Asia: merit-based systems require frank appraisal
of underperforming partners, and this is not readily accepted in
collectivist Asian cultures. The same can be said for individual pay-
related performance.

Alternative business models

Axiom law firm in the US and Advent Lawyers in Australia are two
examples of law firms that don't actually do legal work themselves.
They hire lawyers who either work remotely or in their clients’ offices
for a project period. Such firms usually work on a fixed-fee basis, and
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because of their lower overheads can offer substantially lower rates
than traditional law firms. These firms claim to use project planning
techniques and knowledge management systems to ensure effective
delivery of services to clients. This type of contract work has attracted
some very senior lawyers who value the autonomy and freedom and
have become somewhat disillusioned with the traditional management
systems at law firms. There are also virtual law firms that don’t have
fixed office space but either work from home or in their clients’ offices.
These virtual firms use the web to stay in contact and, again, are often
senior partners of large law firms who have become tired of traditional
practice. Again, if such firms can develop strong management systems
for running a team of virtual lawyers, they can offer lower prices to
clients that would be hard for other firms to follow.

The idea that not all professionals are motivated
by the same needs is powerful.
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Mixing it up

In a 2006 MIT Sloan Management Review article entitled
‘12 Different Ways for Companies to Innovate’, Mohanbir Sawhney
(no relation), Robert Wolcott and Inigo Arroniz develop what they
call the ‘innovation radar’ which depicts the various dimensions
of business innovation. The authors highlight the importance of
intertwining various forms of innovation to create a sustainable
competitive advantage. This radar is based on the firm’s offerings,
customers, processes and presence. An example of this in the legal field
is Exemplar Law Firm in the US. Exemplar offers fixed-fee billing
(value-based), 100% service guarantee, cross-functional client teams
(as opposed to practice areas); it targets mid-market clients and uses
a traditional corporate style of management with a CEO. By mixing
innovation in terms of process (cross-functional teams, CEO), offering
(fixed fees), and customers (mid-market), the firm is able to create
an innovation system that would be hard for other firms to follow
because they don’t have the appropriate culture. Large firms would
find it nearly impossible since they rely so heavily on utilisation and
high hourly billing rates, any change for them would require a total
redefinition of their business model and raison 4’ étre.

Conclusion

Innovation in law firms can happen, and there are some real examples
cited above. While there are a number of restrictions imposed by
regulatory bodies in Hong Kong regarding the type of initiatives law
firms can undertake, there is absolutely nothing in those regulations
preventing law firm leaders from changing their mindsets and firm
cultures to enhance client value. The examples cited above are not
superficial innovations that anyone can copy. These innovations must
be integrated into the very fabric of the firm to become successful,
and it is such a mindset which will lead your firm to a sustainable
competitive advantage.
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