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So far technology has had little real impact on the legal profession. But the

next ten years will see a fundamental change in the way in which law firms

operate argues Alan Hodgart. With a squeeze on prices law firms will be

forced to implement technology to take out the cost in the more routine parts

of high value work.

The enormous advances in technology over re-
cent years have resulted in a transformation of
many industries. Business models have under-
gone a dramatic reshaping as the adoption of
technology has allowed fundamental changes
in business processes and cost structures. The
result has been improved quality and lower
prices across industry after industry. It has also
allowed businesses to grow profitability even

while lowering prices.

Investment in infrastructure not in
changing business processes

The impact of technology in the legal market
has been much less than in many other indus-

tries. There are a number of reasons for this:

m The impact of competitive forces on law
firms and how they are managed has been rela-
tively recent and, even now, has not been fully
embraced by many partners.

m The cost of investment in technology and
the impact this has on partner ‘take home” in-
come. While law firms in general have invested
a significant amount of money in technology

much of this has not been in business processes.

m The resistance by partners to the funda-
mental changes in behaviour that would be
caused by the incorporation of technology into
the work processes.

Of course, law firms now make a significant
use of technology, much more than ten years
ago. The pointis thatit has mainly been used to
make the internal infrastructure of the law firm
more effective and efficient than to change the

fundamental business processes.

The early technology investments by law firms
were primarily in financial systems. Finance di-
rectors developed computerised reporting sys-
tems; time recording systems, real time key per-
formance indicators and the like. There are
now systems that allow profitability, by client
and by type of work, to be calculated along
with other sophisticated analyses. These sys-
tems clearly enable better management to oc-
cur but, on their own, do not change business

processes.

The same is now true throughout most law
firms’ infrastructure. Human resource depart-
ments now use quite sophisticated programs
for monitoring people development, for ap-
praisals and record keeping. Marketing de-
partments have comprehensive client data sys-
tems, client management programs and a range
of marketing data to hand on computers, avail-
able atthe touch of a button.

When discussing this lack of investment in
business processes with law firms the reply is

that many firms have invested in comprehen-

“There are still firms who have
tried to graft technology onto the
old business processes.
This makes old processes more
efficient but it requires a change
in the processes themselves
if costs are to really reduce.”

sive knowledge management systems and this
has changed the way lawyers work. They now
have many standard precedents and other
documents easily available to the lawyers. To
many lawyers this indicates that business
processes have changed due to the adoption of
technology. However these changes have sim-
ply made the existing business processes more
efficient: they have not changed the business

model as such.

The one exception to this argument is among
firms who specialise in high volume personal
injury claims, debt recovery and residential
conveyancing. Some, but far from all, firms in
this market sector have responded to very com-
petitive pricing pressures and made fundamen-
tal changes in how the work is done. Technol-
ogy is used to process much of the work, para-

legals or ‘clerks” are used rather than lawyers
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A ten-year view

“In aworld of rising costs and a
squeeze on prices, the critical
issue for law firms is to reduce
labour time (and cost). Making
existing labour intensive
systems more efficient is only
the starting point. Changing the
way in which the processes are
performed so as to eliminate
much of the labour cost is the
only solution in the long term.”

for processing and lawyers focus only on spe-
cific issues that require their skill and not on

processingdocuments.

In discussion with key executives from a major
insurance company we noted the lower prof-
itability of a number of law firms they used for
processing claims. One said, “We have forced
down prices and this is what has hit their bottom
line. On the other hand, we’re not convinced
they (the firms) have done anywhere near
enough to take cost out of their business.” Even
in this sector of the market, where profits are un-
der very strong pressure, there are still firms who
have tried to graft technology onto the old busi-
ness processes. This makes old processes more
efficient but it requires a change in the processes
themselves if costs are to really reduce.

Price pressures will force change

This is a huge problem staring the legal market
in the face. Clients of all types are becoming
more and more price conscious. High value
work, work that is of significantimportance to
clients, is much less price sensitive than lower
value, less important, work. An increasing
amount of legal work is not seen to be of even
mid-value to clients and the percentage of legal
work seen to be high value is shrinking.

At the same time clients also believe that there
are great swathes of legal work that are not par-
ticularly complex and that there are many good
lawyers who are quite competent in this work.
Given a significant lack of competitive differ-
entiation between many law firms, clients in-
voke price as a differentiation. If firms with
similar levels of competence look the same
then price becomes the deciding factor.

At the same time law firms face significant in-
creases in costs. Salaries of lawyers continue to
rise, as do other major costs such as rents. In
the past lawyers worked more on a ‘cost plus’
system: hourly rates rose every year (or more)

in order to cover rising costs and to maintain

(or even increase) profitability. This is no
longer acceptable to many clients who are ask-

ing for rate reductions notincreases.

The market is heading to a position where
many firms will find it difficult to continue to
raise prices (that is, hourly rates) at least across
the board, but costs will still rise. Profitability
can be maintained by making everything the
firm does more efficient or by reducing the
number of equity partners (or both). These ap-
proaches both have limits, however, and will
cease to be effective at some point.

The way forward: standardisation of
process

The solution lies in a radical transformation of
the way in which legal work is done and this
will change the role of many lawyers in a fun-
damental way. The technology to do this is
available already but very few firms have done
anything aboutit.

A year or so ago we asked a group of heavy hit-
ting M&A partners the following question:
“What percentage of the legal work on a £10
billion hostile global M&A is really complex
and requires a top flight partner?” The answers
ranged from 5% to 10%. There is a critical
point here: the deal itself may be very high
value to the client but that doesn’t mean all of
the work is complex.

If this is true of a £10 billion hostile takeover
think about the percentage of truly complex
work across the legal profession. Even on a
generous estimate it is unlikely to exceed more
than 20%, say 25% at the outside. Yet in many
firms 80% of the work is carried out by part-
ners and other high cost individuals. This can-
not last for long. Even delegating it down to
more junior (hence cheaper) staff is only a
short-term solution as it leaves the basic busi-

ness model intact.

The answer lies in recognising that legal work
is like much other work: people go through a
series of steps to move from a problem to a so-
lution. Most professional work is capable of
being broken down into a series of steps or
processes. This is as true for a consultant on a
strategic review, a lawyer on an employment
matter and a property advisor on a major
transaction. Each individual who does one type
of work in a firm might have variations in how
they carry out these steps in order to get to a so-
lution but most go through a similar process to
get to a solution for the client.

Where this is the case the steps in a process
can generally be standardised: this applies not
just to the paperwork but also to the activity
itself. Everyone will do the work in exactly the

same way. Once we have achieved this it be-
comes straightforward to use technology to
carry out many of the activities. This involves
far more than simply using standard docu-
ments. By inputting into a computer program
the processes required to answer specific is-
sues, the technology can select alternatives
(given a set of questions) and move from a
problem that is put into the system to produc-

ing options as solutions.

Once a professional has these options he or
she can then apply their knowledge and make
aselection. In other words, instead of delegat-
ing routine work to a junior fee earner the
technology can carry out this out, leaving the
professional to work on the last 10% or 20%
of the matter.

Changing the face of the legal
profession

Of course, it is not as simple as this. Intelli-
gent systems require significant input if they
are to work effectively and there is a large in-
vestment to be made in developing the data
basis necessary to support this approach.
Users of the systems also need to know the
questions they need to ask in order to trigger a
response: but it is not that difficult. The fact
of the matter is that the technology is cur-
rently available and those law firms who can
master it will be able to reduce costs, compete
on price, possibly raise value to clients and
improve profitability.

The changes that this approach will bring

aboutare immense:

m Pricing by the hour will become irrelevant
when a computer is doing 80% of the work and
the professional only 20% so new pricing mod-
els will be required.

m Developing junior fee earners will become
difficult because much of the work on which
juniors used to cut their teeth on will be com-

puterised.

m Law firms will not need so many lawyers if
computers are doing 80% of the work so their
human resource systems will require scrap-

ping, as a new type of recruit will be required.

m Significantly, the role of a partner will be-
come very different. Partners will only need to
have input into work where there is a particu-
larly complex issue: the rest will be done by the
computer and a few associates. Partners will
become much more marketing and relation-

ship focused than mostare today.

This is a huge challenge. Even today there are
many partners who find it difficult (even im-
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“Ayear or so ago we asked a group
of heavy hitting M&A partners the
following question: “What
percentage of the legal workon a
£10 billion hostile global M&A is
really complex and requires a top
flight partner?” The answers
ranged from 5% t0 10%.”

possible) to delegate work to a junior colleague
and then supervise it effectively. They either do it
all themselves or abdicate it when they pass it
over to another. In the ‘new world’ they will be
‘delegating’ largely to a computer and if they
have trouble ‘letting go’ now it will be doubly
difficult when it is delegation to a computer
rather than anindividual.

The legal profession is ripe for this change.
Much of the legal work can be standardised as
processes and then programmed into an intelli-
gent system. Technology can take a legal prob-

lem and move it a long way towards a solution

PLC
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without any human involvement once it has

been programmed effectively.

In a world of rising costs (a major one being
salaries) and a squeeze on prices, the critical is-
sue is to reduce labour time (and cost). Making
existing labour intensive systems more efficient
is only the starting point. Changing the way in
which the processes are performed so as to
climinate much of the labour cost is the only

solution in the long term.

This business model will be less important to
law firms who are operating primarily in the
very high value area of work where there is a
continuous stream of complex work. Even so,
these firms will be best advised to look at ways
in which they can implement technology to
take out cost in the more routine parts of high

A ten-year view

value work. Outside this group, and this
means the vast majority of law firms, it will be
a strategic imperative and those who can

achieve this early will have a huge advantage.

The main barrier at present in most firms is
the partners: they see it as a huge risk to their
status and it also moves them a long way out-
side their comfort zone. Firms who can har-
ness the support of partners will be in a
strong position to build market share in the

long term.

The solution lies in a radical transformation
of the way in which legal work is done and this
will change the role of many lawyers in a fun-
damental way. The technology to do this is
available already but very few firms have done
anything aboutit.

Alan Hodgart is one of the leading advisers to professional service

businesses on strategic and organisational issues. He is the founder

of H4 Partners.
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