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Improving Your Law Firm’s Bottom Line
Part Two

Cynthia Sharp, Esq

ESTABLISHING BASELINES/SETTING BENCHMARKS

Numerous studies have been complated with respect 1o desirable benchmarks for larger law Srers,  Usdortunately,
scant detail is avallable with respect %o Snandal operations of smaller law fems. ALM Legal Inteligence Online
recenty released a3 Small Law Fem Economic Survey (for frms with 20 or fewer aforneys) which can be ordered

at b v pimiegainieigence comrdhome 230
If you have acoess 10 your past data, you will at least have a sense of where you stand now. This will give you a
beginning baseline against which to assess your fem's Auture performance and profitabilty. The first step o any

kind of growth is to identify where you presently stand. However, you will gan perspectve ¥ you are able to meas-
we your own frm's experence in the context of other simiarly situated frms.

CASE STUDY
For purposes of ilustration, presume the following

Jackson Barrister &5 0 practtioner with 1 paralegal and | secretary. M take home pay s not shabby; however, he
works extremely hard and would like 0 ¢ higher pormation for his efforts especially since his three chil-
dren are all altending expentive collages

In 2009 he opened 100 new fles

His gross revenue for 2009 was $300 000 and expenses were 5140000
Jackson's reverue s generatod sololy $rough his own hourdy bilings. He billed 1500 hours st an hourly rate of
$250 00 Thwee hundred (J00) hours were wiitten off, Berefore, payment was made for 1200 hours of work

Presume that there is no further room to decrease expenses

The remainder of this article Bustrates the poslive effect of Jackson's making small changes based on his aware-
ness of Key Performance indicators (KPis)

KEY PERFORMANCE INDICATORS - OPPORTUNITY FOR GROWTH

Running your law Business amarter will allow your law frm (o increase law frm revenue without working harder
The following represents a starting point for those who are not yet in the habt of monitoring thelr business per-
formance. Most attomeys that | inow work exceedngly hard. Mowever, many are not compensated at the level

it they deserve for their inbe laboe, pe and babilty exposure. The goal is to become more efficient in
converting work into doliars

The KPis dscussed below are by no means complete and each fem will not be relevant 10 each type of pracice
Look at your own practice model and determine what statstics and information are relevant to he proftabdity of
YOur peactice

None of the following suggestions is earth shattering when considered slone. However, atlomeys who regularly
and persistently apply these principies will inevitably improve ther boftom line!

Efective Biling Rate - In order 1o arive ol this higure, you will need 1o know how many hours were spent on the
project by parnaers, associates and paralegals. Ths will assist you in sefing Rture fales and in sscenaining
whether a paricudar practice area is profitable. For example, a pracitioner who handies matters on a flat fee or
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even a contingent basis will need 10 keep track of time spent on these matters 1o ensure that they are in fact profit-
able.

ProfitExpense Raso - This is determined by dividing gross revenue by partner profit. In this case, the profit/
cxpense rabo is 53%. Since there s no room 1o shave expenses, gross revenue must be increased in order to
mmprove this ratio.

Number of New Matters Open This Year - Consider the effect on revenue of generating just one additional matter
(for which he gets paid) per month which produce average revenue of $3,000 each. An extra $36.000 per year
could come in handy to the hard working attomey. One way to accomplish this objective is 10 increase the conver-
sion rate

Conversion Rate - How many of those who consult with you become a chent of the irm? If Jackson Barrister con-
ducts 200 iniSal interviews per year and 100 of those retain his femn, the conversion rate is 50%. A firm's gross
revenue figure can be greatly increased by keeping records as to the cutcome of each initial consultation and sub-
sequently following up with those who do not immediately retain. This type of chart should be on every attorney’s
desk and completed afler every initial consultation. If Jackson is able 1o obtain 12 addtional chents annually by
following up in accordance with the chart, what effect does this have on his profitexpense ratio?

date INanue Type of Matter snd  Resudt (if no setsin,  Follow up
projecied fee pvhy )
112910 Planah Swalt funacspad Conart, Retunad (pasd re- No follow up
75000 Jaiwr)

N2n10 Julie Cagion Nvoree, $5.000 00 Wamts w comsult w/ Send letter sunmanz-
pnother atloeney P intervaew, call m 2
pecks

farokd and Mibdred Al $1,000.00 lave o talk to therr  Kall i | week
Coben khildren

Liary Wamer Personal Inpury Sagned retamer agree- No follow up
B oo Jrent

IIZ.'J"l(' Mary McFadden Real Estate Ltigaton Repected Case No follow up

Number of New Maters for Existing Clients - if your clients dont return to you for future representation (and in-
stead seek the services of another fum), you may wish 1o work on your client relations skills. How often are you in
touch with your clients? Do you have a data base? Do you regularly send newsletiers and other informational
pleces 1o them?

Collection Realizaton Rate - This represents the percentage of biled work the firm actually cobects. Divide the
amount biled to all clients by the amount of those bills collected. Jackson's collection realization rate is 80%. He
could defintely use some work in this area

Biling Realzaton Rate. The biling realization rate is the percentage of recorded bilable ime actually biled to
chemts. If Jackson is able to reduce the number of hours written off from 300 howrs to 150 howrs, the result is a
revenue increase of $37.500 .00,

Bilable Hows - What if he billed (and collected the fees) on an addiional $ howrs per month in 20107 That
would result in addiSonal revenues of $15,000 per year.

TIPS FOR PROFITABILITY

1. Retainer agreements must ALWAYS be in writing'

2. Emer time electronically - and contemporanecusly. Do NOT walt until the end of the day to estimate your
tme

3. Revisit your rates. |f you haven't increased your fees (whether hourly, fat fee or other) in the past year, you
will effectively make less this year than last! According to the Altman Weil 2010 Flash Survey (Law Firms in
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Transition), the median increase in standard howtly biling rates was 3% in 2010. (Note that the 2010 US.
rate of inflason was contemporaneously reported at 2.2%.) Presume that Jackson raised his rates to $280 per
hour. Based on 1200 hours,  this small adjustment would result in an addtional $12 000 in gross revenue.
Reduce the amount of your unbilled disbursements.
A law firm is not a lending institution.  Paying your dienl's expenses without expectation of immediate reim-
bursement is tantamount to an extension of credt, Address this issue up front in your written retainer agree-
ment,
Accept credit cards, Some of your clients love to take advantage of incensve programs (points).
Don't work for chents who won't pay. Require substantial retainers before  begnning your work.
Bl for your paralegals and legal assistants. Presume that Jackson's paralegal billed 700 hours at the rate of
$75 per hour (for work currently being performed for cients but not billed), Impact on botlom line: An addi-
tonal $52 000 pro#t
Implement & marketing plan

. Develop the habit of asking clients for referrals,

. Identify Referrals received (both from clients and other professionals) and stay in touch with the referral

ISent thank you letter

Morns Grinch y C Called Morris wo thank, got additional
pnformation, sent thank yoe lotter

INancy Davis ISent thank you letter, invited Nancy
o lunch

12. Track Where Your Business is Coming From (non referral business)

vellow pages Fred Gnmsley

ad mn local paper Jesn Andrens

Chm Hortense Mendes

micrnct scarch Mane Kravitz

An attorney who tracks the above information closely and responds accordingly by developing focused strategies
will not only increase her awareness, she will also increase her bottom line.

* Part One of this article was publshad in the August issue of The Mercar County Lawyer newslefter The suthor
addressed the imporfance of strong practice management skolls and the significants of key performance indicafors

Any ldeas for Seminars?

Comtact the MCBA or the CLE Co-Chanrs, Murgaret Chipowsky at mchapowsa amdan) com. 6098962404, Brian DutY

at Mﬁw B STNRS58 o Rugu Mitchell a1 toget \“thfn&n com, 609 197554 lf_\uu wih o
be a speaker, Jet us know that as well
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