














The information reported by the law firms participating in our
survey can be seen in Figure 5.3.

To be more meaningful to its users, management information
should also compare actual performance to appropriate
benchmarks or yardsticks, normally being budgeted and prior
year performance levels, both for the most recent period and
on a year-to-date basis - See Figure 5.4.

In addition to the "dashboard" style report overleaf, the
management information report should also include
chargeable hours, utilisation, recovery, revenue and working
capital metrics at a department level, and revenue and
recovery information at an individual Partner level.

5.3 Improve the Quality of

Management Information

When contemplating a review of management information
with a view to improving its quality, the best place to start is
on a blank sheet of paper. What information is needed to run
the business effectively? What are the key activities that
drive the performance of the firm? What performance
metrics could be used to monitor these activities? Who
should receive this information and with what frequency?
How will the information be used to deliver performance
improvement?

Having determined what is required, the next stage is getting
there. This begins with an objective examination of the firm's
existing management information and an evaluation of the
systems and processes which generate it, and continues with
the establishment of the project framework necessary to get
the firm's performance reporting from where it is, to where it
should be.

Improving the quality of management information can help to
improve a firm's overall performance. An improvement in the
quality of information should lead to more informed decision-
making and an increased focus across the firm on the key
performance metrics and, more importantly, the behaviours
and activities that drive them.



Figure 5.3 - Management information reported in Irish law firms
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Figure 5.4 - Example management report dashboard
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Year-to-Date

Actual Budget Prior Year Actual Budget Prior Year
Chargeable Hours XX, XXX XX, XXX XXXXX XXX XXX XXX, XXX XXX XXX
Utilisation Rate XX% XX% XX% XX% XX% XX%
Recovery Rate XX% XX% XX% XX% XX% XX%
Net Revenue XXXXXXX XXXXXXX X XXX XXX XXXXXXXX T XX XKKXKX XX XXX XXX
Operating Costs XXXXXXX XOXXXXXX XXXX XXX XXXXXXXX T XX XKKXXXK XX XXX XXX
Profit X, XXXXX XXXKXXX XXX XXX XX, XXX XXX XK XXX, XXX XX, XXX, XXX
Unbilled Work-in-Progress XXXXXXX XOXXXXXX XXX XXX
Unpaid Debtors XXXXKXXX X XXXXXX XXX XXX
Total Investment in Clients XXOXXX XXXXXXX XXX XXX
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Managing Risk

Risk management, while always on the agenda, has now
well and truly come of age. Partners have become much
more concerned with ensuring that their firm has
appropriate risk management processes in place, as well
as robust professional indemnity insurance arrangements.

6.1 Professional Indemnity Insurance

In recent years many law firms have experienced sizable increases in their
professional indemnity insurance, with the associated cost now a material element
of overhead expenditure in almost all firms.

Figure 6.1 - Cost of professional indemnity insurance as a percentage of fee income
in Irish law firms
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While many firms are still experiencing increases in this cost,
the increased focus on risk management in other firms has
led to some reduction in premium levels - see Figure 6.2.

Figure 6.2 - Changes in professional indemnity insurance
costs in Irish law firms last year
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There is generally a clear correlation between the cost and
availability of professional indemnity insurance, a firm's
claims history and, increasingly, its risk management culture.

6.2 Embedded Risk Management

Risk management in law firms has generally evolved on a
reactive, basis in response to specific risks. Law firms have
largely focused on the "obvious" risks, such as inappropriate
client acceptance, engagement risk and threats to business
continuity.

This approach is changing, as it no longer provides the
comfort and assurance that Partners in law firms require in
today's more complex operating environment. Firms are now
beginning to focus on risk in a much wider sense. They have
started to introduce programmes to identify and mitigate any
risk that potentially poses a threat to their competitive,
financial, regulatory and reputational position.

In the last few years we have worked with a number of firms
to help them to introduce firm-wide risk management
programmes, which address operational, market, regulatory,
employee, professional, engagement, information technology
and financial risks.



Embedding Risk Management Practices in a Law Firm

Figure 6.3 - Framework for a firm-wide risk management programme in a law firm
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Key Outputs

Defined project scope, objectives and agreed deliverables
Project plan

Register of potential sources of risk at firmwide, department and business
function levels

Evaluation of existing procedures
Action plan to address and remediate gaps or areas for improvement

Revised risk management policy/framework
Documented risk management procedures for identified risks

Communication and training across the firm, at all levels

Regular effectiveness testing of risk management processes
Periodic internal reporting to Partners on risk management performance
Ongoing process improvement



As can be seen from Figure 6.3, such programmes involve:

e Identifying sources of risk and assessing their potential
impact on the firm;

¢ Creating a firm-wide risk management policy;

¢ Developing appropriate processes to mitigate and manage
the risks identified;

¢ Introducing and embedding these risk management
processes in the firm's day-to-day operating practices and
procedures;

e Communicating the firm's risk policy and explaining its risk
management procedures to all stakeholders, and

e Establishing a process which monitors and reports risk
matters to the firm's Partners and management team on
an on-going basis.

6.3 Managing Risk

Risk management is now viewed as an integral component of
how all professional services firms, including law firms, are
governed. Embedding risk management in a firm's day-to-
day operations is by far the hardest element of securing firm-
wide risk management, but getting it right does deliver
business and financial benefits.



Seven

Rewarding & Developing Talent

Most law firms recognise that their success is dependent
on their people - their Partners and staff. They also
recognise that rewarding and developing this talent is
essential to the growth and long term sustainability of
their business.

This recognition, combined with the significant competition between firms for
talented individuals, has resulted in many firms undertaking a "root and branch"
review of their talent management and reward programmes with a view to better
positioning themselves to win the "war for talent".

7.1 Professional Staff

Over the last few years, many law firms have re-examined the way they reward and
develop their professional staff. We explore some of these new approaches below,
drawing on our experience of working with Irish law firms and on the results of our
survey.

Remuneration Package
In order to ensure that the rewards that they offer are competitive, law firms are
actively benchmarking their salary and bonus levels against the market.

In addition to the "cash" element of the remuneration package most firms offer a
comprehensive set of benefits to their staff - See Figure 7.1



Figure 7.1 - Benefit packages offered by Irish law firms
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Flexible Working Arrangements

Law firms have also begun to introduce flexible working
arrangements to assist employees in striking a more
appropriate work-life balance - see Figure 7.2.

Figure 7.2 - Flexible working arrangements in Irish law firms

Flexible Working % of Law Firms Indicating
Arrangement

* Reduced Hours 81%
¢ Non-Standard Day 63%
¢ Extended Maternity Leave 31%
e Career Breaks 19%
e Paternity Leave 13%
e Other Childcare Leave 13%

Training & Development

Unsurprisingly, the most common type of training provided to
staff is of a technical or professional nature. To ensure that
their professionals are provided with the opportunity to
develop a rounded set of personal skills, and not just
technical abilities, some of the leading firms offer business
and management skills development programmes as well as
technical training.

Figure 7.3 - Business skills development programmes in Irish
law firms

Business / Management Skills % of Law
Development Programme Firms
Indicating
¢ Client Relationship Building 58%
e Sales & Business Development 29%

e Personal Skills Enhancement
(e.g. Personal Organisation, Team 31%
Leadership, Planning, etc.)

Coaching & Mentoring

Perhaps the newest initiative in this area is the introduction of
formal coaching or mentoring programmes, separate and
distinct from the appraisal process.

Under such an initiative, staff members are assigned a coach
or mentor as they reach a certain stage in their career. This
coach or mentor, typically an individual about five or six years
ahead in career development terms, works with the staff
member to help him or her develop.

Performance Appraisal

Early identification of talent and appropriate management and
development programmes are essential to retaining the best
people. This can only be reliably achieved through a robust
staff appraisal system which assesses both financial and non-

financial performance of staff members.

Figures 7.4 highlights the performance measures assessed in
the appraisal systems in Irish law firms.

Figure 7.4 - Performance measures assessed in annual
appraisal process at staff level
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In order to provide a clear career roadmap, it is essential that
a formal process is seen to be operated at all grades and that
the promotion process is transparent and clearly linked to the
appraisal system.

7.2 Partner Reward & Development

It is important for law firms to ensure that their Partners are
provided with an appropriate reward for their efforts, and
have the ability to continue to grow and develop their careers.

Figure 7.5 - Role of non-equity Partners in Irish law firms
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Admission to Partnership

All firms should have a clear and formal promotion process
for moves between staff and Partner level - equity or non-
equity. In order to provide a clear roadmap for senior
professionals, it is essential that the admission process is
transparent and clearly linked to the appraisal system.

The role of the non-equity Partner is seen, in most firms, as a
step on the road to equity partnership - see Figure 7.5.

The typical period between appointment as a non-equity
Partner and admission to equity partnership is approximately
five years - see Figure 7.6.

Figure 7.6 - Progression period from non-equity to equity
Partner in Irish law firms
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Figure 7.7- Equity Partner admission age in Irish law firms
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Figure 7.8- Equity Partner admission processes in Irish law firms
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The process for admission from non-equity to equity Partner
can involve any or all of the following - achievement of
personal performance objectives; successful completion of a
group assessment exercise; informal interviews by existing
equity Partners; and a formal panel interview by an
Admissions Committee. The evaluation techniques employed
in the law firms participating in our survey are summarised in
Figure 7.8

Partner Reward
Partner remuneration structures are dominated by the full and
partial lock step approaches - see Figure 7.9

The "Full Lock Step" approach provides for Partners to
achieve a full profit share ("parity") in equal steps over a pre-
determined number of years, time served being the only
requirement.
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The disadvantage of this approach is that it results in "career stronger link between Partner reward and performance across

plateau" in which there is no obvious progression in terms of a broad range of competencies. In fact, 38% of law firms
financial reward once parity is achieved, other than in terms participating in our survey indicated that they have reviewed
of increasing firm-wide profitability. It is also difficult to their system for allocating profits in the last year.
achieve a change in behaviour within the Partner group once
there is no further leverage in respect of earnings. Partner Appraisal Process

As we have seen above, there is a move towards a greater
The inflexibility of the full lock step approach is undesirable emphasis on individual performance appraisal to determine
and does not always support a firm's business needs. As a the performance-related elements of Partner profit share.
result many firms now use either a full performance based
system for determining profit share or the "Partial Lock Step" Figure 7.10 highlights the financial performance and other
approach, which superimposes a performance requirement competencies included in Partner appraisal systems in Irish
on the conventional lock step. Under this approach the basic law firms.

profit share follows "Full Lock Step" but with additional profit
share dependent on individual or departmental performance.

Our experience in working with law firms indicates that many
of the leading firms are actively reviewing their Partner
remuneration arrangements, with a view to providing a

Figure 7.9 - Partner remuneration structures in Irish law firms
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Figure 7.10 - Performance criteria for Partner appraisals in Irish law firms
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7.3 Reward & Develop Talent

A firm's success is dependent on its people - its Partners and
staff. If a firm is to continue to grow and develop it is
important to continually review, challenge and, if necessary
realign the firms talent management programmes.
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Law Firm Contacts in PricewaterhouseCoopers

Our Business & Wealth Services practice provides advisory, tax and assurance

services to law firms of all sizes. We would be delighted to discuss any of the issues

explored in this survey, or our service offerings for law firms, with you in more detail.

Dublin

Paul Hennessy

T: (01) 792 6012

E: paul.hennessy@ie.pwc.com

Billy O'Riordan
T: (01) 792 8592
E: billy.oriordan@ie.pwc.com

Tom McCarthy
T: (01) 792 6268
E: tom.mccarthy@ie.pwc.com

Teresa McColgan
T: (01) 792 8613

E: teresa.mccolgan@ie.pwc.com

Tim O'Rahilly
T: (01) 792 6862
E: timothy.orahilly@ie.pwc.com

Dermot Reilly
T: (01) 792 8605
E: dermot.reilly@ie.pwc.com

Ciara Whelan
T: (01) 792 8635
E: ciara.whelan@ie.pwc.com

Donal Casey
T: (01) 792 6479
E: donal.casey@ie.pwc.com

Cork

Joe O'Shea

T: (021) 4254001

E: joe.oshea@ie.pwc.com

Anne Fitzgerald
T: (021) 4254005
E: anne.fitzgerald@ie.pwc.com

Galway

Ann Lavin

T: (091) 779506

E: ann.lavin@ie.pwc.com

Helen Carroll
T: (061) 212311
E: helen.carroll@ie.pwc.com

Kilkenny

Siobhan Collier

T: (056) 7704920

E: siobhan.collier@ie.pwc.com

Limerick

Ken Johnson

T: (061) 212346

E: ken.m.johnson@ie.pwc.com

Anita Kissane
T: (061) 212314
E: anita.kissane@ie.pwc.com

Waterford

Martin Freyne

T: (051) 874858

E: martin.freyne@ie.pwc.com

Jim McCleane
T: (051) 317718
E: jim.mccleane@ie.pwc.com

Wexford

Billy Sweetman

T: (053) 9152404

E: billy.sweetman@ie.pwc.com

Ronan Furlong
T: (053) 9152421
E: ronan.furlong@ie.pwc.com
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