
iii

Executive summary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . vii

About the authors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . xi

Chapter 1: Using knowledge management to increase fi rm profi tability and 
pricing predictability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .1
by Jack Bostelman, president of KM/JD Consulting LLC, and Chris Boyd, 
senior director of professional services, Wilson Sonsini Goodrich & Rosati LLP

Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1
First fi nancial case study – Practice effi ciency improvements . . . . . . . . . . . . . 1
How KM can increase fee predictability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7
Examples of KM resources . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8
Second fi nancial case study – shift work from partners to associates . . . . . 9
Third fi nancial case study – more effi cient partner pitch preparation . . . . 11
Conclusion  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12
Appendix A – The three fi nancial models . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13
Appendix B – How to start/restart a KM practice effi ciency program. . . . . 17
Conclusion  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20

Chapter 2: The “every dollar is a good dollar” fallacy – The difference 
between good and bad revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23
By Keith Maziarek, senior director of client value at Perkins Coie

Not all revenue is created equal  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25
Incentivizing the wrong behaviors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27
The cost formula . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28
Revenue and PPP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29
A word in support of realization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30
Parting thoughts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31

Contents



iv

Contents

Chapter 3: Pricing, profi tability, and compensation  . . . . . . . . . . . . . . . . . . . . . 33
By Toby Brown, chief practice management offi cer at Perkins Coie 

The legal twist . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34
Caution  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34
A modest (and high-level) compensation proposal  . . . . . . . . . . . . . . . . . . . . . 35
Baseline worker reward . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35
Above the base . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36
Combinations  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37
A leap of faith?  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38

Chapter 4: Incentivizing the new normal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39
By Timothy B. Corcoran, principal of Corcoran Consulting Group, LLC

Profi t is important . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39
Align compensation with strategy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40
One size doesn’t fi t all . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41
The formula for success . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43
What matters more than matters  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43
Opaque is not the new black  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45
Succeeding at succession . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45
The new normal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 47

Chapter 5: Managing client intake to increase profi tability . . . . . . . . . . . . . . 49
By Anthony E. Davis and Wendy Wen Yun Chang partners in the Lawyers for 
the Profession® practice group at Hinshaw & Culbertson LLP

Client Selection . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49
Engagement Letters/Fee Agreements. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54
Conclusion  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55

Chapter 6: Profi table lateral hiring – Numbers and nuances . . . . . . . . . . . . . 57
By David J. Parnell, founder and principal of True North Partner 
Management

Assumptions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57
The process of fi nancially modeling lateral acquisitions . . . . . . . . . . . . . . . . . 59
Information you should gather ahead of time . . . . . . . . . . . . . . . . . . . . . . . . . . 62
Performing the analysis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 65
Modifying the transaction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72
Is this a good hire?  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 75
Summary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 79



v

Mechanics of Law Firm Profi tability: People, Process, and Technology

Chapter 7: Measuring different practice groups, differently  . . . . . . . . . . . . . 81
By Michael Roster, co-chair of the Association of Corporate Counsel’s Value 
Challenge Steering Committee

Client purchasing decisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 81
The fi rm as a provider of space and services . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82
Markets and perceptions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 83
Other ways practice groups differ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 84
How to set price  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85
What this means for profi tability and compensation . . . . . . . . . . . . . . . . . . . . 86
Conclusion  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 87

Chapter 8: Four challenges in managing law fi rm profi tability . . . . . . . . . . . 89
By Jim Hassett, founder of LegalBizDev

#1 Lawyers’ lack of understanding of profi tability  . . . . . . . . . . . . . . . . . . . . . . 89
#2 Controlling the bidding process . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 91
#3 Drawing the line between acceptable and unacceptable losses  . . . . . . 93
#4 Problems defi ning and rewarding profi tability . . . . . . . . . . . . . . . . . . . . . . . 97

Chapter 9: Profi tability, the concept of Managing on the Edge™, and their 
importance to a regional law fi rm  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103
By James G Perkins, chief operating offi cer at Procopio, Cory, Hargreaves and 
Savitch, LLP

Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103
Managing on the Edge™  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .104
The macro-approach to profi tability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105
The micro approach to profi tability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .106
Establishing a basic profi tability model . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .109
Using the profi tability model  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112
Conclusion   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 114

Chapter 10: Case study – Strategy and culture driving effective use of 
people, process, and technology at Faerge Baker Daniels  . . . . . . . . . . . . . . 117
By Mark Voigtmann, Steve Petrie, Vanessa Savoie, and Tom Snavely of 
Faerge Baker Daniels

Background  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 117
In practice . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 117
Future . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 119



vii

For the majority of law fi rms these days there is an internal struggle 
between longstanding cultural norms and an evolving data-focused 
business environment, in which fi rms must be willing to adapt and 
accept new ways of analyzing their business. Today’s hyper-competitive 
market requires fi rms to acknowledge and focus on their bottom line, 
and the impact their standard practices have on it.

Take the example of law fi rm partner compensation plans. Despite 
increasing client demands for AFAs, fi xed fees, and a renewed emphasis on 
collaboration and cross-selling, compensation plans simply have not kept 
pace with the changing legal landscape. Rather they continue to reward 
yesterday’s one-dimensional behaviors. For the most part law fi rms have yet 
to actually defi ne their bottom-line, with even the determination of profi t 
margins a relatively new measurement in the industry. This begs the ques-
tion, how should the modern fi rm reposition itself to face these challenges?

Many law fi rms today are wrongly focused on increasing market 
share, when they should really be paying more attention to what makes 
them a more profi table business. Market share is irrelevant if you are 
not profi table. Law fi rms cannot simply grow their way to prosperity by 
way of slashing fees to undercut the competition – instead, fi rms must 
focus on value creation and increasing a client’s willingness to pay for 
a particular service. The question should be: “What can your fi rm do 
better, or more effi ciently, and more profi tably than anyone else?”

The Mechanics of Law Firm Profi tability: People, Process, and Technology 
is illustrative of the changing scope of matter management in support 
of client value, practice effi ciency, and ultimately law fi rm profi tability. 
The book examines why a focus on profi tability and metrics is reshaping 
law fi rm operations and matter management; how to defi ne the bottom 
line and to distinguish between “good” revenue and “bad”; and how to 
change the dialogue from “hours and revenue” to “revenue and profi t”, 
while changing the mindset from increasing market share to simply 
running a profi table business.

Executive summary
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Executive summary

Keith Maziarek succinctly remarks in chapter two; “…at the end of 
the day, every venture is in business to bring in more money than it 
spends” – and law fi rms are no exception. 

In chapter one Jack Bostelman, president of KM/JD Consulting LLC, 
and Chris Boyd, senior director of professional services at Wilson Sonsini 
Goodrich & Rosati LLP, outline how implementing knowledge manage-
ment projects into a fi rm can increase profi tability, and create more value 
from work undertaken. Using a base case model that is given to the reader, 
they show how a fi rm’s fi nancial fi gures can be improved with three kinds 
of Knowledge Management (KM) project – proving that a rethink of a 
lawyer’s day-to-day practice can have tangible fi nancial benefi ts. 

Chapter two features Keith Maziarek, senior director of client value 
at Perkins Coie, outlining the weaknesses of using realization fi gures 
as the primary method of measuring profi tability – and how any focus 
that is “revenue driven” will lead to sub-optimal business decisions. 
The chapter then moves on to briefl y discuss the relationship between 
revenue and profi ts per partner (PPP), and how PPP can affect, and be 
affected by, the overall profi tability of a fi rm.

Continuing the discussion on PPP, in chapter three Toby Brown, 
chief practice manager offi cer at Perkins Coie, explores the issue of how 
fi rms should treat partner compensation in relation to profi tability – and 
runs through developing a comprehensive partner compensation system 
based on “revenue and profi t” as opposed to the more current “hours 
and revenue” basis.

To further develop on the issue of partner compensation in terms 
of profi tability, chapter four features Timothy Corcoran, principal 
of Corcoran Consulting Group LLC, discussing the complexities of 
partner compensation; including how fi rms should measure and reward 
profi tability; keeping compensation plans transparent; and making 
compensation plans work during partner successions.

In chapter fi ve Anthony Davis and Wendy Chang, partners at 
Hinshaw & Culbertson LLP, follow on from chapter two’s consider-
ations on “bad revenue”, and how fi rms are moving away from the 
“any work is profi t” mentality, to explore how a fi rm can use the client 
intake process to boost profi tability. The chapter brings light to the 
fact that with proper client management, and the confi dence to reject 
those clients destined to be unprofi table, a fi rm can make signifi cant 
improvements to its profi ts. 

Chapter six moves to focus the issue of profi tability in relation to the 
hiring of laterals, with David Parnell, founder and principal of True 
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North Partner Management, discussing the upfront fi nancial analysis of 
the acquisition and the nuances surrounding the fi rst year profi tability 
during the process.

In chapter seven, Michael Roster, co-chair of the Association of 
Corporate Counsel’s Value Challenge Steering Committee, outlines how 
fi rms should take to viewing their different practice groups as indi-
vidual, autonomous entities – and redefi ne the fi rm itself as a provider 
of multiple specialist services through the use of “departments” (practice 
groups) rather than a singular business entity. The chapter leads into 
explaining how some practice groups can widely differ, and judging 
them all by the same standards can lead to negative fi nancial impacts. 
With profi tability managed at an individual practice group level a fi rm 
can optimize their profi ts to a fi ner degree.

However, managing profi tability is not an easy task; as Jim Hassett, 
founder of LegalBizDev, discusses in chapter eight. Through multiple 
interviews with many senior level partners at law fi rms, a telling picture 
is painted showing the obstacles that law fi rms face in managing 
their profi tability – and where many of them fail. These issues often 
preventing fi rms from moving towards a position of profi t include effec-
tively controlling the bidding processes and knowing where to count a 
loss as “acceptable”.

In chapter nine James G. Perkins, chief operating offi cer and chief 
compliance offi cer at Procopio, gives an overview of how the regional fi rm 
uses and manages their profi tability, how they established and utilize their 
profi tability model, and why the concept of “managing on the edge” is 
fundamental to fi rms operating at regional levels. 

Finally, the book fi nishes with a case study from Faegre Baker Daniels 
which outlines how the fi rm managed to lay the foundations for sustain-
able and profi table growth within a niche market by making changes to 
their core practices and the overall culture of the fi rm. The case study 
gives an insider look at a number of methods Faegre Baker Daniels 
utilized to encourage profi tability, including pricing initiatives, process 
improvement, and knowledge and project management.


