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Introduction

Nowadays, you hear every entrepreneur and investor saying
“KPI”—so much so that you might think “key performance
indicators” (KPIs) is a buzzword, and the act of measuring them

is a trend. Not so fast, though, KPIs are business-critical and here

to stay. If you wish to be a successful law firm for the long term,
you've got to identify, measure, benchmark, and act upon these key

metrics.

How do you know which attorney or which client is contributing

to or reducing your profits? How do you know which marketing

expenses or client development activities lead to the most valuable -
clients? Are you leveraging your professional staff appropriately? =
Are your clients happy? Knowledge is power, and KPIs provide the

|

data and knowledge to answer these critical questions.

In this guide, we’ll introduce you to KPIs from a law firm
perspective and explain how to pinpoint, measure, and leverage

metrics beyond the traditional billable hour.

@ Key Performance Indicators are

business metrics that evaluate an
organization’s performance and success.
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Determine What to Measure
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Check Your Systems First

The possibilities of what to measure are endless. First, you need
to decide what information provides valuable insight into your
business’s performance and what data is needed in order to give

you that information.

Some key metrics may include:

Number of new clients per month
Revenue collected per month
Revenue billed per month
Monthly expenses

Client satisfaction scores

o o o o @

Employee satisfaction scores

You can’t measure what you don’t track. The first step in
establishing your KPIs is looking at the data you already have
available in your firm’s practice management system. Make an
inventory of the data being collected and determine if there are any
holes between what you have and what you need. Let’s hope your
firm is using systems that are integrated with each other, so that
pulling figures is streamlined. You will most likely have to create
a spreadsheet for all your metrics; check out Appendix A for an

example to help you get started.
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Challenge Legal’s Traditional Metrics

Ten years ago, I spent time as the vice president of finance at one
of Canada’ largest law firms. We spent most of our time reporting
on billable hours, utilization, and collection. Unfortunately, I don’t
recall asking clients for feedback or calculating the cost of acquiring
a new client. This has been the status quo in the legal world:
measuring from the supply viewpoint and focusing purely on all
things billable. There’s been little to no emphasis on measuring the

efficiency of legal service delivery or the quality of the work.

Long-term success is not just profit per partner. Clients have more
choices, and many are following the do-it-yourself trend for legal
services. Measuring client satisfaction is a new concept for the legal
industry, but knowing what you can improve upon based on solid

feedback is mission-critical to business success today.

Ultimately, cash is king. Businesses and law firms alike fail because
they pay out more than they bring in. Measuring more than the
metrics associated with the traditional billable hour will help your

firm better understand its current and potential monetary situation.
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Why Measure

The Modern Law Story: Client Development
KPI Measurement

Billie Tarascio has a family law
practice in Phoenix, Arizona, plus
an automated forms solution called
Access Legal. Her firm, Modern Law,
implemented KPIs in 2015. Here's
her story:

Sometimes, running a law firm felt like gambling. We did
our best at marketing the firm, networking, meeting our
clients’ needs, billing, figuring out pricing, and hoping it all
worked out.

We struggled with questions like:
* When should we hire help?

* On which areas of our practice should we focus?

e Are our investments creating a return?

Some months we made money; other months we lost money.
Our profit margin wasn’t where | wanted it to be. Sometimes
our phone would ring off the hook and other times it sat dead.
We would speculate over the reasons for this, but that's all we
had: speculation.

In 2014, we decided to get serious about monitoring and
guiding the business to increase profits and become a healthier
and more predictable business. We also wanted to create
accountability within the firm and measure the performance of
employees.

We learned many things by measuring and our firm started

to perform better almost immediately. One of the most

striking lessons came when | was looking at the number of
consultations vs. new clients in a given month. One very

busy month revealed that we had given away 103 free phone
consultations, but only seven new clients hired us. Obviously,
that was the last month we gave away free phone consultations.
Our conversion rate is now up to 70% month-over-month.
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Question Your Stats

In the case study, Billie Tarascio measured conversion and the
cost of customer acquisition, both of which are not traditional
measurements in law. Before we examine these new metrics, let’s
build upon some of the traditional metrics, keeping the same $250

per hour billing rate.

If an attorney has 60 hours per week to practice law but is spending
about 10 of those hours prospecting and in non-billable meetings,
he or she immediately starts measuring using 50 available hours.
However, the attorney should instead calculate $15K of potential
billings (60 hours at $250 per hour) rather than 50 hours or $12.5K.
Keep that in mind.

60 hours 50 hours

X X

$250 $250

$15k potential billings $12.5k potential billings

If this attorney bills $10K for the week’s work, we would say that
she was 80% billable (calculated as $10K billed divided by $12.5K
potential). Though, it should be 67% ($10K billed divided by $15K
potential) because those were her available hours that could lead

to revenue.

$10k / $12.5k = 80% of billable hours

$10k / $15k = 67% of available, billable hours
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If the firm only collects $7K, then they think they have a 70%
collection rate, but that’s another inflated statistic. In reality, they’ve
collected $7K of $12.5K potential billings, so it’s a 56% collection
rate. Also, if they look at what they collected versus potential
billable time, that calculation would become $7K divided by $15K,
which amounts to less than 50%.

$7k collected
70%

$10k billed collection rate

$7k collected
56%

collection rate

$12.5k potential billable hours

$7k collected
50%

$15k available, billable hours collection rate

Remember that none of these metrics mean anything out of
context. The type of practice, firm, and lawyer lifestyle objectives
all factor into setting the targets to evaluate these numbers.

The takeaway here is that the traditional metrics are focused on the
supply of billable hours and not demand for services. Therefore,
attorneys are not focused on the value of services, client needs, or
ultimately, client satisfaction. Regardless of fee structure, we need
to concentrate on the return on investment (ROI), contribution
margin, and cost of client acquisition as well as client satisfaction

and firm culture. All with targets!
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Why Measure

The Modern Law Story Continues: Client
Satisfaction and the Net Promoter Score (NPS)

We knew client satisfaction was important, but we struggled with
how to measure it in a simple and effective way. In addition to
measuring the number of client referrals each month, we wanted
a satisfaction score, something objective that wasn’t “moderately
satisfied” or “somewhat satisfied.” We turned to software as a
service (SaaS) metrics for help. We started to measure the Net
Promoter Score (NPS), an objective score that would tell us if our
clients were satisfied to the point of recommending the firm to
others.

We measured NPS using Infusionsoft (a small business customer
relationship management (CRM) software), Clio’s practice
management system, and Excel. We asked clients one question:
On a scale from 1-10, with 1 being not at all likely and 10 being
very likely, how likely are you to recommend the firm to family and
friends?

Those who answer 1-6 are deemed detractors, those who answer
with a 7 or 8 are considered neutral, and those who answer with

a 9 or 10 are considered promoters. Taking the percentage of
promoters and subtracting the percentage of detractors determines
our NPS score.

Here is our firm'’s calculation:

We received 67 total responses—51 promoters (9-10), 13 neutrals (7-
8), and 3 detractors (1-6). Our total score was 51 promoters divided
by 67 responses, which equals 76%, minus 3 detractors divided by
67 responses, which equals 4%. Thus, our NPS score came to 72
out of a possible 100.

Promoters (Score of 9-10)
Neutral (Score of 7-8)
Detractors (Score of 1-6)

Total
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51 Promoters 3 Detractors
72 NPS Score

67 Responses

67 Responses

By posing this one question, you can determine your client
satisfaction level, and you can dig deeper with additional questions
on each response to glean deeper insights.

The Modern Law Story Continues: Cost of Client
Acquisition (CAC)

Looking ata month in 2015, we had used $5K of billable time

for six new clients. Our seventh client was from a referral, so we
excluded her from the calculation. We next added in $5K for the
monthly marketing costs, such as memberships, lunches, Google
AdWords, and events. The total cost of acquiring the six clients was
$10K, which shakes out to $1.7K per client. To maintain profitability
without changing our conversion, or the cost of client acquisition,
the firm would need to earn at least $5,100 per client (three times
the cost of acquisition).

$10,000 (acquisition cost)

$1700 Acquisition

6 aquired Clients cost/client

Profitability= $1700 acquisition cost/clientx 3 = $5,100
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Understand the Business of Legal

As part of our Evolve Law movement, we are challenging you to
think outside the box. We recommend you measure the following
seven areas of KPIs:

o Client satisfaction

o Client development

o Firm culture

o Cost of client acquisition (CAC)

o Throughput and productivity (including some traditional KPIs)
o Profitability and margins

o Individual performance

Know Your Targets

To circle back to the Modern Law case study, you may be
wondering whether the stats Billie shared are good or bad. The
answer to that question is the same standard answer you get in
law school: it depends. In this case, good or bad depends on your

targets.

Each and every firm has to set their own targets because they are
unique to your practice. For example, with the cost of customer
acquisition, if Modern Law sold limited services matters only at
$1500 each, the firm would be out of business quickly because
their CAC ($1.7k ) exceeded revenue. Your target for the cost of
client acquisition depends on the type of law and the return on
investment per client. For example, are you doing criminal defense
work where you hope that the client is only with you once? Or are
you doing intellectual property work that can be repeated over the

years? What is the lifetime value of every client?
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Why Measure

The Modern Law Story Concludes:
Taking Action

Once | had information, it was easy to decide to make some
changes and to measure the effectiveness of my changes.
Our conversion rate hovered between 10%-20% using our
free phone consultation model. By changing to a paid, in-
person consultation, conversion soared to more than 70%.
We increased costs by hiring a dedicated front line intake
specialist who triaged potential clients over the phone based
on a script. The potential clients who couldn‘t afford the
consultation fee were referred to our sister company, Access
Legal (free legal forms and resources). This one change turned
our consultations from a drain to a profit center. It improved
the quality of our clients and improved employee satisfaction.
All'in all, by making decisions based on data, the firm tripled
its profit during the first year of measurement.
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Measure, Analyze, Act, Repeat

To take corrective action, you must understand what each KPI
means and why that’s important. Similar to setting targets, we need
to understand what the KPI vs. the target is telling us. Also, unless
you are way off target, a couple of months of data is required to spot
trends. Run your KPI reports monthly and analyze the reports in a

timely manner, so you can make the appropriate changes if needed.

The critical step with analysis is to calculate your KPIs so that you
understand the complete impact on the profitability of your firm
plus the contribution from each attorney. We recommend following
the old management model of “Plan, Do, Check, Act” Plan to
gather the data for your KPIs. Once you've completed and analyzed

these KPIs, take corrective action and then repeat this monthly.

Do

e Pick KPIs relevant to your goals

e Settargets based on your goals

Check
e Track your KPl data

* Measures the results

Act

*  Make decision from your measured KPIs

e Repeat the cycle after you act

Knowledge is the power to make a change. KPIs are the best system
to make data-driven decisions and informed changes to improve
your practice. Ultimately, you are creating value for your clients,
and traditional input metrics won’t help you do that. You must
evolve what and how you measure in order to succeed in our

changing legal landscape.
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Appendix A

Key Performance Indicators (K How Calculated Target Tells Us.... Frequency

CLIENT SATISFACTION

Net Promoter Score (%) % of Clients who say they would recommend us Our Clients are happy with our services Quarterly

CLIENT DEVELOPMENT

Sales Conversion Rate (3) # of New full-Scope Clients /¢ of Potential Client Intakes | =94 |We are effectively converting leads to sales

FIRM CULTURE

Average Work Climate Satisfaction (#) Total Work Climate Survey Score (Scale 1-5) / # Surveys Our employees feel safe, positive and comforta

COST OF CLIENT ACQUISITION

% sales and marketing + opportunity cost of staff or We understand our cost of acquiring new
Cost of client acquisition- CAC ($) lawyer/#new clients <SX |[clients Monthly
Life-time or Annual customer value - CV or |Total Revenue per year by client (if not one and done, then We understand the long term revenue from
LTV (S) 0 ive) 24X |clients Annually

LTV to CAC ratio (ratio) CV or LTV / CAC > clients Annually
THROUGHPUT & PRODUCTIVITY

Revenue per Matter [$) Gross Revenue / # New Matters in CLIO (same period) =5X |We are seeing the most profitable types of cases| Nonthly

Contribution Margin per Matter ($) Gross Revenue - CV - Variable Cost =5X |We are seeing the most profitable types of casey Monthly

Attorney Leverage (%) Total § Billings of All Attorneys / Total ($) Billables =X%% |We have the right staffing levels Quarterly

Paralegal Leverage (%) Total S Billings of All Paralegals / Total ($) Billables =X% |We have the right staffing levels Quarterly

PROFITABILITY & MARGINS

Return on Owner Equity (Investment) (%) |Owner Compensation / Gross Revenue > X% |Business is meeting industry profitability standa Annually

Profitability Margin (%) Total Net Operating Income / Total Income = X% |We meet prefitability expectations. Monthly

INDIVIDUAL PERFORMANCE

Billable Hours Collected by Attorney (%) Total Collected S by Attorney / Total $ Billings by Attarney = X% |Are Attorneys managing Clients well enough? NMonthly
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