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Until well into the post-World War |1 era, legal fees were based not only on the time spent, but also the nature of the service, the result
achieved, and the amount at stake. Charging an appropriate legal fee was a matter of professional judgment.

That changed in the mid-60s when clients began demanding detailed billing statements and lawyers used time records as a management
tool to seek greater efficiencies. Today, most lawyers are paid by the hour - almost in the same way as an hourly laborer. When lawyers
are paid by the number of hours worked, self-interest can and often does affect a lawyer ’s judgment as to how much work to do for the
client. One national law firm has begun an advertising campaign that confronts this still-taboo question from the client s standpoint. The
longer lawyerstake, the more they make, one of the ads says. Does that align their interest with yours? That 'sa question | think every
firm and solo practitioner has to confront.

Outsourcing Definition

Most lawyers hillings are "features' lists: thisiswhat | did, thisisthe time | worked and thisis what you owe me. That approach breeds
dissatisfaction among clients, because it doesn 't address value and benefits - the worth, as opposed to the cost, of the service. Given the
dissatisfaction with hourly rates as a measure of legal service costs, it 's not surprising that firms and clients are increasingly turning to
cost reductions from outsourcing as a new form of value made possible by technology. USA Today recently carried a snapshot stating
that 47 percent of legal service firms have outsourced a portion of their business.

The principle of outsourcing is fundamental: Do what you do best and let others (even if the work is done by another firm or company)
do what they do best, most efficiently and at least cost to both you and the client. It makes sense tofocus on your core capabilities.
During the era of mega-mergers, Corporate America forgot this. When financing (and profits) became more difficult to attain, business
began to look for ways to shed unprofitable activities. That's when "returning to one's core skills' became a popular phrase. It 'snot a
new principle for law firms either: many firms for years have outsourced mailroom services and records storage, for example. But
outsourcing today can go in any number of directions, with direct impact on firm costs and client value.

Service Outsourcing

Thisisthe most dramatic and high profile development, in which high speed Internet technology connects U.S. law firmsto the growing
pool of highly educated talent in developing countries where the use of English iswidespread, with India being the prime example. Such
offshore legal service providers can reduce by up to 80 percent the cost of:

¢ Transcription of voice files from depositions, trials and hearings

¢ Accounting support in the preparation of timesheets and hilling materials
Paralegal and clerk support for research and file management

Data entry for marketing, conflicts and contact management

Litigation support graphics

o Legal research, including case citation summaries

¢ Review, and due diligence of business documents

o Patent review and searches

Thisis not the practice of law. It ’sthe provision of high quality, low cost legal support products for licensed attorneys. Because the
work is delivered electronically and is produced under the firm’s supervision, it is transparent to the client. Clients often get angry with
their attorneys for charges they consideroverhead and part of the cost of doing business - whether photocopies, secretarial overtime, or
word processing -especially with what they perceive to be very high hourly feesthey pay to lawyers. Given that reality, the outsourcing
of legal servicesis sureto grow.

Outsourcing to Contract L awyers

Many firms, both large and small, use "contract lawyers' to provide legal counsel at reduced cost. Y et one crucial question determines
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the extent of cost savings: When you have a contract attorney work for you, how do you hill your client? Thisissue has been litigated
and the conclusion is that the contract attorney is not an out-of-pocket cost for billing purposes. Firms are not required to bill the client at
the cost to them for the contract attorney ’stime. They may hill at an "attorney'srate,” a standard flat rate, or any rate that is established
in the engagement agreement and is acceptable to the client.

Contract attorneys can contribute to work and cost efficienciesif used correctly. They can be a transparent resource (again, thanksto
technology) that offers a win-win solution for firms and clients. From the firm s perspective it isimportant to set a contract billing rate
high enough to cover all "overhead" expenses, which would then include all of your own staff, such as secretarial help, paralegals, word
processors and so on.

Outsourcing Commaodity L egal Work

Outsourcing doesn 't always flow from law firms. Many firms have benefited from the outsourcing flow to them from increasing
numbers of in-house legal staffs. General counsels have realized that standardized and predictable legal work can be performed using
skills and experience readily available in the market. Economies of scale and experience present at outside firms benefit corporate
America. When thiswork is outsourced, the high-volume specialist can often perform it at alower cost and at a quality at least
equivalent to an in-house team.

For in-house counsel, regular review of the balance between externally and internally sourced work is critical to secure value for the
money. For external counsel, the trick isto balance the value of the services provided with the cost savings expected. If aclient asks
you to lower your hourly rate price for acommodity legal work, be sure you first list the things you do for the client for that price. Then,
when you reduce your rate, take some of those things off the table. Thus, you are not really "lowering the price." Y ou'readjusting the
price to fit the appropriate value based on the service to be delivered.

The Cost / Value Dynamic

Technology is generally the driver that makes all three forms of outsourcing possible. Paradoxically, when a firm needs makes an
investment in technology, itsimmediate cost of operation increases. Increased technology creates greater efficiency, meaning that the
time required (hours worked) to produce the same work product is reduced. Additional work assignments (causing attorney burnout), or
higher hourly rates (causing increased client dissatisfaction) will result. Unless a new pricing paradigm is developed, there is little
incentive to push the technology curve.

Law firms mirror their clients/customers. To the extent that law firms provide the service their clients need, at the price clients are willing
to pay, they will grow. Otherwise, they will be challenged to stay in business.
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