"#$%& | '
!

Managing ValdBased Relationships
with Outside Counsel




2 Managing ValuBased Relationships with Outside Counsel

Managing ValuBa®d Relationships with
Outside Counsel

! Updated August 2011

! Provided by the Association of Corporate Counsel
1025 Connecticut Avenue, NW, Suite 200
Washington, DC 20036 USA

tel +1 202.293.4103

fax +1 202.293.4107

| www.acc.com

In todayOs competitive global economy, inhouse counsel are under constant pressure to
deliver increased value to the client. This InfoPAK SMaddresses a variety of methods for
increasing value by improving relationships with outside counsel. It b egins by outlining the
steps that in-house counsel should take before retaining outside counsel, including setting
goals and defining value, creating a strategic plan, and structuring operations to achieve
success. The InfoPAK then examines the steps toake after a matter requiring outside
counsel arises, including determining the scope of work required, choosing the right firm
and fee-structure to maximize value to the client, managing the matter as it progresses, and
evaluating performance once the matter is resolved.

The information in this InfoPAK should not be construed as legal advice or legal opinion on
specific facts, and should not be considered representative of the views ofthe author or of
ACC or any of its lawyers, unless so stated. Further, this InfoPAK is not intended as a
definitive statement on the subject, but rather to serve as a resource providing practical
information to the reader.

This material was prepared by the Association of Corporate Counsel with the assistance of
Mr. Frederick Paulmann. For additional details, see the OAbout the AuthorsO section of this
InfoPAK or go to www.acc.com.
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|. Introduction

In-house counsel wear many different hats, ranging from skilled legal advisors to managers of
vital legal services, with varied roles in between. However, a common theme running across all of
these roles is the need to deliver greater value back to the client in an ever competitive global
economy.

To support in-house counsel in these varied roles, ACC hadaunched its seminal ACC Value
Challengehas published an extensive collection of instructive materials, and has served as a
leading source on innovative practices that help in-house counsel deliver greater value, which is
discussed in detail in this InfoPAK . Specifically, this InfoPAK focuses on establishing and
maintaining relationshi ps with outside counsel in ways that are aligned with the law departmentOs
and corporate clientOs objectives.

The document divides the analysis of managing outside counsel into two main categories
illustrated below: (1) Laying the Foundation in Advance ( Section Il below); and (2) Operating
Effectively Once the Matter Arises (Section Il below). Thus, it begins by outlining the steps for in -
house counsel to establish a foundation for working with outside counsel (before a matter arises),
including setting goals and defining value, creating a strategic plan, and developing an allocation
plan. In the second part, after a matter arises, the InfoPAK examines strategies for determining the
scope of work the matter requires, choosing the right firm and fee -structure to maximize value to
the client, managing the matter as it progresses, and evaluating performance once the matter is
resolved.

The below chart illustrates these two main categoriesof outside counsel management, with the
components of each category Isted horizontally:

Laying the Foundation in Advance

Adopting Structuring Educating
Metrics Operations Counsel

Operating Effectively Once the Matter Arises

Scoping Implementing Managing Evaluating
Work Approaches Successfully Performance

For more ACC InfoPAKs, please visit http://www.acc.com/infopaks



6 Managing ValuBased Relationships with Outside Counsel

II. Part One: Laying the Foundation Advance

A. Step One: SettingGoals andDefiningValue

OBegin with the end in mind.O This adage from Stephen Covey is a sound starting point when
focusing on value-based relationships with ou tside counsel. It requires answering key questions,
like:

1 What do we, as alaw d epartment, seek to accomplish and why?
' How will we measure our progress?

1 What are the best ways to achieve our goals?

1 What resources do we need?

1 What must we change and how?

1 How do outside counsel and vendors fit into all of this?

Effectively answering these questions requires in-house counsel to first have a detailed
understanding of business goals and business strategy,both currently and in the years ahead.
Once legal department goals are aligned with the business goals, then the inhouse team is in a
position to effectively guide outside counsel on how they can best fit into these broader efforts and
deliver greater value to the company.

Thus, a useful starting-point for in-house counsel is to develop and implement a strategic plan. A
valuable resource to help with legal department strategic assessment is the ACC InfoPAK
Cstrategic Planning: Why a Plan is Needed and How to Develop One.d It provides the following
list of six steps in creating a strategic plarn

1 Step 1: Understand the Corporate Strategy and Goals

1 Step 2: Define the DepartmentOs Vision, Mission, and Values
1 Step 3: Understand the DepartmentOs Differentiators

1 Step 4: Define the Critical Objectives to Accomplish

1 Step 5: Determine the Process Needed to Support Success

1 Step 6: Identify Metrics to Measure Progress

(For details and a complete discussion of the above steps, see the InfoPAK, OStrategic Planning:
Why a Plan is Needed and How to Develop One.O)

Copyright © 2011 Association of Corporate Counsel



Next, in the strategic planning process, in-house counsel should answer four foundational
questions in order to develop an allocation plan to best balance the mix of work completed in-
house and work performed by law firms :

1 Foundational Question #1: What Services is the Law Department Delivering to the
Business?

1 Foundational Question #2: How is the Value of the Services Prioritized?
1 Foundational Question #3: Who Should Be Doing the Work?

' Foundational Question #4: What Can Be Done to Drive Costs Down??

Addressing the foregoing questions will help a legal department to explain what drives value in its
outside counsel engagements. For example, value can be driven by expeditious resolution of a
major litigation, or effectively completing certain deals or transacti ons, or by providing advice and
counsel to prevent certain issues from arising in the future. A law department should also
determine which of the factors that Odrive valueO should take priority. In this way, each law
department will ultimately define val ue in a unique and customized approach to fit its companyOs
specific goals and objectives.

Beyond subject matter (Othe whatO), there is valuable strategic guidance to be conveyed as to the
manner in which the work is to be performed (Othe howO). For examde, what is the role of
technology in utilizing existing work product and facilitating interaction among client, law firms,

and vendors? How important are cost savings and what is the best way to achieve them? Is there
a role for innovation in the delive ry of legal services and emerging developments like alternative
fees? What is the basic time frame for measuring succed¥ one year, three years, five years?
Answering these questions during the strategic planning process will help lay out a path for how
best to structure outside counsel efforts and terms to deliver greater value in light of the clientOs
particular needs.

If planning N laying out the path N is the first part of the strategy equation, then monitoring
progress to stay on course (and adjusting asnecessary) is the equally important second part. This
aspect of drategic execution goes far beyond aone-time planning process. It requires continuous
effort in terms of aligning legal department structure with strategy, developing business skills
among lawyers (inside and outside counsel), and building legal department credibility as a team
that helps achieve business goal&l even in the face of change

The following resources elaborate on how in -house counsel can utilize these key aspects of
strategic execution to deliver greater value.

RESOURCES

Vicken B. Bayramian, OThe General Counsel as Strategic Thinker,O ACC Docket 29, no. 2
(Mar. 2011): 2327, available at
http://www. acc.com/legalresources/resource.cfm?show=1277470 (highlights the

For more ACC InfoPAKs, please visit http://www.acc.com/infopaks
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B.

importance of framing legal issues in the context of business advantage; see particularly,
OTen Ways to Improve Your Strategic Thinking,O p. 24).

Mark Roellig, OMaking Your Legal Organization a Strategic Asset for the Business,O ACC
Docket 28, no. 2 (Mar. 2010): 668, available at
http://www.acc.com/legalresources/resource.cfm?show=805483 (addresses how to align
structure with strategy to achieve business objectives; also discusses use of a longange
strategic plan for the legal department, with annual measurement and feedback on progress
vs. goals).

OTop Ten Tips for Speaking the Language of Your Business Partner§) ACC Top Ten (Oct.
2009),available ahttp://www.acc.com/legalresources/publications/topten/speaking -the-
language-of-your -business-partners.cfm (see particularly #1, OUnderstand How Value is
Defined, and #9, OGet the Best from Your Outside CounselO).

OACC Value Practice: Using a Disciplined Internal OHoshinO Planning Process to Enhance
Alignment with Business Clients BLaw Department Practices at Toyota Motor Sales, USA,
Inc.,O ACC Value Practice (Sept. 2009pvailable at
http://www.acc.com/legalresources/resource.cfm?show=537228 (The annual process
Oallows thelaw department to demonstrate to business leadership that it is marshaling
resources and addressing what is top-of-mind for them in a way that aligns priorities.0 See
also the included link to a sample strategic planning tool.).

Step Two:AdoptingMetrics to MeasureSuccess

Increasingly, legal departments are being asked to join otherdivisions within the company in

assessing performance in objectively measurable ways. Often, this involves creating OscorecardsO

to translate goals into measurable canponents intended to show progress and increased
productivity. Whether you are required to do this or not, the approaches below are helpful in

assessing various aspects ofegal department operations and success. As you review them, it may

be helpful to keep in mind the old saying: Oyou canOt manage what yodonOtmeasure.O

The sources of data for tracking metrics are varied, but often come from places like:

' Matter management systemss;
E-billing system s;
t  Monthly reports showing number of new matters open , existing matters closed,

1 Spending reporting from Accounting or Finance showing the amount of external
fees and expenses incurred for various matters

1 Detailed budget reports for various matters (showing how money was spent and on

which types of activitie s);

Copyright © 2011 Association of Corporate Counsel




Internal evaluations and scorecards concerning outside counselOs performanceand

Information from outside counsel .

There are several categories of metrics tracking effectivelegal department operations. Below isa
list of those pertaining to outside counsel management(Seethe appendix in Section VI(A) for a
broader list of metrics for internal law department operations, including individual in -house
counsel performance metrics).

Outside Counsel Performance Metrics:

Rate of overall success in achieing client goals (e.g., tracking OwinsO where
possible, or resolution of matters within expected parameters, or closing within a
particular time period, etc.);

Scores on qualitative measures assessed by Hmouse counsel, evaluating items such
as creativity, responsiveness, efficiency, knowledge sharing, etc.;

Financial metrics like the percent of matters for which afull year budget was
submitted on time ;

Percent of matters managed for which forecast updates were submitted on time;
Actual spending vs. budge ted spending, by matter;

Comparative costs (what Law Firm A charges to produce a particular piece of work
vs. what Law Firm B charges);

Average blended rate for all law firm attorneys who billed to the client ( i.e., divide
total fees by number of hours billed, for each matter and across all matter9; and

Other process goals(i.e., goals relating to the process by which the work is
completed), including timely completion or submission of:

¥ Monthly reports ;

¥ Early case assessmers; and

¥ After action reviews /| essons learned

External Spending*N Portfolio Management Metrics:

Percentage of external spending allocated among the top 10 billing firms;

Number of firms that bill 80% of the departmentOs external spending(see Endnote 4
for definition of external spendaig);

Percentage of law firms that provide a discount (or that provide more than a
nominal discount) ;

For more ACC InfoPAKs, please visit http://www.acc.com/infopaks
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1 Total value of discounts received as a percentage of overall external spending

1 Percentage of external spending allocated to alternative fee arrangements

1 Percentage of matters assigned via competitive bidding;

1 Percentage of dollars spentworking with women - or minority -owned firms ;

1 Percentage of hours worked or dollars billed by female or minority attorneys; and

t  Number of internal evaluations completed reg arding outside counsel performance.

In terms of frequency of analysis, the assessment periods will likely vary depending upon what is
being tracked and the need for sufficient time to Ocourse correct.OFor example, a legal department
might establish monthly tracking for items like actual spending vs. budgeted spending on key
matters, quarterly tracking for items like number of outside counsel performance evaluations
completed, and yearly tracking for items like amount of outside counsel spending managed p er in-
house attorney.

One of the most valuable uses of metrics and related analysis isdetermining how a particular

figure fits within the context of other similar figures (e.g., comparative law firm costs to produce a
certain piece of work). With targeted effort, you can tap several sources of information to produce
this comparative assessment of metrics. First, look at your historical data. Some will be in useable
format (either electronic or paper), while some may require a bit of Oarcheology.O |f itis too hard
to re-create the past, you can implement ways to effectively gather the data going forward ,
including targeted benchmarking, reviewing available surveys and data, and asking outside
counsel about information they have on the historical costs and complexity of past issues and how
that compares against their other clients.

The following resources elaborate further on the use of metrics to measure success.

RESOURCES

OViacom: Using Dashboards and Matter Management to Apply Business Rules to Ouside
Counsel SpendDPlus, Budget Training for Lawyers,0 ACC Value Practice (Sept. 2010),
available ahttp://www.acc.com/legalresources/resource.cfm?show=1000941 (elaborates on
use of realtime reports in managing matters and outside counsel).

OAssessing Legal Performance at AllstatedOClosing the LoopO on Performance of Premier Lav
Firms and In-house Lawyers,O ACC Value Practice (Apr. 2009)available at
http://www.acc.com/legalresources/resource.cfm?show=189752 (describes use of annual
surveys and related metrics to measure outside counsel and legal department performance).

OOutside Counsel EvaluationsLead to Enhanced Alignment and Value at Wal-Mart,0 ACC
Value Practice (Sept. 2008)available at
http://www.acc.com/legalresources/resource.cfm?show=39926 (discusses use of surveys
and related metrics to measure outside counsel performance).

Copyright © 2011 Association of Corporate Counsel
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C. Step ThreeStructuringOperations toAchieveSuccess

Having decided upon a strategic course and set of metrics that will help deliver greater value, it is
then critical to align both internal and external operations to executethese strategies This entails,
among other things, focusing on the core considerations below.

1. MakeVs. Buy Analysis

One of the first steps in successfully structuring operations is conducting a Omake vs. buyO
analysis to determine whether there are certain tasks thelegal department should be doing more
or less of. By comparing core competencies, relative cost to produce, and available (or readily
attainable) capacity, in-house counsel can make a very strong busness case for effective use of
company resourcesthrough a customized mix of work performed internally versus externally.

A valuable resource to guide this assessment is the ACCValue Practice Primer, OUsing a
Structured Process to Allocate Work.& It outlines the following five core phases of analysisfor in -
house counselto ensure efficient utilization of internal and external resource s:

1 Assessment: Identifying the current baseline approach to providing legal servicesN
internal and externalN to the business;

Value Prioritization : Ordering tasks according to competitive advantage and risk
potential;

1 Work Allocation : Determining who should be delivering the services (e.g., in-house
or outside counsel; attorneys, paralegals or managers and law firms or vend ors?);

Implementation : Smoothly transition ing to the new work allocation ; and
1 Measurement: Ensuring desired results are achieved and/or course correcting to

improve as necessary.

The following resources elaborate further on efficient utilization of inter nal and external resources.

RESOURCES

Kenneth A. Cutshaw, OWithin the Legal Department, History Repeats Itself, 0 ACC Docket
28, no. 2 (Mar. 2010): 20available at

http://www.acc.c om/legalresources/resource.cfm?show=805966 (addresses the benefits of
in-sourcing e-discovery work).

OLegal Process Outsourcing: A HowTo Guide on Legal Process Outsourcing,0 ACC Value
Practice (Sept. 2010)available at
http://www.acc.com/legalresources/resource.cfm?show=1112956

Olnformal Outsourcing Checklist for In -house Counsel,0 ACC Quick Reference (Oct. 2008),

For more ACC InfoPAKs, please visit http://www.acc.com/infopaks
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available ahttp://www.acc.com/legalresources/resource.cfm?show=402344

2. Preferred / Panel Counsel

Once thelegal department has identified the scope of work to be performed by outside counsel,
there is a core decision to be ma@ as to whether the company would benefit from a preferred /
panel counsel arrangement with fewer law firms and vendors. The terms Opreferred counselO and
Opanel counselO are often used interchangeably to describe an arrangement under which the legal
department and company consciously consolidate work among fewer law firms and vendors in
exchange for preferred terms.

The degree of formality of these agreements varies. It ranges froma rigorous application and
negotiation process to designate a list of firms who are Oin,O to a more informal vetting of firms
who, over time, perform higher volumes of company work based on preferred terms and
performance, even absent a formally designated list.

The decision as to whether a preferred counsel structure makes sense for theeompany is a highly
individualized assessmat best made by the in-house lawyers who are closest to the work and
most familiar with the clientOs legal service needsThe potential benefits of preferred relationships
should be weighed against potential drawbacks. The chart below highlights both sides.

Preferred Counsel Arrangements

Potential Benefits Potential Drawbacks

1 Closer working relationships, producing Substantial investment of time and effort
better knowledge of the clientOs business upfront to structure the program ;
and operations;

' Reduced flexibility in assigning new

1 Savings via preferred terms and gr eater matters if the legal department is
efficiencies; committing to assigning certain matters
to preferred firms in exchange for more
' Better knowledge-sharing when fewer favorable terms:6
firms become more accustomed to
collaborating to drive efficiency and 1 Potential lack of savings if many leaner,
manage risk; and cost-effective firms are replaced with
fewer bloated firms that end up costing
' Reduced administrative burdens (over more; and

time) in managing fewer firms.

t  Risk of complacency among entrenched
firms on the list who may not have the
same levels of efficiency incentives in
light of reduced competition from the
broader law firm market.’

Copyright © 2011 Association of Corporate Counsel
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The following resources provide additional discussion, as well as actual practice examples from
legal departments, on preferred counsel arrangements.

RESOURCES

OPfizerOs Legal Alliance Program: Collaboration and Focus on Relationships Produce Better
Legal Outcomes and Cost Savings,O ACC Value Practice (Mar. 20113vailable at
http://www.acc.com/legalresources/resource.cfm?show=1279390

OLevi Strauss: Global Partnerships for Coporate, Commercial and Intellectual Property
Work,O ACC Value Practice (Mar. 2011)available at
http://www.acc.com/legalresources/resource.cfm?show=1279401

OHow to Base a Partering Program on Sound Principles,0 ACC How To (Oct. 2008),
available ahttp://www.acc.com/legalresources/resource.cfm?show=56759

3. Quality Practices (Project Management, Trealogy, etc.)

A prime factor in determining the success of the law departmentOsoutside counsel management
efforts will be the quality of the management practices adopted N not those that exist on paper, but
the ones actually used as a matter of routine.

Ensuring quality in actual management practices is often one of the biggest challenges facinglegal
departments. With important and pressing legal work to be done, the items that often get
postponed are managementrelated tasks or OinitiativesO that are inportant, but donOt register the
same sense of urgency. Add in the fact that adopting quality practices often involves project
management, financial analysis, operational change, and technology implementation N disciplines
that many lawyers are not inherentl y familiar with N and the magnitude of the challenge becomes
no surprise.

Below is a list of quality practices to review and consider in terms of whether they would help you
and your department better manage value -based relationships with outside counsel. While you
may have already implemented some of these practices, you may find ways to further refine and
improve your approach so that you manage more effectively and, ultimately, maximize the value
your company obtains in purchasing legal services.

1 Designate in -house relationship managers for core law firms . Several companies
have appointed in-house lawyers to serve as relationship managers for designated
law firms with whom the company works closely. Benefits can include higher levels
of responsiveness when law firms know their performance will be reviewed
annually in a process led by the in-house relationship manager. The review process

For more ACC InfoPAKs, please visit http://www.acc.com/infopaks
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can be as informal as periodic checkin meetings, or as structured as an annual
process with objective scorecardsand performance metrics. The law firms may also
find it helpful to have an internal contact to help address questions and field
suggestions. (For additional details, see ACCOs Value Practice, ONationwide Mutual
Insurance Co In-house Relationship Managers Play Key Role in Structuring and
Maintaining Successful Relationships with Approved Counsel.O )8

' Appoint one or more business managers internally . To help in overcoming the
time constraints described above, many companies have appointed nonattorney
managers to help with important items like budgeting, forecasting, invoice review,
and tracking performance scorecards. In some instancesthese functions are
performed by skilled paralegals. In others, the roles are filled by operations
managers or finance a procurement managers. Depending on the scope and
volume of work in the legal department, these roles can be structured as full -time
positions, or as overflow or temporary help (where the person helps as a portion of
their broader responsibilities).

1 Manage information and technology more effectively . Legal departments are
increasingly focused on how to use technology more effectively as a tool to increase
productivity. Leveraging technology often involves key decisions about how the
departmentf)s wok product, knowledge, and related information are assembled,
stored, and re-used in the future. It also involves decisions on how technology can
improve the flow of communications between inside and outside counsel. The
following resources shed light on some helpful approaches in this area.

RESOURCES

OUsing Knowledge Management to Drive Value in Departments and in Firm -Client
Relationship,0 ACC Value Practice (Jan. 2011pvailable at
http://www.acc.com/legalresources/resource.cfm?show=1269800

OData Analytics to Support Value-Based Fee Structures,O ACC Value Practice (Jan. 2011),
available ahttp://w ww.acc.com/legalresources/resource.cfm?show=1269660 .

OHartford Financial Services: Legal Intranet Enhances Communication, Consistency and
Efficiency,0 ACC Value Practice (Aug. 2010)available at
http://www.acc.com/legalresources/resource.cfm?show=980136

OMozilla Corporation: Maximizing Efficiency and Capturing Meaningful Process Metrics
Using Matter Management,O ACC Value Practice (Aug. 2010)available at
http://www.acc.com/legalresources/resource.cfm?show=988404

CElectronic Billing Bthe Basics,ACC QuickCounsel (Nov. 2009), available at
http://www.acc.com/legalresources/quickcounsel/ebtb.cfm

OLeading Practices in Electronic Billing: A Technological Tool for Corporate Legal

Copyright © 2011 Association of Corporate Counsel
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DepartmentsO ACC Leading Practices Profile (Mar. 2009)available at
http://www.acc.com/legalresources/resource.cfm?show=168911

1 Conduct early case assessment to laybout a strategic road map. Many legal
departments use a formal OEarly Case AssessmentO process to frotdad fact
investigation and strategic assessment with respect to a new matter. The commonly
cited benefits include: better lawyering as the matter progresseswhen the desired
end-point is more clearly in focus; stronger interactions with the client when the
options are assessed more concretely; and better management of outside counsel
resources when the matter and budget assumptions are laid out in more detail.®

' Adopt better approaches to budgeting, forecasting, and invoice review.
Regardless of who is responsible forbudgeting, forecasting, and invoice review N in-
house lawyers or other managersN there are tried and true approaches that legal
departments have used to make these processes more effective. These include use of
templates, data analysis to determine what the client is purchasing and what it
should cost, and proper assessment of compliance with clientEbilling guidelines.
The following resources provide additional insight on these approaches, with
practice examples from actual law departments.

RESOURCES

OHow To Adopt a More Effective Invoice Review Process,O ACC Value Practice (Oct. 2009),
available ahttp://www.acc.com/legalresources/resource.cfm?show=709490

OValue Practice: CIGNA- Nailing the Basics,0 ACC Value Practice (July 2009)vailable at
http://www.acc.com/legalresources/resource.cfm?show=425083

D. Step FourEducating@utsideCounselandinsideCounsel

Having great policies or procedures that exist only on paper is of limited use. Recognizing this,
leading legal departments have worked to educate counsel (inside and outside) on how to operate
more effectively to help achieve the legal departmentOs goals. Theseducational efforts can take
the form of a Okick offO meeting to elaborate on a big new initiative (like an outside counsel
management program), or they may occur periodically as part of an annual review. Beyond
conveying information , these efforts are often cited as a way to emphasize managementOs
commitment to improv ement and as a way to strengthen relationships between inside and outside
counsel. The following resources provide some additional guidance on educating outside and
inside counsel.

For more ACC InfoPAKs, please visit http://www.acc.com/infopaks



16 Managing ValuBased Relationships with Outside Counsel

RESOURCES

OCommunications and Training for Preferred Provider Panel Law Firms: Focus on GEOs
Mergers and Acquisitions (M&A) Panel,O ACC Value Practice (Sept. 2008)available at
http://www.acc.com/legalresources/resource.cfm?show=40315

OPfizerOs Legal Alliance Program: Collaboration and Focus on Relationships Produce
Better Legal Outcomes and Costsavings,0 ACC Value Practice (Mar. 2011)available at
http://www.acc.com/legalresources/resource.cfm?show=1279390

OAssessing Legal Performance at Allstate 'Closing the Loop' on Performance of Premier
Law Firms and In -house Lawyers,O ACC Value Practice (Apr. 2009)available
athttp://www.acc.com/legalresources/resource.cfm?show=189752

lll. Part Two: Operating Effectively Once the
Matter Arises

The issues describedin Part One of this InfoPAK pertain to planning and execution outside the
context of any particular matter. ldeally, much of that foundational work should be done in
advance, so that once an impatant new matter arises you can hit the ground running and fo cus
your energy on the matter-specific decisions addressed below.Like Part One (Laying the
Foundation), Part Two consists of four main elements or phases, each of which is discussed in
detail below.

Laying the Foundation in Advance

Defining
Value

Adopting
Metrics

Structuring
Operations

Educating
Counsel

<~

Operating Effectively Once the Matter Arises

Implementing
Approaches

Managing
Successfully

Evaluating
Performance
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A. Step OneScoping@ut the Work

A critical first ste p once a new matter arises is scoping out the work to identify what needs to be
done to achieve success. This may be obvious on some level, but Othe devil is in the detailsO in
order to achieve proper execution. The focus here must go beyond a gut feeling that items such as
the staffing plan, the rates, and the budget Olook right,O to a more exact level of detail enabling
sound project management within a legal matter. 10 This may represent more administrative effort
than some in-house counsel are accustoned to or comfortable with, but the benefits are legion.
Effective project management (both in-house and within law firms) enhances the ability to
implement value -based fee structures(like alternative fees) and manage outside counsel work in a
more cost-effective way (even if the traditional hourly rate model is used) . Discussed below are
three methods for obtaining useful information on the projected scope of a new matter.

1. Examine EistingInformation within yourLegal Department

Existing information within your legal department is a good placeto start when defining the scope
of work to be performed for a particular matter . If your department has handled several similar
matters in recent years, then you have some reference pointgo help you address issues like:

1 The work to be performed;

1 The size ofany outside counsel teamrequired,;

1 Thetypes of resources required,;

1 How the matter might unfold in terms of timing and duration ;
1 The sequence of steps in terms of project managementand

1 The price you have paid for similar services in the past.

Depending on how your department functions, you can gather this information by:
1 Speaking with your colleagues who have worked on these matters;
1 Mining technologies/databanks that have captured data that can be useful;

1 Reviewing summary documents (like status reports, budget templates, forecast
updates, staffing plans, and project management documents) that were used to
manage similar matters in the past (If you do not have these handy, perhaps past
outside counsel might); or

1 Checking electronic matter management and e-billing systems, depending on how

effectively they are used in tracking key components of matter activity.

If you struggle to locate this information and you do not use summary management documen ts
like those listed above, consider how you can improve your approach to gathering and keeping
this information for future use. Ask outside counsel to provide this information in an effective
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way, and then store it so it can be retrieved later. Also look at automated options that make the
capture and future retrieval and manipulation of this information easier.

2.  Tapinto Kternal Sources

If you are facing a new matter and your company has no relevant existing information to review,
tap other sourcesN like other inside counselN to discuss their experiences and expectations. You
can benchmark value with other companies and ACC members, keeping in mind, of course,
applicable antitrust and confidentiality rules or regulations.

3. Obtain Law Hrm Input

After you have gathered all of your existing sources of information about the scope of the matter,
you must determine whether you are going to assign the matter to a law firm without further

input on scope. This is a key decision. If you as the client aleady have the core information on
scope of work to be performed, then you may determine that you do not need to involve law

firm(s) in the scoping process. But if your efforts to scope the matter produce gaps in what needs
to be done, or if you are hiring a firm precisely because you have limited experience with this kind
of work (and theyOve done it many times over for many different clients), then you should consider
involving the firm(s) being considered to perform the work in the scoping process. Doin g this may
also produce greater Obuy inO and commitment to project plans and budgets if the firm(s)
ultimately assigned had a hand in crafting these plans.

From a clientOs perspective, effective scoping and cost conversations with law firms often occur
when multiple firms are involved before the client choses a firm. In this context, these discussions
can validate basicassumptions and price points when multiple law firms independently gravitate
around a similar set of activity assumptions and/or budget figures. For an illustration of how this
pre-assignment scoping and cost projectionis effectively done, see the resource below.

RESOURCES

OGeneral Electric Company: Successfully Using Alternative Fee Arrangements for
Complex Intellectual Property Li tigation,O ACC Value Practice (Feb. 2010)available at
http://www.acc.com/legalresources/resource.cfm?show=776846 (lllustrates strategic use
of competitive bidding among known and trusted firms).

OHow to Prepare a Litigation Plan and Budget,O ACC Value Practice (Nov. 2009)available
at http://www.acc.com/legalresources/resource.cfm?show=743311

The scoping process asks Owhat needs to be doneO and Owhat is the most effective way to perform
the workON and thus, begins to outline a plan for effective execution. Critical to this process is
identifying tasks that are OmarginalO and which may not add sufficient value to justify doing them
(i.e., must we take the deposition of every person with even miniscule knowledge of the
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underlying facts, or should we only cull some of them via reasonable risk assessment?). Scoping
is about properly allocating resourcesN not so you can save every dime on cost {e., being pennyD
wise on feesand pound foolish on outcomes) N but so you can strategically reduce spending on
low -value work and free up spending for higher -value work, thus increasing your chance of
getting desired results and winning where it counts most. In other words, by scoping properly
and reducing low -value work, you free up dollars to spend more effectively on higher -value work.
This could entail doing more on those matters in areas that move the needle, or caild entail hiring
more expensive/ higher quality firms if need be.

B. Step Twoimplementing th&ight Approach

After scoping out the work involved in a particular matter, the next step is to assess and
implement those approaches that deliver the greatest value to the client. Typically,
implementation involves addressing: (1) who should perform the work, and (2) on what terms.

1. Who Should Perform the Work? Selecting FirmandVendors

Most in-house counsel have extensive experience in selecting law firmsN the OwhoO part of the
equationN and much has been written on this topic. This InfoPAK will not go into great detail
here, other than to note two brief points:

1 Itis important to consider not just quality but also cost . How do you assess cost?
It is not just about ratesN thatOs onlypart of the equation. Rather, assess law firm
cost via:

¥ Comparative all -in fee constructs;
¥ Willingness to put Oskin in the gameQ and

¥ Track record on prior value -based fee arrangements.

Thoroughly assessing comparative budget or cost information up front is an important step in
helping to ensure costs are managed.

1 Consider who the right service providers are to handle the matter (or components
of it) . Some matters may require the bestknown experts in the world and other s
may not. Perhaps you want multiple law firms or vendors in the mix N or only
associates or only partners. As clients increasingly Ounbundle® work, the market is
seeing extensive experience across the spectrum of providers, including bringing
certain pieces of the work in-house, assessing how to get the highest use from each
contributor to the matter, and outsourcing overseas for the right types of projects.
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RESOURCES:

OACC Primer: Using a Structured Process to Allocate Work,O ACC Value Practice (Dec
2010),available ahttp://www.acc.com/legalresources/resource.cfm?show=1217370

OLooking Beyond Your Backyard: Outsourcing Legal Processes,@CC Docket28, no. 8 (Oct.
2010): 2, available ahttp://www.acc.com/legalresources/resource.cfm?show=1052808

OValue Practice: Sourcing Legal Work in India Leads to Significant Savings,0 ACC Value
Practice (Jan. P09),available at
http://www.acc.com/legalresources/resource.cfm?show=120834

OSelecting and Managing International Law Firms,O ACC QuickCounsel (June 2009),
available ahttp://www.acc.com/legalresources/quickcounsel/smilf.cfm

OUnbundling Legal Services & Strategic Use of Law Firms in Lower Cost Cities,0 ACC
Value Practice (Nov. 2009),available at
http://www.acc.com/legalresources/resource.cfm?show=742186

OManaging Outside Counsel: Using Law Firm Networks to Help Find Value with Small and
Mid -sized Firms,O ACC Docket 28, no. 2 (Mar2010): 8894, available at
http://www.acc.com/legalresources/resource.cfm?show=805664

OValue Practice: DuPont Paralegal Staffing,0 ACC Value Practice (Sept. 2008)ailable at
http://www.acc.com/legalresources/resource.cfm?show=39865 (Encouraging effective
paralegal utilization as a practice that adds value).

2. On What Terms? ValueBased Fee Options

The other half of implementing the right approach N Oon what terms raises a host of options in
terms of value-based fee structures. There are a variety of possibilities, depending upon how the
work is segmented and whether outside counsel compensation is correlated in some way to the
outcomes delivered.

At the outset, though, it may be helpful to distinguish some commonly used approaches that are
not typically considered value -based fee structures, including discounts on hourly rates, tiered
volume discounts, and use of blended hourly rates. While helpful in part (because theyOre an
OeasyO shorterm triage), none of these fit the definition of a value -based fee structure which
assesses the value of the service from the clientOs perspectiMeand is not basedon law firm -centric
measures like profitability, utilization rate, hours worked, or cost to produce. A list of options that
do fit this definition is set forth below. 11

Copyright © 2011 Association of Corporate Counsel



21

a) Fixed Fees

Fixed feesare used to affix a price to a OdeliverableO or a distinct ggce of work, with all ancillary
preparation and effort reflected in that price. Data to determine an appropriate fixed fee can come
from multiple sources (historical information, other items in the portfolio, bids or price quotes

from existing firms or ne w firms). Litigation examples include paying X as the Oall inO fee for a
law firm to draft and argue a summary judgment motion ; paying Y as the Oall inO fee per
deposition taken Gand paying Z per page or per gigabyte for first level / responsiveness revie w on
a document production. Transaction examplesinclude paying X to produce an initial draft of a
license agreement; Y to negotiate outstanding issues with other side; and Z to finalize documents
and conduct closing.

Of course, not all matters or all deliverables are equally complex. As a result, ostensibly similar
pieces of work N like a summary judgment briefing and argument N may cost very different
amounts across two different matters based on complexity. That is as it should be. Increasingly,
sophisticated clients are capturing their data over time to build fee schedules for pieces of work
based on degrees of complexity. This enables them to compare prices of OlikeO projects or
deliverables with similar complexity profiles to arrive at apples -to-apples assessments on cost.
This requires an investment of time and effort, but the case studies below illustrate the larger
benefits.

1 Advantages: This approach accommodates uncertainty and provides flexibility in
the future scope of work by pricing OunitsO of work, which allows for fee
adjustments as the number of units rises or falls. Such per unit tracking can also
help avoid a hidden risk of flat and fixed fees N the potential that an unanticipated
decline (or increase) in matter activity would produce a win dfall (or shortfall) to the
law firm if the original terms anticipated a higher (or lower) level of activity. Per
unit tracking allows for fee adjustment up or down as necessaryin order to avoid
such windfalls (or shortfalls) .

1 Drawbacks : This approach may involve increased costs up front because t takes
time and effort to properly craft the numbers and adjust for changes in case activity.

The following resources provide further insight into the use of flat and fixed fees.

RESOURCES

OGeneral Electre Company: Successfully Using Alternative Fee Arrangements for Complex
Intellectual Property Litigation,O ACC Value Practice (Feb. 2010),available at
http://www.acc.com/legalresourc  es/resource.cfm?show=776846

ODéconstructing Legal Services! Calculating Unit Costs & Component !Based Pricing
Structures - Johnson & JohnsonOs Approach to Alternative Fees,O ACC Value Practice (Nov|
2009),available ahttp://www.acc.com/legalresources/resource.cfm?show=738996

OValue Practice: Deconstructing IP Litigation Matters and Implementing Alternative Fee
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Arrangements,O ACC Value Practice (June 2009pvailable at
http://www.acc.com/legalresources/resource.cfm?show=379009

OAligning the Interests of Client and Firm in Complex Litigation and Complex
Transactions- Practices Implemented by Womble Carlyle Sandridge & Rice,O ACC Value
Practice (Dec. 2009)available at
http://www.acc.com/legalresources/resource.cfm?show=750208

OClass Action Defense Via Flat Fees & Performance Inctives . . . Nationwide Insurance
and Fowler WhiteOs Different Approach,0 ACC Value Practice (Nov. 2009)available at
http://www.acc.com/legalresources/resource.cfm?show=742577

OHow to Migrate from Traditional Billing to Alternative Fees,0 ACC Value Practice (Dec.
2009),available ahttp://www.acc.com/legalresources/resource.cfm?show=745109

b) Capped Fees Under an Hourly Rate

Capped fees under an hourly rate approachesare commonly used to set a ceiling on what the
client will pay the law firm on a particular matter, or for a particular piece of work. Examples
include payment of not more than X to prep are and argue a summary judgment motion, and
payment of not more than Y to close an M&A transaction.

' Advantages: When executed properly, this approach resembles a fixed fee
(discussed above), but in theory gives the client the added up-side of paying less if
the law firm bills fewer hours than anticipated, thus not reaching the cap.

1 Drawbacks : While th is advantage sounds good, many observers have noted that
the interests remain unaligned. The law firm does not have the incentive to invest in
approaches that would reduce the cost of producing that piece of work, because it
does not share in any upside for doing so. And since firms know they can bill until
they reach the cap, many donOt attempt to control their costs until they are
approaching the limit. There is also a concern about overpaying if the client selects
the wrong ceiling, not having done enough comparative assessment. While
theoretically, there is a risk of this occurring in any fixed fee structure, the risk of
choosing the wrong ceilin g is particularly high under a capped fee structure because
caps are often set without first performing the robust level of data analysis that often
precedes the structuring of a fixed fee. Still, this approach provides a stronger level
of financial disci pline as compared to unbridled hourly rate billing.
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The following resources provide more detail on the use of capped fees under an hourly rate.

RESOURCES

OValue Practice: Value Matrix for Intellectual Property Matters - Alternative Fee
Structures Basd on Level of Difficulty, Staffing Mix and Billing Guidelines and
Informal Training,O ACC Value Practice (July 2009),available at
http://www.acc.com/legalresources/resource.cim?sho  w=458576 (lllustrates the
use of capped fees of varying amounts based on complexity of underlying work).

OOutside Counsel Fee Valuation Toolbox, Part 1,0 ACC Presentation (Oct. 2010),
available ahttp://www.acc.com/legalresources/resource.cfm?show=1236502

C) Flat Fee Per Month (or Some Other Period)

A flat fee per month (or some other period) is typically used to cover services delivered during the
course of a specified period. Litigation examples include: amonthly or quarterly flat fee to cover
strategy or case management in the course of litigation and/or a Oper diemO fee for trial. Other
examples include: a monthly fee for advice and counsel requests in addressing a paticular issue of
law. This resembles the OretainerO approach used more frequently in years page.g., pay X in
advance for the right to call upon the lawyers for services in that particular area, over a given
period of time) .

1 Advantages: Provides certainty and sets the price based on the value to the client
(and presumably based on market reference prices for what other law firms of
similar quality would charge for this period).

1 Drawbacks : Some have argued that efficiency incentives may not arise ifthe flat fee
amount per period is not actively managed (i.e., periodically reviewed and adjusted
in light of actual experience regarding use and scope). Without further prodding
from the client, outside counsel may not really have the incentive to adopt process
improvements to reduce the monthly figure and share some of those savings with
the client.

d) Portfolio Fixed Fee

Some clients have implemented a broader application of the fixed-fee approach by assigning large
portfolios of work to a single firm (or a given volume of work to a firm) for a fixed fee, often after a
competitive bidding process. These engagements also commonly provide for separate ways to
address OoneoffO matters outside the normal scope of the portfolio (e.g.,a class action awsuit),
and also contain provisions to verify that scope/activity assumptions proceed as planned.
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Examplesinclude: all employment litigation for a fee of X ; all product liability litigation of a certain
type for a fee of Y; all transactions of a certain type for a fee of Z; and handling all securities
portfolio filings for a fee of XX.

1 Advantages: This larger pool of work enables the client and firm to better manage
and OcoverO or OseftindO individual outlier matters where the activity and budget
assumptions proved to be off. It also provides the firm with a greater incentive to
help the client reduce legal risks and problems since the firm is paid to service a
portfolio (e.g., HR and employment litigation) and can make more by preventing
problems rather than rationing services. In fact, some clients build in an explicit
provision linking outside counselOs compensation to maintaining or decreasing total
liabilities paid in connection with that portfolio of work.

The assigned firm often pays local counsel and manages vendors under this
arrangement. To successfully execute a portfolio fixed fee, the client must perform
due diligence, including assessing 2-3 years of historical data on: scope of work, fees
paid, and outcomes/liabilities/ recoveries. This due diligence is critical to properly
define the scope of work to be performed and answer questions like: what are we
buying, what has it cost us in the past, and what is a sound portfolio fixed fee
number to deliver greater value?

These engagements &0 commonly provide for separate ways to address OoneoffO
matters outside the normal scope of the portfolio (e.g., a class action lawsuit), and
also provisions to verify that scope/ activity assumptions proceed as planned.
Without these mechanisms, thereis a risk that the actual scope of work could
diverge significantly from the anticipated scope of work, thus upending the fixed fee
number.

1 Drawbacks : Properly implementing portfolio fixed fees requires time and effort to
analyze historical data regarding matter activity and spending patterns. It also
requires an assessment of how repeatable these patterns will be in the coming year
or two. Not everyone is equally comfortable with making such projections and
committing in advance to assigning to a single law firm.

The resourcesbelow illustrate these portfolio fixed fees in action, within larger and smaller legal
departments.

RESOURCES

OBCE Inc. & Bell Canada: ValueBased Fee Arrangement for Commercial Agreement
Work,O ACC Value Practice (June 2010)vailable at
http://www.acc.com/legalresources/resource.cfm?show=954803

OFord Motor Company: Value-Based Fees for Litigation- Annual Engagements for
Product Liability Matters on a F lat Fee Basis,0 ACC Value Practice (May 2010),
available ahttp://www.acc.com/legalresources/resource.cfm?show=919336
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Olmplementing a Portfolio-Wide Fixed Fee with a Single Law Firm,0 ACC Value
Practice (Nov. 2009),available at
http://www.acc.com/legalresources/resource.cfm?show=739110

OLevi Strauss & Co.: Global Partnerships for Corporate, Commercial am Intellectual
Property Work,O ACC Value Practice (Mar. 2011),available at
http://www.acc.com/legalresources/resource.cfm?show=1279401

OValue Practice: Alternative Fee/Value-based Arrangement Implemented by
Smaller Law Department - Securities Portfolio Work for Wolverine World Wide,
Inc.,O ACC Value Practice (Sept. 2009pvailable at

http://www.acc.com/lega Iresources/resource.cfm?show=599874

OValue Practice: Employment Litigation and Counseling Portfolio Services on a Flat
Fee Basis Value Practices Implemented by Toyota Motor Sales, USA, Inc.Os Law
Department,O ACC Value Practice (Sept. 2009available &
http://www.acc.com/legalresources/resource.cfm?show=537543

e) Per Capita Fees / Ad Agency Model

While the fixed fee model described above focuses frst and foremost on the project/ deliverable,
the per capitaapproach focuses on the professional(s) performing the work. The Oad agencyO
model fixes a set price to OpurchaseO the fultime or half -time services of a certain person or team
of people, on the presumption that they effectively produce all the work required.

1 Advantages: Savings, from the clientOs perspective, are calculated vs. Orack ratesO
for an equivalent amount of that personOs time. The law firm typically conveys a
discount in exchange for the advance certanty provided under this arrangement.

1 Drawbacks : But the model is arguably flawed in that it does not measure efficiency,
or create incentives to produce the work in less time.

f) Performance -Based Holdback

Any of the approaches listed above can be sypplemented with a provision tying a portion of law

firm compensation (i.e., a holdback amount) to achieving pre-defined outcomes or success metrics.
This also can be (and often is) done in more conventional engagements structured under the

hourly rate mod el. The holdback amount (e.g, 20% of fees billed) is typically subject to a

multiplier (e.g., 0, 1, 2, or 3) depending on the extent of success achieved. Examples of prdefined
outcomes or success metrics include:

r  Winning on summary judgment, at trial or on appeal;
' Resolving a matter at or below a specified resolution cost;

Closing out a matter within a specified period of time ;
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1 Completing a merger, acquisition, or deal,
1 Managing an entire matter at or below budget for the legal services;
' Reducing the overall number of new cases filed; or

1 Successfully achieving transaction results (e.g., shifting certain risks, etc.)

The resourcesbelow provide more details on how to correlate outside counsel compensation with
outcomes generated.

RESOURCES

OValue Ractice: FMC Alternative Billing,0 ACC Value Practice (Sept. 2008)available at
http://www.acc.com/legalresources/resource.cfm?show=40256

OAligning the Interests of Client and Firm in Complex Litigation and Complex
Transactions- Practices Implemented by Womble Carlyle Sandridge & Rice,0 ACC Value
Practice (Dec. 2009)available at

http://www.acc.com/legalreso urces/resource.cfm?show=750208

OOutcoméDriven Fees in High Stakes Litigation . . . Bartlit BeckOs Alternative Approach,O
ACC Value Practice (Nov. 2009),available at
http://www.acc.com/legalresources/resource.cfm?show=74 3837.

OWhat Do Hours Have to do with Value?,0 ACC Docket (Oct. 2009)available at
http://www.acc.com/legalresources/resource.cfm?show=778084

0) Pure Contingency

Pure contingency is a more intensified form of the performance -based hold-back. Under a pure
contingency arrangementN most easily envisioned and applied when recoveries are soughtN the
law firm would be compensated via a portion of the amounts recovered, and would receiv e no
compensation if no amounts are recovered. The terms can be adjusted and tempered to better
manage the down-side risk of zero recovery, and the model can also apply to the defense context
(earn X if you win, earn zero if you lose) N but that is harder to do since successfully defending
against a claim does not typically result in a set recovery amount.

1 Advantages: The interests of client and law firm are closely aligned under this
structure. The more the client succeeds, the more the law firm gets paid\ and vice-
versa.

1 Drawbacks: Under a contingency approach, a law firm could earn much more than
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it might under a conventional hourly rate approach. Some clients are not
comfortable with this.

The diagrams below are intended to help facilitate the analytical process of sorting through the
various value-based feeoptions above.

(diagrams on next page)
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Flowchart: Client Focus on Outcomes & Comparable Costs in Defining Value

The chart below helps in answering two fundamental questions as a precursor to selecting
the right value -based fee structure.

1 Can success in this matter be defined by a measurable outcome, such that it
makes sense to correlate outside counselOs compensation, in part, on
achieving that outcome?

1 What data points are available to asses the comparable costs of producing

similar quality work in this matter?

Flowchart: Client Focus on Outcomes & Comparable Costs in Defining Value

Do we have a
quantifiable
definition of
success based
on outcome?

Having addressed these issues, thdegal department has laid a foundation for selecting the right

Consider how to best link
outside counsel fees to
outcome:
O in whole (pure
contingency), or
U in part
(performance-based
holdback with fee
structure based on
comparables, below).

e

Revisit and define when
more info is available.
Meanwhile, can we
access reliable data on
comparable cost to
produce this work?

PN

Optionsinclude:
(1) client’s historical
data (what have we
paid for this type of
work in the past),
1(2) firm’s data (what
have they charged for
this type of work in
the past), and
U(3) bidding data
(what would other
firms charge for this
type of work?)

Focus on components,

not just aggregate, and

don’t presume that prior

amounts paid were

optimal.

Revisit when more info is
available. Meanwhile,
can we craft a
customized assessment
of what it should cost?
(Consider with fixed fee
optionsin chart below.)

Optionsinclude:

(1) the conventional
review of staffing plan,
project plan and
budget to pare back
superfluous resources,
perhaps setting a fixed
fee for portions of the
work, and

U(2) implementing
“ad agency” fee model
tobuy,ona
discounted basis, the
full-time or half-time
services of a person or
team.

Yo

Carve out the time to
focus more deeply on
this or request additional
help in executing to
make one of these work.

value-based fee terms The next flow chart helps in selecting the best terms.
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Flowchart: Selecting the Right Value -Based Fee Terms

Flowchart: Selecting the Right Value-Based Fee Terms

Explore fixed fee per Optionsinclude:

Explore Portfolio Fixed

Do we have a
collection of
matters that
are similar,
recurring, &
predictable
enoughto
group
togetherand

sshare data packet
with qualified firm(s);
=negotiate “all in”
portfolio fee; and
=devise system to
manage performance.

Do we have a single type

prices you typically
pay.

=Ask law firm(s) the
prices they typically
charge.

=Consider seeking
competitive bids.
=Devise system to
manage performance.

Fee: matter: (1) fixed fee per
»Conduct your due =Evaluate your deliverable,
\{?—S diligence to assess the historical spending U(2) flat fee per
/ portfolio; data to determine month for designated

services, or

U(3) capped fees.
Same methodology:

"Evaluate historical

spending data to

determine prices you

typically pay.

sAsk law firm(s) the

prices they typically

charge.

of matter that is
sufficiently familiar and
repetitive such that we
can craft a fixed fee to
cover most or all of this
matter? (E.g. single-
plaintiff employment
case up to trial;
trademark and patent
filings)

assign to one
firm, perhaps
via bidding
process?

=Consider seeking
competitive bids.
=Devise system to
manage performance.

&

n

Carve out the time to
focus more deeply on
this or request additional
help in executing to
make one of these work.

Can we craft a fixed fee
for distinct pieces or
phases of work?

The following is a list of additional items to consider when choosing between value -based fee
structures.

1 Do you have a preferred law firm list already in place? If so, what types of
value-basedfee structure terms have your outside counsel shown familiarity
with?

1 Look over your outside counsel performance reviews to see who has the
strongest success and track record on value-based fee structures matters. If
you donOt track written reviews, talk to your colleagues to gather this
feedback.

1 For outside counsel reviews from your peers, check out the ACC Value
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Index: www.acc.com/valueindex

1 How much competition will you interject into the process to asse ss which
firms would deliver the best value on a particular matter?  This can range
from informally speaking with a couple of trusted firms, to issuing an RFP
and soliciting terms from multiple firms (including some Obrand newO firms)
to identify the best mix of quality, staffed talent, and cost.

1 Competition counts: Some law firms may object to higher levels of
competition, but there is a very reasonable conversation to be had about: (1)
the economic and commercial realities facing your company, which have
likely increased competitive pressures internally and externally across the
board, and (2) the opportunity for additional business for those law firms that
continually deliver the best value. It is also helpful to note the emphasis on
long-term value (i.e., quality, cost, and outcomes)N not to be confused with
just the lowest price. Executed correctly, value-based billing is a
management approach focused on success in the long term, with deeply
rooted incentives built on trust and mutual understanding.

1 Be sure to determine how reliable or believable a proposal is.  Think about
a firmOs ability to meet budget historically. If warranted, adjust the figure to
an expected value that properly reflects the real likelihood of achieving it.

1 Be sure to determin e whether the budget will be viewed as an estimate or a
quote. To what extent will you hold outside counsel accountable? Does the
plan include pre -agreed contingency or Osafety valvesO for unlikely but
possible deviations based on how the matter unfolds? This can be one of the
biggest determinants of value and savings.

t Inthe end, trust is a key component in making these arrangements work.
Do client and firm believe that each will honor its commitments, behave
fairly , and be able to work together in good faith to address unanticipated
issues?
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3. Four Key Aspects of Implementation

After assessing the options, the next step is to implement your value-based approach, assigning
the various pieces of work to the right firms and vendors, under the righ t fee structuresN all with a
mechanism to monitor progress.

There are four key items to focus on in terms of implementation : 1) terms, 2) tracking, 3) frequency
of updates, and 4) provisions for changed assumptions. Each is addressed in more detail below.

Provision for
Changed
Assumptions?

Reports /

Tracking?

Frequency of
Updates

What are the terms?

Pricing. Is it all value-based fee structures or a hybrid approach retaining some
hourly rate billing? (See flow chart on selecting the right value -based fee termg.

Payment. How should payment be phased for value -based fee $ructures? Is it
equally apportioned across a certain number of periods, or does payment flow
depending upon the completion of the underlying projects or the achievement of
certain targets?

Outcomes. What happens to the outcome-driven portion (e.g., set aside by the client
for future payment or paid upfront but credited back by the law firm if necessary)?
Both parties must pay close attention to this point since a common problem for some
firms has been either: (1) professional concerns about setting arangements that
could raise ethical problems (see, e.gABA Model Rule of Professional Conduct 1.5
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that precludes firms for charging fees Onot earnedO) or (2) clients setting an outcome
based fee, but then suggesting that the firm should split the differe nce when the
OwindfallO was larger than expected or the matter was resolved earlier than
anticipated.

1 Look-back. Is there a Olook backO provision using Oshadow invoicesO to compare
flat fee amounts to what would have been paid under an hourly rate approa ch? (See
Appendix for sample retainer agreement language.) If so, what rates should be
usedN rack rates or discounted rates? Or are the lookback fees only tracked to
allow a better assessment/re-negotiation of the pricing for future matters?

1 Structure. Is one outside firm responsible for managing the expenditures of another
to make it all come in on budget? Are there concerns about fee sharing?

b) What reports / tracking mechanisms  are in place ?

1 Staffing plan. Who will be working on this matter? Is it the right mix of seniority,
experience and resources, with limited turnover? (This can be important, as some
clients fear getting the law firmOs OB teamO on a flat fee. This can be remedied, in
part, by focusing on long term benefits, and emphasizing that success on this flat fee
matter means an opportunity for more business in the future.) In the end, the
assessments of how to best perform the work necessary to increase value should
yield more effective staffing arrangements. Sometimes that may mean fewer people
performing certain tasks and more people performing others. Some tasks will call
for more senior resources and others more junior. But undoubtedly there is a strong
correlation between the right staffing mix and the right outcome under a v alue-
based fee structure, and the goal here is to illuminate the best Ofit.0

1 Project plan. What will outside counsel be doing, and when? How does each step
connect to each other and to the budget?

' Budget and forecast. How much will it cost (piecemeal and total) and how will
updates flow regarding progress vs. budget (covering both dollars and activity
assumptions)?

C) What is the frequency of updates?

1 Deciding frequency. The frequency of updates should vary depending upon what is
being tracked, and how important the need is for sufficient time to Ocourse correct.O
For examples every two weeks for items like progress vs. budget on key matters that
are moving forward; quarterly for items like progress vs. budget on routine matters;
and bi-yearly for items like performance reviews.

1 Multiple update methods. The fact that updates for the plan take place on a certain
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schedule does not mean that other kinds of communications cannot be scheduled
(e.g., an email every week noting developments or milestonesin cases where the
action is faster paced, or a voicemail from the partner in charge every two weeks to
report on emerging challenges or to simply check in to say Onothing new to reportO).
But while these kinds of more frequent contact can be informative, they should be
supplemental to the planOs more OformalO approach of monitoring the terms. They
should be based on the clientOs appetite for communication: some love frequent
interaction; others donOt want to be bothered unless itOs urgent and only want
written updates.

1 Periodic updates. The legal department must also plan periodic updates on:
substantive legal issues, activity assumptions, project plan, staffing plan, and
financial forecast.

d) What are the provision s for changed assumptions?

1 Material change. What is the definition of material change in assumptions requiring
revisions to budget (up or down)?

1 Budget formula. Is there a formula for revising the budget?

i Decision-making. Who is involved in that discussion and how will decisions be
made?
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C. Step ThreeManaging foBuccess

Managing is a corollary to implementing, requiring time and attention as an engagement unfolds

to ensure quality execution of the agreed-upon terms. Good managing also involves, where
necessary, changes to ensure tat performance stays on track. This may mean changing the way
work is done (to be more effective), changing the timing of tasks (to stay on schedule or budget),
changing or reviewing the performance of contributors/players (to assure that the right worker s
do the right work), or changing the scope of the project plan (to better reflect changed assumptions
around matter activity).

This stepN effective management of legal services\ is another one that could fill a book in and of
itself, and much has been written on this topic. Highlighted below are key points that are
particularly relevant to value -based fee structures.

The core managementquestions to answer on a consistent basis include:
1 Are we effectively executing against the plan? If not, why not?
1 What changes are necessary?
1 How strong is the quality of the work produced?

1 How strong is the process of producing the work? (Are we on time, with enough
advanced notice?)

1 How strong are the information tracking and communication processes? Are
periodic updates provided in a timely fashion, with the right level of detail? Are
unanticipated developments communicated effectively so as to avoid unnecessary
Obig surprisesO?

1 How are things faring according to b oth quantitative measures (wins/ losses, timely
completion of work and deliverables, on budget) and qualitative measures (client
satisfaction, responsiveness, creativity, etc.)?

1 How did we do? Did we achieve the desired results? Are there lessons learned so
we can improve next time (e.g., After Action Reviews)?

There are additional items to consider with respect to project management. First, if you are score-
carding law firm performance, consider sharing the criteria with the firm(s) up front and schedule
periodic meetings to discuss progress. Secod, emphasize accountability by addressing non-
performance early on (especially around budget management) to avoid later pitfalls. Third,
consider using a master calendar and management dashboard in shared electronicworkspace with
your core outside counsel.

The following resources expand further on the topic of effective management of legal services.

Copyright © 2011 Association of Corporate Counsel



35

RESOURCES

OPerfecting Project Management,Q\CC Docke®28, no. 10 (Dec. 2010): 64vailable at
http://www.acc.com/legalresources/resource.cfm?show=1215121

OHow to Train Staff to Properly Manage Budgets,O ACC Value Practice (Oct. 2009pvailable at
http://ww  w.acc.com/legalresources/resource.cfm?show=709602

OCIGNA Law DepartmentOs Budget Management Practices: ONailing the Basics,00 ACC Value
Practice (July 2009)available at
http://www.acc.com/advocacy/valuechallenge/toolkit/loader.cfm?csModule=security/get file&
pageid=425083&page=/valuechallenge/resources/topics/budgeting.cfm&qgstring=pafilterID=312
&title=Value%20Practice%3A%20Cigna%20%20Nailing%20the%20Basics

OABC Value Assessments, Billing Practices and ConvergenceValue Practices at Zurich North
America,0 ACC Value Practice (Oct. 2009pvailable at
http://www.acc.com/legalresources/resource.cfm?show=717135

OValue Practice: Liberty Mutual Law DepartmentOs Enhanced Approach to Metrics: Business
Focused Effort Includes Quantitative Assessments and Quality Audits,O ACC Value Practice (June
2009),available ahttp://www.acc.com/legalresources/resource.cfm?sh ow=313898

OValue Practice: ValueBased Fee Arrangements- The Body ShopOs Approach to Structuring
Relationships,0 ACC Value Practice (Sept. 2009pvailable at

http://www.acc.com/l egalresources/resource.cfm?show=611756addresses management of
outside counsel performance).

D. Step FourEvaluating th@erformance

Thoroughly evaluating performance at the end of a matter will shed light on the quality of all the
preceding efforts and will help to answer the following important questions:

1 How well did we d o as in-house partners/ managers? How well did the firm do?
' How well did the team collaborate?

t  How well did the team stay on track or on budget?

r  How well did we do on our metri cs, targets, and goals?

Where did we succeed most strongly?

' How can performance be improved next time?

1 How does this matter Ostack upO against other matters with similar features?
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1 Are there cross-matter lessons to be learned or that inform other work ?

Of course, some of these issues would be identified during the life of the matter, as part of quality
management. But a more formal evaluation at the end ensures that the questions will be answered
and information gathered across the board.

It is particularly helpful if the information will be preserved for easy access in the future to help
drive effective decisions on future matters. These records should include performance and pricing
data to select the right law firm on the right terms when matter s like this arise in the future.

In addition, while there should be great emphasis on law firm evaluation, there is also a role for
evaluating the legal departmentOs success in handling, planning, collaboraing, performing and
improving. The following is a list of additional items to consider when evaluating performance at
the end of a matter.

Additional Items to Consider:

1 Consider conducting a formal after -action review. (See ACCOs OVadPractice:
FMC Technologies: After Action Reviews. )32

1 Evaluate both law firms and vendors N perhaps carving out time for annual
meetings to discuss performance and improvements. ldentifying areas for
improvement and giving firms the chance to show how they grow in these areas can
go a long way toward better management and better results.

1 Consider what the clients think (company business people and business units).

1 How did any fixed -fee arrangement work out? What changes or improvements
would you make for next time? Was outside counsel any less responsive because of
the fixed fee?

1 What per-unit data points might be helpful for next time?

1 How well did inside counsel manage performance and partner with outside counsel
to increase value delivered? Increasingly, legal departments are assessing this
formally as part of inside counselOs annual performance review and bonus criteria.

1 What suggestions do outside counsel have for improvements in the future?
1 Consider adjusting invoices based on the clientOs reasonable perception of value

received (see Valorem example below).

The following resources provide further insight into evaluating the performance of both in  -house
and outside counsel.

Copyright © 2011 Association of Corporate Counsel



RESOURCES

OABC Value Assessments, Billing Practices and ConvergenceValue Practices at Zurich
North America,0 ACC Value Practice (Oct. 2009) available at
http://www.acc.com/legalresources/resource.cfm?show=717135

OValue Practice: Maximizing Value in Fee Relationships- Valorem Law Group,0 ACC
Value Practice (June 2009 available at
http://www.acc.com/legalresources/resource.cfm?show=323972

OValue Practice: FMC After Action,O ACC Value Practice (Sept. 20083vailable at
http://www.acc.com/legalresources/resource.cfm?show=40522

OValue Practice: Assessing Legal Performance at Allstate 'Closing the Loop' on
Performance of Premier Law Firms and In-house Lawyers,O ACC ValuePractice (Apr.
2009),available ahttp://www.acc.com/legalresources/resource.cfm?show=189752

OValue Practice: Outside Counsel Review Committee Adds Value for Southern California
EdisonOs Law Department,O ACC Value Practice (June 200@yvailable at
http://www.acc.com/legalresources/resource.cfm?show=378916

OValue Practice: Liberty Mutual Law DepartmentOs Bhanced Approach to Metrics:
Business Focused Effort Includes Quantitative Assessments and Quality Audits,O0 ACC
Value Practice (June 2009)available at

http://www.acc.com/legalresou rces/resource.cfm?show=313898

OHow to Formally Evaluate Outside CounselOs Performance to Improve Service,O ACC
Value Practice (Oct. 2009)available at
http://www.acc.com/legalreso urces/resource.cfm?show=709546

Frederick Paulmann. OEffective Partnering Between Inside and Outside Counsel: TweYear
Performance Highlights and Data from Pfizer,O ACC Docke®26, no. 9 (Nov. 2008): 90,
available ahttp://www.acc.com/legalresources/resource.cfm?show=86898

V. Conclusion

Effectively managing value -based relationships with outside counsel involves strategic thinking,
good communications, advance planning, flexibility, project management and trust. The above
creates a framework for assessing law department needs, laying the foundation, and operating
effectively. Time spent up front and implementing business processes to help bring discipline to
the legal service relationship can enhance the value that inrhouse and outside counseN working
togetherN bring to the corporate client.

For more ACC InfoPAKs, please visit http://www.acc.com/infopaks
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VI.

A.

Sample Forms

Appendix: Categories and Examples of Metrics

Legal Department Metrics

¥

¥

Legal department spending as a percentage of revenue
Number of in-house attorneys per billion of revenue
Ratio of inside legal spending to external

Performance against budget

Recoveries gained

Liabilities averted

Value delivered

Winning percentage, charting wins and losses (measured against pre-defined success
criteria from an Early Case Assessment exercise, for example)

Extent of Knowledge Management utilization (showing re-use of existing work product
to better manage demand)

Number of initiatives successfully launched

Measuring utilization of temps or contract attorneys
Extent of off-shoring

In-sourcing success B money saved by bringing work in
Preventive efforts: number of training seminars delivered

Number of training modules created and accessible via intranet

Matter trends:

¥

¥

Number of matters active

Number of matters open in the year

For more ACC InfoPAKs, please visit http://www.acc.com/infopaks
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¥

¥

¥

Number of matters closed in the year
Cycle time: average amount of time between opening and closing a matter
Measuring milestone events reflecting activity levels (and cost per each):

0o Number of cases tried (or number of trial days)

0 Number of appeals brief / argued (and won)

0 Number of summary judgment motions filed (and won)

0o Number of deals closed

0o Number of custodians whose documents were harvested for discovery

o Number of gigabytes of documents processed in e-discovery

Outside Counsel Performance Metrics:

¥

Percent of matters for which full year budget was submitted on time
Percent of matters managed for which forecast updates were submitted on time
Actual spending vs. budget, by matter

Average blended rate for all law firm attorneys who billed to the client (by matter, and
across all mattersb divide total fees by number of hours billed)

Success in predicting total cost resolution range for a matter (e.g. compare Early Case
Assessment projection to actual results)

Other process goals . . . timely completion / submission of:
0 Monthly reports
o Early case assessment
0 Mock trials

o0 After action reviews / lessons learned

External Spending . . . Portfolio Management Metrics:

¥ Percentage of external spending allocated among the top 10 billing firms

¥ Number for firms that bill 80% of the departmentOs external spending
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Percentage of law firms that provide a discount (or that provide more than a nominal
discount, e.g. in excess of 5%)

Total value of discounts received as a percentage of overall external spending
Percentage of external spending allocated to alternative fee arrangements
Percentage of matters assigned via competitive bidding

Percentage of dollars spent with women or minority owned firms

Percentage of hours worked or dollars billed by women or attorneys of color

Number of internal evaluations completed regarding outside counsel performance

Individual In-house Counsel Performance Metrics

¥

¥

Amount of outside counsel spending (in dollars) managed per in-house attorney

Number of full-time equivalent resources managed per in-house attorney (take total
number of hours billed on all matters managed by that attorney, and divide by 2,000)

Percentage of matters handled internally, without any outside counsel involvement (and
value generated, i.e. what would outside counsel have cost?)

Percent of matters managed for which next yearOs budget was submitted on time
Percent of matters managed for which forecast updates were submitted on time
Actual spending vs. budget, by matter

Success in predicting total cost resolution range for a matter (e.g. compare Early Case
Assessment projection to actual results)

Other process goals . . . timely submission of:
0 Monthly reports
o Early case assessment
0 Mock trials

o0 After action reviews / lessons learned

For more ACC InfoPAKs, please visit http://www.acc.com/infopaks
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B. Appendix: How to Effectively Partner with Your Law Firms to Achieve
Greater Value

I Defining what you hope to accomplish
What are your main goals in partnering more effectively with outside counsel?

0 Better outcomes . . . by having a more knowledgeable team in place when
matters arise

o Stronger working relationships . . . with highly-motivated firms who already know
your company, in-house legal team and operating procedures

o Improved preventive law efforts . . . by teaming up with outside counsel
proactively to better advise the business on how to mitigate risk (not just address
issues after they arise)

0 Reduced administrative burdens . . . by training counsel up front on your
operating procedures (e.g. billing guidelines), reducing the amount of time you
have to spend correcting things later

o Greater efficiency and cost savings . . . from more effective fee structures when
client and firm trust one another enough to commit to risk-sharing and alternative
fee models that eschew the hourly rate approach

(Practice tip: While it would be ideal to accomplish of these at once, it is often
best to focus in on achieving a couple of key goals at the outset, then expanding
from there)

I Improving outside counselOs working knowledge of your business
o Information exchange . . . share with outside counsel key updates and reports
from the business and the Legal department. These can be documents or
presentations on:

I Business performance (annual reports and SEC filings)
I Product issues (marketed products or those in development)
I Strategic initiatives (to the extent these should be shared)

0 Increased interaction

I Invite some of your key outside counsel to join inside counsel on a tour of
a manufacturing plant or other company facility

I Include outside counsel at some of your periodic group / department
meetings

Copyright © 2011 Association of Corporate Counsel



43
I Offer to provide client perspective at the firmOs retreat or anual meeting

o Annual preferred counsel meeting . . . consider inviting your key law firms to join
members of the Legal department to discuss key updates on the business, legal
initiatives, the broader legal and regulatory environments, and inside / outside
counsel operations

(Practice tip: doing these things is not easy, but itOs a good investment of time. It
enables your key law firms to help identify issues in advance to mitigate risk, and
to Ohit the ground running® when new matters do arise. It alsoomtributes to
higher motivation to serve a preferred client.

I Strengthening preventive law and anticipatory counseling efforts

Target specific issues that are important to your company, and collaborate with outside
counsel to craft a series of training sessions or modules. Examples include:

0 Hot topics and legal developments concerning:
I Emerging trends in litigation (types of cases, plaintiff bar tactics)
I Growing enforcement or regulatory actions from different agencies

I Recent judicial decisions and opinions, and their impact on defense
strategies

o Training modules to help in-house counsel better perform their jobs, e.g.

I Updated boilerplate language for contracts and transactions . . . in light of
new legal developments

I Key considerations regarding e-discovery and document retention
obligations

o Training modules to help business people better perform their jobs, e.g.
I Effective communications guidelines
I Employment law training for HR managers

(Practice tip: these preventive law efforts are win / win. They help your department and
company get key updates to shape behavior for better results. They also help your law
firms by providing introductions and opportunities for Orising starsO and attorneys from
other practice groups who are interested in showing you what they can do, in the hopes
that you will keep them in mind for the future.)
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I Collaborating on value -added projects

Identify a list of projects serving the dual purposes of enabling inside and outside
counsel to work together while advancing the companyOs ofegal departmentOs interests.
Examples include:

o

Pro Bono: team up together to staff legal OirtakeO clinics, or collaborate on
counseling / litigation representation for non profits

Diversity, recruiting and talent retention: offer to help your law firms recruit and
retain talent by establishing rotational opportunities, where a top candidate would
be invited to work on key projects for your company and get some client
exposure. See, Brent L. Henry & E. Macey Russell, ODevelopingGreat Minority
Lawyers for the Next Generation, OACC Docket 28, no. 6 (July 2010): 26, available
at http://www.acc.com/legalresources/resource.cfm?show=970657.

Secondments: establish 6-month rotational opportunities, where a lawyer from
one of your key firms would work in your legal department, side-by-side with your
team

Articles and Association projects: select projects or topics worthy of a joint inside
/ outside counsel effort (e.g. effective Knowledge Management; improving the
UTBMS Codes), and invest time to advance the initiative and/or write articles
(this is good from a professional development standpoint for your in-house
attorneys as well)

Six sigma projects for better legal operations, e.q.:

I Improving invoice review

I Strengthening the companyOs approach to electronic discovery
I Improving budgeting and forecasting

I Unpacking data to enable fixed fee structures

| Updating the Legal departmentOs form files: contracts, confidentiality or
non-disclosure agreements etc.

I Strengthening use of technology

o

Consider establishing a portal enabling your department to better interact with
outside counsel. Functionality could include:

I Blogs, wikis, & question / answer forum

I Expert witness data base
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I Document repository (e.g. org charts, legal department policies and
procedures, list of corporate subsidiaries for litigation disclosures)

I OOrboardingO guide for outside counsel who are new to the engagement
team

I List of preferred vendors (court reporters, jury research firms etc.)

I Knowledge management tools to store and access work product

Practice Tip: Consider selecting a roster of preferred counsel

It is often easier to implement these various approaches to Opartnering,O if you have
designated a core list of preferred counsel firms. This also delivers greater value by
leveraging the companyOs purchasing power among fewer, more engaged firms.
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C. Appendix: ValueBased Fee Matrix

VALUE-BASED FEE MATRIX **

Type

Description

Example

Ideally Suited For

Fixed Fee per

Affixes an Oall inO price

Pay X for a law firm to

Situations in which

Deliverable for a distinct piece of draft and argue a certain component
work, encompassing all summary judgment pieces of work are
of the law firmQOs | motion; . distinct and measurable

. . I Pay Y per deposition .
ancillary preparation taken: and, such that client and law
and effort. I In the transactions firm can agree upon a
context, pay Z to workable fee schedule,
produce an initial draft | even if the number of
of a license agreement. | OnitsO of work may vary
going forward.

Capped Fee Commonly used to seta | ! Legal fees for this Situations in which the
ceiling on what the matter, in this calendar | client is most comfortable
client will pay the law year, not to exceed X. | yith the hourly rate billing
firm in a particular ! Fees_ for d_raftlng and model and favors greater

arguing this appeal not ) . .
matter, or for a to exceed Y. predictability (by capping
particular piece of work. | | Fees to handle this fees on the high end) as
Resembles a fixed fee, transaction not to opposed to lowering fees
but with certain exceed Z. (by sharing with the law
drawbacks (discussed firm a portion of savings
in the OAssesingO generated under fixed
section below.) fees).

Flat Fee per Typically covers distinct | | Monthly flat fee to Situations in which

Period categories of services cover advice and distinct pieces of work

during the course of a
specified period.

counsel requests on
regulatory issues of a
certain type;

All-in Oper diemO fee fol
trial representation for
whole trial team;
Monthly flat fee to
handle administrative
management during
certain phases of
litigation.

Quarterly flat fee for
handling all intellectual
property litigation of a
certain type orin a

certain area.

need to be performed on
a recurring basis, and the
client wants to create an
economic incentive for
the law firm to staff and
perform the work more
efficiently (i.e. reducing
its own cost to increase
its margin).
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I Quarterly flat fee for
handling a certain
volume of commercial
agreements.

Portfolio Fixed
Fee

Represents a broader
application of the fixed
fee approach by
assigning a large
portfolio of work to a
single firm for a fixed
fee, usually after a
competitive bidding
process. Duration can
vary, but generally a
multi-year term (2 or 3-
years) is common;
payment schedule may
be monthly, quarterly or
on another set period.

All employment
litigation for a fee of X,
All product liability
litigation of a certain
type for a fee of Y,

All transactions of a
certain type for a fee of
Z,

All securities portfolio

filings for a fee of XX.

Situations in which a
group of matters is
sufficiently similar,

recurring and predictable
so as to lend itself to

relatively consistent year-
over-year patterns in

terms of activity and fees.

Per Capita Fee /
OAd Agency)
Model

Fixes a set price to
Opurchase®n a
discounted basis the
full-time or half-time
services of a certain
person or team, who
then produces the
work required.

For the coming year,
pay X to purchase 50%
of the billable hours for
attorneys 1, 2, and 3 to
work exclusively on
this clientOs identified
matters.

Situations in which a
client wants particular
outside attorney(s) to be
available and the law firm
is willing to provide a
discount in exchange for
the certainty of revenue
in advance D and the
volume of work is
sufficiently predictable so
as to keep these folks
busy.

Incentives/Perfo
rmance-based
Hold
Back/Success
Fees

Aligns interests by tying
a portion of law firm
compensation to
outcomes achieved.
(Can be used in
conjunction with any of
the value-based fee
options described
above).

Percentage (e.g., 20%
or some other number)
of fees billed will be set
aside by client and paid
to the law firm subject
to a multiplier (e.g. 0, 1,
2) depending upon the
extent of success
achieved (e.g. win a
motion to dismiss, win
a jury verdict, resolve a
matter below a
specified amount, close

Situations in which the
client is able to define
success (entirely or in
part) according to
objectively measurable
markers that the law firm
can help attain via strong
performance.
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a deal by X date, etc.)
Without a holdback,

opportunity for bonus
based on results
achieved and value
delivered (e.g., resolve a
matter below a specified
amount, close a deal by
X date, reduce number
of new cases in litigation
portfolio by certain
percentage, etc.) .Bonus
could be calculated
based on some portion
of the costs avoided or
value delivered.

Pure
Contingency

Law firm compensation
depends entirely upon
achieving certain
outcomes.

I Law firm fee is
equivalent to X% of the
clientOs recoveriesni a
particular matter.
Reverse contingency
can also apply where,
e.g. defense law firm
gets paid only if it wins
a dismissal or jury
verdict.

Situations in which client
seeks recovery and/or is
cash-strapped and is
therefore willing to forego
a larger portion of its
upside stake in exchange
for protection on the
downside (i.e. pay large
fee for a win and no fee
for a loss). This is higher
risk and higher reward for
the law firm.

Hybrid

Combination of one or
more of the above

approaches on a given
matter or for a portfolio

Flat fee for handling
litigation plus per diem
for trial and success
bonus for outcome

Situations where client
and firm wish to be
flexible to address
various touch points
differently and reward
results.

**This matrix does not include certain approaches that are not typically considered value-based
fee structures (but which some may still use and find helpful on their own or in conjunction with
these value-based fee approached), including discounts off hourly rates, tiered volume discounts,
and use of blended hourly rates. While helpful in part, none of these fit the definition of a value-
based fee structure as a construct that assesses the value of the service from the clientOs

perspective.
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D. Appendix: Advantages & Drawbacks of Maus Value€EBased Fee

Arrangements
Type Advantages Drawbacks
Fixed Fee Uses OcomparablesO data to set Requires time and effort to track.
per price more effectively. Existing e-billing data does not
Deliverable Data can come from multiple lend itself to this type of analysis
sources (historical information, other without further refinement.
items in the por_tfc_)llo, .b'ds or price Reference to just historical data
guotes from existing firms or new S . .
! will likely include junk data and
firms). ; L i
sub-optimal billing practices.
Accommodates uncertainty and . . .
P Law firm may have incentive to
flexibility in the future scope of work Lo ' .
R . skimp if it underbids. Client has
by pricing Ounits,O which allows for .
. to keep an eye on quality and
fee adjustments as the number of . ' .
o think about long term incentives.
units rises or falls.
Will increase competition over time
to drive down price.
Fixed Fee Sets price more effectively by Investment of time is required to
per Matter analyzing past data on similar assess parameters and costs of
matters. similar historical matters.
Allows for supplemental client Unforeseen changes in activity
assessment of value underlying or complexity can pose
matter in setting price. challenges.
Offers predictability and simplicity Reference to just historical data
when executed on the right types of will likely include junk data and
matters. sub-optimal billing practices.
Capped Fee Provides predictability by setting an Not easy to pick the right

outer limit on fees.

Manages costs better than unbridled
hourly rate billing.

Can produce savings if the number
is set correctly.

number. Doing so requires
investment of time and effort.

If the wrong ceiling is selected,
client may pay more than it
should.

Creates limited incentive for
efficiency, since outside counsel
does not share in the value it
would otherwise generate.

For more ACC InfoPAKs, please visit http://www.acc.com/infopaks
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Type Advantages Drawbacks

Flat Fee per Predictability May overpay if number is set

Period Savings if the number is set incorrectly
correctly Hard to determine whether
Creates incentive for law firm to be Ehsvrﬁg Ic?r ?j%txg\yvgzr;?jnit?:ent
more efficient (because it can earn a P Just

reater margin) (unless you track hours, which
9 gets back to the hourly billing
rate concerns)

Portfolio Predictability Requires time and effort to

Fixed Fee Savings if the number is set properly assess portfolio,
correctl interview / select firm, and

y implement effective terms.
Reduced administrative burdens for . .
client Locked into one firm.
Law firm builds deeper working M_ay need a provision to deal

. . with one offs.

knowledge of client operations,
which should increase efficiency May see some unfamiliar faces
Proper terms increase incentives to ?rtaliﬁ\i,\rll flrcr)ns C()J#[Lr;:]c;{i:;t)orneys,
reduce both fees and liabilities g opp '

Per Capita / I Predictability Not clear that this creates

OAd AgencyO| | client gets desired staffing mix incentives for efficiency.

Model : - Challenges ensue if the client
Discount can work well if client uses . .
that many hours prgdlcts the voI_ume incorrectly

' (either low or high).
Some would say this is hourly rate _
billing refined y y Some would say this is hourly
9 ' rate billing refined.

Performance- Strong business case for law firm Requires time and effort to

based compensation being tied in part to define value.

Holdback outcomes, value delivered. Lawyers are not always so
Aligns incentives, rewards comfortable with decision tree
efficiency. analysis and calculating
Flexible enough to enable expected value.
adjustment along the way (e.g. Can be challenging without the
outside counsel fee for trial work proper foundation of trust and
can be finalized as trial approaches, long-term incentives.
when more information is in hand)

Pure Stronger correlation between law Lots of potential down-side

Contingency

firm fees and value generated

Lots of potential upside

Harder to craft effective terms
outside the context of recovery-
type work
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E. Appendix: Value & Scoping Question€ljecklist toDiscuss with
Law Hrms)

Defining Value

o

What are the desired results? What is a reasonable definition of success
on this matter, based on what is currently known?

Are there dollar ranges, timeframes or other measureable outcomes
associated our definition of success?

If not, what information is needed in order to arrive at a more specific,
measurable definition of success? When would we be in a better position
to assess?

Are there matter milestones during which we should re-group and
consider any adjustments to the definition of success? Which milestones?

What would the law firm suggest in terms of mechanisms or fee structures
to tie a portion of compensation to outcomes delivered on this matter?

What experience does the firm have with type of fee structures
suggested? Which service providers in their firms are most expert at
delivering services within those structured fee relationships?

Would other firm client(s) be willing to speak with us about their
experience with the firmOs valuebased fee structures?

Scoping Generally:

o

O O O O O O

What service items are we buying in connection with this matter?
What are the component projects or deliverables?

What is the timing? When do these need to be done?

By what type of resource?

What interdependencies?

Who would be managing all of this?

What vendors and additional resources are required? Can they be
deployed in this project to save money, time, improve results, create new
capacities?

How about local counsel or boutique counsel who can take on defined
slices of the work more efficiently?

For more ACC InfoPAKs, please visit http://www.acc.com/infopaks
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0 How about external experts or other service providers?

0 What are the lines of communication (Front-line in-house lawyer to
Engagement Partner? Senior in-house lawyer(s) to Relationship Partner?
What about other support personnel like project and finance mangers?) In
what manner should communication be maintained: regular conference
calls, on a virtual project platform, via email? What is everyoneOs appetite
to talk/consult regularly?

Scoping B More Detailed:

o In order for us to achieve our goal(s), what work is required over the next
12 months?

I More detailed for months 1-3
I Moderately detailed for months 4-6, and
I Less detail for months 6-127?

0 List the assumptions around drivers. E.g., How many witnesses to be
interviewed? What parameters of due diligence?

o0 Duration and cost of various phases?

o0 Likelihood that B will follow after A? Where are you more confident and
less confident in the assumptions?

o0 What contingency plan if one aspect heats up? (Mandatory vs.
discretionary work)

o What project management approach? LetOs see the sample reportsind
tracking documents.

Metrics and Improvement:
0 What metrics should we use to measure success?
o How should we gather metrics data and build it into the process?
o How can we ObakeO improvement processes into the relationship?

Copyright © 2011 Association of Corporate Counsel



VII.

QDutside Counsel Management,O ACC
InfoPAK (Jan. 2006),available at

http://www.acc.com/legalresources/resource.c
fm?show=19673

OACC Value-Based Fee Primer,0 ACC
Value Practice (July 2010),available at

http://www.acc.com/legalresources/resource.c
fm?show=967965

OACC Overview of Value-Based Fees and
Staffing,0 ACC Value Practice (Sept.
2009),available at

http://www.acc.com/legalresources/resource.c
fm?show=777723

O51 Practical Ways for Law Firms to Add
Value,0 ACC Value Practice (June 2010),
available at

http://www.acc.com/legalresources/resource.c
fm?show=939328

OLegal Department Leading Practices for
Adding Value and Moving Beyond the
Cost Center Model,O ACC Leading
Practices Profile (Sept. 2010)available at

http://www.acc.com/legalresources/resource.c
fm?show=16804

OLeading Practices in Electronic Billing: A
Technological Tool for Corporate Legal
Departments,0 ACC Leading Practices
Profile (Mar. 2009),available at
http://www.acc.com/legalresources/resource.c
fm?show=168911

Philip A. Pesek, OBreaking Away from the
Status Quo: A Survival Guide for

Managing Outside Counsel Fees,GACC
Docket26, no. 9 (Nov. 2008): 106116,
available at
http://www.acc.com/legalresources/resource.c
fm?show=869238
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Additional Resources

Margaret Seif, OTalking Down Your
Budget,OACC Docke 28, no. 8 (Oct. 2010),
available at

http://www.acc.com/legalresources/resource.c
fm?show=1053950

Hayden O. Creque and Irvin Schein, OA
Primer on Retaining and Relating to

Outsid e Counsel, OACC Docke8, no. 2

(Mar. 2010): 3849, available at
http://www.acc.com/legalresources/resource.c
fm?show=805423

Patrick Lamb, OAffirmative Fee
Arrangement: Wannabes, Pretenderes and
the Real Deal,O ACC Article (Oct. 2009),
available at

http://www.acc.com/legalresources/resource.c
fm?show=783349

OOutside Counsel Retention

Agreements,O ACC QuickCounsel (Dec.
2009),available at
http://www.acc.com/legalresources/quickcoun
sel/ocra.cfm

OTop Ten Practical Suggestions for
Managing Outside Counsel Spend,O ACC
Top Ten (Mar. 2011),available at
http://www.acc.com/legalresources/publicatio
ns/topten/Outsid€ounselSpend.cfm

Orop Ten Considerations When

Evaluating a System for Managing

Outside Counsel Work,0 ACC Top Ten
(Mar. 2011),available at
http://www.acc.com/legalresources/publicatio
ns/topten/Managin@utsideCounsel
Work.cfm.

02010 A C/Serengeti Managing Outside
Counsel Survey Report,O ACC Survey

(Oct. 2010),available at
http://www.acc.com/legalresources/resource.c
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fm?show=1249457

010 Annual ACC/Serengeti M anaging
Outside Counsel Survey,0 ACC Webcast
(Oct. 25, 2010)available at
http://webcasts.acc.com/detail.php?id=130129
&go=1.

050 Ways and Counting to Drive Value
into Law Firm Relationships ,0 ACC
Presentation (Oct. 2009)available at

http://www.acc.com/legalresources/resource.c
fm?show=736858

OOutside Counsel Fee Valuation Toolbox,
Part 1,0 ACC Presentation (Oct. 200),
available at
http://www.acc.com/legalresources/resource.c
fm?show=1236502

OOutside Counsel Fee Valuation Toolbox,
Part 2,0 ACC Presentation (Oct. 2010),
available at

http://www.acc.com/legalresources/resource.c
fm?show=1237217

OTaking Charge of Escalating Law Firm
CostsDConnecting Costs with Value,O
ACC Presentation (Apr. 2008), available at

http://www.acc.com/legalresources/resource.c
fm?show=19819

OLaw Departments Adding Value:
Structuring and Managing Outside
Counsel Relationships and Beyond,O ACC
Presentation (Mar. 2009),avalable at

http://www.acc.com/legalresources/resource.c
fm?show=211421

OThe Slow Motion Riot DRevolutionizing
Law Department Cost Management,O
ACC Presentation (Oct. 2009),availabie at

http://www.acc.com/legalresources/resource.c
fm?show=736253

OACCPHManaging Outside Counsel
Getting Off on the Right Foot-And
Staying in Step,0 ACC Presentation (Jan.
2006),available at

http://www.acc.com/legalresources/resource.c
fm?show=16401

OACCOs Value Challenge: Reconnecting
Costs to Value in Outside Legal Services
(Part I: Introduction),0 ACC Presentation
(Oct. 2008),available at

http://www.acc.com/legalresources/resource.c
fm?show=154405

OACCOs Value Challenge: Law Firm and
Corporate Counsel Workshops (Part 11),0
ACC Presentation (Oct. 2008),available at

http://www.acc.com/legalresources/resource.c
fm?show=154915

OBuilding/Maintaining Relationships

with Outside Counsel,0 ACC Presentation
(July 20096, available at
http://www.acc.com/legalresources/resource.c
fm?show=20196

ODevelop Your Own Guidelines for

Retaining Outside Counsel (from the SLD
perspective),0 ACC Presentation (@t.
2010),available at
http://www.acc.com/legalresources/resource.c
fm?show=1240418

OOutside Counsel Retention Letter,O ACC
Form & Policy (Mar. 2009), available at

http://www.acc.com/legalresources/resource.c
fm?show=194769

OSample DocumentbWal-Mart Outside
Counsel Guidelines,O0 ACC Form &

Policy, available at
http://www.acc.com/legalresources/resource.c
fm?show=40433
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VIll. Endnotes

! Ostrategic Planning: Why a Plan is Needed and How to
Develop One,O ACC InfoPAK (Sefb09),available at
http://www.acc.com/legalresources/resource.cfm?show=9
9365

2 See idfor additional discussion athese four
foundational questions.

¥ Matter management system designed to help legal
departments track work flow and measure performance.
This typically entails managing key information for new
maters such as: type, descriptiparticulars, start date,

team assigned, due dates, budget, etc. Metrics measured
might include cycle time and overall cost. For more
information, see OProject Management Software
Overview,0 ACC Value Practice (Jan. 20atpilable at
http://www.acc.com/legalresirces/resource.cfm?show=1
269502

* External spending, as used here, refers to the amount
spent on law firms and/or vendors.

> OACC PrimePUsing a Structured Process to Allocate
Work,O ACC Value Practice (Dec. 201@ailable at
http://www.acc.com/legalresources/resource.cfm?show=1
217370

® This is often remedied by the client statingfegnt that

it reserves the right to assign a new matter to a law firm
outside of the prefrred counsel list if it is the best
interests of the company to do so. If used sparingly, this
Obusiness needO exception can function smoothly. But
exercising this option too often can undermine and undo
the benefits sought from a preferred counselngeanent

in the first place.

"There is a remedy to this issue as Nedvaluating

multiple firms on the preferred counsel list before
assigning a new matter and planning a review every two
years, for example, to assess whether the list of preferred
firms should change based on factors like performance
and efficiency.

8 ONationwide Mutual Insurance CompanyHaouse
Relationship Managers Play Key Role in Structuring and
Maintaining Successful Relationships with Approved
Counsel,ACC Value Practic¢Sep. 2010),available at
http://www.acc.com/legalresources/resource.cfm?show=1
049987
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° SeeOHow to Condu@nEarly and Periodic Case
Assessment,O ACC ValReactice available at
http://www.acc.com/legalresources/resource.cfm?show=7
79199

9Osound project management,O as used here, refers to a
system of managing the work to be performed according
to specifed standards, established in advance. It entails
scoping out the woilt in writingN to address the

specifics of what will be done, when, by whom, at what
cost, and illustrates the intdependencieamong

different pieces of work.

" The Appendix containa ValueBased Fee Matrix,

which lists various types of fee arrangements, along with
examples of when they might be used, along with
advantages and drawbacks of each.

12 5eelValue PracticeEMC After ActionO ACC Value
Practice (Sept. 2008yailable at
http://www.acc.com/legalresources/resource.cfm?show=4
0522



