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INTRODUCTION

Do you assess your law firms’ performance on a regular basis? If so, are you certain you're using the
right evaluation metrics? And if you're not evaluating vendors regularly, is it because you don't know
where to start?

Understanding how well each of the law firms on your panel meets your expectations and how each
measures up against the rest in key performance areas is an important management insight that
can help you control costs, improve legal outcomes and increase your legal department’s value to
the operation.

This paper presents best practices for developing and implementing a data-driven vendor
management process that delivers actionable insights into outside counsel performance. Based on
the experience gained while helping numerous LexisNexis® CounselLink® customers implement
similar programs in the past, the recommendations outlined here provide a robust framework for
action modeled on a proven methodology.

A Lot to Gain

A properly structured vendor management process provides many benefits. Among them, it helps
corporate legal departments:

« Objectively and consistently measure law firm performance

« Integrate vendor management with expectations set forth in billing guidelines
« Strengthen relationships with law firms

« Select the best mix of law firms

« Deliver and demonstrate greater value to the organization

Whether you refer to it as a scorecard, a vendor dashboard, a vendor assessment, or other related
term, the factis, a comparative measurement tool of some sortis required to evaluate and rate
outside counsel equitably and effectively against a consistent set of metrics. When it's wielded in
support of a legal department’s strategic objectives and its expectations regarding outside counsel
performance, that tool becomes a powerful instrument for achieving operational improvements that
canraise a legal department’s value to the organization.
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Characteristics of a Successful Vendor Management Program

Although the specifics of vendor management programs vary widely from one organization to the
next, there are certain common characteristics that distinguish the ones that work the best. In
general, the most successful programs:

1. Secure the buy-in of in-house lawyers throughout the development process

2. Manage vendor management as an ongoing process, periodically reviewing data with
operations management and lawyers

3. Reassess metrics periodically, adding or removing metrics as needed

4. Recognize that a small, focused number of metrics (maximum of 12) is more effective
than pages of data

5. Share expectations and scores with outside counsel to improve relationships
and performance

Getting Started

Developing and implementing a vendor management system is a multi-step process. The first step is
to choose the metrics that will feed into the evaluation scorecard, and ultimately, affect the law firm
selection process. Often, the first metric considered is price-related, such as partner billing rates paid
to each firm in the company’s panel. That's a good start, but managing price is merely one objective
of legal operations. A more comprehensive set of metrics is required — one that compares firms
across all of the factors that are important when it comes to managing vendors. The challenge is to
select metrics that will allow you to understand which firms meet expectations in terms of relevant
variables such as price, matter cycle times, outcomes, adherence to billing guidelines, etc.

To arrive at a comprehensive, yet concise, set of metrics, it can be useful to conduct discussions with
in-house counsel. Asking what sets a trusted, “go-to” law firm apart from other firms often produces
information about expectations that can be translated into metrics. It's important not to frame the
discussion as asking for recommendations for what to measure, but rather, as simply asking the in-
house counsel to articulate their expectations regarding the firms that work for them.

Once you've established expectations, brainstorm all the different ways that you might measure
against those expectations. There are always going to be multiple ways that you can measure
something, so your ultimate goal is to get to the one metric that's the best proxy for what you're
trying to measure.
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Subjective Metrics

Sometimes the metric you decide to use will be subjective. For example, if being good at assessing
risk is one of your expectations of your law firms, you may decide to measure that by asking your
in-house counsel to evaluate each firm on how well the firm does when it comes to risk assessment.
There’s nothing wrong with using that subjective evaluation in this process, but you do need a high
degree of confidence that all your lawyers will be able to assess vendors consistently.

' How mightyou \ \ — \
What are your If subjective, can
expectations of \\ o Ll What's the best performance be
/ -

firms do relative

the firms that to those metric consistently
work for you? expectations? assessed?
Accurate case assessment Budget accuracy Subjective evaluation Yes, can define specific
Reserve adjustments choices such as:

Subjective evaluation
1) The case unfolded exactly
as was anticipated from the
beginning by the firm.

2) Case assessment was
largely accurate, with a few
unanticipated issues

3)

4)

5) The firm missed the boat
on this one...

Figure 1 Quantifying Subjective Assessments

Figure 1above illustrates how the transition from in-house counsel expectations to performance
metrics could unfold. In this example, the in-house lawyers have said that accurate case assessment
is a critical expectation. We've listed three things related to case assessment that could be

measured. One is “budget accuracy”, because if the law firm provided the budget based on their case
assessment it should be an indication of how well the firm anticipated activities required to resolve
the case. Another is “reserve adjustments” tied to their assessment of the case. A third metricis a
subjective evaluation of how well the firm does at case assessment.

As you can see in the third column, it's been agreed that of the three options, a subjective evaluation
would be the best metric for determining a firm'’s case assessment performance. To ensure that
individual evaluations are based on the same criteria, we've spelled out specific choices in the fourth
column, rather than using terms such as poor, average, good, etc., which can mean different things to
different lawyers.



Objective Metrics

Objective metrics are used more frequently than subjective metrics for measuring law firm

performance against expectations. And once again, it's important to first develop a list of possible

metrics and then choose the best.

Expectation

Possible Metrics

Our law firms charge fair rates

Law firms are staffing matters efficiently to help reduce
costs

Law firms are managing to budgets

Law firms comply with billing guidelines (or with specific
billing guidelines)

Weighted average bill rate
Average partner rate

% variance to benchmark median
% rate increase from prior year

Weighted average matter hourly rate

% hours by partners

% hours by particular timekeeper levels for specific
tasks

Average matter budget variance
% of matters with material budget variances
Number of budget revisions submitted

% invoices with adjustments

There are many potential metrics for each expectation/objective. Brainstorm the list, and then

choose the one best proxy.

Figure 2 Quantitative Expectations

Figure 2 lists a set of expectations and a corresponding set of possible objective metrics. For example,

most legal departments want to know that they are paying a fair price for their legal work. If your firms

are primarily billing you by the hour, you can use many metrics related to rates. You could use the

weighted average bill rate for the work the firm does for you. You could look at just the rates for partners

or associates. You could measure how a given firm'’s rate varies or compares to the median rate you

pay all of your firms. Or, you might choose to measure how much your firms increase their rates each

year. All of these are valid metrics, but unless the expectation that your firms charge fair rates carries a

lot more weight than your other expectations or objectives, you should pick just one.

Firm staffing efficiency is another expectation that lends itself to measurement via objective metrics.

And again, there are multiple ways to measure and compare staffing by firms. One is the weighted

average matter hourly rate, which you could use as an indication of staffing. Alternatively, you could

look at hours billed to you by different categories of timekeepers. Drilling down further, you could even

look at specific tasks performed by particular timekeepers when setting up the metrics for scoring

staffing efficiency.
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The third expectation shown in Figure 2 relates to how well firms manage matter budgets. Possible
metrics here include average matter budget variance, the percentage of matters that result in
material budget variances and a count of the budget revisions law firms submit over a specified
length of time.

The pointis that although there may be several ways to measure performance against an
expectation, there oftenisn't a perfect metric. Choose the one metric that gets you closest to the
insight you're looking for.

Next Steps

Once you've established the metrics, you'll need to make other decisions related to each type of
metric. For the metrics that rely on data, you will first have to determine the source of the data to use
and the calculation required to arrive at the metric. Second, you'll need to think through the sorts of
data issues or anomalies that you need to filter out or that may require special handling. For example,
operations that work with firms outside of the United States will have to either convert billing data to
U.S. dollars before calculating or report their performance separately. An additional consideration
might be to choose to look at a relative metric, such as how much firms have increased their rates
year over year rather than an absolute one. The examples shown in Figure 3 represent just a few of
the things you should consider as you're preparing to measure your legal vendors’ performance.
Individual legal departments will likely have to think through additional considerations that apply to
their specific situations.

Conslideration Decision Required

Calculation Choose 1 calculation that best measures the objective at hand

Data Anomalies Anticipate likely data issues and how to handle them

Mon-US work Convert data to USD and include in calculation or report separately

Change It may be more valuable to measure the year over year change than the absolute
metric value

Figure 3 Metric Considerations



Thoughts on Data Needs

- [t would be difficult to build a data-driven assessment program
without an Enterprise Legal Management (ELM) system

- Don’t get hung up on what data fields you are capturing during
metrics brainstorming

- Consider what fields you want to capture for vendor management
purposes during ELM implementation, if possible

- [t’s never too late to set up new fields and capture additional data
going forward

- Subjective assessments can be made quantifiable

Settling the Score

Designing an effective scorecard requires effort, butit's well worth it in the long run. What goes into

a good scorecard? For starters, it presents output that uses a commmon measurement scheme. For
example, let's say you've decided to use matter cycle time as a metric on your scorecard. You next
have to determine criteria for scoring the range of matter results, from very good to very poor, and
use that scoring range for each metric. For example, Figure 4 shows a possible scoring range with
associated criteria. For the first metric, cycle time, we've decided that matters that require more than
eight months to resolve will be scored O, ranging all the way up to matters that receive a score of 10 if
they are resolved in less than three months.

Cycle Time >8 6-8 5-8 3-5 <3
{(Months)
Outside > $90k $50 - $90k  $25 - $50k  $15 - $25k < $15k

Counsel Fees

Figure 4 Establish a common measurement scheme

In Figure 4, the next metric is the average outside counsel fee paid per matter. Here you can see that
we are using the same measurement scheme, with the best score awarded to firms that resolve
matters for less than $15,000, with incrementally lower scores going to firms whose fees range higher,
as indicated. You need to go through this process for each metric on your scorecard.
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Getting a Historic Perspective

Performing a historic data analysis is the best way to help you establish the individual scoring
thresholds. The histogram shown in Figure 5 illustrates this point. Looking at the bar on the far left
you can see that it indicates that twelve matters were resolved in less than one month, so it's a small
population. Similarly, each of the other bars indicates how many matters were resolved within each
of the labeled time periods. Looking at the data this way gives you a rationale for establishing the
breaking points that you'll use as part of your scoring. You could go through this sort of analysis for
each metric, pulling the historic data that's available.

Thresholds for scores are best established based on historic data analysis
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Figure 5 Establishing Scoring Criteria

It's important to keep in mind that you may not want to use historic data for some of your metrics,
however. For instance, if you were going to include a metric for budget accuracy, you may not care at
all what your historic budget accuracy has been from each of your law firms. What matters is that the
bills from the firms that give you the best value should be within a small band of their budget - say, 10
to 20 percent. So that might be your cutoff for giving somebody a score of 10 or 8.
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Presenting Data Visually

There are many different ways to present the final output of a scorecard visually. In the example

shown in Figure 6, the organization has selected nine expectations for its scorecard. The scorecard

shows the individual scores for three law firms, as well as their average weighted scores and relative

rank based on the weighted scores. Notice how the use of color-coding helps to highlight key score

categories visually.

Ultimately, you need to think of how you want the scoring to work in terms of what behavior you're

trying to drive and what you want to achieve by pulling this data together. At the end of the day, you

want a straightforward way of seeing which firms are meeting which of your expectations.

Example of Presentation of a Vendor Scorecard

Average Rank
AFA Complies Lawyer Community Communic  Weighted [Welghted

Laws Firm Cost Offering  with Billing  Turmower  Outreach Outeome  Expertise  Diversity  ation Soore Score)
Adams & Burr D6 [H @3 (31 @z [T Qe Qs Os 6.3 1.0
dams Hamlin @3 @1 @ [T [T O @: @s De 1o
Barkley & Kennedy (6 @z L_Ii (] @10 [OT Je @: e 5.2 10

Figure 6 VVendor Scorecards

Weighty Metrics

Benefits of a well-designed scorecard:

= Establishes a common measurement scheme

= Allows for different weightings of different
metrics

= \isually demonstrates overall performance and
areas of concern

If some of your expectations are more critical than others, you may want

to factor a higher weight into the scores at the end to account for the

expectations’ greater relative importance, rather than score them all equally.
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The Scorecard as a Management Tool

Viewing a vendor scorecard as a purely administrative or operational exercise won't net you the
types of outcomes that characterize successful vendor management programs. But when looked

at as a management tool that can help your legal department build better relationships with your law
firms and improve both the firms’ and your own department’s performance, the scorecard comes
into its own.

It's a tool that will allow you to determine which firms need improvement and to also document the
qualities that make other firms great partners. And as part of a process that includes periodically
reviewing firm performance with your department leaders, general counsel and others, it can guide
discussions about how to get firms to improve - and what steps you may take if they don't.

Compare, Share and Improve

Once they compile their data and produce a scorecard, most organizations use the information
internally at first to make sure they understand it and have confidence in what it's telling them. But
ultimately, a 360-degree approach to sharing output is the best way to develop trust with your
outside counsel and to elicitimprovement from them. Showing a firm how it stacks up against the
other firms that work for you is a powerful and meaningful information-sharing approach that both
your department and your outside counsel can use to improve performance.
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ABOUT COUNSELLINK

The Counsellink solution is an Enterprise Legal Management solution suite for matter management,
legal spend management, legal hold, analytics and strategic consulting services. LexisNexis
CounselLink Solution is positioned in the “Leaders” Quadrant of the Gartner’s Magic Quadrant for
Enterprise Legal Management and has earned an industry reputation for helping to improve legal
department performance and outcomes.

ABOUT LEXISNEXIS

LexisNexis Legal & Professional (www.lexisnexis.com) is a leading global provider of content and
technology solutions that enable professionals in legal, corporate, tax government, academic and
non-profit organizations to make informed decisions and achieve better business outcomes. As a
digital pioneer, the company was first to bring legal and business information online with Lexis® and
Nexis® services. Today, LexisNexis harnesses leading-edge technology and world-class content, to
help professionals work in faster, easier and more effective ways. Through close collaboration with
its customers, the company ensures organizations can leverage its solutions to reduce risk, improve
productivity, increase profitability and grow their business. Part of Reed Elsevier, LexisNexis Legal &
Professional servers customers in more than 100 countries with 10,000 employees worldwide.

LexisNexis helps professionals at law firms and legal departments of all sizes manage the business
element of their practice with innovative software and mobile solutions for customer relationship
management, competitive intelligence gathering and assessment, time and billing management,
matter management, client analysis, legal holds and more.
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