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This report focuses on the changing landscape of the legal indastl explores trends for 208hd

beyond.Broadly, we found traditional law firms continue to famgth internal and external threats, and

Ot ASyia O2yiGAydzS G2 SELISOG aY2NB F2N £ Saazé¢ NBIjdz
ultimately their value proposition® navigate this new reality.

Predictive Legal Trends

1 Bigger pie, but sraller slice.Althoughthe demand folegal servicehas been on the rise, the
percentage of work assigned taditional law firms is shrinking &tients move more legal
services irhouse or turn to alternative service providers and legal tech startups.

1 L da®édye® market dientsare continuing to demand more for lesandfirms and players that
can meet thigequestare emerging as winners in this new legal industry environment.

1 Looking inwardg time for repairs?Beyond external threatse(g.,new mmpetitors, more
holistic offerings, technology efficiencies and the shift ttiinuse counsel), law firms are also
facing internal challengesvercapacity of underperforminigwyers a wave of standout
partners set to retireand a less than favorableggline of incoming talent as law school
enrolliment dwindles and graduates turn to alternative career optionsside ofthe traditional
firm and partnertrack route.

1 Business model innovatiorlo successfully position themselves in the evolving industry,
traditional law firms are slowlg but nonetheless more frequently recognizing that they need
to make changes to their BigLaw business models, reducing costs, offering greater flexibility and
transparency, and expanding their offerings to better compete.

1 DisruptorscA T @ 2dz OF y QU 0 Straiegie§ Belorunder@akeh by firinKikMde
collaborations with those that are presenting the greatest thre#tsir clients, alternative
serviceprovidersand legal tech startups. In additigmsoactivefirms ¢ and those with the
available resources are makingstrategicinvestments and building up their own technologies
and alternative provider options.

1 Trendsare gaining momentumAlthough many of the themes and challenges for the industry
remain the same as last yedingir impact is increasindirms continue to see a wane in
demand,which creates additiongdricing pressure on firms thaganno longer affod to ignore
0KS AYRdAzZ2aUNEQA yS¢ NBIfAGED

State of the Legal Mar Kk

The legal indust® & LIS NJir220W8 wageénsrallysluggish, a refrain that has become common
since the 2008 recession OO 2 NRA Y 3 (2 PBerAVGhEitd fidewESBRAilE RepY® & ! S NI IS
demand is trending in a negative direction. After the second quarter broke a string of nine consecutive
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guarterly gains in demand, the third gtter saw not only a continuation of traecline,but an
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Citi/Hildebrandt on the other hand, which suggests demand is on the misgesthe important

distinctionthat althoughdemand for legal servicdgas been increasinghe demandfor services

provided bytraditional law firmshas beermore modestAsLegal Businedsldzii & A GY G { KNAY {1 Ay =
notthed I YS GKAY3 &4 AKNAY1Ay3d RSYIYR Y2y3a OftASyidiao
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increase in total legal spendiygaroveryear in 2016, but thatorporate spending on outside counsel,
for its part, decreased by 2ercent.

Law Firms Face Demand, Profit Pressure s

[221AYy3 G GKS FAYFYOALFt NBIB tazvFisms @ Fransitiod Sbrvely I ¢ F A NI
notesthat just over twathirds of law firms reported yeamn-year increases in gross revenue and

revenue per lawyer, while profits per equity partner were on the rise gp&sentof firms. Further,

many law firm leaders said they were not optimistic abow #bility of their firm to continue an

upward trajectory when it comes to profitability, with $ercentof leaders considering a slowdown in
profit-per-partner growth a permanent trend in the industry. Optimism regarding demand is also

tempered, with ony38percent2 ¥ f I ¢ FANY f SFRSNA Of FAYAy3a (GKIFIG RS
returned to prerecession levels. A small group of firms (42Ecen) believe prerecession demand will

return within a year or two, but nearly half of all firms think tlegurn of this level of demand is at least

three to five years out, if even at all.

* Do you expect market demand for your law firm's services to return to pre- Chart 1: Law Firm Demand Growth,
* recession levels? 2004-9mo'16
P recossion ioveisn cur e~ NN - -
recession levels in our firm i S0% T
_ a.0%
Will return in 2016 8.4% 209 -
2.0%
Will return in 2017 4.1% .
o of— : . E .
Will return in the next 3 to 5 years 23.4% ‘— | Demand has , L
not yet retumed
2.0%
Not in the foreseeable future _ 25.1% 1001
4.0%
Never I 0.9% s L
- 2004-07 CAGR 2007-09 CAGR 200915 CAGR 9mo'15-9moi6

’ Market demand will return | Source: 120 common
B f Fla

Source Altman Weill Source Citi/Hildebrandt

According to Citi/Hildebrandtaw firm revenue despite modest growth in demand, was up Befcent
overallin the first nine months of 2016, a growthiven in largepart by lawyer rate increases of 3.2
percent Expensewere up 3.4percentat the nire-month mark of 2016, théiggest driver of this
growth beingthe increase in associate salaries, but otbentributorsincluded technology and
cybersecurityrelated investments
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Looking at practice area demand trends,/Bitdebrardt found that for the law firm industry as a

whole, the only practice area to experience growth in a y@aer-yearcomparison of the first nine

months of 2016vascorporate law, and demand here is mostly seen among Am Law 100 firms. Looking
at other size firms, midsize firms appear to be the dimy sizemaintaining demand among other

practice areas like real estate, patent litigation, litigation and labor/employment.

Chart 2: Practice Area Demand, 9mo'16 vs. 9mao'1s
6% T
5% T I nisegments [ Am Law100 Am Law 200 [ Midsize

4% ==

" Corporate Labor/ Real Litigation Tax Patent Bankruptcy
(@l Employment Estate Litigation

23% &% 3% £ 2% 10% 5%

All timekeepers. Billable time type; non-contingent matters. Midsize is any Peer Monitor participating f

Source Citi/Hildebrandt

Forces at play

The weak demand for services provided by law firms is the product of a combination of market forces.
{0 Yl ysudeyrdotesiiEat price competition, increased commoditization of legal work, use of
technology to replace human resources and #iaditional servie providers are among the mdiorces
recognized by law firms as a permanent trend that will continue to put pressure on their traditional
workflow coming from clients.

Thesamesurveyreveals that the most immediate threat faced by law firms is their own clients, with 68
percent2 T FANX A& NBLR NI A Y JorpiréteSeyd departrhets that chabasitd igsSuica (1 2
more work. Another 2gercentof firms identify this trend as a potential threat. Many firms also

consider their client@doption of new technologies major threat, as iteducesthe need to hire

lawyersand paralegals. Larger firmasccording to the survewreat greaterrisk of losing businegban

their smaller counterparts.
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Q * Which of the following legal market trends do you think are temporary and which
* will be permanent?

More price competion || ™Y
Focus onimproved pracice ffcincy
More commaditized legal work | |9.0% | 88.3%

Fower support staf

Tochnology reiacing uman resources
serica provi
More non hour biing
Incressa atoa movarmant
More parcume mwyers §5%4 00 | S

C ition from non-tr

Corporate cllents doing moro werk i-house
More contract lawyers m 22.1% 67.8%
Smaller annual billing rate increases
Smaller first-year cl 16.9% 20.3%
Oecrassed roazation raes [ 14%% | 226%
Erosion of demand for law fims
Fewer equity partners m 28.1% 59.9%

Roduced overage [TaHET]  312%
Outsourcing loga work [BB]  sa%
Stowdomn ngrowtn of prois por partnor | 238% m

0% 20% 40% 60% 80% 100%
OTemporary C/Not sure B Permanent
Source AltmanWeil

Even though most firmsecognize that the competitive landscapecisganging law firms haveyet to

adoptany dramatic changes their behavior to meet these newhallengs. Whenaskedby Altman

2 SAf K& FTANNXA 6SNBYy QU dddeivayxhgyidelive? 0GBl sebviEeBanidgi A y (G 2
aA3dyrf SR GKIFIG GKSANI Of ASvia ¢SNBvVQI

| a ‘l A y' 3 GKSY (2¢% 2 Q.Why isn’t your firm doing more to change the way it delivers legal services?

. . . * Select all that apply.
enough economic pressure to justify bartners resist most chango oiorts | - <
changes to their delivery modeAs

N . R clients aren't asking for it [ NG s
é‘ dZO K z Y I y. é L‘ﬂiOtN‘-‘U y S We are not feeling enough economic pain to _ 55.9%
worth rocking the law firm boajust oSt o e )
yet. That saidthe most significant do differently ————

. . . We lack time or organizational capacity 27.6%
barrier to change identified b§4

. Other law firms like ours aren't changing 27.3%
percentof law firm leadersvas

Our delivery model is not broken so we're not

resistance by partnerd\otably, these trying to fix it e
statements were very similar to the What we're doing presenty is enough 16.2%

) . We're afraid to open the conversation with 4.8%
sentiment expressed in the 2015 clients

We've already done all we intend to do 1.6%

Altman Weil survey.
Source Altman Weil
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In addition, on acale ofzeroto 10, only 4percentof law firm leaders scored their partners as High

adaptable to change. Howevealmost ironically77 percentof law firm leades expressedh moderate

2NJ KAIK fS@St 2F 02y TARSY OShalleyfigesioktSeNeydl rakkétpageQAsO | LI O
Altman Weilstresse¥ &L ¥ GKS aidN}yGS3e Aa airAvyLiXe (42 (1&SL) dzl ¢
the pack is itself lagging and just a small increagaae can distance a firm from its undifferentiated
O2YLISGAG2NARD® ! FANY OFy YyS@OSNI ISG I KSIR ob YSNBf &
other words, the window of opportunity for law firmie move aheads now.

In addition to the some of the external threats identified above, law firms are also faced with internal
threats,includingovercapacity and underutilizatioof resources. Justver half of all firms surveyed by

Altman Weil said their equity partners were not sufficiently busy, whilp&2entof all firms said that
underutilization was worst among neequity partnersdWidespread overcapacitg holding down

profitability in 60percentof all firms and in 7@ercent2 ¥ € | NHSNJ T A MMaiThémostt G Y|y 2 S
obvious way to deal with this problem would be to cut undafprming lawyers. According to the

survey:

9 Fifty-four percent of firms said they have dropped lawyers who did not have a sufficient amount
work.

1 Seventythree percent said they removed partners that chronically underperformed

1 Fortyeight percent have tadn the halfmeasurel approach of deequitizing partrers, excluding
them fromthe profit-sharing class.

That said law firmsremain divided when it comes to their stance on 8ieategic vale of staffing

growth ¢ over half of firms saidrowth in the numler of lawyesA & y SOSaal NB G2 GKSANI ¥
success. For firms looking to grow their ranks, lateral acquisitions are viewed as a strategic way to grab a
larger share of the market. Eightive percent of law firms said they added lawyers who browgkt

GKSY yS¢ odzaaAySaa G2 GKS FANY® | 26SOSNE | 16 FAN
loss,with that poached lawyer typically taking firm businegth them.

¢ KA& NBLRZNI SELX 2l andl KtSrnapr&aresin graageiidzil (irah €ffért to
LINBS LJF N5 T A NXaoine i 20Mand beyondDudiningl &2blind eye to these emerging trends can
have significant implications for firngseven if they may noappear topresent an immediate threat.

TheegdMla ket 20 1Fe yamnndd

Low singledigit growth in industry revenue and profitabiliiyexpectedto persist in2017, with wide
dispersion and persistent volatilitywhichhavecharacterizedhe postrecession legal industry
anticipated to continue

In the U.S. market, transactional legal workxpectedto drive demand rore than litigation in 2017.

I AGAk]1 Af RS ptibdis/ftitith@ 2016 sibwddmi in capital markets, particulariihe number
of IPOs, means there is a high level of capital held bybdsed companies andipate equity firms that
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hasyet to beinvested. As suglthere might be an upswing in M&A awdpital markets worlasthe
Trump administratio movesin and more details about its economic policies are made pubfith
respect to litigation, Citi/Hildebrandt believes thezeuldbe a slowdown in regulatory work under the
Trump administration.

Froman expense standpoint, thenpact of the2016 associate salary increases shdaddully felt in

HAMTYS LRAOSYdArtte aLXFOAy3d S@Sy 3ANBI G§SNIJ LINBAadz2NS
productivity and revenue growth to justify raising satatibut who did so to remain competitive in the

GF f Sy adbriidgs dit¥Hildebrandt Additional pressurgon expenses will come from:

9 The continuing trend of hiring higbaliber nan-legal professionalg.g.,CFOs, COOs, Cl@s)
leadkey business functions
1 More investment related to the adoption aifrtificial intelligence andybesecuritysolutions.

Alternatively law firms are expected to focus on improving efficiency, sudledscing offie space and
making changes ttheir leverage modelas a way t@save money.

Citi/Hildebrandt expects that in order tmaintaina strong balance sheet in the context of a turbulent

market, most firms will continue to raise partner capitdlS [j dzA NBYSy daz I GNBYyR GKI
many years. With firms looking to invest in new technologies, institutional borrowing in the current low

rate envionment should also be expected in the years ahead.

2017 Market Trends

There are a number of ovarching themes playing out across the legal industhefollowingtable, a
summary of trends identified by Citi/Hildebrandixploresmajortrends and key market characteristics
that will impact firm business models

SourceCiti/Hildebrarut

Macroeconomic fragility ~ Law firms will likely have to operate in a turbulent environment in coming years as
and uncertainty external factors, like the ongoing impact of Brexit, the U.S. elecéisulis> / KA Y I !
economic slowdown and the drop in pilices will likely leado morevolatility thanfirms
are accustomed to. Beyond thesgcroeconomic trends, law firms will continue to
observe a shift in their competitive landscape. The continuiogvtir of alternative legal
services, especially the emergence of the Big Four in the legal market, will likely hav:
impact on the performance of law firms. However, the biggest threat to law firmasket
will likely come from corporate legal departmentshich will continue to grow and
expand the scope of their activities.

Erosion of client loyalty Longstanding client relationships can no lenige taken for granted, pushing law firms t
focus more on their business development efforts and invest in their business
development teams. Because institutional legal department clients are turning more i
more to RFPs to procure outside legal serviaesgnificant focus of &8 ¥ A Ny a Q
development tems will be in getting a place on panels and ensuring that their firm is
retained for any given matter. That said, personal relationships between the client an
law firmandthef | ¢ F A NJY Qr@mahiiBdjddfictors Wh2n it comes to client
loyalty.

7 ©
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Intense pricing pressure | As a result of slow industry growth and the erosion of client loyalty, law firms will
continue to facepricingpressura® [ ' ¢ FANX & | NB 2LISNI Ay
corporate legal departments looking to reduce their legal sperdare shoppinground
for the highest value services aiowprice point This pressure is also more pronounce:
because clients know that the required legal work can be achievediige aray of law
firms and alternative service providers. Because many law firms report declining den
and low productivity, not only will the trend of cutting prices to gain work and keep
lawyersbusy likely continue, but law firms will also continue to isivie their pricing
teams in a bid to make more intelligent and competitive pricing decisions.

Technology, artificial By establishing partnerships with vendors, law firms are able to test the possibilities
intelligence,cybersecurity = offered by artificial intelligence at a relatively low cost instead of making a-trge
and data privacy investment that could prove riskier. Although viewed by some firms as a threat, artific

intelligence also presents an opportunity for firms to build stronger refetiips with
clients. While still inhe experimental phase, in timérms will start to employ artificial
intelligence more broadly, allowing them to become more efficient by doingemath
less and therefore becomingore competitive in the market. Baase it is unlikely,
amidst the flood of technology startups making their way into the llegarket, that all of
them will survive law firms will need to pay careful attention to which of these solutior
it should invest in, while also keeping in mind tiydersecurityand data privacy risks
related to the use of technology.

Shrinking talent ol With factors such as fewer oppantities to be hired as an associat@and eventually join
the ranks of partner; and the high cost of legal education, U.S. law schools are seein
continuing decline in enroliment3he challenge for law firms is to understand what
motivates the new millennialgeneration of lawyers sthey can provide them with work
experience that matches their motivations, and in turn work toward the retention of tr
most talented among them.

Continued market Lateral moves are expected to contin@es highperforming firms, gaining ground over

consolidation others in the legal market, become more attractive to hpgrforming partners employec
by weakerperforming firms. Building on these lateral moves, Rigiforming firms will
continue their efforts to consalate their market position and grow their revenue by
acquiring smaller law firms.

A Buy er ' sShNtiagChkeattPreferences

¢KS t£S3Ftf AYRdAZAGNE NBYFAya OKI NKOiDNR 0SBy 2 yI3 24 ¢ea
number of yearsbutonethat is becoming more entrencheasthe purchasing of legal servicey

corporate clientdhas become more diversified. Clients are looking to find the best value for their money

and, as suchare spending less on traditionéhnd often expensivdaw firms to help them meet their

legal needs.

For instanceDeloitte found that the overall demand for legal services byhisuse legal departments, as

well as their legal spend, was increasibgt that their purchasing patterns werchangingNotably, the

in-house lawyers and executives surveyed by Deloitte shidraitraditional law firms ardailing to

YSSG GKSANI o0dzaAySaaqQ f S3l derceffSaidneydhadaakesieps orivery K1 £ F
considering doing so, meviewingtheir current supplier of legal services.
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While corporate clients have been channeling their legal spend in severdirnodirections, insourcing

legal work remainghe most common alternativeOn that front, data collected by Thomson Reutfens

its 2016 Legal Department48ourcing and Efficiency Reportlicated that in an attempt to free up

more time for their inRhouse lawyers, so they camsource more substantive legal work, big companies

have been increasingtyrning tolegal department operations (LDO) professionalsianage the

operations of their legal departmentd.. NAY 3IAyYy 3 Ay [5h LINBPFSaarazylta G2
operationsallows corporate counsel to focus on legal work and become more proactive and strategic in

how they advise the business. With more time dedicated to the practice of laiudse corporate

counseEk f Saa ¢2N] KIFa (2 32 (2 refodeiFnAnBi& pladdndzyrdjéet > ¢ ¢ K 2
managementnd outside counsel management are some of the main responsibilities undertaken by

LDO professionalgnadditional step taken by corporate clients to reduce their legal spend has been to

adopt new technologies, especially solutions for document/knowledge management.

The growing practice of large companies hiring-emal professionals to manage the operaisoof

their legal departments, including the procurement of outside legal services, also ssifgdshe

nature of the relationshifpetween law firms and their corpot@clients is changing; it is becoming more
transactional. Law firms, once consM& R I O2 Y LI y & Qadie nawNaHeaddvigradédB G A & 2 NJ

the less prestigious status wéndor. The fact that many companies now regularly use Ri-Pst law

firms is aestament to this change inmindsét.a . ft 22 Yo SNH [ ¢ &adzaA3Saday ab2
part, asresponseo billing excesses by firms and the erosion of trust that has created. At the same time,

clients either value a law firmand specific lawyers2 NJ 4 KSe& 32 Sf 4S6KSNBD® OX8 L
In other words, choosing a legal service provider has less to do with loyalty these days than finding the

best value for money, as the refrain goes.

To meet this challenge, law firms have begn a way that essentially mirrarwhat corporate legal

clients are doing hiring non-legal professionals to help them manage their business operations and
cultivatemore proactive client relationships. A growing number of Am Law 100 firms have invested in

the field of legal project managemenhiringproject orpricing managers to track progress and data,
whichisthenusedtoupdatelSy 1 & 2y GKS ¢2NJ] GKIFGQa o6SSy I O002YLXM
This provides clients with more predictability and transparency when it comes to costs.

Furthermore, Deloitte found thatre in three inhouse legal departmestpurchasing legal sewassaid

that theywould liketheir legal services provider to bring industry, aomrcial and nordegal expertise

to the table.Deloittealsoaddedil K i Of A Sy (a4 damoreysavvyoh glabal Fafabidda (2 0 S
cybersecurityprotection issues and more proactive in sharing k@3S | ONRP &a YI yeé& 2dzNA 2
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Expertise desired by purchasers, but not currently delivered by major law firms

Industry, commercial or non-legal expertise

Digital, data privacy & cyber security

Other

More proactive knowledge sharing

Regulatory & compliance

More integration between legal practice areas

Financial expertise

[=J.
g I

5% 10% 15% 20% 25% 30% 35%

Source Deloitte

/ 2al0 AayQi carpofate glightste ciadsingd thsburce their legal work. As Legal Mosaic

/ 9h al NJ [/ 2W/Sys (LIIRIAS A20FY 0KS Of ASyiQad odzaiySaa Aa |
up. True, the best lawyers (law firm orf2 dza SO | Olj dZANB | 1SSy dzy RSNA Gl YR
however, most firm lawyers are removed from the actual cliémhouse counsel, by contrasire

embedded with the client, operate under its managerien YR 5b! = | yR I N8B SELISOI
|y & & t5 bliir®ss challenges. Trarigda: in-house lawyerS§y 22 @& | WK2 YSoveFthérf R | R
law firm counterparts, anthey are expected to function not simply as lawyers but as business partners

with legal expertis® ¢

S
I

Legal Tech Becomesa Bigger Reality

While corporate legal departments have startedetmbrace the idea that technology could allow them

to become more efficient spending less time searching for information, for instaqtieere is still

GNRB2Y F2NJ ANRGUK Ay GSOKy2f238 I|seN®sia fS3IFE RSLI N

Although many companies have yet to board the legal technology ataéponential rateslegal

software company Mitratecfound that corporate legal departments now spend aboudtSbillion on
software on an annual basis, bilat amountcould more than quadruple in the span of a few years.
According to Mitréech,knowledge management, legal analytics, legal project management, contracts
management and governance and compliance software are the legal technology areas that are growing
at the fastest pace.
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TECHNOLOGY SYSTEMS IN PLACE

2% each

SourceThomson Reuters

Sme lawyers view thénvasior2 ¥ G SOKy 2f 238 Ay (KS Ay Rdadiiaod@ly & |
done things, while others see it as an opportunity to gain a competitive advanitigigelients that are

asking for more efficiency from their law firms.¢ KS FANXY A& G(KIG &aSS GKAa la |y
LJdzZNBR dzZA Y3 Ayy2@8F GA2y (2 YSSi OftASyGaqQ ySSRa I NB | f
partnerships with those players inedin artificial intelligenc& €éonveysGrettaRusanowheadof

advisory service®r City Private Bank.

Artificial Intelligence and Law

Technologies thatfallunddir KS O 4§ S32NEB 2 F madiibeNetrhiAnatiral languadget £ A 3 Sy
processiig, expert systems and othegenablecomputers to complete legal tasks they were not able to

perform in the past, helping law firms become more efficieptreducing the amount of time it takes to

complete specific tasks or by simply taking duties afs@y human lawyers.

In an article published iRorbeanagazine, Legal Mosaic CEO Mark Cotrerte that while artificial
intelA 3Sy OS g At vy ativill pddoudly aDes thd waylégsl BekviEes are delivered. It will
redefine the tasks and functions lawyers perform as well as the business models delivering them.

Corporate clients are attracted to law firms that waificial intelligence solutions becautieey can

curb the cost of legal work. As LexTatkes> lignt® primarily care about the accuracpeedand

volume of legal services, and in the past to improve those factors they have had to pay for the necessary
labor costs of throwing more lawyers at a problera L y  theRadoptidrio aytiEial intelligence

could prove to be a potential solution for law firms looking to cut laboroisthose that are faced

with a shortage of new, young lawyers. Tgresidentof the Jacksonville Bar Association, Geddes
Anderson Jr., states in no uncesfai (i S NJY & tradiidnal revieriu& sSructure of teams of associate
attorneys billing at high hourly rates to review ESI, conduct nationwide research on a body of law and
prepare multiple versions of lofty memorandums will not survive the rise of aafifictelligenceé ¢ K S
reason that clients in the near future will simply refuse to pay for some mundanewegils because
artificial intelligence solutions can do the same wqtkke preparing thousands of documents to

: @


http://static.legalsolutions.thomsonreuters.com/index/pdf/2016-efficiency-report.pdf
http://legalexecutiveinstitute.com/coo-cfo-forum-disruptive-technology/
https://www.lextalk.com/b/lextalk_blog/archive/2016/07/25/legal-technology-robots-the-latest-threat-to-associates-and-the-billable-hour-via-law360.aspx
http://www.forbes.com/sites/markcohen1/2016/09/06/artificial-intelligence-and-legal-delivery/3/#40aff2ce5db5
https://www.lextalk.com/b/lextalk_blog/archive/2016/07/25/legal-technology-robots-the-latest-threat-to-associates-and-the-billable-hour-via-law360.aspx

complete a real estate transdaoh ¢ with asjust asmuch acuracy, if not more, and ia fraction of the

time.
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example of how artificial intelligence is changing ey legal workis approachedNickname Ross, the

@A NI dz £

Y I (nit&Nie 2 T

|- s Aadufaldaighiagdiprodedsinéto understand questions posed to it by lawyers and
to return information on relevant court cases andieg t + G A2y Ay |

asSo?z

virtual assistantasbeen tested byabout 20 law firmslt has learned bankruptcdaw and is expected to
branch out io other practice areas like labor and employment, intellectual property, tax law and
personal injurySeveral firms have already struck licensing agreements with Ross Intelligence for Ross.

With the advent of artificial intelligence, some law firms are rade to dversify their servicefferings

and fee structurs, stepping away fronthe billable hourmodelthat continues to growunpopular with
clients. Becausklwyem tiine is not scalablghat model puts a hed cap on the amount of money a firm
can generate without increasing hourly rates. The use of artificial intelligence technology could allow
law firms to be more economically scalable. For instance, Lavggltsthat some firms have started
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Software companies like Neota Logic have develapgrbrt systemsllowingfirmsto build custom
applicationghat areable to provide ordemand guidane to clients. Not only can firms charge a

subscription to give clients access to the applications, but it fleg@gersfrom having to answer the

2 bage&fiXddaiice pay models on scalled expert systems, a kind of artificial intelligence that

PRIAOS |

same kind of questions over and over again. Experienced lawyers are then consulted by these same

clients forhight S @S f

The Players
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There is an increasing number of startups emerging in the legal tech space. The following image,
produced by CB Insights, illustrates some of the market leadersipradd-comers in legal techs well
astheir respective functions and capabilities.

The Legal Tech Market Map
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https://www.law360.com/articles/816737/robots-the-latest-threat-to-associates-and-the-billable-hour
https://blog.lexicata.com/why-the-law-firm-business-model-is-all-wrong/
https://www.law360.com/articles/816737/robots-the-latest-threat-to-associates-and-the-billable-hour
https://www.cbinsights.com/blog/legal-tech-market-map-company-list/

NewLaw —The Threat of Alternative Legal Service Providers

Traditional law firms continue to face pressure from an endlessly evolving groopgititors. Dubbed
NewLaw, flexible alternatives to the BigLaw business mom@inueto disruptthe status quag

reducing costand usheing innew value propositiogfor clients. Beyond these of boutique firmg

firms that focus on a niche area of practicthe pool of alternativedgal service providerontinues to
IANR 6 AYy Ala dangngiBaindegatpFocessdolitshBdeds wmmmentand virtualfirms,
among otherseachhas varieccharacteristics ah capabilities, but all cateo ageneralO2 dzy 4 St Qa
RSYIFIYR &@MNdssi YRNWNRSE Ff 0K2dzaK | f {c@rddirepraserfonyglS NIDA OS
percentof the legal market, which is leading many traditional firms to turn a blind eye, these disruptors
are expected to grow exponentially by 2020 at amaal growth rate of 20 to 3pPercent,picking away

at traditional law firm revenue (and client relatioriph) one move at a time.

Alternative LegalService Providers

Thethreat of alternative legal service providers is not a new developngghe space emerged nearly
two decades agdndustry leaderssuch as Axiom have found their place in the industry, offering legal
services without practicing law (something thgfor now ¢ is restricted in the U.S.)

Companieshat¥2f t 26 SR Ay GKAA& 3INRAzZLIQa T2 2 endcdnbodadityk I @S
type work €.g, e-discovery and legal process outsourcing); however, as more companies aatomat
certain legal services or impve human capabilities tied to such services, the threat of disruption
continues to build.

When reviewing the differences between traditional BigLaw and NewLaw, three charactetistids

out, according to law practice managent software company LegalTrdlexible work arrangements,
alternative fee arrangements and the active use of legal technology. Each of these NewLaw features
bringsits own benefits in the eyes of clients:

1 Flexible work arrangementg Moving away from the 2,088oursa-year model at traditional
firms, NewLaw models givawyersgreaterflexibility andfreedomas well as better worklife
balance.

1 Alternative fee arrangementsg Alternative fee arrangemest according to some firms using
these fee structures, have outperford the billable hourmodelin terms of benefitsyalueand
efficiency, leading to cost savings for clients and a reduction in administratipirementsfor
firms.

1 Legal technology, Legal technology is streamlining aspects of workflow, improving
communication and increasing transparency, all aspects of legal services that clients are
demanding.

1 Axiom is now one of the largest providers of legal services in the U.S., counting over half of the Fortune 100 as
clients,acordingto the University of Californiatiasting College of the Law.
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https://legaltrek.com/blog/2016/04/what-is-newlaw-and-how-it-is-changing-the-legal-industry-forever/
https://www.thebalance.com/boutique-law-firms-the-future-of-the-legal-profession-2151224
http://legalexecutiveinstitute.com/law-firms-need-take-alternative-legal-providers-seriously/
https://blogs.thomsonreuters.com/answerson/co-opetition-future-traditional-alternative-legal-service-providers/
https://legaltrek.com/blog/2016/04/what-is-newlaw-and-how-it-is-changing-the-legal-industry-forever/
https://legaltrek.com/blog/2016/04/what-is-newlaw-and-how-it-is-changing-the-legal-industry-forever/
http://worklifelaw.org/wp-content/uploads/2015/09/Disruptive-Innovations-New-Models-of-Legal-Practice-webNEW.pdf

EXHIBIT 5 | Adapting big law’s business model also includes the traditional pyramid structure

Today Tomorrow
Pyramid structure Rocket structure + nonlawyer

Partner p
Cooperations

Senior Outsourcing Tech

partner solutions
Outsourcing
Junior
Outsourcing Legal tech
) High ratio of junior lawyers per partner p Low ratio of junior lawyers per partner
) Junior lawyer level most impacted by ) Especially entry-level jobs will vanish

outsourcing and automation
Other nonlawyer staff  [Jjij Lawyers |l Tech positions
Source: BCG analysis

Source: How Legal Technology Will Change The Business of Law

The Bigrour

The threat of the Bifourac® dzy G Ay 3 FANX & Kl & fI NBSft& NBYIFIAYSR 27
the U.S. This is likely due to the fact that the Bagirare prohibited from practicing law in this

jurisdiction. But, developmentsontinuing to unfoldelsewherein the world are raising the stakes for

this group of heavy hitters to significantly disrupt the legal industry. U.S. firmscylarty those with

multinational clients and operations, should be attuned to the value proposition thEdigcan

provide in regions where alternative business structures (allowinglaager firm ownership) are

permitted (e.g.,Canada, the U.KAustraliaand Singapore).

In an effort to cater to the complex needs of global organizations, th&@igare effectively positioning
themselves as multidisciplinary professional service organizations (MIra)is, offering the full

gamut of professionadervices. They are doing this organically #mdugh acquisitionsWith deep

pockets, ample staffing resources, woerkhowned brand recognition and crebsrder capabilities, the

BigFourare offering avalue propositiorthat may @ 02 YLJI yA Sa OFy Qi A3Iy2NB® Ly
service offerings in a manner that coraplents their existing consulting, transactional, tax, compliance

and risk management offerings, this group of disruptors is becomargatop shop for large

multinationals¢ strengthening their provideclient relationshig and creating efficiencies in complex
multi-practice dealings.

Althoughregulationsin the U.S. still prohibit the BEourF N2 Y LIN} OGAOAYy 3 I 6% (KSNS
sentiment that this could change in the coming decade. Alternative business structuresesigs a

method to promote competition within the legal industry, and an increasing number of jurisdicien

allowingtheir presence.
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http://www.economist.com/news/business/21646741-lawyers-beware-accountants-are-coming-after-your-business-attack-bean-counters
http://business.financialpost.com/legal-post/deloitte-llp-acquires-conduit-and-other-legal-moves-and-grooves-for-march-21
http://legalexecutiveinstitute.com/bank-of-americas-thomas-trujillo-law-firms-need-to-be-innovative-on-legal-services-delivery/
http://www.ey.com/Publication/vwLUAssets/The_Sarbanes-Oxley_Act_at_10_-_Enhancing_the_reliability_of_financial_reporting_and_audit_quality/$FILE/JJ0003.pdf
https://www.lsuc.on.ca/uploadedFiles/abs-england-wales-australia-final-oct.7-2014.pdf
http://www.bcg.de/documents/file204646.pdf

The Staffing and Succession Challenges

Even though overcapacity amahderutilization of resourceare recognized by many law firnas
significantproblems, the market for lateral hires remains as active as @vEné lateral frenzy
underscores the fact that maingrowth stategy for firms continues to be taking market share from
O2YLISGAG2NRAR OA | ThHelNdeRodr(l AwyekSlaink This 8 baksell anthe assumption
that lateral hires bring their clients with them. As such, the law firm from which the partner has been
poached typically loses business in the process. Partner poaching, however, is not without risk.

For the hiring firm, Thomson Reuters notes, the failure of a lateral partner hire to meet or exceed

expectationg; by bringing in a sufficient number of new clients to the firm, for instapcan potentially

FFFSOG GKS TFANNQ& 0 20 iypaftnersATidnsdn Reuters oés orcite @ 2 dzii & G 2
study from professors at Indiana University and Penn State Univémaitf 2 dzy R &1 SN®B adF G A ad
evidence that an aggressive lateral partner hiring strategy in and of itself is associated with greater law
FANY LINPFAOGFIOATAGEDPE C¢CKIG alFARY 0SOFdzaS 2F 2y32Ay
continue to be orthe lookoutfor prominent businesgenerating partners, although their ap@oh may

become more cautious.

To deal with the problems of overcapacity and underutilization, national fgiingand outsourcing

company Lumen Legadcommendsi K G € | ¢ F A NI @n alavyedstaffing strawgs Bt S a 4
asSida + GFrNBSG F2N) GKS LISNODSyidl3IS YAE 2FtobdfeN | ySy i
handle the peaks and valleystbkir workloacsX A (i Asdakv &rénstookito staffing adjustments as a

way to maintain or fatten their profit margins, and young lawyers seek alternate employment routes in

lieu of the traditional partner trak, the role of contract attorneys is likely to gain prominehdhe

Legal Intelligencezontends While the use of contract attorneys is not new, it has become more

widespread as lawrfine-discovery needs increase aadfirms attempt to lower their overhead costs

by cutting the expense of employiffigll-time associates.

The majority of law firmshie Altman Weil survefpund, practicesomeform of labor arbitrageeither
shifting work to less costly lawyers or to péirhe and contract lawyes to meet demand while lowering
costs.

Comparison by firm size:

Under 250 250 lawyers
lawyers or more
Using part-time lawyers 52.7% 75.3%
Using contract lawyers 49.4% 75.3%
Using staff lawyers 33.7% 78.8%
QOutsourcing non-lawyer functions 21.8% 30.6%
Creating a low-cost service center for back office 5.8% 21.2%
Outsourcing legal work 6.6% 15.3%
None of the above 23.5% 4.7%

Source:Altman Weil
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http://www.americanlawyer.com/id=1202772548424/Special-Report-The-Road-Ahead-for-Big-Law-?mcode=1202629935189&curindex=1&curpage=2
http://legalexecutiveinstitute.com/lateral-hiring-still-booming/
http://www.lumenlegal.com/overcapacity-underutilization-and-realization-rates-plummeting/
http://www.thelegalintelligencer.com/id=1202767759053/Contract-Lawyer-Ranks-to-Grow-as-Firms-Seek-to-Protect-Profits?slreturn=20170013073033
http://www.altmanweil.com/dir_docs/resource/95e9df8e-9551-49da-9e25-2cd868319447_document.pdf
http://www.altmanweil.com/dir_docs/resource/95e9df8e-9551-49da-9e25-2cd868319447_document.pdf

The practice of turning to patime and contract lawyers also comes at a time when law school

enrollment and applications are hitting historical lows. For the greater part of the last half century, law

school wagonsidereda growth industry, with erollments peaking at just shof 38,000 in 2010. But

since thenenrollments have fallen by more than gercent In 2016 the number offirst-year students

across the U.S. increased for the first time since 2010, albeit only slighédyNational Law Journal

reportedthat American Bar Associatiatcredited campuses accounted for an additional 36-fiestr

law students in 2016, for a total of 37,107. In other words, enrollment reatHiat. Overall, students

enrof f SR AY WdzNRA 5200G2NJ LINPINI YA GFStfpecdhiBY MmO dn.
declinethat reflects the fact that each graduating class is slighty NBASNJ G KIFy (K8 2ySa oS
National Law Journaldded

Both the practice of hiring contract or patitne lawyers (instead of hiring fdilne associates) and the
decline in the number dhw school graduates, which points to a potential shortage of legal talent in the
near future, might eventually become problematic for law firms as they come to terms with the looming
issue of successigranning

According to an article published TiheAmerican Lawyetawyersfrom the boomergeneration and a
smaller number of over0s from thesilentgenerationaccountfor almost half of all partners at Am Law
200 firms. Being the partners with the greatest seniority, these lawyers make up the majority in the
equity and management ranks of law firms while also controlling the larger share of client relationships.
The inpact of their retirement, especially since the hiring ammdmotingof lawyershave slowed down

since the financial crisis of 2008, should not be underestimated. The main risk related to these
NEGANBYSyGa Aa GKS LI G Segh@facused irtedth an tranitiomdfclier y G A @ G CA
relationships by nowg particularlyfirms that emphasize originatiorend billings over collaboration

FNB 4G 3INBIFGSaG sthdsat joEson im@ds irdtane alsolfabidig infréased

obligations or costs associated with retired partneksninority with unfunded pension obligations X 6

face increased costs as fewer current partners supportesgively more retired partnersirms vith
tax-qualified defined benefit plan® Xcérry the risk of toppingip costs if a retirement investment

portfolio underperforms. And with partnershipeadcountflat, most firms are returning more in capital

to retiring partners than the§e taking in fran new junior partner® ¢

Thesuccessioplanning challenge mayelp explain why some law firms are on the lookout for lateral
hires. But at a time when firms are feeling the pressure of the rapidly changing market landscape, the
issue of successigranning should remain top of mingthis could be the factor that separat¢he next

set ofleaders in the race to retain/gain talent and market share

Consolidation —A Continued Theme

Altman Weilreported that there were 85 law firm mergers in the U.S. in 2016, marking the fourth
consecutive year thahe total of combinationdit 80 or more Accordingo Altman Weil principal Tom

[ £ @94 o-Hecessih dedlity that with market demand fldining, the mosteffective way to add

new business is to acquire another law fibm BUX & the supply of prime targets inevitably shrinks, we
expect the competition to make higtuality deals will intensify in 261® ¢
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http://www.forbes.com/sites/georgeleef/2017/01/13/we-have-too-many-law-schools-but-this-isnt-the-way-to-thin-the-herd/#5b3f379e7d67
http://www.nationallawjournal.com/id=1202774844249/Number-of-Students-Enrolling-in-Law-School-Basically-Flat?slreturn=20170013080839
http://www.nationallawjournal.com/id=1202774844249/Number-of-Students-Enrolling-in-Law-School-Basically-Flat?slreturn=20170013080839
http://www.americanlawyer.com/id=1202765209388
http://www.americanlawyer.com/id=1202765209388
http://www.altmanweil.com/ML2016/
http://www.altmanweil.com/ML2016/

The largest law firm consolidation of the year took place inDegdember wherEvershedsa London

based firm that employs about 1,900 lawyers, joined fewih Atlantabased Sutherland Asbill &

Brennan (about 400 lawyers) to form a new global firm. The combination was one of eleven other cross
border deals announced in 2016, a record year for internationalpie The biggest move by a U.S. law
frmwas il G f SNDa | OdjadyerParibasedyfirmZFdmonBriens.

Within the U.S., Washington, D-ased Arnold & Porter and New Yédrased Kaye Scholer joined

forces6 STFSOGA GBS WI ydzZl NBE HAamMT[OIZg YMm /N Afyl3g dhtedddiFeiM S0 X8S NBEK
1,000 lawyer Middle G f | y G A O LJ2 ¢ S NKsRidAtiRsdomestit movds ificlutled thé

addition of 110 lawyersto BakerDela 2 Yy Q& NI y 1 & 6 A (K A-faded Ob@ljKdgra A GA2Y
and Husch Bckwell Midwesternexpansiorwith its acquisition ofiVhyte HirschboecBudekin

Milwaukee,which increasedts total headcount to about 700 lawyers.

Along with some of the largérm combinations mentioned above, 2016 saw a stringroéller
acquisitiors. In fact, roughl\85 percent of all mergeris 2016 involved small firms with 20 or feiwe
lawyers, andust over halfof the deals were samstate combinations. The acquisition of smaller law
firms or boutiquegemairspart of many Anjf | g ™ n strat€geNdvgairdmarket share amid
stagnant demand for their services. That said, the legal industry has consolidated so much in the years
following the 2008 recession that is becomingnore difficultto find acquisition targets. Some recent
moves, however, were not mergers in the usual sense of the term, but mass lateral hires, allowing
dissolving firms to shed liabilities. For instance, HoustasedAndrews Kurth increaseits headcount
by taking on 55 lawyers from New Ydrased IP boutique Kenyon & Kenyon. With law firms on the
lookoutfor talent, it is possible that mass lateral higsuldcontinue in the future as a substitute to
consolidation.

Wh&ad Wi nning?

Firm Reactions and Strategies

Proactive law firms are recognizing the threat (and the potential) tliks®iptive trendgpresent for the
industry and for their revenueRather than dismissing these developmefitsns on the leading edge
are identifying ways tehed costs, expand offerings and attract new talent. Marhein are entering
collaborative partnerships withlternative legal service provideand startups obuilding their own
alternative legal servicprovider capabilities inouse.

Other firms aremoving tooffer nonlegal service(e.g, tax) in an effort to build their value proposition
for clientsg and possibly prepare themselves for the looming threat theFBigrpresent.

The reality for a lot of firgy howeverg apartfrom those wih the largest legal departmentsis alackof
resourcemeeded to completely overhaul their business modeioolaunch their own alternative service
models and offerings. A927 unfolds, it is likely that thergvill be greater collaboration betweelegal
services vendordegal tech startupand other emerging playeteokingto scale up and traditional law
firms bokingto meet changing client demands
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http://www.altmanweil.com/ML2016/
http://www.americanlawyer.com/id=1202772548424/Special-Report-The-Road-Ahead-for-Big-Law-?mcode=1202629935189&curindex=1&curpage=2
http://www.altmanweil.com/ML2016/
http://www.americanlawyer.com/id=1202772548424/Special-Report-The-Road-Ahead-for-Big-Law-?mcode=1202629935189&curindex=1&curpage=2
https://blogs.thomsonreuters.com/answerson/co-opetition-future-traditional-alternative-legal-service-providers/
https://blogs.thomsonreuters.com/answerson/co-opetition-future-traditional-alternative-legal-service-providers/

Traditional firms will need ttok at area®f their operations and offerings wheeautomation is

possible and work to identify whetéey can reduce costs and increase efficienciesHeir clients. As

the threat oflegal techalternative legal servicprovidersand the Big~ourbecomesa bigger reality,
traditional firms that donot equip their toolbox with the proper tools risk losing client relationships and
revenue to firms that do.
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https://ct.wolterskluwer.com/resource-center/articles/why-law-firms-need-automation-adapt-challenging-legal-market

