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Brave New World
Group Fee Exercise #3

YOUR SITUATION

The Nifty Tech acquisition has been completed and all the attendant litigation has been resolved. Nifty Tech
has been integrated and these results are consolidated Omnivore data.

You are the Law Department of publicly traded Omnivore Corporation. The CFO told you that a variety of
economic factors have resulted in a prediction of a severe drop in FY2014 revenues for all business units and
lines. You have resisted the urge to liquidate your stock holdings based on this information. The CFO also
told you that your FY2014 Legal Budget will be cut by 25% which means you cannot exceed $24.75M in total
legal spend (internal and external).

Based on the CFO’s forecasts, the Legal Budget will not be increased for at least the next three fiscal years so
your changes to create savings must be sustainable. Nevertheless, you will be expected to handle and
maintain the quality of legal support for the full breadth of Omnivore’s legal needs.

Over the last two quarters, the Law Department’s estimates of quarterly legal expenses varied from actual
expenses by about 7%. The CEO has “challenged” the Law Department to improve the predictability of
legal spend in conjunction with the Law Department budgeting for FY 2014 which begins October 1, 2014.
The Law Department budget worksheet is due July 1, 2014.

The CFO is giving similar edicts to operating business units and shared services departments which pay for
settlements and judgments for their matters, so it will not be acceptable to cut legal fees only to incur
increased liability or settlement payments.

Omnivore’s outside counsel are chosen by the inside counsel with responsibility for the file. Inside counsel
tend to default to a few favored firms upon which they rely. Inside counsel do not typically seek engagement
proposals from even others within the small group of favored firms. Omnivore’s counsel, inside and outside,
seem to be engaged in similar and repetitive tasks across the spectrum of engagements, but the Law
Department has not seen improvements in quality that would be expected based in this repetition. Omnivore
Co. is expanding operations to Europe and the Pacific Rim, areas where the current Law Department staff
lacks experience.

The Omnivore Law Department handles all transactional, regulatory, tax, contract, and policy administration
legal matters internally. It manages outside counsel to exclusively conduct litigation, employment and labor
guidance and issues, patent and trademark prosecution work, major I'T contract negotiation and
documentation, and M&A counseling (including, on average, one transaction per year).
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YOUR ASSIGNMENT

Your group now has to prepare an action plan that you will present at the end of the exercise and to advise
the CEO & CFO how you will meet the budget reduction of 25%, while increasing predictability and
efficiency of spend. The purpose of this plan is to communicate specific action steps and affected budget
items.

Any solution you achieve must allow your outside legal vendors to operate with some profit margin.
Therefore, you will not be able to implement an across-the-board 25% rate cut on your existing firms.

To focus on the tools you have used in this workshop, you will not be permitted to use any fee arrangements
based on houtly billing (e.g., blended rates). Certainly, hourly billing is still a viable alternative for some
clients and some future matters — just not in this exercise.

Be prepared to present your specific plan at the end of the exercise and to advise the CEO & CFO as to the
project plan for pursuing the changes you will propose.

For purposes of this exercise, the presentation will be oral, but feel free to use the flip charts if that will aid
your presentation.
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DISCUSSION

In developing your action plan, you may wish to think about these questions, as well as ideas you have on
reducing spend, increasing predictability and increasing efficiency. Do not get bogged down in one area; you
need to present an outline of the whole plan.

1) What is the goal? What will success look like? What is value for us?

2) Do we have enough data? What sort of data do we need to collect to make decisions about structure? To
maintain the program once we develop it? What would be involved in creating that knowledge base?
Maintaining it? What impediments are there to creating the knowledge base?

3) Do we have the right law firms? Do we have too many law firms? Do our law firms understand how we
define success for each engagement? Are our law firms alighed with the law department’s objectives? Do we
have enough in-house lawyers? How would we change it? Should we create a(n) (in)formal preferred counsel
program? What would it look like? What impediments are there to creating a preferred counsel program? Is
there work we are doing, but shouldn’t be? Is there a way to meet client expectations for that work that does
not distract in-house staff from more important work?

4) What value-based fee engagements might make sense here? What impediments are there to implementing
a program of value-based fee engagements? What can we do to reduce cost, improve predictability and
improve efficiency in those matters that remain hourly based fee engagements? Before we retain a firm are
we getting the right sorts of data from them about how the engagement will proceed? Are we getting the
rights sorts of data about how engagements are proceeding during the engagement?

5) Does our in-house staff have the right skill sets? The right substantive legal skills? The right expertise
across the vatious jurisdictions where we do business? Adequate project management skills? Are there areas

ancillary to providing legal advice which can/should be outsourced?

6) How would we start the shift to the new structure? How do we maintain the momentum?
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