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Disruptioninthe
Service Sector
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SCOTT D. ANTHONY

Disruption in legal services

Lawyers may be the punch line to innumerable jokes,
but here is a fact that is not so funny: large law firms
are just about the most profitable businesses in the
world. The top 100 U.S. law firms maintain profit
margins of just about 40%. That is more than three
times as high as the operating margins of Americas
largest publicly traded companies.

AWashington, D.C.-based company called eL.awForum
has taken advantage of thesetrendsto develop a business
model that alows companies to get higher-quality legal
services at lower prices. (See"Disruptive Force" in this
issue for an interview with John Henry, eLawForum's
founder and CEQO.)

el awForum acts as a matchmaker between companies
seeking legal servicesand legal service providers. It works
with aclient to understand precisely what problems the
company seeksto solve. It aggregatesthat company's lega
work and solicits bidsfrom providersidentified as having
the requisite skills to handle the company's particular
problems. Legd providers bid in terms of fixed fees, not
hourly rates. This disrupts the traditional legal business
model based on billable hours and shifts risk from the
company seeking legal servicesto the company providing
legd services. eLawForum hasreferred dozensof casesand
saved companiestens of millionsof dollars.

The precise technol ogiesel_awForum uses—the Inter-
net, database software, and so on—are available to just
about anyone. The unique way eLawForum has pieced
technol ogy together and the singular servicesit deliversare
the underpinnings of its potentially disruptive business
model, offering better performanceat lower prices.

el.awForum has the potential to shake up the upper tier
of the legal services industry. Many people think that
firmsin the service sector are somehow immune from the
forces that affect firms that make tangible products. They
point to highly specialized skill sets and the reliance on
relationships as key factors that somehow make service
businesses "different." Though these differences are
legitimate, they do not change the fact that the forces that
act upon service-sector businesses are the same forces
that act upon all companies.
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Disruptive Force

John Henrywants to obliterate the billable hour.
Conventionallaw firms be warned:
his company is already on your case.

J ohn He_nry isthefounder and CEOof gLawEorum, which iscurrently
attempting to disrupt the legal services industry. The company
aggregates the legal work of client corporations and brokers fixed-fee
deals through competitions among leading law firms. Henry recently
spoke with Scott D. Anthony, Strategy & Innovation's editor.

How is eLawForum transforming the legal services industry?
We are transforming the way lega services are priced and
delivered. We replace sol esourcing with competitive sourc-
ing. We replacethe hillable hour and cost-pluspricingwith
al-inclusive fixedfeesand, at the sametime, enhance qual-
ity and performance. We create a market that requireslaw
firmsto competeon the strength of their specializationand
their acceptanceof risk/reward compensation.

How do you do that?

We reversethe current fractionation of the corporate legal
spend. Fortune 500 corporations typically allocate their
legal budgets among hundreds of law firms. Aggregating
demand for afixedfee, with an incentivefor sharing in cost
reductions, changes the relationship between buyer and
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Disruptive Force (continued)

sdller. In the sole-source cost-plus model, the law firm,
compensated by the hour, is rewarded for billing as many
hoursas possible. Thelaw firm has no incentiveto manage
costs. We approach compensation from a completely dif-
ferent angle. When the law firm works efficiently, it makes
more money. When the firm delivers better results, it
makeseven more money.

What role does specialization play in your market?

My wife had her knee rebuilt after askiinginjury. Her doc-
tor has done 4,000 knee surgeries. His fixed price was
$5,000. What used to take my wifée's specialist four hours,
he now does in a little over an hour. One procedure, of
course, can takelonger than another, but that isa risk that
medical specialists take into consideration in their up-
front price. Medical problemsare ascomplexaslega prob-
lems, but doctors givefixed pricesand lawyersdon't. Why?

The corporate legal market isjust asspecializedas med-
icine. A corporation wouldn't hire an employment lawyer
to litigateitsasbestos casesany more than you would get a
knee specialist to do your heart surgery. Yet lawyerscharge
by the hour on the basis that every matter is unique and
therefore unpredictable in the length of time to resolve.
There are 12 billion unique knees out there, but with the
right specidist, that uniquenessis reduced to patterns and
is priced on a fixed-fee basis. That doesn't mean that the
subject matter isless complex. What it meansis that doc-
tors priceon the basis of commonalities, and lawyershave
priced on the basisof differences.

How does eLawForum capitalize on specialization?

The best lawyers can't claim to be the best in their field
and, in the same breath, profess an inability to estimate
what their servicesshould cost. If alaw firm truly hasthe
best specialists for the assignment, it should have the
confidence to give a fixed fee. eLawForum makes this
happen.

A fixed fee shifts risk from the corporation to the law
firm. Wework very hard to providelaw firmswith asmuch
information as they need to assess the risk. That's what
happens on Wdl Street every day. Marketspricethe future
based on the past. We do the same thing. We ask the best
specialists, who have reduced complex problem solvingto
pattern recognition—they've seen thousands of similar
situations—tolook at al theinformation we providethem
and come up with afixed price.

What role does technology play?

Technologyisasinequanon, but it doesn't create our value
proposition. We spent al of 1999 and a couple of million
dollars building our Web site. You can't competitively
source dozensof law firmswith voiceand paper. Yau must
have highly speciaized I nternet software to transfer many

gigabytes of information rapidly so that both sides of the
market can makedecisionsefficiently.

Our value proposition results from a combination of
highly devel oped techniques. After we mastered the Web,
we learned how to run first-rate quality competitions.
Then we mastered fixed fees, aspecializationin their own
right. We created anew set of rulesthat are more sophisti-
cated than those applicableto the billable hour. The next
specialty is aggregation. We learned the best ways to
increasethe attractivenessof the deal for both parties.
What is the biggest challenge you have had to overcome?

To get ahearing on the merits. You must have accessto gen-
eral counsel. A sdesforce doesn't have standing at this
level. Marketingisawasteof money.

What makes this culture such a challenge?

Itisaspecia world. Thelavyerswho makeit in thetop law
firmsand thelawvyerswho end up being general counsel for
the leading corporations are cut from the same cloth. Gen-
eral counsel comefrom theselaw firmsand often return to
them. Outsidecounsel areviewed as colleagues, not vendors.
Law firmsare adept at managing relationships. Lavyerslike
tofollow precedent,and eL awForumissomething new.
What changed that?

Our advisory board of retired general counsel help us get
hearings. Fiveyearsago, it wasmuch harder to closethan it
is today. We had a different businessmodel. It was a con-
cept sdll. Today we have atrack record of spectacular suc-
cess. If the decisionis made on the merits, we close. We do
everything we can to make our deals attractiveto the cor-
poration and the law firm. We take 100% of the risk that
our dealsclose. The buyer pays us a percentageof the sav-
ingswe generate.

Where do you go from here?

We just saved aclient $55 millionin two deals.We reduced
thelegal servicecost by two-thirds. That's hardto beat. Our
challengenowisto do athousand of thesedeals.

What advice would you give other would-be transformers
in the service industry?

What Clayton Christensen cals™disruption™ is complex
problem solving of the highest order. Figure out what spe-
ciatiesyou needto developto build your business.

The best businesses change the world. Incremental
changedoesn't create much value. By changing the rulesof
the game, we unlock huge savings. Our problem creates
our opportunity. Respect the culture, speak its language
and dialects, observeits rituals, build relationships, spe-
ciadlize as much as possible, and convince clients that the
future can bebetter if they makethe changesyou suggestin
theway they do business. <
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