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About MHA
MHA is an association of progressive and respected accountancy and
business advisory firms with members across England, Scotland and Wales.
Our member firms provide both national expertise and local insight to their
clients. MHA members assist clients with their needs wherever they are in the
UK, as well as globally through our membership of Baker Tilly International,
which has a network of trusted advisors covering 141 countries worldwide.
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Introduction
We are delighted to present
the MHA benchmarking
review of legal firms’ results
from 2016.

Karen Hain,
Moore & Smalley,
North West
Head of the Professional
Practices Group at MHA

Firms with

5

£

or more
Partners have
significantly
grown fee
income levels

5%
2%
Most firms
saw increases
in net profits
of between
2% to 5%.
Their highest
in 3 years
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I am pleased to report a real period of growth for
the sector as a whole. The UK economy has not
dipped following the Brexit vote, and there are still
significant transactions in the property sector. As
we saw last year, the number of corporate deals
are rising and towards the end of 2016 there was
an expectation for further upturn.
There are yet again changes in the litigation sector
with low value personal injury work under pressure
from limits imposed on small claims and increases
in court fees.
Private client lawyers are reporting higher
workloads, both from longstanding will banks,
generating probate clients, and from private
paying family work.

We have seen movement in average numbers
of equity partners. This grew last year as firms
merged together. The honeymoon period is now
over and many firms have shed equity partners.
Some of these individuals have retired from
practice, which in some cases was the driver
to merge and keep the practice operating.
Larger practices have set tough targets for
their equity partner group, and this has meant
fewer promotions this year into equity, but also
more leavers where performance has not been
acceptable. Many large practices are putting in
place non-lawyer senior management who are
running the business as a corporate entity would,
with new levels of expectations for equity partner
functions.

Where we see genuine specialists in each area of
law, they are reporting significant growth. Potential
clients now seem to understand the value that a
specialist will add to their service and support.
The demand has moved away from the traditional
high street lawyer who can do “a bit of everything”.

As predicted, we have seen recruitment of new
staff into the sector. Many firms have taken on
board the warnings of spending on staff without
the ability to generate fees, and the ratio of fee
earners to equity partners has increased. As these
new staff are being targeted to bill higher levels,
the percentage salary cost to fee income has
steadied, or in fact dropped by a very low degree.

Firms with 5 or more partners have significantly
grown fee income levels in 2016, partly as a result
of the improving economic conditions, but also
as a result of the mergers that we reported last
year. Merged firms have settled into normal work
routines, and in the larger practices this
has resulted in more fee earners generating
billable time.

The percentage of fee earning staff compared to
support staff is highest in the largest firms. This
does not have a detrimental impact on profits,
as is seen in the smaller practices where equity
partners are traditionally strong fee earners, but
have to recruit support staff to help run the office.
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The growth in fee income has hit lock-up quite
hard. Practices across the country have seen a
rise in lock-up as working capital is needed to
pay new fee earners and fund work in progress
before bills are generated and paid. When a
practice is busy with work, there seems to be
a delay in billing fees, with no time to collect
the debts. A good credit controller is worth
their weight in gold. It may be worth recruiting
an individual to concentrate on fee collection.
It will also be worthwhile reviewing client care
standards to see if there is an opportunity to
interim bill, and to ask clients to pay regularly
on account.
The result of higher lock-up is the need to
generate funding from other sources. Our review
has seen a reduction in the proportion of funding
coming from traditional banking relationships.
Banks no longer see law firms as a number
one choice client. Their risk assessment before
allowing borrowing is now much more critical
and will almost certainly encompass some form
of security requirement. Equity partners are
being asked to contribute more capital into firms.
As this happens, there is the desire from those
partners to earn more of a return on their funds
which are at risk. This is one of the reasons that
we have seen a fall in average equity partner
numbers, as those investing in a firm want to see
a higher profit share to compensate.

5

The growth in fee income
has hit lock-up quite hard.
Practices across the
country have seen a rise in
lock-up as working capital
is needed to pay new fee
earners and fund work in
progress before bills are
generated and paid

Once again though, we are seeing succession
plans, or the lack of, as a critical risk for many law
firms. Our review shows a split between smaller
practice results and the larger practices. As this
widens, the ability for small firms to recruit new
equity partners becomes more difficult as the
profits are just not there to be shared. I am certain
that this will continue the trend of fewer small firms
and larger ones just getting bigger.

The risk of inadequate
succession planning
continues to be a
challenge for the sector

www.mha-uk.co.uk
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Income
Third Successive Year of Strong Growth
Our survey demonstrates a third year of consistent
growth in the legal sector. Growth rates are
strongest in firms of more than 5 equity partners,
with growth rates of between 8% and 20% in
such firms. Firms of more than 25 partners have
grown over the last 3 years at rates of 19%, 27%
and 20% respectively. This represents significant
growth, which has come partly from mergers
but also the strength of the economy during this
period. The larger practices have grown by 81%
over the last three years, with the mid-tier firms
growing at a rate of between 30%-50% over the
same period.

Seamus Gates,
Broomfield & Alexander,
Wales

3

The picture is very different with smaller practices
of less than 4 partners. In the same three year
period the combined growth of these firms has
been between 5% and 8%. In 2016 these firms
have shown a small reduction in total income.
This is representative of a significantly competitive
market, accompanied by increasing regulation
taking up the time of the principal.

Comparative Growth Rates

rd

Last year we reported a widening of the gap
between the very large practices of more than 25
partners and the mid-tier firms of 11-25 partners.
This trend has continued and the larger practices
are now nearly three times larger than their midtier competitors.

year of
consistent
growth in
the sector

The growth rates in smaller practices (which is
actually a 2% reduction in 2016 for practices with

fewer than 4 partners) would suggest that it is
increasingly difficult for smaller firms to thrive in
the more competitive and increasingly regulated
market, in which they now operate.
The trend in recent years towards mergers, in midtier to large firms, has continued and if anything
accelerated. This trend is set to continue.

TOTAL FEE INCOME
2-4

5-10

11-25

> 25

2015

7777
1316

337

3480

3980

7190
345

2014

1342

5943
3069

1277

336

2013
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5268

2960

1214

321

Fee Income (£’000)

10293

12211

15549

1

18633

Practice Size (Number of Partners)

2016
6
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Practice Size (Number of Partners)
2-4

5-10

11-25

> 25

Income Per
Equity Partner
In 2016 the income per equity partner for the larger
firms has jumped significantly to nearly £1.4m,
compared to around £750,000 in 2014 and 2015;
almost doubling in the year. The main reason for
this is the fall in number of equity partners in these
firms. Last year we saw a lot of merger activity
and some of this is now resulting in equity partner
retirement without replacement. The profitable
firms are choosing to share the improved results
across a fewer group of individuals. This growth
in profit per equity partner represents 77% in this
group. This growth has also been contributed to
by an increase in more profitable transactions and
specialist work in that year.
Interestingly, in the mid-tier group of 11-25
partners, the profit per equity partner has shown
a reduction of 12%.
The expenditure in this group shows a significant
investment in salary costs, premises, marketing
and IT which may indicate that these businesses
are now gearing up for growth. It will be interesting
to see whether this is achieved.
Firms with 5-10 partners have always fared
reasonably well in terms of income per equity
partner, compared, with their counterparts in
the mid-tier group, and again this year firms with
5-10 partners have higher income per equity
partner than the 11-25 group. The suggestion
therefore would be that the 5-10 partner group are
consolidating and increasing the efficiency within
their business, rather than bringing on new equity
partners for future growth.

2014

2015

591

500

337

739

777

672

577

345

541

751

582

1377

2013

7

518

336

513

588

479

483

494

321

Fee Income per Equity Partner (£’000)

1

2016

Does Size Matter?
2016

In all but the sole trader practices, the income
per equity partner is £500,000 or above.
However, whereas the 2-4 partner practices can
set a benchmark of £500,000 as a reasonable
target, it would now appear that the practices of
5 and upwards should have an income per equity
partner target of £750,000.
The larger practices of more than 25 partners
should now have a target of £1m and above. For
the sole practitioners, a target of £350,000 of
income would appear to be reasonable. The key
challenge is how to grow the practice profitably
whilst running the business at the same time.

Resources for Growth
and Succession

£1.4m
2014 / 2015

£750,000
In 2016 the
income per
equity partner
for the larger
firms has
jumped
significantly
to nearly
£1.4m,
compared
to around
£750,000 in
both 2014 and
2015; almost
doubling in
the year.

In terms of resource to achieve income growth,
smaller practices have a ratio of 2:1 fee earner to
equity partner, whereas the larger practices of 5
or more tend to have a ratio of 5:1. Recruiting fee
earners is crucial to growth.
As in previous years, succession planning
continues to be the biggest challenge for the
smaller practices, bringing in the partners to take
over their practice. Mid-tier firms seem to address
this by head hunting fee earners and people who
can generate growth, whereas in the larger firms
this is achieved through mergers.

www.mha-uk.co.uk
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Profitability
Measuring the profitability of legal firms is vital in ensuring the
future success of practices. With the many challenges facing the
sector, net profit percentage remains a key indicator of how well
firms are performing, allowing practices to easily see how they are
doing in comparison to both their own historic performance and in
comparison to competitors.

Kate Arnott,
MHA MacIntyre Hudson

Encouragingly this year all sizes of firms, with the
exception of sole practitioners, saw an increase in net
profit percentage of between 2% and 5%.

The largest
practices
saw a

4%

Sole practitioners saw a 4% decrease in profit as
a percentage of turnover, with non salary overhead
savings made last year reversing. The significant
increase in overheads, including professional
indemnity insurance (PII) costs, had a dramatic
impact on the profitability of the sole partner firms.

increase
mainly as
a result of
significant
increases in
fee income
in the year,
with 20%
fee growth

Practices with 2-10 partners achieved an
impressive 5% increase in net profit percentage
this year. Those with over 5 partners saw a
dramatic decrease in non salary overheads and
a healthy increase in fee income.

These firms also managed to restrict any increase
in salary costs to a single percentage point. This,
combined with a reduction in key overheads such
as rent and premises costs, is what enabled them
to produce profit levels not seen for a few years.
The reduction in premises related overheads
could be indicative of mergers between firms, still
an increasingly common occurrence in the sector,
yet the savings actually seem more likely to be
a result of consolidating existing operations and
reassessing which offices are the most profitable
within a practice.

The largest practices saw a 4% increase mainly
as a result of significant increases in fee income in
the year, with 20% fee growth.

NET PROFIT %
Practice Size (Number of Partners)

2013
www.mha-uk.co.uk

2014

22%

26%

> 25

21%

11-25

24%

18%

24%

19%

16%

2015

5-10

25%

2-4

29%
21%

26%
19%

23%

25%

23%

27%
19%

23%

24%

Net Profit %

1

2016
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Practice Size (Number of Partners)

2013

69

95

115

191

> 25

140

163

11-25

95

105

99

5-10

189

2-4

166

151
100

84

119

134

129
91

114
78

Profit (£’000)

1

2014

2015

2016

Profit Per Equity Partner
This year the smaller firms were significantly
impacted by a decrease in profit per equity
partner, of between 10% and 30% for sole
practitioners and 2-4 partner firms, corresponding
with little or no increase in top line income for
these firms.

partners this year. Staffing costs increased,
with the rises being seen in support staff costs.
In order to begin to improve profitability, the
smaller firms may need to embrace the changing
landscape of the industry to maximise
efficiencies and remain competitive.

Sole practitioners saw a significant decrease
in PEP for the first time in 5 years with a 30%
reduction on last year’s result, a direct result
of the poor net profit percentages achieved.
Despite increased profitability at a net profit level,
2-4 partner firms have seen a decrease in PEP,
indicative of a move to appointing more equity

The larger firms appear to have recovered well
from the fall in PEP reported last year. Firms with
over 5 partners saw the increases in net profit
filtering down to PEP level, with increases ranging
from 16% to a staggering 36% in the largest firms.

Return on Capital Employed
There continues to be a wide variance between
firms for the level of return on capital employed
(ROCE). In contrast to last year, sole practitioners
and 5-10 partner firms have seen a reduction in
their return this year.

All other firms have improved on their ROCE. The
2-4 partner firms have shown the most significant
improvement in the level of profit being generated
versus the amount of partner funding in the
business.

£

The 2-4
partner firms
have shown
the most
significant
improvement
in the level of
profit being
generated
versus the
amount
of partner
funding in
the business.

What the Market Looks Like
With smaller firms seeing a decline in profitability,
the move towards larger practices dominating
the market seems set to continue. The net profit
percentages achieved across the board for
firms with 2 or more partners this year illustrate
a recovery in profitability levels, savings in
overheads and growth in top line, which has all
contributed to raising profitability levels to their
highest levels in the last three years.

9

This coupled with the dramatic increases in PEP
for the larger firms indicates a positive outlook for
the industry, as firms enter another challenging
year. With potential increases in costs facing
firms, including the Apprenticeship Levy, Auto
Enrolment, National Living Wage and changes in
business rate assessments, it will be interesting
to see if firms can continue to maintain control
over costs and increase profitability further in the
coming year.

www.mha-uk.co.uk
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Employment
The survey measures the practices’ employment
costs against total practice fees, as well as looking
at the percentage of fee earners to total staff and the
ratio of fee earners to equity partners.

Salary Costs

Simon Tombs,
Monahans

Not surprisingly, employment costs remain the
major expense of legal practices of all sizes.

Control of
staff costs
has been a
concern for
a number of
years

The results have shown that salary costs as a
percentage of fee income have either reduced or
remained stable for all firm sizes other than 2-4
partner firms which have seen a 4% increase.
This is in contrast to last year’s results, where a
pattern of increase was seen for all but the
largest of firms.

!£

firms are being forced to do more with less.
Increasingly sophisticated legal software has given
firms the ability to use lower paid staff for low-level
tasks and technological advances have made it
easier to outsource to geographical areas with
lower salary rates.

Control of staff costs has been a concern for a
number of years now and with tightening budgets
and clients demanding greater value for money,

SALARY COSTS
Practice Size (Number of Partners)

2013
www.mha-uk.co.uk

2014

2015

57%

66%

> 25

62%

63%

11-25

67%

5-10

56%

68%

2-4

64%

59%

68%

64%

65%

64%

56%

63%

66%

66%

65%

57%

67%

Total Salary Costs as a % of Fee Income

1

2016
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Tight control of
staff costs is
going to become
an increasingly
important factor
going forward for
firms of all sizes.

£

Fee Earners
While headcount has generally increased, the
percentage of staff that are fee earners has seen
quite a sharp decline in all of the smaller firm
categories. Conversely, this ratio has continued to
increase for the 11-25 and more than 25 partner
firms. Merger activity in these size categories has
been prevalent in recent years and the economies
of scale enjoyed by these firms has been
maximised by the shedding of duplicated
support roles.

A higher percentage of fee earning staff is seen
generally as the size of the firm increases. Working
practices in larger firms expect staff to operate
with fewer support staff on hand, whereas it is
not unusual to see senior fee earners in small
practices running with two secretaries. Clearly if
their fees cover all of the team then profits are not
adversely affected. Showing an identical trend to
previous years, the ratio of fee earners to equity
partners is at its lowest in sole partner firms (2.6)
and rises with the size of the firm to 5.2 in firms
with more than 25 partners.

What does the future look like?
Tight control of staff costs is going to become
an increasingly important factor going forward
for firms of all sizes. Market forces will come in
to play and firms will feel the pressure from staff
seeking pay awards and continually looking for
new opportunities in the recruitment market
place. Restructuring to increase efficiency and
embracing new technology will be fundamental
to any practice.

11

An ageing equity partner base, especially in
smaller firms, means that succession planning
is going to be a key issue in the coming years.
Younger solicitors generally do not show the same
ambition to be the sole practitioners of tomorrow.
Continued investment in fee earning staff and
utilisation of strategies to grow their practices
are going to be fundamental to the success of
any practice.

www.mha-uk.co.uk
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Practice Expenses

Jon Woolston,
Larking Gowen

In comparing expenses as a percentage of fee income we need to
remember that for 2016 small practices of up to 4 partners have
seen a reduction in fee income, last year to this, whilst those in larger
practices have seen fees increase. As a result, it is not surprising that
small practices have seen an increase in percentage expenditure this
time whilst larger practices have seen decreased percentages, with
some exceptions detailed below.
Premises:

The largest
practices
now spend

2.3%

of fee income
on IT

The spend on premises costs shows a mixed
picture. In 2016 the average percentage of spend
ranged from 5.8% to 9.5%, compared to a range
of 5.9% to 13.1% in 2015. The largest decrease in
2016 is in firms with more than 25 partners, where
spend has reduced to 9.5% from 13.1% bringing it
back in line with 2014 when it was 9.9%. The 2015
increase was attributed partly due to merger activity
and the related increase in branch offices, which
has quietened in 2016. The significant increase was
in firms with 11–25 partners, where expenditure
increased from 6.5% to 8.4%, with a main increase
in premises running costs as growing staff numbers
have exceeded previous capacity office space.

IT:
Across the board, the percentage spend on IT has
increased by 0.1% for a 2–4 partner firm, to 0.7%
for an 11–25 partner firm. The largest practices now
spend 2.3% of fee income on IT. In an area that is
continually evolving with issues such as a paperless
office, access for home working and cyber security,
it is essential firms embrace technology to remain
competitive, as well as attracting and retaining
quality personnel. It is surprising that there is not
a larger increase, which is the trend across other
professional practices.

www.mha-uk.co.uk

Marketing:
The spend on marketing in 2016 also presents a
mixed picture. Both the smallest and largest firms
have decreased their percentage spend but 2–4 and
5–10 partner firms have seen a modest increase.
Reputation for providing quality advice and service,
leading to referrals from current clients, still leads
the way to attract new business. However, having a
strong social media presence is also important, to
ensure you are active in an ever increasing forum
which is gradually replacing direct spend.

Professional
Indemnity Insurance:
Yet again we have seen the spend on professional
indemnity insurance (PII) increase in each size of
practice. In 2015, the spend ranged from 4.6% of
fee income for sole practitioner firms to 1.8% for
more than 25 partner firms. In 2016, the range has
increased to 6.5% for the smaller firms to 2.5% for the
larger firms. Some firms who have commenced the
renewal process early have negotiated good deals by
demonstrating their systems to mitigate risk.
However, the majority of firms rely on brokers to obtain
the best deal in what is an ever changing, specialised,
and turbulent market. With insurers entering and
leaving the market, it is essential to engage an expert
in this field who fully understands solicitors risk profiles
and the market. Insurers’ general assessment is that
smaller firms carry higher risk that results in their
premiums being a greater percentage (6.5% in 2016
compared to 4.6% in 2015).
12
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Practice Size (Number of Partners)
5-10

11-25

> 25

In 2015, expenditure ranged from 0.2% to 0.8% of
fee income, increasing the larger the practice. In
2016 this trend continued, ranging from 0.4% for sole
practitioner firms to 1.0% for firms with more than 25
partners, with the exception of 11–25 partner firms
who spent 1.4%. This continues to be an expense
legal practices must bear, to ensure they maintain
an up to date reference library following legislation
changes, with a greater burden on those practices
offering the full range of legal services.

PROFESSIONAL INDEMNITY
INSURANCE

2%

2%

2%

2%

2%

2%

3%

4%

4%
2%

3%

2%

REFERRAL / MARKETING

Books and Library:

£

2%

2%

6%

8%
6%

6%

8%

RENT AND PREMISES

IT

Non Salary Overheads:
When benchmarking professional practice firms,
the traditional model has looked to have a one third
spend on salaries, one third on overheads, leaving
one third as profit. Even though the salary spend has
increased, thus reducing profit, a one third spend
on overheads is still a good target. All except sole
practitioner firms have expenditure ranges from
31.9% to 34.2%. Sole practitioner firms’ percentage
spend has increased to 42.8% from 32.0% last year.
They are bearing the financial impact of increased
regulatory costs in the sector across a much smaller
income base.

Bad Debts:

As in the previous year, bad debts suffered by
2–4 partner firms remain the highest at 2.7%
of fee income compared to 3.4% in previous
years. Firms with more than 25 partners have
seen an increase from 0.4% last year to 1% this
year, being at its highest level in this sector since
our survey commenced. Debt collection suffers
when fee earners are busiest, putting off the
debt chasing time in favour of current matters in
progress. A new client win is sometimes more
exciting than completing a credit check on them.
In the largest practices, a 1% bad debt equates to
£186k which is a real dent in the cash flow.
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2-4

10%

Overhead costs as a % of Fee Income

1

2016

9.5%

25+

2014

9.9%

The largest decrease in 2016
is in firms with more than 25
partners, where spend has
reduced to 9.5% from 13.1%
bringing it back in line with
2014 when it was 9.9%.

www.mha-uk.co.uk
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What Drives Profit?
Profit is the life blood of any professional practice. Profits provide the
vital funds needed for investment into growth. It may seem an overly
simplistic formula, but:
£

David Smith,
Henderson Loggie

Profit = Fees

Variable Expenses

The firms driving their profits higher are implementing strategies to increase fees, decrease
variable expenses and decrease overheads. This formula gives a focus on profitability

Profit From Fees
FEE
E ARNERS

EQUIT Y
PARTNERS

The most
profitable firms
in our survey
show increasing
ratios of fee
earners to
equity partners,
which drives
up income per
equity partner.

It is important for firms to understand which
clients provide the highest profit. Does the
firm’s management information give an accurate
understanding of which clients create the highest
profit and those who produce a loss? The
outcome of such analysis is important because
it provides a clear understanding of who the firm
should do more or less business with.
A constant threat to profitability comes from
“scope creep”. This occurs when the scope of
services expands beyond items covered in the
engagement contract. Firms must have a process
to manage scope creep, from getting the original
fee quotation right; monitoring the progress of all
assignments; timely communications in writing to
clients where potential overruns are identified; and
documentation of agreed variations to ensure fees
for additional services can be recovered.

Control of Variable
Expenses
Those firms
delivering the
best profits
continue to
keep tight
control on
their overhead
spend

www.mha-uk.co.uk

Overheads

The largest variable expense for firms is their
staff cost. Their people are also their most
valuable asset.

Professional practices have waste in their
business processes. Processes either add
value, or add waste to the production of legal
services. Waste elimination is one of the most
effective ways to increase profitability in a firm.
Unfortunately, waste is often simply accepted
as the norm. Most firms usually put most of
their energy into increasing fees, whereas they
may generate better margin improvements by
spending time considering working processes
that reduce lost unbillable time. It is the firm’s
staff who are key to identifying inefficient
processes and making improvements to
these systems.

Control of Overheads
Those firms delivering the best profits continue
to keep tight control on their overhead spend. In
particular cost reductions have been seen in rent
and other premises costs.
By limiting expenditure on fixed costs, improvements
to fee levels and decreases to variable expenses
flow down to bottom line profit. What should your
focus be? What stops firms implementing strategies
to increase fees, decrease variable expenses and
decrease overheads? Normally people get caught up
in the day to day running of the business and focus
on fire fighting. The successful firms focus on profit.

The most profitable firms in our survey show
increasing ratios of fee earners to equity
partners, which drives up income per equity
partner. This leverage from fee earners ensures
that these firms protect their profit by having
the right people doing the right jobs throughout
engagements.
14
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Finance and Funding
Capital and debt are the supporting foundations of all legal
practices. Although there is often emphasis on turnover and
profits, a fall in these balances is unlikely to cause the direct
collapse of a firm, whereas a shortage of working capital
could result in immediate failure.
Mark Brunton,
Tait Walker

TOTAL FUNDING
PER EQUITY
PARTNER
2016

£156,000

in the smallest
firms to

£506,000
in the largest

2015

£135,000
in the smallest
firms to

£355,000
in the largest

This is an
increase of

13%
for the smaller
firms and a

30%
increase for the
larger firms.

15

Equity Investment

Debt Funding

Equity partner own funding continues to be the
favoured method of financing a law firm, making
up between 53% and 72% of the overall finance
in the year. This equates to an amount of fixed
capital invested by equity partners of between
£87,000 in smallest practices and £215,000 in the
largest ones.

Our review shows that there is a broad range
of debt finance sources for law firms, from
the practice bankers, other banks, short term
specialist finance, lease finance, connected party
and family loans. There are also a small number
of funders for particular types of legal work, such
as litigation disbursement funding, litigation case
purchasing and marketing fees.

In all firms with 5 partners or more, the amount of
fixed equity funding equated to between 1.2% to
2% of annual fee income. In smaller practices the
percentage is much higher, ranging between 8.5%
to 19.4% in sole practitioner firms. The percentage
of total equity partner capital investment
compared to total fees has increased this year
across our range of practice sizes, demonstrating
that return on capital has fallen.

Total Funding Per
Equity Partner
Our statistics highlight that total funding per equity
partner ranged from £156,000 in the smallest firms
to £506,000 in the largest, compared to £135,000
to £355,000 in the previous year. This is consistent
with the rise in the levels of lock-up in the current
year and the extended need for working capital.
The extensive range in total funding sources
available continues to reflect the size of practices
and their associated funding requirements.

The amount of traditional bank funding per equity
partner in our review ranged from, the lowest
figure of £21,000 in 2-4 partner practices, up
to a comparatively huge amount of £228,000 in
the practices with more than 25 partners. Banks
apply risk assessment across all of their lending
so it is not surprising that they are willing to lend
much higher amounts to larger practices, but
will normally seek a high level of debt security
too, either via debentures in corporate entities or
personal guarantees where partnership unlimited
liability is not available.
The percentage of external funding in comparison
to equity partner funding has fallen this year,
averaging at 38% for practices with 11-25 partners
and 58% for practices with 5-10 partners. Law
firms have historically been uncomfortable with
large amounts of debt and the increase in equity
funding suggests that firms are endeavouring
to become less reliant on bank finance. This
is further supported by a reduction in bank
borrowings per equity partner and across the
sector we are seeing banks encouraging debt
repayment or transferring overdraft funding to long
term debt, with security attached.
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Lock-Up

Charlie Eve,
MHA Carpenter Box

5-10

A firm’s lock-up is made up of unbilled time and disbursements, as
well as any bills issued to clients which are still unpaid. As firms pay
their staff and disbursements all in advance of billing and receiving
the payments from clients, there is a working capital gap and that
has to be funded. This may be covered by partners contributing more
capital or reducing the cash withdrawal of their profits. Alternatively,
banks and other funders might be approached for loans which
could be costly in terms of interest and charges, and may have a
requirement for the firm or individual partners to give security against
the borrowing.

PARTNER FIRMS

WIP

This year has
shown a worrying
increase in
lock-up days for
all multi partner
firms other than
the firms with
5-10 partners who
have managed
to keep control
of their work in
progress (WIP)
and debtors

11-25 partner
firms and more
than 25 partner
firms have shown
the biggest
increase in lockup days, with the
11-25 partner
firms’ lock-up
increasing by a
staggering

31

As lock-up directly impacts on money in the pocket of partners it is
a constant topic of discussion, but the results of our survey suggest
that we may need to be doing more.

The Pressure of
Increasing Turnover

The Cost of 31 Days
Additional Lock-Up

In the last couple of years we have seen a trend
towards more control over lock-up. All firms,
other than single partner practices, had managed
to reduce their lock-up days steadily year on
year. However, this year has shown a worrying
increase in lock-up days for all multi partner
firms other than the firms with 5-10 partners who
have managed to keep control of their work in
progress (WIP) and debtors. The 11-25 partner
firms and more than 25 partner firms have shown
the biggest increase in lock-up days, with the
11-25 partner firms’ lock-up increasing by a
staggering 31 days. The pressure of increasing
turnover on these firms is likely to be one of the
causes of the worsening lock-up, with the debt
taking 12 days longer to collect, and the time
pressures on fee earners meaning their time is
taking on average 19 days longer to bill.

To put this into monetary terms, if a practice
achieving an average turnover of £7.5 million
has an increase in 31 lock-up days, this is the
equivalent of having an additional £637,000 tied
up in unbilled time and unpaid bills. In an 11
partner firm this totals nearly £58,000 per partner.

Lock-up in monetary terms
In an 11 partner firm this totals nearly

£58,000
per partner

days
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Practice Size (Number of Partners)
11-25

> 25

140

119

73

112

127

129

160

5-10

84

123

140

124

78

76

88

131

148

146

91

2-4

53

Lock-up Days

140

1

2013

2014

2015

Increasing Fee
Earner Numbers
Reduces Control
While in the previous two years the 2-4 partner
firms have worked hard to keep their lock-up
below 90 days, 2016 has seen lock-up increase
by 28 days to 114 days. Most of this rise is
as a result of increased WIP levels. There
appears to be a correlation with increasing WIP
days and an increase in new fee earners. 2-4
partner firms have been recruiting this year.
The ratio of fee earners to equity partners has,
on average, increased by 20%. As numbers of
fee earners rise, it becomes harder to control
WIP. The equity partners in the 2-4 partner
firms will need to ensure their fee earners are
doing all they can to control their WIP and start
to reduce lock-up levels back to the levels
achieved in 2014 and 2015.

2016

114
DAYS
28

DAYS

2016 has seen
lock-up increase by
28 days to 114 days.

Financial Stability
Procedures
In the positive environment of increasing fees
and firm profitability, it is still essential that the
financial stability procedures we have seen over
the last few years continue to be followed. The
COFA and other valued advisors need to assist in
making sure that the available techniques are used
to ensure the higher profit levels are converted to
cash for the partners as early as possible.
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Conclusion

Karen Hain,
MHA Professional
Practices Sector Head

I hope you have found this benchmarking review
of interest, and can readily compare your firm
results against our national averages. This is our
fourth year of creating this report so we have an
informed understanding of the issues professional
practices have faced over the years. Whilst you
are looking at the statistics you should be asking
yourself how you performed against the averages,
and if you know the reasons for a higher or lower
result. I am sure that you will have a business
plan already formulated, but this benchmarking
report should supply some real perspective as to
what your business should be doing and whether
improvements can be made to the business plan.
The key trends for 2016 were growth in fee income
generated by new staff, giving rise to additional
working capital requirements as a result of
increases in lock up.
I would suggest you look now at how your firm
is financed and from what sources. You will have
a short term need for working capital, but a long
term need for investment to grow. The dilemma is
how to marry short and long term funding to best
fit your firm and its equity partners’ objectives.
Your practice succession plans will also need
to be reviewed, as this is a major risk for smaller
practices, with the cost of closing down increasing
year on year. We expect to see more succession
driven mergers taking place in 2017.
Our sector specialists across the country
understand how law firms operate, the issues
affecting you, and can offer advice and guidance
to assist you in finding the best plan for your
practice. Please do not hesitate in contacting
your local team.
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MHA Member Firm Offices
Broomfield & Alexander
www.broomfield.co.uk
Cardiff (Head office)
Ty Derw
Lime Tree Court
Cardiff Gate International Business Park
Cardiff
CF23 8AB
Tel: 02920 549 939
Additional offices: Newport, Swansea

MHA Carpenter Box
www.carpenterbox.com
Worthing (Head office)
Amelia House
Crescent Road
Worthing
BN11 1QR
Tel: 01903 234 094

Larking Gowen
www.larking-gowen.co.uk
Norwich (Head office)
King Street House
15 Upper King Street
Norwich
NR3 1RB
Tel: 01603 624 181

Monahans
www.monahans.co.uk
Swindon (Head office)
38-42 Newport Street
Swindon
Wilts
SN1 3DR
Tel: 01793 818 300

Additional offices: Bungay, Colchester,
Cromer, Dereham, Diss, Fakenham, Holt,
Ipswich

Additional offices: Bath, Chippenham,
Frome, Glastonbury, Melksham, Taunton,
Trowbridge

MHA MacIntyre Hudson
www.macintyrehudson.co.uk
London City
New Bridge Street House
30-34 New Bridge Street
London
EC4V 6BJ
Tel: 020 7429 4100

Tait Walker
www.taitwalker.co.uk
Newcastle (Head office)
Bulman House
Regent Centre
Gosforth
Newcastle Upon Tyne
NE3 3LS
Tel: 0191 285 0321

Additional offices: Gatwick
Additional Offices: Bedford, Birmingham,
Canterbury, Cayman Islands, Chelmsford,
Folkestone, High Wycombe, Leicester,
Maidstone, Milton Keynes, Northampton,
North London, Peterborough, Reading

Henderson Loggie
www.hlca.co.uk
Dundee (Head office)
The Vision Building
20 Greenmarket
Dundee
DD1 4QB
Tel: 01382 200 055
Additional offices: Aberdeen,
Edinburgh, Glasgow

Additional offices: Northumberland,
Tees Valley

Moore and Smalley
www.mooreandsmalley.co.uk
Preston (Head Office)
Richard House
9 Winckley Square
Preston
Lancashire
PR1 3HP
Tel: 01772 821 021
Additional offices: Blackpool,
Kendal, Kirkby Lonsdale, Lancaster,
Nottingham, Southport, Liverpool,
Manchester

Issued May 2017
MHA is the trading name of MHCA Limited, a company limited by guarantee, registered in England with registered number: 07261811. Registered office: Moorgate
House, 201 Silbury Boulevard, Milton Keynes, United Kingdom, MK9 1LZ. Professional services are provided by individual member firms. No member firm has liability
for the acts or omissions of any other member firm arising from or in connection with its membership of MHA. Further information and links to the member firms can be
found via our website www.mha-uk.co.uk. Arrandco Investments Limited is the registered owner of the UK trade mark for Baker Tilly and its associated logo.
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To find out more about the
accountancy and business advisory
services MHA can offer, please
contact +44 (0) 207 429 4147.
Follow us on:

www.mha-uk.co.uk
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