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FOREWORD

Scotland’s independent legal practices are feeling
optimistic about the future. Financial performance is
strong and firms are confident that their pipeline of
client instructions will continue to flow steadily in 2016
according to the results of BDO's survey of independent
Scottish legal practices.

For the first half of the financial year 2015/16, 88% of respondents
reported higher fee income and 65% higher profit per equity partner
(‘PEP’) than the same period in the previous year. In 2015, 82% of
firms recruited additional staff and 35% of those have increased
their headcount by over 5%. 88% predict that they will be recruiting
additional headcount in the next 12 months. However, a number of
firms did report that their numbers have remained the same which
may be a reflection of an economy that is settling down. Overall,
however, these are encouraging numbers.

Firms are showing robust financial and business management with
additional capital being injected by 31% of firms. 23% of firms
reported that other lenders and banks were keen to make facilities
available. It is encouraging to see that the opportunities are there for
those firms that are seeking external funds to expand their business.
Borrowing is minimal and many firms remarked that they had no
debt. This is a marked change from 2009 when 62% of firms were in
discussions with their banks about additional borrowing.

From an internal perspective, against a backdrop of focus on
improving PEP contributions, firms are also taking a tougher stance
on the shape of their partnerships with 60% reducing an equity
partner's interest and 40% demoting partners from equity to non-
equity status. High lock-up days remain a concern to respondents
but, as with last year, this may be a reflection of the continuing
desire to manage cash and working capital more effectively. All firms
are investing in technology to enhance the delivery of their services
with 50% having already made a significant investment and 50%
planning to do so.

67% of firms believe that the real estate and construction sector
will perform strongly this year although this is a drop from 92% in
2015. Technology and media is expected to grow in equal measure
and food, leisure and hospitality follows in third position at 47%.
We reported confidence in this sector in our recently published food
and drink report*. Interestingly, all respondents believe that the
downturn in the oil and gas sector will only have some or no impact.

It is clear that further consolidation of mid-tier Scottish firms or
mergers with UK national firms is expected. 53% of firms stated that
they had held merger discussions last year. For those who did not,
the lack of cultural fit was cited as the main reason. Having said all
of that, 69% of respondents believe that there are still too many law
firms and lawyers in Scotland.

If you would like further information about our survey findings or
you would like to discuss the challenges and opportunities for your
firm, please do contact me.

Thank you to all of those firms who took the time to complete the
survey. Your input has been invaluable and is much appreciated.

p o

MARTIN GILL

Lead Partner, BDO Scotland
martin.gill@bdo.co.uk
+44(0)131347 0346

* We reported that the majority of Scotland's food and drink sector expected to see
growth of up to 20% in the next year - BDO Food and Drink Report 2016 published
in partnership with The Institution of Mechanical Engineers
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STRONG FINANCIAL PERFORMANCE

A resounding 88% of respondents reported that their financial
performance exceeded the same period in the previous year with
only 6% reporting that they were on or behind budget. No firms
reported a drop in results. Most firms reported that profit per equity
partner either exceeded or was consistent with the same period

in the previous year. 81% anticipate that profitability per equity
partner will increase in the next financial year. This is up from the
64% who predicted an increase last year.

HEADCOUNTS CONTINUE TO INCREASE

82% of firms reported an increase in headcount and no firms have
reduced their headcount this year. 88% confirmed that they plan to
recruit in 2016. Meanwhile, 60% of respondents reduced an equity
partner's interest in the firm, 40% demoted partners from equity
and 70% showed poorly performing partners the door.

PRACTICE MANAGEMENT CHALLENGES

Consistent with last year, there were few firms showing extreme
concern about any practice management aspects. The most
significant issue being the high number of lock-up days with 87.5%
finding this concerning. Firms were concerned about staff not
achieving budgeted billing hours (56%) and there was an increase
in firms expressing no concern about the possibility of clients
negotiating lower fee levels (50%). Encouragingly, no firms are
concerned that they will see a reduction in the number of client
instructions; property is not an issue either with no concerns around
surplus property or rent charges.

MORE SECTORS AND SERVICE LINES PREDICTED TO
RETURN TO GROWTH

67% of firms predicted that both the real estate and construction
and the technology and media sectors are most likely to see
significant growth during 2016. However, this is a drop for the real
estate and construction sector where 92% were predicting growth
in 2015. Service lines showing strength include litigation (62.5%)
and private client (56%). 44% of firms believe that corporate and
commercial will grow this year and there is an upturn predicted in
infrastructure and projects (37.5%).

CHARGEOUT RATES INCREASING

There is an increase in the average hourly charging rates for equity
partners which has increased to £271 from £234 in 2015. This is
perhaps a reflection of increased confidence in both the economy
and the flow of client instructions.

EXECUTIVE SUMMARY

SURVEY RESPONDENT FIRMS' PROFILE

The BDO Survey was undertaken in January 2016 and the 17

respondents* are all firms in the Top 30 Scottish legal practices
with the following profile:

Average number of equity 23
partners

Average number of salaried 12
partners

Average number of full time 217
employees

Average hourly charging rate £271. Ranging from £225 - £300
for equity partners

Average hourly charging rate | £159. Ranging from £125 to £180
for newly qualified solicitors

Please note that as some questions permitted more than one answer from
respondents, percentage values may not add up to 100%.

*There were 16 respondents in 2015.

SLOWDOWN IN MERGER ACTIVITY BUT STILL PREDICTED

Slightly over half of all respondents (53%) admitted to holding
merger discussions but there was also a rise in the number of firms
that have not (47%). Consolidation in the market is expected to
continue with 63% believing that it is likely or highly likely and it is
predicted that we have not seen the end of firms becoming insolvent
with 37.5% believing that it is either likely or highly likely.

STILLTOO MANY LAWYERS AND LAW FIRMS

The Scottish legal landscape continues to evolve due to the changing
marketplace. As a result, many firms believe that the market is
saturated with 69% of respondents stating that there are still

too many law firms and lawyers in Scotland. This explains why
respondents believe that more mergers and more insolvencies may
be on the horizon. The economy may be settling down but the legal
market still has some way to go before demand matches supply.
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CURRENT ECONOMIC CLIMATE

01 02

In the first 6 months of financial year 2015/16, how satisfied were In the first 6 months of financial year 2015/16, how did your profit
you with your firm’s financial performance? per equity partner perform?

Our fee income exceeded . Our results were broadly . Our profit per equity partner exceeded the same period in the
the same period in the consistent with the same previous year
previous year period in the previous year

. Our profit per equity partner was broadly consistent with the same

eriod in the previous year
Although behind budget we . Our results were lower P P Y

were not too concerned with than the same period in the Our profit per equity partner is lower than the same period in the
the outcome previous year previous year
Almost 90% of respondents have reported an increase in fee 65% of firms recorded higher profit per equity partner in the first 6
income compared with the first six months of last year. This is months of this financial year than the same period last year. This is
higher than last year and clearly demonstrates that growth in the up from 44% in 2015. Only 6% reported lower profits in the first 6
sector continues. No firms reported lower activity in the first half of months of the current financial year.

2015/16 which is consistent with last year.
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03 04

As growth in the Scottish economy steadies, do you believe you
will be recruiting additional headcount in the next 12 months?

In calendar year 2015, have you increased your number of
employees?

Yes, by up to 5% Yes, by more than 5%
. . . Yes . No
. No, we have actually No, our number is roughly
decreased our staff the same
numbers
The headcount statistics paint a healthy picture. No firms have No change on last year when it comes to recruitment. 88% of firms
reduced their staff numbers in 2015 which is significant when are still predicting that they will be recruiting in the next 12 months
compared with 2011 when 31% decreased their numbers. The with only 12% stating that they do not have any plans to do so. This
percentage of firms increasing their headcount by more than 5% has is a reflection of the responses to the first two questions where fee
gone up which is likely to be the consequence of some firms going income is enjoying continued growth.

into administration or restructuring through a merger in 2015 and
other firms taking on their staff. In addition, some firms reported
that their headcount has remained the same which is perhaps a
reflection of an economy that is settling down.
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These results are very
encouraging and show continued
confidence in the future despite
signals that the Scottish economy
is not growing at the same rate as
the years immediately following the

recession.
MARTIN GILL

05

When considering your firm's banking position in the last 12 months, which of the following apply?

Increased borrowings have been made
available to the firm by the principal bank 31 %
Extra facilities/borrowings have been
made available by another bank/lender 23%
The bank has reduced/withdrawn 0
lending facilities previously available %

Extra security has been provided to 0
the bank %

Additional capital has been provided
by the equity partners

There have been no discussions with 1
our bankers 3 %

Other 31%

0% 5 10 15 20 25 30%

The number of firms increasing their borrowings with their principal bank has gone up marginally and other lenders and banks are clearly

keen to provide extra facilities. This could be a sign that lenders have increasing confidence in the sector following further consolidation and
improvements in the economy. Consistent with last year, no banks withdrew lending facilities previously available and no issues were reported
in obtaining access to finance. Several firms commented that they had no debt.
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06

During 2015, did you do any of the following?

Reduce significantly an equity
partner’s interest in the firm

Demote any partners from
equity to non-equity

Manage out any partners from
the business

0% 20 40 60 80 100%

Responses indicate that firms are taking a tougher stance on reshaping the structure of their partnerships. The need remains for firms to actively
manage poorly performing partners out of the business and there is significant activity around realigning profit allocation by reducing an equity
partner’s interest and the demotion of partners.

07

Which of the following practice management issues are currently concerning your firm?

The number of lock-up
days is too high

125+
12.5-

The firm has surplus property

The property rent charge is high
relative to the annual fee income

Reduction in the number of
client instructions

Clients are negotiating lower
fee levels

Chargeable staff are not achieving
budgeted billing hours

. Extremely concerned . Slightly concerned . Not at all concerned

Practice management issues remain of paramount importance. Firms are still concerned that the number of lock-up days is too high. However,
levels of concern across the board in this area are slightly lower than last year. Notably, there is absolute confidence in a healthy pipeline of
client instructions and less concern about clients negotiating lower fee levels. This is a marked change from 2011 when 44% of respondents
were extremely concerned about fees. There is a reduction in concerns about chargeable staff not achieving budgeted billing hours. Overall,
these results are a reflection of firms improving their control of practice management issues together with the knock on effect that a more
stable economy is having on the pipeline of client instructions and fees.
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LOOKING TO THE FUTURE

08

Which of the following sectors do you envisage seeing significant growth during 2016?

Real Estate and
Construction

Technology and Media

Food, Leisure and
Hospitality

Energy, Renewables and
Natural Resources

Financial Services

Healthcare and Life Sciences

0% 20 40 60 80 100%

There have been some interesting changes in terms of the sectors predicted to see significant growth when compared with 2015. The above
table shows the top six with residential property absent having fallen by 26% to 8th position. There is a drop in confidence in the real estate
and construction sector falling from 92% to 67%. The technology and media sector is expected to perform well at 67%. The public sector,
insurance and retail were other sectors where growth is predicted, albeit less significantly. One firm remarked that its focus is on winning
market share and did not predict growth in any specific sectors.
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09

Which of the following service lines do you envisage seeing significant growth during 2016?

Dispute Resolution /
Litigation

Private Client

Intellectual Property and
Technology

Corporate and
Commercial

Infrastructure and
Projects

Employment

0% 20 40 60 80 100%

The table above shows the top six service lines predicted to see significant growth in 2016. Litigation is ahead with further growth anticipated
building on the 2015 prediction of 54%. Private client work has dropped 21% from 2015 whilst Intellectual Property & Technology has seen a
35% increase. Corporate & Commercial is up to 44% which is perhaps a reflection of the levels of activity in the Scottish deal market in 2015
which is set to continue throughout 2016. It appears that a number of sectors that have struggled over recent years are coming back to life:
Infrastructure & Projects and Insolvency are predicted to be on the increase with 37.5% and 25% respectively.
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10 Ll

Technology is playing an increasingly important role in the In the last twelve months have you held merger discussions with
delivery of legal services and may require significant investment. another firm?
Do you plan to invest in this area?

¢ ©

. Yes, we are planning to make a significant investment . Yes

. Yes, we have already invested significantly in this . No

. No, we do not feel that it is necessary

Investment in technology is clearly a given with no firms reporting Unsurprisingly, merger discussions are continuing with only a slight
that they feel it is unnecessary. All firms confirmed that they either reduction in the number of firms confirming that they have been in
have, or plan to invest significantly in technology to assist in the talks with another firm. This is a clear reflection of the fact that the

consolidation of firms in the Scottish legal market is expected to

delivery of legal services.
continue.
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Firms are clearly taking some tough decisions and are gearing up for the

future by restructuring partnerships and increasing the ratio of staff to
partners whilst investing in technology to enhance the delivery of their services.
More respondents are standing firm on merger discussions with many stating
that they do not want to merge.

MARTIN GILL

12

What do you consider to be the main barriers to your firm merging?

No other firm of a suitable culture with
which to merge 67%

Partner redundancies not being
accepted

Onerous property lease commitments

Partners do not believe there is any
requirement to consider a merger

The balance sheet valuation of the
proposed merger target is not transparent

Other

0% 10 20 30 40 50 60 70%

Consistent with the 2015 survey results, the most significant barrier cited is the lack of available firms with a suitable culture to merge with. A
number of firms commented on the circumstances having to be ‘right’ and cited a willingness to consider opportunities if they arose. One firm
commented that they simply did not want to merge whilst another remarked that they believed that a merger could ‘stifle opportunities for
good lawyers within the firm to progress.
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13

What do you perceive to be the significant changes that the sector will see in the next 12 — 18 months?

Very unlikely Unlikely A possibility Likely or highly likely

Increasing consolidation of mid-tier Scottish firms 0
More mergers with UK national firms 0
Increasing presence of Big 4 accounting 0

firms in the Scottish legal market

European law firms establishing a presence in Scotland 6%
US law firms establishing a presence in Scotland 12.5%
More insolvencies of Scottish legal firms 0

The significant changes expected in the sector have remained largely the same and continue to be the further consolidation of mid-tier Scottish
firms and mergers with UK national firms. It also appears that there is an expectation that there are further insolvencies of firms on the horizon.

14 15

Given further consolidation in 2015, do you believe that there are How do you envisage your firm's staff to partner ratio changing in
still too many law firms and lawyers in Scotland? 20167

69«

69«

~&

. The ratio of staff to partners will increase

. Yes . No

. The ratio of staff to partners will decrease

. The ratio of staff to partners will remain the same

Despite the significant changes to the legal landscape in Scotland It is perhaps not surprising that 69% of firms envisage that the ratio
over recent years with a number of Scottish legal practices merging of staff to partners will increase in 2016 given that many have taken
with UK firms and some firms becoming insolvent, seven out of ten tough decisions such as demoting and managing partners out of the
(69%) of respondents believe that there are still too many Scottish firm.

law firms and lawyers.
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16 17

Do you think it is important to be a member of an international In 2016, what impact do you believe that the downturn in the oil
network of legal firms? and gas sector will have on your business?

82«

. Yes, we are already a member . No impact

. Yes, we are investigating becoming a member Some impact
No, we do not think it is important . Significant impact

There is an increase in firms seeing the value of becoming a member Given the significance of the oil and gas sector to the Scottish

of an international network with only 12% thinking that it is not economy and the effect that the downturn may have, it is perhaps
relevant to their business. Globalisation of the economy shows no surprising that the majority of firms believe that it will only have
signs of slowing down and it is vital for firms to be able to service some impact on their business. 37.5% believe that it will have no
their clients’ needs wherever they do business. International legal impact at all; surely this confidence is good news but what does
networks can be a cost-effective and practical way of achieving this. the future hold? One firm commented that they believed that the

impact would be primarily on their clients whilst another remarked
that it had limited impact on their client base. However, there may
be a knock on effect that is yet to emerge.
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18

Do you expect that your firm’s profits per equity partner for
financial year 2015/16 will be greater than 2014/15?

81«

. Yes

No, it will remain broadly the same

. No, it will be lower than 2014/15

ABOUT BDO

¢ 250 Partners
v 5 3,500 Staff

1 for exceptional
z B client service’

7%

already have?

95% ‘e

would recommend us?

Confidence continues to increase with 81% of firms believing that
their profits per equity partner will be greater than 2014/15. This is
up from 64% last year. Only 19% expect that their firm's profits will
remain broadly the same and none predict that it will be lower than
last year which is consistent with last year.

BDO is one of the leading UK accountancy firms with 3,500
professionals operating from 18 offices to look after our clients.
Locally, we have genuine substance in Scotland with two offices, 11
partners, 11 directors and over 120 skilled, professional staff advising
ambitious businesses including a number of professional firms
operating in the UK and internationally from our offices in Glasgow
and Edinburgh.

SECTOR KNOWLEDGE

Professional services has been a key sector for BDO for over

20 years. Our Scottish team forms part of a UK wide specialist
professional services group delivering full service capability to firms
across the industry in the UK and internationally.

1. Independent research (Mid Market Monitor 2012-2015) undertaken by Meridian
West shows BDO has the highest client satisfaction rating among its peers
2. Client Listening Programme 2014/15
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MARTIN GILL

Lead Partner, BDO Scotland
martin.gill@bdo.co.uk

+44 (0)131347 0346

This publication has been carefully prepared, but it has been written in general terms and
should be seen as broad guidance only. The publication cannot be relied upon to cover
specific situations and you should not act, or refrain from acting, upon the information
contained therein without obtaining specific professional advice. Please contact BDO LLP to
discuss these matters in the context of your particular circumstances. BDO LLP, its partners,
employees and agents do not accept or assume any liability or duty of care for any loss
arising from any action taken or not taken by anyone in reliance on the information in this
publication or for any decision based on it.

BDO LLP, a UK limited liability partnership registered in England and Wales under number
0C305127, is a member of BDO International Limited, a UK company limited by guarantee,
and forms part of the international BDO network of independent member firms. A list of
members’ names is open to inspection at our registered office, 55 Baker Street, London W1U
7EU. BDO LLP is authorised and regulated by the Financial Conduct Authority to conduct
investment business.

BDO is the brand name of the BDO network and for each of the BDO Member Firms.

BDO Northern Ireland, a partnership formed in and under the laws of Northern Ireland, is
licensed to operate within the international BDO network of independent member firms.

© March 2016 BDO LLP. All rights reserved.
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