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Introduction
In December 2010 we were appointed by The Law Society to undertake a survey to
assess the impact on firms on the Ministry of Justice’s (MOJ) Green Paper proposals in
respect of legal aid.
Due to the very tight timescale for submissions it was decided to use a relatively short
questionnaire and to give firms just two weeks for its completion. Given the timescale
and the difficulty in alerting firms that the survey was taking place, we were very
pleased with the response we got, with over 160 firms taking part.
This report summarises the principal findings.
This is the first in depth analysis of the financial position of legal aid firms that has been
undertaken for several years. In 2003 a large‐scale survey was undertaken by the DCA
as part of its review of Demand, Supply and Purchasing Arrangements1, in which 300
firms participated. A survey of leading crime firms was undertaken in 2006 as part of
Lord Carter’s Review of Legal aid Procurement, in which 36 firms took part. We are not
aware of any more recent research. As well as generating data upon which we can
model the potential impact of the proposals, we have sought to gather information that
should be of benefit in identifying some up to date financial benchmarks for legal aid
firms.
We would like to thank Richard Miller, Anne Graham and Tara Chittenden of the Law
Society for their assistance. Also Carol Storer of the Legal Aid Practitioners Group
(LAPG) who provided invaluable help and whose database was the prime initial way of
contacting firms. We should also like to thank Resolution, ILPA, CLSA and the other
organisations that emailed their members.
In particular we should like to thank the participating firms.
Andrew Otterburn and Vicky Ling
February 2011
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Department for Constitutional Affairs – Review of Demand, Supply and Purchasing
Arrangements – Survey of Legal Aid Firms 2003
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Executive Summary
Our report is based on questionnaires from 163 firms, which, in view of the short
timescale, we consider to be a very good response. A wide range of firms took part. For
a third of participants legal aid accounted for over 75% fees, and for 20% it accounted
for under 25% fees. Legal aid represented just under 50% of the combined fees of the
firms.
As with other sectors, the last three years have been extremely difficult for firms of
solicitors and most have seen profits fall, have suffered redundancies and have been
weakened financially. The firms in our survey will be no different, indeed median
capital was just £69,000 per partner and the median bank balance was an overdraft of
£2,000 per partner. In addition to the impact of the recession, cash flow has suffered in
recent years by changes to LSC rules and procedures, which have had the effect of
slowing payment to suppliers and building up the amounts of working capital required.
Profits are currently sufficient to pay the partners a salary and generate a small surplus.
Suppliers need to generate good surpluses each year because they will require a “buffer”
to survive the impact of the Legal Services Act, which is fully implemented this autumn.
This will disrupt the market as new organisations start providing legal services, and in
order to survive this disruption firms will need good reserves. In order to expand they
will need high levels of capital and cash.
Historically the banks have considered solicitors to be a good business proposition,
however that view appears to have changed and some firms that are over dependent on
legal aid, and that have ageing partners are having increasing difficulty obtaining
funding. Many LSC suppliers are in this category, including some of the largest.
The MOJ proposals include a reduction in rates of pay for civil and family suppliers and
the removal of work from scope, and changes in crime fees.
The key issue facing suppliers is one of funding:
1. The firms have survived the recession, but their capital is depleted and their
bank positions have worsened;
2. Over the years, LSC changes to payment procedures have exacerbated this
problem and have increased this pressure on cash;
3. The banks are less willing to lend, in particular to firms that specialise in legal
aid, and which have ageing partners – many of the largest suppliers are in this
category;
4. The Legal Services Act will introduce uncertainty this autumn and is likely to
reduce fees and profitability for non legal aid areas of work, placing further
pressure on cash and reducing the scope for cross subsidy;
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5. The reduction in rates for civil and family and for crime firms in London will
further weaken firms and deplete cash;
6. The removal of work from scope will be unsustainable for many suppliers as
they will not have the financial resources to survive.
Our projections indicate that, as would be expected, the rate cut squeezes already tight
profit margins, however the removal of work from scope will have a catastrophic impact
on the supplier base. Many suppliers will not survive the withdrawal of work from
scope and risk closure. In particular, firms that undertake family work in volume, that
do large amounts of Crown Court work, or who specialise in many areas of civil work
such as housing, immigration or clinical negligence will find the impact of the proposals
unsustainable.
The problem many firms will face is illustrated by this quote from a well‐regarded firm
that mainly undertakes publicly funded civil and family work. A firm with 25 fee
earners, it is very much the type of firm that the LSC has sought to encourage in recent
years, capable of undertaking a wide range of work to a high standard and at low cost. It
generated fees of £1.7m and a total profit before partner salaries of £376,000:
“Based on the figures for the most recent year for which have audited accounts a 10%
reduction in all fees paid in publicly funded civil and family matters would translate to a
reduction in fees to this firm of £157,140, or 9% of the firm’s total fee income for the
year. If the new definition of domestic violence proposed in the report is then applied legal
aid would only have been available to 25% of the private law family clients we acted for
and this would have reduced the fee income by a further £387,683 which translates to a
total reduction of 30% of the firms annual fee income for the year.“
In order to restore profitability to current levels, this firm would have to cut its payroll
by nearly 70%. It would be extremely difficult for this firm to survive the proposals and
there will be many others in the same position. Overall, for firms to restore profits to
the position they are now would require payroll costs to be reduced by approximately
40%. They will have to fund significant redundancy liabilities and many will have long
term lease commitments in respect of their premises. As indicated in section 5, most
firms lack the financial resources to survive this degree of contraction and many of the
current suppliers will not survive.
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Methodology
In December 2010 The Law Society commissioned research to establish the potential
impact on firms of the MOJ’s proposals with regard to legal aid.
At the end of December a questionnaire was designed, which was emailed to firms in
early January. Because of the need for the Law Society to submit their views to the MOJ
by 14th February firms were given a very short time to respond and it was decided to
keep the questionnaire as simple as possible. Firms were initially asked to return their
completed questionnaire by 21st January, although this was extended first to 28th
January and then to 4th February.
Because the Law Society does not have a database of legal aid suppliers it was not
possible to simply contact all firms with a contract. Instead a variety of means were
used to alert firms to the survey. We are very grateful to the LAPG, and in particular
Carol Storer their director, for their help emailing their members and also writing to a
database of all suppliers that they held. Also to ILPA, Resolution, CLSA and the other
groups who emailed their members. The Law Society also sent email alerts to people
who had registered on their Defending Legal Aid webpage. Every opportunity was
taken at Law Society consultation meetings on the Green Paper in early January to alert
firms to the survey.
In all, 171 questionnaires were returned which, in view of the difficulty we had
contacting firms, we considered to be a good response. Of these, eight could not be used
in the analysis because the financial sections of the questionnaire had not been
completed, so the financial analysis in this report is based on 163 fully completed
questionnaires.
171 questionnaires represent 8% of firms with civil contracts. This compares to a 10%
response rate in 2003, however for that survey every firm with a contract received a
letter from the Secretary of State and a reminder from the Chief Executive of the LSC.
Compared to that much better targeted survey an 8% response rate is good.
Completed questionnaires were returned in confidence to Otterburn Legal Consulting
LLP, which undertook the analysis.
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The participating firms
Table 4.1 illustrates the locations of the participating firms:

Table 4.1 Number of participants

Number

%

Greater London

35

21%

South East

17

10%

Eastern

14

9%

South West

20

12%

West Midlands

11

7%

East Midlands

14

9%

Yorkshire & Humberside

18

11%

North West

15

9%

North East

9

6%

Wales

10

6%

Total

163

100%

Number

%

Sole principal

15

9%

2‐4 partners

85

52%

5‐10 partners

45

28%

11‐25 partners

18

11%

0

0%

163

100%

Table 4.2 analyses the firms by size according to number of partners2:

Table 4.2 The participating firms ‐ by number of
partners*

25+ partners
Total
* equity and salaried or fixed share

2

In this survey the term “partner” also includes “members” of an LLP
8

We do not know whether the firms that have participated are representative of the
supplier base. The LSC Annual Report 2009/10 indicates that at 31st March 2010 there
were 2,058 civil solicitor contracts and 1,697 with contracts in crime, however there is
no analysis of the supplier base by size or location.
The latest Law Society Annual Statistical Report3 indicates that in 2009 40% of the
10,362 firms in England & Wales were sole principals, 45% had 2‐4 partners and 9%
had 5‐10 partners. If the legal aid supplier base reflects this distribution, which it may,
it would appear that our sample is under‐representative of sole principals and over
representative of firms with 2‐10 partners.
The participant firms comprised a total of 3,548 fee earners and 6,428 people in all as
indicated in table 4.3:

Table 4. 3 Headcount summary
Equity partners/members

602

Salaried & fixed share partners/members

251

Consultants

151

Other solicitors

1,384

Other qualified fee earners (Legal Executives/ Barristers)

327

Unqualified fee earners / case workers

526

Trainee solicitors

250

Other fee earners

57

Total fee earning staff
Secretaries, support staff, and other administrators in
departments
Central staff (reception, accounts, practice manager, etc)
Total

3

Number

3,548
1,952
928
6,428

Law Society. Trends in the Legal Profession ISBN 978‐1‐85328‐834‐0
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The total fee income of the firms was £290m as illustrated in table 4.4. Most firms
provided an analysis of their fees across work types and this is also shown in the table:

Table 4.4 Total fees
Total fees of all the participants

£
290,225,653

Fee analysis (for firms that provided this data)

£

%

75,285,464

26%

970,871

0%

Other civil*

3,108,822

1%

Housing

8,610,759

3%

Immigration (legal aid)

3,770,287

1%

Immigration (privately funded)

1,589,067

1%

Clinical negligence

8,748,954

3%

Personal injury

18,932,639

7%

Crime

51,186,314

18%

6,062,888

2%

Other litigation

17,183,795

6%

Residential property

30,391,621

11%

Probate, wills and trusts

26,670,747

9%

Commercial property

15,850,126

6%

8,466,500

3%

11,115,530

4%

Family
Debt

Employment (privately funded)

Corporate and commercial
Other

* "Other civil" includes Welfare benefits, Education and Mental Health
Total

287,944,384

100

Legal aid fees

133,477,241

46%

Number of
firms
Legal aid represents more than 75% fees

56

Legal aid represents less than 25% fees

35
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Most firms based the questionnaire on their latest accounts:

Table 4.5 Basis of completing questionnaire
Latest accounts
Forecast
Total

Number

%

120

74%

43

26%

163

100%

Most of the firms based their questionnaires on twelve‐month periods ending in the first
half of 2010:

Table 4.6 Based on 12 months to:

Number

%

31/12/09 or before

7

4%

28/02/2010

3

2%

31/03/2010

41

25%

30/04/2010

21

13%

31/05/2010

9

6%

30/06/2010

9

6%

31/08/2010

6

4%

30/09/2010

10

6%

31/10/2010

3

2%

30/11/2010

1

1%

31/12/2010

13

8%

28/02/2011

4

2%

31/03/2011

24

15%

30/04/2011

8

5%

30/06/2011

4

2%

163

100%

Total

11
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A financial analysis of the firms in the survey
Profitability
Chart 5.1 summarises the current profitability of the participants. The chart shows the
“real” profits earned to compensate the partners for the risk of running their businesses
and is after charging a notional salary for the equity partners and interest on partner
capital invested in the firms:

The chart indicates a median profit of £27,000, however a quarter of firms are barely
covering the equity partner salaries. Some firms achieved good levels of profit, and of
course strong profits are essential if firms are to have the resources to grow their
businesses and to deal with the potential threats of the Legal Services Act.
We have based the equity partner notional salaries on the median salary of the highest
paid employed fee earner in each size group plus an allowance of 10% to reflect the
additional contribution that would be expected of a partner, as summarised in table 5.2.
The firms were also asked to provide details of partner capital. This is capital provided
by the partners to fund the firm’s working capital and investment in fixed assets. We
have applied an interest rate of 3% to this capital invested in the firm to calculate a
notional interest.
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5.4 Salary of highest paid employed fee
earner
All firms
Sole principal

2‐4 partners

5‐10 partners

11‐25 partners

Lower quartile
Median
Upper quartile

37,717
45,000
55,000

25,500
31,500
43,500

32,000
41,000
47,500

40,000
48,000
60,000

52,000
59,829
73,000

Median + 10%

49,500

34,650

45,100

52,800

65,811

Chart 5.3 indicates that on average the firms are achieving a net profit4 % of 7.8%:

The profit margin shown in chart 5.3 may appear high relative to other sectors but such
levels are essential in order to generate the funding needed to fund a firm of solicitors.
It is important to appreciate that a firm of solicitors needs reasonably high levels of
capital to fund its debtors and work in progress. This is provided from three sources –
capital invested by the partners, retained profits and bank borrowings. Most firms are
weakened and have seen their capital depleted during the recession and are therefore
more exposed to cash flow problems.

4

Net profit after equity partner notional salaries and notional interest as a % of fees
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In order to be successful in the future, firms may well need to be larger, and that will
require additional fee earners. They will need capital to fund these fee earners and in
recent years such funding has become much more difficult to obtain. In particular the
Banks have become reluctant to lend to some firms that are over dependent on legal aid.
It may take six months for a fee earner to reach a point where he or she is generating
sufficient cash to cover their salary and overheads, and a profit of £27,000, perhaps just
£15,000 after tax, is a small amount. In a firm with, say, four partners this would
generate just £60,000 a year – sufficient to support perhaps just one fee earner.
Chart 5.4 analyses the profitability of firms for whom publicly funded work represents
over 75% and under 25% of their fees respectively:

The participants represented a wide range of practices. For 56 of the firms, legal aid
represented more than 75% of their fees, and for 35 it represented under 25%.
Normally it is assumed that private work is well paid and profitable. The lower profits of
firms that do more private work may be due to the poor quality of the private work that
many of the firms will attract. Some firms that undertake legal aid also have very
successful private practices, acting for commercial clients and higher net worth private
clients, however most do not. For many, their private work may not be more profitable
than their publicly funded work. Many firms that undertake legal aid work are known
for that work and do not attract many private clients. Such firms are often also located
in poorer areas. The conveyancing and probate work they receive is less profitable and
the fees they can charge have suffered during the recession. Crucially also, the interest
earned on client account has virtually disappeared in the last two years.
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Chart 5.5 summarises the profitability of the participants before any allowance for
equity partner salaries or interest:

A figure of £78,000 may sound high, however this has to provide an income for the
partner to live on and sufficient money to fund the practice. “Profit” is not necessarily
the same as partner income and a paper profit is not the same as cash in the bank. It is
not unusual for a set of accounts to indicate a certain level of profits have been earned,
however there is insufficient cash available for the partners to take an income. This is
especially the case if the firm is growing, or if there have been delays in payment by the
LSC.
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As a matter of interest, chart 5.6 provides a comparison with the profession more
generally and shows the profit per partner achieved in the 2010 Financial Survey
produced by the Law Management Section (LMS)5:

The LMS figures are based on a sample of 200 LMS member firms. By definition these
firms are better managed and tend to be more profitable than the profession generally.
The figures are not representative of the profession as a whole, however are often
considered a good benchmark that practices should aspire to achieving.
The firms in this survey achieved profits that were 25% lower than the LMS firms.
Partner capital and borrowings
Firms are funded by a combination of partner capital and bank borrowing. Chart 5.7
summarises the capital per equity partner of the participants and indicates an overall
median of £69,000, with a quarter of firms having partner capital of under £13,000 each.
A quarter of firms with under 5 partners have virtually no capital left. The median in the
LMS 2010 Financial Benchmarking Survey was £135,000.

5

Draft figures from the 2010 Survey
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Chart 5.8 illustrates the average bank balance or overdraft per partner and indicates
that some firms were carrying high levels of bank overdraft – and many will have had
long‐term borrowings in addition.
Chart 5.9 compares the available bank facility per partner. This calculation compares
the actual bank balance or overdraft with the facility. For example, if the bank facility
was £300,000 and the actual overdraft was £200,000, there is an excess facility of
£100,000. If there are four partners that is £25,000 each. It is an indication of how
much leeway there was in the firm’s borrowings at that particular point in time.
The chart indicates that many firms operate very close to their overdraft facilities and
have limited resources available to them. The chart partially explains why it has been so
easy in the past for firms to experience severe cash‐flow problems when there have
been delays in payment by the LSC.
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Additional key financial ratios are included at Appendix I.
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The potential impact of the Green Paper proposals

Overview of the firms’ current financial health
As indicated in section four, most of the participants provided information based on
their latest accounts which were for the 12 months ending in the Spring of 2010, mainly
March and April 2010.
For most firms in England & Wales the 12 months to March/April 2010 was slightly
easier than the previous two years, when they suffered badly due to the recession,
however life was still difficult. Virtually all firms had suffered redundancies, profits had
fallen and partner capital had been depleted. Firms were weakened.
Many of the firms in this survey, in particular those doing conveyancing and other
privately funded work, will have suffered in a similar way and will also be financially
weakened. Section 5 indicates that profits were sufficient to pay a modest notional
salary for the partners and produce a small surplus, but that surplus was not high.
Reserves were also not high ‐ partner capital was modest and many of the firms were
close to their overdraft limit.
Over the last three years two further factors had an impact on firm’s financial positions:
•

a changed attitude on the part of the banks to lending to law firms, especially
those with an ageing equity profile and those with high levels of income
through legal aid;

•

additional pressure on funding due to increasing levels of unpaid WIP. The
LSC’s systems and processes have often had the effect of slowing payments to
firms.

The combined effect of these two factors and the recession is that the finances of many
firms are weak.
In addition to any changes to legal aid, the profession also faces full implementation of
the Legal Services Act in October 2011.
Residential conveyancing and probate are important sources of income for many of the
firms in this survey, and these areas in particular are likely to be targeted by new
entrants to the market. It is generally accepted that the number of firms will fall and
some suggest that the legal market may become dominated by a small number of large
brands. Organisations such as Cooperative Legal Services are poised to adopt such
positions and it is suggested that companies such as Marks & Spencer may also offer
legal services. Such competition will take work from many of the firms in this survey.
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The possible impact of the MOJ proposals
The MOJ proposals comprise a combination of a rate cut and the removal of work from
scope. The usual rule in legal aid is that new fees apply to all cases started on or after a
specified date. If this were followed, the impact on family and civil controlled work
would start to be reflected within a few months, whereas the effect on income from
certified cases would take longer to become apparent. Fee cuts will have an impact on
income but will not not necessarily have an immediate impact on a firm’s overheads and
salaries. It can take some time before a decision is taken to close a particular
department or withdraw from an area of work.
When large sections of work suddenly disappear the impact is more serious. Income
suddenly falls however there is still often a time delay between this fall and any
subsequent reduction in salaries as firms respond to the reduced work levels.
Overheads often cannot be reduced.
In the long term fees may rise for some firms – for example, as some clients who would
have been eligible for legal aid may be charged privately. However, this will not
necessarily happen and if it does it may take time to achieve. Firms will need reserves in
the form of capital or bank facility to survive the transition.
Assumptions
In projecting the potential effect of the proposals we have made a number of
assumptions:
•

As indicated above most firms provided data for the 12 months to March/April
2010. We have assumed that their financial performance over the following 18
months to the autumn of 2011 will not have changed significantly. The property
market has continued to be difficult and commercial activity continues to be
weak. Life has not become any easier for legal aid firms;

•

Because the proposals will take effect over a period of time we have split them
into two phases reflecting:
1. The reduction in rates;
2. The subsequent removal of work from scope.

•

Because the MOJ proposals are relatively complex, we have only tried to model
the potential impact of the main proposals. Also, some have specific impact on
certain groups of suppliers such as immigration or clinical negligence firms, and
relatively few of these firms participated in our survey. It has been difficult to
quantify the impact on these groups;
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•

•

6

In phase one we have:
o

Reduced all family and civil fees by 10%;

o

Removed the London weighting for magistrates court work.
Participants were asked to provide a single figure for magistrates
court work and police station. We have assumed that magistrates
court work represents 60% of this total. We have assumed that the
removal of London weighting will result in a 25% fall in fees;

o

Assumed a 5% fall in fees for residential property and probate as a
result of increased competition following the Legal Services Act;

o

Some firms indicated that they would make reductions to staffing
however most firms were unsure what the implications for staffing
would be. Where firms indicated the changes they would make these
have been reflected in the figures;

o

All other salaries and overheads are unchanged.

In phase two we have assumed that:
o

private law finance and children work is removed from scope where
there is no domestic violence;

o

immigration is removed from scope unless the client is in detention;

o

all clinical negligence is removed from scope;

o

debt fees will reduce by 65%6;

o

housing fees fall by 30%;

o

all other civil falls by 30%;

o

it is assumed that fees in the Crown Court fall by 13% and that those
in the Magistrates Court increase by 2.8% as set out in Appendix II;

o

A further 5% fall in fees occurs for residential property and probate
as a result of increased competition following the Legal Services Act;

o

All other salaries and overheads are unchanged.

All reductions as indicated by the MOJ Impact Assessments
21

Phase one – impact of a 10% cut in rates
Table 6.1 illustrates the impact of the reduction of 10% in fees for family and civil, and
the removal of London weighting for magistrates court work. It should be noted that the
latter is a relatively low figure as few large London crime firms participated.

Table 6.1 Total fees

Original

Phase one

£

£

75,285,464

69,577,341

970,871

873,784

Other civil*

3,108,822

2,797,940

Housing

8,610,759

7,749,683

Immigration (legal aid)

3,770,287

3,393,259

Immigration (privately funded)

1,589,067

1,589,067

Clinical negligence

8,748,954

7,874,059

Personal injury

18,932,639

18,932,639

Crime

51,186,314

50,097,114

6,062,888

6,062,888

Other litigation

17,183,795

17,183,795

Residential property

30,391,621

28,872,040

Probate, wills and trusts

26,670,747

25,337,209

Commercial property

15,850,126

15,850,126

8,466,500

8,466,500

11,115,530

11,115,530

287,944,384

275,772,974

Fee analysis (for firms that provided this data)
Family
Debt

Employment (privately funded)

Corporate and commercial
Other
* "Other civil" includes Welfare benefits, Education
and Mental Health
Total
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The impact on profits is shown in Chart 6.2, which indicates that profit per partner after
allowance for equity partner salaries falls to £11,400:

Chart 6.3 shows the impact on profits before equity partner salaries:
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Phase two – impact of the removal of work from scope
One of the most significant proposals is that private law family should be removed from
scope if domestic violence is not involved. A majority of firms indicated that most of
their private law family cases do not involve violence as indicated in chart 6.4. It is
possible that some of these clients will instruct on a private basis but many will not. If
they were eligible for legal aid they will struggle to pay privately:

Table 6.5 provides an analysis of family work. It should be noted that not all firms were
able to provide this analysis so the total does not equal the figures in table 4.4. Because
Private law finance and children is such a significant figure the impact will be high.

Table 6.5 Analysis of family work

£

Public law family

27,755,426

Legal aid private law finance and children

22,913,399

Legal aid domestic violence
Privately paying family

5,715,804
18,204,230
74,588,860
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Similarly for immigration, it is proposed that only clients that are in detention will be
allowed legal aid. Very few firms in the survey undertook immigration work, however
they all indicated that over 90% of their work would fall out of scope as indicated in
chart 6.6:
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Table 6.7 summarises the impact of the proposals regarding scope and indicates a
significant impact:

Table 6.7 Total fees

Original

Phase one

Phase two

£

£

£

75,285,464

69,577,341

51,981,578

970,871

873,784

305,824

Other civil*

3,108,822

2,797,940

1,958,558

Housing

8,610,759

7,749,683

5,424,778

Immigration (legal aid)

3,770,287

3,393,259

227,037

Immigration (privately funded)

1,589,067

1,589,067

1,589,067

Clinical negligence

8,748,954

7,874,059

‐

Personal injury

18,932,639

18,932,639

18,932,639

Crime

51,186,314

50,097,114

48,017,309

6,062,888

6,062,888

6,062,888

Other litigation

17,183,795

17,183,795

17,183,795

Residential property

30,391,621

28,872,040

25,984,836

Probate, wills and trusts

26,670,747

25,337,209

22,803,488

Commercial property

15,850,126

15,850,126

15,850,126

8,466,500

8,466,500

8,466,500

11,115,530

11,115,530

11,115,530

287,944,384

275,772,974

235,903,954

Fee analysis (for firms that provided this
data)
Family
Debt

Employment (privately funded)

Corporate and commercial
Other
* "Other civil" includes Welfare benefits,
Education and Mental Health
Total
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The impact of the proposed reduction in fees is shown in charts 6.8 and 6.9 and
indicates a collapse in profits. Such a collapse will jeopardise the survival of many
suppliers:
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Table 6.10 summarises the impact on crime fees:

Table 6.10 Crime fees

Original

Phase one

Phase two

£

£

£

Police station and magistrates
courts

22,450,365

21,361,166

21,738,332

Crown Court

15,686,985

15,686,985

13,647,677

VHCC

3,212,791

3,212,791

2,795,128

Other crime

5,163,069

5,163,069

5,163,069

46,513,211

45,424,011

43,344,206

Fee analysis (for firms that
provided this data)

Total

The problem many firms will face is illustrated by this quote from a well‐regarded firm
that mainly undertakes publicly funded civil and family work. A firm with 25 fee
earners, it is very much the type of firm that the LSC has sought to encourage in recent
years, capable of undertaking a wide range of work to a high standard and at low cost. It
generated fees of £1.7m and a total profit before partner salaries of £376,000:
“Based on the figures for the most recent year for which have audited accounts a 10%
reduction in all fees paid in publicly funded civil and family matters would translate to a
reduction in fees to this firm of £157,140, or 9.23% of the firm’s total fee income for the
year. If the new definition of domestic violence proposed in the report is then applied legal
aid would only have been available to 25% of the private law family clients we acted for
and this would have reduced the fee income by a further £387,683 which translates to a
total reduction of 30% of the firms annual fee income for the year.“
In order to restore profitability to current levels, this firm would have to cut its payroll
by nearly 70%. It would be extremely difficult for this firm to survive the proposals and
there will be many others in the same position. Overall, for firms to restore profits to
the position they are now would require payroll costs to be reduced by approximately
40%. They will have to fund significant redundancy liabilities and many will have long
term lease commitments in respect of their premises. As indicated in section 5, most
firms lack the financial resources to survive this degree of contraction and many of the
current suppliers will not survive.
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The impact of the proposals on different types of firm
The impact of the proposals will differ according to the type of work undertaken and
location of firms, as this will influence their ability to access more affluent client groups.
It is difficult to predict the extent to which firms will be able to replace legal aid fees
with fees from privately paying clients. This section uses the projected financial impacts
from section 6, informed by comments made by participants in the survey, and the
authors’ knowledge of the market for legal services, to forecast the impact on firms as
providers of legal services.
Survey participants were asked to comment on the impact of the proposals on their
firms and their clients, and this section includes a selection of their views.
Family
Survey question: What do you anticipate the impact of the proposals will be on your
firm?
Firms doing legal aid Family work will be severely hit by the changes in scope. They will
not be able to maintain their current levels of staffing and overheads. It is unlikely that
most legal aid firms will be able to replace the lost income from divorce, private children
work and ancillary relief with fees from private clients. Although there may be some
opportunity to increase or develop fees from mediation, this market is unlikely to
develop in time to replace lost legal aid fees. We believe this is likely to have a severe
adverse impact on the operation of the Family justice system.
Firms’ responses indicated that many will have to close. We include a selection of
illustrative quotes below:
UTTERLY DEVASTING. WE WILL PROBABLY LOOK TO CLOSE DOWN.
Major. We only deal with mental health and family law and the firm will not be viable . We
are in a socially disadvantaged area.
Quite extensive as we specialise only in family law, although we undertake a large amount
of care work and 9.5 work we also do a lot of private law children work and ancillary
relief. The loss of this income together with a 10% reduction can not be underestimated.
The firm is heavily reliant on legal aid income. If the income stream is replaced by private
funding packages then the hourly rates charged will be higher and hopefully we will be
paid a proper rate for our work. This should also make up for any drop off in instructions if
clients feel that they cannot afford the hourly rates even if there are packages in place.
With that in mind we are exploring the concept of fixed fees for certain work types and
costing these out so that they are pitched at the appropriate level. Notwithstanding that
fact there is bound to be a reduction in fee income if certain work types are taken out of
scope and this will have a massive impact on the continuing viability of large parts of a
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Practice that deals only with family law and has no other work types to act as a buffer.
This practice employs 43 staff and provides family law services across 4 sites on a regional
basis. We generally have 5‐6 trainee solicitors employed at any time. At any given time
there are circa 1500 live matters on our system. If it were no longer financially viable to
continue to Practice the impact would not be insignificant.
Immediate impact on cash flow and profit margin. Staff expect annual salary increase and
this has not been possible for the last 3 years as it is. It will be very difficult to retain
experienced fee‐earners as we cannot compete with firms which have large private client
departments.
Survey question: Do you anticipate fees and salaries will increase or fall as a result?
Family practitioners anticipated that fees would fall and therefore salaries would have
to fall too. We agree that these are likely outcomes of the Green Paper’s proposals. It
does not appear likely that the finance industry will be able to develop products which
would be affordable for all but a minority of those currently eligible for legal aid.
We include a selection of illustrative quotes below:
FEES AND SALARIES WILL ALL FALL. I CANNOT SEE THAT WE COULD CONTINUE OUR
BUSINESS ON THE BASIS OF THE GF PROPOSALS. WE ARE VERY LIKELY TO CEASE
BUSINESS.
Fall by at least 50per cent.
Likely to see a fall in fees and may also have to make reductions in our wage bill.
Fees and salaries will inevitably fall unless there are funding packages in place to replace
the lost income. In a recession it is difficult to envisage a situation where there will be a
huge range of affordable options. It is difficult for firms to self‐fund private work when
there is so much pressure on them to reduce overdrafts and bank exposure. The answer to
the question very much depends on what is in place at the time but the reduction in fees
could be £100,000 to £400,000. There may also be the need to consider redundancies
(including the termination of training contracts).
Fees will drop. Next year our solicitors will be one more year PQE than last and they will
want market rate salaries. It is not possible to pay these increases when LSC rates drop;
there has been no increase in LSC rates for years and now the proposal is to reduce them.
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Crime
Survey question: What do you anticipate the impact of the proposals will be on your
firm?
The main impact of the Green Paper’s proposals will be on firms that undertake
substantial volumes of Crown Court work and especially those in London. These firms
have already been weakened by the changes to the Litigators Graduated Fees Scheme,
and will be further harmed by these proposals. We consider that the impact will be too
great for some firms to withstand and many will have to close. It appears likely that
there will be a severe adverse impact on the efficiency of the criminal justice system in
the capital.
We include a selection of illustrative quotes below:
Devastating. The reduction in fees will make criminal legal aid in London unsustainable.
Expect the firm will close.
Disastrous. The firm will be unable to withstand any more cuts. As a firm fully committed
to in house advocates we will take a double hit with the proposals. London weighting and
fee channges will effectively cost us another large amount.
Negative. 29% down on proposed crown court changes just for litigators. Further losses
for advocates. Gains from 25% extra on lower court standard fee and crown court guilty
plea fee will balance out. Hard to estimate over all loss.
A substantial reduction in all fees where London weighting applies. Any increase in fees for
guilty pleas in either‐way matters that plead guilty at the magistrate's court would be off‐
set by the removal of London weighting. The main reasons for guilty pleas in either‐way
matters being entered late in the proceedings is the client's instructions and the poor
preparation of the prosecution case, not defence lawyers encouraging their client's to
maintain 'not‐guilty' pleas. Therefore these cases must still be prepared for trial until such
time that the client changes his instructions. This means that the workload and staff
needed is unlikely to be significantly reduced by the proposal but the fees may be reduced
beyond all reasonableness to a level where salaries and overheads cannot be met.
We are likely to become insolvent. The lower work in essence covers the costs (nearly) and
the Crown Court work covers the profit that is in reality the partners' salaries.
A net decrease in criminal fee income of 25% of gross fees.
Survey question: Do you anticipate fees and salaries will increase or fall as a result?
Crime practitioners in London anticipated that fees would fall and therefore salaries
would have to fall too. We agree that these are likely outcomes of the Green Paper’s
proposals.
We include a selection of illustrative quotes below:
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Fees will reduce significantly. Do not propose to increase salaries as fee income is unlikely
to rise.
Fall dramatically. Lower crime work is poorly paid and often requires significant fee
earning hours. The proposals would barely increase these fees in real terms. On the other
crown court fees are necessary to the firm's survival as lower crime is often used as a loss
leader to access crown court work. The proposed 25% increase in fees for mags court
either‐way guilty pleas would only apply to this narrow category of cases. Whereas, the
removal of London weighting would amount to a 22% reduction across several wide
categories. Salaries may have to be 30% lower to account for this. Recruitment would be
extremely difficult.
Yes. We are already thinking of making redundancies and putting support staff on four‐
day weeks
Salaries will fall as it is unlikely we could sustain the criminal department as is.
Social welfare law and other civil categories
Survey question: What do you anticipate the impact of the proposals will be on your
firm?
The impact of the Green Paper would be most severe on welfare benefits practitioners
as the whole of that category would be removed from scope and there is clearly no
private market in this work.
Education law would equally be removed from scope; but there may be sufficient
private paying work to sustain some practitioners in this area of law.
We are concerned about whether the elements of Debt and Housing which would
remain in scope would provide sufficient volumes of work to allow firms to continue to
provide legal aid services in these categories.
We include a selection of illustrative quotes below:
I will shut down.
The proposal for disrepair work not to be covered if a damages only claim will impact on
many of our clients. Many claims will no longer be brought. It is not possible to get
insurance for no win no fee agreements. The insurers are only interested in PI.
We will make 2 people redundant if they remove benefits and debt from scope. We are
extremely concerned that the removal of face to face advice available to all via the
introduction of a telephone "gateway" may make us unviable. We currently operate a CLA
telephone helpline and the operator service is useless at triage. If housing is substantially
removed from scope we will close.
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We will be unable to undertake much legal help work in education and public law work,
which we have found interesting and rewarding and is a vital resource for clients.
A 10% reduction in fees will have a huge impact given the high level of dependence we
have on legal aid. Removing the areas of law from legal aid as proposed will also have a
big impact.

Survey question: Do you anticipate fees and salaries will increase or fall as a result?
Civil practitioners anticipated that fees would fall and staffing levels would have to be
reduced. We agree that these are likely outcomes of the Green Paper’s proposals.
We include a selection of illustrative quotes below:
I expect fees to go down by about 20%. It will be difficult to cut salaries so we will probably
lay off staff.
Our fees will fall. We have been unable to increase staff salaries for 2 years. Employees are
being paid less in real terms.
Fall by 10 ‐75% depending on the savagery of the cuts.
The volume of work may fall by 20%. With loss‐making Lhelp largely removed we may
find that even after the prescribed rates are reduced the average hourly rate charged by
fee earners should increase. Overall I anticipate a drop in fees of perhaps 15%. I think that
salaries will remain fairly static.
Fees will certainly fall. We would not propose to reduce any fee earner's salary if at all
possible but our overall spend on salaries may go down if we have to get rid of staff
Immigration
Very few Immigration practitioners responded to the survey; but we anticipate that the
reduction in legal aid will have a severe impact on those firms that provide Immigration
work. There is a private market in this area of law; but whether firms will be able to
replace their legal aid fees with private fees will depend very much on where they are
situated.
Survey question: What do you anticipate the impact of the proposals will be on your
firm?
Likely redundancies. Possible closure
Survey question: Do you anticipate fees and salaries will increase or fall as a result?
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Income will drop by 50%.
Clinical negligence
Very few Clinical negligence practitioners responded to the survey. However, it appears
unlikely that conditional fee agreements will be a realistic alternative to legal aid
funding in many cases.
We doubt that many firms have the ability to fund the investigative stage of cases, given
the reliance on bank borrowing and poor capitalisation.
Survey question: What do you anticipate the impact of the proposals will be on your
firm?
If legal aid is removed from Clinical Negligence work then the capital funding required will
increase substantially. This is because there will be no payments on account of profit costs
or disbursements. We calculate that additional funding of at least £6,000 per case will be
required just to cover disbursements. We have 50 legal aid cases so this means we will
need to find an additional £300,000 for working capital.
Without legal aid we anticipate that we may have to merge or diversify. I doubt that the
Bank would be willing to extend facilities if we had to take cases on as CFA's as the
disbursements are too expensive and we could not afford to fund the case. I also anticipate
that After the Event insurers will not insure such cases as premiums will be too high so
arguably there will be less cases. There are likely redundancies and I do not think I could
afford to keep on the trainees when they qualify as our model will be with para legals who
will cost less if we are to survive.
Unable to pursue cases.
Survey question: Do you anticipate fees and salaries will increase or fall as a result?
Fees may increase if we have to do the new legal aid cases on CFA's.
I anticipate that both will fall. The fees due to the difficulty obtaining funding. The salaries
as a result of redundancies and employment of less qualified staff.
Fall. Almost total loss of clinical negligence fees
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The impact of the proposals on clients
Although we were asked to analyse the impact of the proposals on firms of solicitors, a
large number of comments were made on the impact of the proposals on clients. This
section provides a selection of comments received and highlights the implications for
different areas of work. It should be noted that some areas such as immigration and
clinical negligence were only undertaken by a very small number of participants and so
the number of comments received was small:
Family
We are in a former mining town that has never recovered from pit closures 25 years ago.
There are two firms serving a population of 25,000. Clients are the "poorest of the poor".
The cuts will result in these people having no access to justice as the other surviving firm is
also ready to jettison all legal aid work.
OUR CLIENTS WILL NOT HAVE ANY ACCESS TO JUSTICE. THERE WILL BE APPALLING
MISCARRIAGES OF JUSITCE FOR THE MOST VULNERABLE IN OUR SOCIETY. THE
PROPOSALS ARE, FRANKLY, HEARTBREAKING.
Very large, we represent a large number of people from the vulnerable edges of society.
They should have the same right to access justice as other members of society. By
restricting funding as proposed they are unlikely to be able to pursue matters through
court or even by negotiation. Relationships will be fractured.
Family clients in particular may not find anyone to represent them in cases where there
are few assets. Many more will be litigants in person increasing the stress for the familiess
and clogging up the courts. As domestic violence is one of the few areas in which legal aid
will still be available accusations of domestic violence may increase in order to obtain
funding.
No local solicitor and long waiting lists for remaining solicitors.
Two of the four sites of this Practice serve some of the poorest areas in the UK. The profile
of the client is often that of a person who is at a disadvantage socially, educationally and
economically. Left with the choice of representing themselves or doing nothing presents a
picture of a complete failure in the system to allow access to justice. This firm has very
close links with domestic violence agencies. Not all clients have orders in force but have
been the victims of domestic abuse. These victims are some of the most vulnerable
members of society who are potentially at risk and on the proposals with be forced to
represent themselves in Court. The proposals are effectively forcing these clients to seek an
order to protect themselves just so that they can get legal aid to be represented in e.g. the
ancillary relief proceedings. It is without doubt the case that huge swathes of clients will
be unable to access representation at a time when they need it most. The impact on the
Court cannot be underestimated. The family justice system is already at breaking point.
This Practice has a specialism in ADR and does not issue proceedings unless it is absolutely
necessary. The same applies to most of the family lawyers that we work with. If the court is
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already overburdened when the majority of parties are represented it is hard to imagine
how they will cope if the majority of parties become unrepresented.
DEVASTATING WE ALREADY TURN AWAY ABOUT 10 CLIENTS A WEEK FOR PRIVATE
LAW AS WE DO NOT HAVE THE RESOURCES TO DEAL WITH THEM.
I would compare this to LSC legal Aid work in Immigration. We used to have a thriving
department with 10 fee‐earners. In 2004/5 we pulled out as most firms did nationally. This
was due to drastic reduction in rates. Vulnerable clients seeking asylum could not be given
a good service. Nationally the number of LSC suppliers dropped. The same will apply to
family clients. it will not be viable for Solicitors 2 years PQE to do such low level paid work,
they would never reach annual targets to employ unqualified staff leads to mistakes and
negligence. Ultimately the clients get a far worse service.
Crime ‐ London
Lack of choice of solicitor. Many small firms will have left the market due to either lack of
profit in crime or cut out of the work by LSC tendering which favours large firms.
We shall 'sack' any demanding client, and deter clients generally from coming to the office.
Work has diminished and it is all less remunerative meaning that our solicitors are spread
thinly doing fewer cases at court. We have not got the resources to deal with anyone
requiring 'handholding.' They'll soon have to sob and worry alone.
If the proposals are enacted the firm will not be able to continue to trade in its current
form. If the civil work is routed through the CLS he[p line there will be a large but
unquantifiable reduction in meritorious case referrals.
Firms will close and clients will lose the expertise of lawyers who will not (or cannot)
remain in crime. Clients will find that economic pressures mean that the general quality of
the conduct of their cases falls significant and that they are increasing encouraged to
plead guilty when they should not. Clients and the public generally will lose faith in the
justice system generally and miscarriages of justice will follow.
Housing and other civil
Welfare benefits and help with homelessness reviews will not be in scope. The telephone
gateway is likely to be used to restrict access. Tenants with disrepair will not have access
to legal aid and will find it difficult to obtain help on cfas where works rather than
damages are the main object. This will be made worse if the Jackson proposals are
introduced because the low level of damages will not cover the success fee (let alone the
ATE premium if that will still be needed).
They will not have access to advice.
We have a reputation for doing good disrepair work. Many clients will not bring claims if
legal aid is not available as they will not risk bringing a claim without insurance to protect
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them from a possible costs order. Many good claims will not be brought. Social landlords
will not be held to account for poor repairs service.
More homelessness, more housing problems remaining unresolved with the knock‐on
effects for the family and criminal justice systems.
Devastating. In our niche practice areas (Education, Community Care and Public Law )it
has been difficult enough to find a solicitor for years. Without Legal Help there is no way
they can get access to justice.
They will not be able to pay privately if legal aid stopped being available to them.
Clinical negligence
Reduced access to justice as we will probably take on fewer expensive cases.
There will be cherry picking of cases. The more modest claims are unlikely to be pursued
due to cost; damages will be reduced and the playing field will make clients more
vulnerable against organisations such as the NHSLA who will still have access to resources.
the impact on reducing experts fees will mean that there will be less experts willing to do
this work so choice will be very limited. The Courts and other agencies such as CAB are
likely to be inundated with clients who quite rightly want to have access to justice for the
wrongs that they have suffered.
No access to justice.
Clients with clinical negligence cases could find it difficult to find a solicitor as cases will be
cherry picked for winnable cases. We recently had a case in which legal aid was obtained
but after some difficulty with conflicting experts advice, legal aid was to be withdrawn. Just
before the discharge of certificate arrived, the Health Authority admitted liability . The
case went on to be the largest litigated case ever, with an award of over £11m. This case
may not have been brought at all under a CFA because of the risks and the enormous
expense in terms of experts / barristers fees.
Immigration
Unmitigated disaster for immigration clients. Serious risks will arise for clients and their
families. Families will be unlawfully separated. Immigration is a complex area of law that
is hotly contested by Government. There will be inequality of arms.
The impact on clients will be that they will go without appropriate advice, assistance and
representation. As litigants in person they will occupy more Tribunal and Court time at
greater public expense. There will be no equality of arms between the clients and their
opponent (in the case of our clients, the opponent is invariably the state). In immigration
there is no scope for negotiation / mediation. The cases concern applications which may be
refused by the Home Office, or state‐initiated action such as deportation / removal.
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Appendix I ‐ Key Ratios
The final charts in this section look at the three most important financial benchmarks
relating to law firms:
• salaries (including a notional partner salary) as a % of fees;
• non‐salary overheads as a % of fees and per fee earner;
• gearing – the number of fee earners a firm has in addition to each equity partner.
These are included as firms might find it useful to work out these figures for themselves
and compare their firms to these overall benchmarks.
The first chart indicates that on average salaries were 64% of fees however for a quarter
of firms this was under 56%.
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The second chart indicates that on average overheads were 29% of fees. A related
figure is overheads per fee earner.
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The next chart summarises fee earner gearing amongst the participant firms. It
indicates a wide range with some firms having under 2 and others with over nine fee
earners per equity partner. The latter group has normally been more profitable.

The final chart summarises cost per hour and indicates an overall median of £55.05.
This is based on the salaries and overheads of each firm together with equity
partner notional salaries and interest on partner capital. It also includes an
adjustment to replace the current rent paid with a current commercial rate. We
have divided this total by the capacity of each firm, being the number of fee earners
x the chargeable hours expected by each firm. Where no figure has been given we
have applied the median for all firms of 1,250 a year.
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Appendix II ‐ Potential impact of the proposals on crime – basis of assumption
The MOJ proposals with regard to crime are relatively complicated and will affect firms differently
depending on their location and also the mix of work undertaken. We have tried therefore to
develop some broad assumptions:
MOJ proposals (Source: Law Society)
Effects
Effects Magistrates
Crown Court Court
Policy Option 1 Fees in either way cases suitable for
summary trial:
Single fixed fee (say, 50% solicitors) ‐£6m x 50%
‐£3m
25% either way enhancement
£8m
Removal of committal fee
‐£25m
Policy Option 2 Fees for guilty pleas and cracked trials
Fee harmonisation and enhancement (say, ‐£32m
x 50% for solicitors)
Policy Option 3A and B Adjustments to some graduated
fee categories (say, ‐£23m x 50% for solicitors)

‐£16m

‐£11.5m

Policy Option 4 London Weighting (‐£6m) – already built
into calculations
Policy Option 5 ‐ Reduce most “bolt‐ons” under the AGFS
(say ‐£9m x say 20% for solicitors)

‐£1.8m

Policy Option 6 ‐ VHCC – align definition

‐£3m

Total

‐£60.3m

£8m

Current spend on solicitors
(Source: LSC Stats Pack 2009/10)
Litigator graduated fee
Advocate graduated fee (assume solicitors receive, say,
20%. Of the £284m paid, £86m is paid to QCs and leading
juniors, leaving £198m as being available to HCAs.
£198m x 20%
Complex crime unit (assume solicitors 66%)
£95m x 66%
Court of Appeal & Supreme Court (assume solicitors 20%)
£11m x 20%
Legacy
CDS2 – Crime lower
Total

Crime
Higher
£266m
£40m

Crime Lower

£449m

£289m
£289m

% change

‐13%

2.8%

£63m
£2m
£78m
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