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This is the 23rd PwC survey on law firms. The editorial team 
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We would like to thank all other members of 
the LFAG who helped with this year’s survey, 
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Everstead, Susannah McKay, Joe Fox, 
Madhavan Kasthuri, Heather Stacey and 
Elizabeth Sanderson, who contributed 
significantly to the production of this report.
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David leads our Law Firms Advisory Group 
(LFAG). He works closely with and advises 
national and international law firms on all 
aspects of their accounting, finance, strategy 
and business issues.

Kate Wolstenholme 
Kate is an assurance partner within our LFAG, 
working with a number of international law 
firms on audit, accounting and strategy issues.

David Thurkettle 
David is an assurance director working  
with a number of law firm clients. He is the 
national leader of our SRA Accounts Rules 
practice and also leads our LFAG team in  
the regions.

Leon Hutchinson 
Leon is an assurance senior manager who 
works with a number of national and 
international law firm clients, advising them 
on accounting issues and SRA Accounts Rules.

Carol Mynott 
Carol is a director within our Human Resource 
Services Law Firms Group. She works closely 
with law firms focusing on international 
mobility, employment taxes, reward and 
HR strategy.

Tony Hodgson 
Tony is a partner in our Consulting practice. 
He leads client assignments with law firms  
in areas such as transformation of business 
support services, procurement, cost reduction, 
outsourcing advisory and IT strategy  
& implementation.

The Law Firms Advisory Group of PwC 
harnesses the expertise of specialists 
nationally and internationally to provide 
assistance with:

• Cost reduction and outsourcing

• Assurance and business advisory services

• Compliance with SRA Accounts Rules and 
associated regulatory requirements

• Mergers and acquisitions

• Direct and indirect taxation

• Working capital management

• Limited Liability Partnerships (LLPs) and 
other structuring advice

• Partner reward

• Strategic consultancy

• Employee and employer issues (reward 
structures and taxation)

• International taxation and accounting

• International restructuring

• International secondments

• Internal audit and other risk management 
services, e.g. cyber and information security.



Foreword

The survey results are presented by size of firm 
using the bandings Top 10, 11-25, 26-50, and 
51-100 (except where otherwise stated). The 
classification is by annual global fee income.

Our report is based on survey responses from 
firms at consistent response rates to prior years. 
We have also drawn upon selected information 
from our quarterly survey and, where relevant, 
other published financial information.

Our thanks are due, as always, to the firms 
which participated in this survey. We 
appreciate that the questionnaire takes a 
considerable time to complete. All of the 
responses are processed in full and we have  
a significant amount of data that is not fully 
reproduced in this report. If you would like 
further information in relation to the 
responses to any of the questions please 
contact one of our editorial team.
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Introduction and key themes

With clear evidence of recovery in both the 
UK and global economies, our 2014 Law 
Firms’ Survey confirms that a degree of 
stability and confidence is returning to the 
legal sector. Corporate activity has re-ignited, 
with a corresponding uplift in transactional 
work, and firms are busy again.

Notwithstanding this atmosphere of cautious optimism, the 
environment facing UK law firms remains fluid and 
challenging. Mergers and acquisitions, alternative business 
models, talent wars and data security threats are just some of 
the issues that this year’s survey brings to the fore.

Globalisation continues to be a key driver at the top end of 
the sector, with the larger firms now looking to expand into 
Africa and the Americas, whilst the mid-tier have ground to 
make up in the Middle East and Asia. The US remains a 
challenge and opportunity for the larger UK firms, as we 
continue to see limited success for UK firms in taking market 
share from embedded and respected US domestic firms. 
Indeed, a potentially more significant threat is posed by US 
law firms as they continue to expand in the UK, often 
unconstrained by ‘top of lockstep’ and therefore able to 
attract some of the best talent. US top tier firms continue to 
be significantly more profitable than their UK counterparts, 
with net profit margin now averaging 47% for those US firms 
generating global revenues in excess of £1bn, against an 
equivalent for similar sized UK firms of only 37%. Were UK 
firms able to close that gap, it would equate to additional PEP 
of, on average, £245k.

Despite the strategic attraction of global expansion, the 
international margins of UK law firms continue to be a drag on 
UK results, and much of the international investment of recent 
years has yet to pay dividends. Whilst international partners 
make up 62% of the global headcount for Top 10 firms for 
example, they only contribute 56% of revenues and 49% of 
profits. With the UK and other established markets showing 
relatively limited potential for long term growth, those firms 
who invest and transfer skills into emerging markets will 
arguably be best placed to benefit from long-term strategic 
investment internationally. An increased focus on the 
effectiveness and efficiency of international business models 
will also be required if dilution of UK profits is to be reduced.

In the UK, the number of firms increasing fee income is higher 
than at any time since 2008, with 70% of all firms increasing 
UK revenue above inflation. Whilst some results are flattered  
by significant merger activity (largely UK to UK in the mid-tier, 
with a handful of notable international mergers in the upper 
echelons), there is evidence too of organic growth.

Top 10 firms have recorded their highest ever average net 
profit margin at 40%, and Top 11-25 firms have finally 
started to reverse the previous five year trend of margin 
deterioration, posting an increase from 26.0% to 28.2%. 

Global – Contribution to global partner headcount, fee income 
and profits
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Firms in the Top 26-50 are the one banding who have 
continued to suffer declining margins; they are reporting 
increased fee earner numbers alongside lower levels of staff 
utilisation, with margins therefore depressed by a high total 
staff cost ratio of 43%. However, this pool of mid-tier firms 
continues to include some high-performing firms, who have 
carved out a successful niche through a combination of sector 
focus, quality brand and innovation. Those firms whose 
differentiating qualities are embedded and recognised by 
clients have taken advantage of opportunities to move up  
the value chain. 

The margin increases achieved by many firms have been 
through a combination of managing fee earner headcount 
and increasing chargeable hours. However, with the 
continuing and relentless drive from clients to contain legal 
costs, fee income per chargeable hour has fallen for all 
bandings of firm (by 8.1% for Top 10 firms, 2.8% for Top 
11-25 firms and 9.3% for Top 26-50 firms). Despite 
improving economic conditions, a continued over-supply of 
law firms combined with changing client demands means 
firms face a difficult battle to get pricing back to pre-
recession rates. With consolidation in the market set to 
continue, it will be interesting to see the extent to which 
this legacy of the downturn endures as the demand for legal 
services comes back into line with supply. Our survey clearly 
points to the need for firms to be braver on pricing. 

Clients are demanding greater price transparency and 
certainty, illustrated in our survey through a shift towards 
fixed and contingency-based fee structures (time and materials 
now constitute only 75% of fee arrangements for Top 50 firms, 
down from 83% in 2010). Firms need to have increasingly 
sophisticated management information to properly budget and 
monitor client and matter profitability, and it is therefore no 
surprise that our survey lists pricing and profitability, process 
efficiency and business analysis/reporting as the top priorities 
for finance departments over the coming year. Firms are 
attempting to address these challenges through the 
introduction of Pricing Directors, the use of pricing tools and 
methodologies and increased governance to hold partners 
accountable for pricing execution. Strikingly, 40% of firms 
reported unplanned WIP write-offs greater than 10% of fee 
income. Such dramatic profit leakage indicates a significant 
opportunity for firms to better manage scoping, pricing and 
matter management.

The trend towards dis-aggregation of work has also been 
highlighted by a number of firms in our survey. Clients are 
increasingly appointing different types of firms for different 
tranches of work, carving up appointments between 

traditional firms, ABSs, and legal outsourcers. The ability to 
deliver differently, as well as to price differently, has 
become a critical success factor. There are well publicised 
examples of firms investing in legal service offerings outside 
of London to reduce cost, although Legal Process 
Outsourcing continues to remain in its infancy with only a 
minority of firms considering its potential in areas such as 
litigation support, document preparation and legal 
research. Technology is also at the forefront of delivery 
innovation, offering efficiencies in accessing content, 
streamlining processes, and sharing knowledge.

2014 has seen some interesting activity on the ‘people’ agenda, 
perhaps most visibly with some rationalisation at partner level. 
UK profit per equity partner (“PEP”) has improved across all 
bandings, with the Top 10 average exceeding the £1m barrier 
for the first time since 2008 – however, more than half of the 
year on year increase was driven by a 5% reduction in full 
equity partner headcount. It will be interesting to see whether 
HMRC rules on partnership taxation will drive more firms to 
consider a move towards all-equity partnership models over 
the coming years, with 65% of firms having responded to the 
rule changes by requiring fixed share partners to contribute 
more capital.

Firms are considering the shape and mix of the workforce, 
rebalancing from more senior to more junior lawyers with 
evidence of a significant move towards the use of paralegals to 
reduce cost. Chargeable hours have increased across the board 
and for many grades, especially in the larger firms, they now 
exceed the levels seen in 2008. Interestingly, there remains a 
sizeable gap between actual and target chargeable hours at 
most grades, indicating that spare capacity still exists – for 
example, the gap between target and actual chargeable hours 
equates to 9% of total headcount in the Top 10, and 12% in the 
Top 11-25. Experience of post-merger integration led us to 
expect some reduction in headcount through removal of 
duplicate roles and realisation of economies of scale; this does 
not yet seem to have filtered through. 

Headcount utilised and spare capacity – Top 10

Full equity partners
Fixed share equity partners

> 5 year pqe
3-5 year pqe
1-2 year pqe

Newly quali�ed
Paralegals

Legal executive
Trainees

Numbers

18
22
5
0
0
11
16
16
16

% Spare capacity

Utilised to target

Spare capacity
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Where in recent years we have highlighted creeping seniority 
and a stagnant workforce as threats, in an improving 
economy the workforce has become more mobile, and it is 
talent attraction and retention that now loom large as HR 
priorities. Lateral hiring has become more prevalent as 
business confidence increases, and the increasing focus on 
international growth means that firms need to engage 
consistently with partners and staff across multiple territories 
to retain key talent around the world. Firms are also starting 
to experiment with flexible workforce models, and this is a 
trend that we expect to see increasing.

The gender diversity dilemma continues in male-dominated 
partnerships, with little evidence that firms have been 
successful in shifting the dial significantly. The proportion of 
female full equity partners in Top 10 and Top 11-25 firms is 
17% and 15% respectively, reflecting only a marginal 
improvement on equivalent figures of 15% and 14% in 2008. 
Whilst the balance at trainee level is weighted at 53% female 
for Top 10 firms, it is issues with retention, the 
disproportionate impact of restructurings, and lateral hiring 
choices which are proving blockers to a more significant 
rebalancing at partner level.

From a funding perspective, whilst it has been an unforgiving 
economy for firms with working capital and cash flow 
problems, external funding appears to be readily available for 
well run businesses. Over half of firms who renegotiated their 
financing this year were able to increase their facilities, with 
few suffering any increase in interest rates or fees. We are 
seeing a definite correlation between firms suffering 
increases in lock up days and those reporting increased 
capital calls and banking facilities. As firms target growth 
alongside infrastructure investment, pressure on funding will 
become an increasing challenge. 

One topic that has emerged from this year’s survey has been 
that of information security. With increased reliance on 
digital business processes, keeping pace with ever more 
sophisticated threats to their own and their clients’ data is a 
challenge for many law firms. 45% of all law firms have 
suffered a security incident in the last 12 months, and 5%  
of those firms are dealing with staff related security incidents  
on a weekly basis.

Cyber security is not just about technology and computers – it 
is about people, information, systems, processes, culture and 
physical surroundings. Expectations about security in the 
legal sector are high, and reputational risk is extreme. We 
expect this to be a topic of increasing focus in the coming 
months and years from clients, regulators and, not least of 
all, the media.

So, after an improved but still challenging year, what does 
the future hold for the sector? The majority of firms surveyed 
expressed confidence about their own prospects for revenue 
growth over the coming three years, although uncertainty 
remains about growth prospects for the sector as a whole. 
Merger activity looks set to continue, and international 
expansion remains a priority for many. With challenges 
around the business model, changing client demands, and 
talent retention, law firms are operating in a very different 
market to that of five years ago. Recent law firm failures and 
enforced mergers are a reminder that the tide can turn very 
quickly. Change in the legal sector is set to continue, and firms 
looking for success and substantial growth will require clear 
leadership and vision, strong discipline over business practices, 
and agility to ensure they are able to take advantage of new 
and emerging opportunities.

Infection by viruses or
 malicious software

Other

Loss or leakage of
 confidential information

Other incidents caused by staff

Denial of service attack

Actual penetration into the
 firm's network

Significant attempt to break into
 the firm’s network

%

Weekly Monthly

Once onlyA few times

None

7 54 39

5 5 10 65 15

9 19 36 36

25 75

33

100

67

25 75

Where security incidents occurred, what was their nature? – All firms
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At a glance

• Overall, firms have seen an improvement in 
average global fee income and profits.

•  International operations continue to be 
supported by UK financial performance. 
Profits per all partners from Top 10 firms’ 
international offices were similar to 2013 at 
£558k (2013: £553k), whilst UK profits per 
all partners improved from £840k to £925k. 

•  International partners in Top 10 firms make 
up 62% of total global partner headcount, 
but are only contributing 56% of revenues 
and 49% of profits. For Top 11-50 global 
firms, global partner headcount falls to 
36%, with a revenue and profit contribution 
of 32% and 26% respectively.

•  As in previous years, profit margin by region 
is mixed with UK margin performance 
significantly ahead of international. 

•  Chargeable hours across international 
regions are significantly below those of the 
UK. Average Top 10 international chargeable 
hours for 1-5 years pqe are between 10% and 
26% behind the UK by region. 

• US top tier firms (top tier is defined as 
firms with global revenue in excess of 
£1bn) have increased their net profit 
margin by 1 percentage point to 47% whilst 
the UK top tier achieved, on average, 37%. 

• Whilst fees per full equity partner in UK 
and US top tier firms are consistent, the UK 
top tier is 21.5% behind its US counterparts 
with respect to profit per partner. UK top 
tier firms fall significantly short of the US 
top tier in terms of both fees and profits per 
fee earner – 20.5% and 36.3% respectively.

Global operations and  
financial performance1

Source: PwC Law Firms Survey 2014
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Key definitions for this section

US Top tier – US headquartered firms 
where global revenues exceed £1bn

UK Top tier – UK headquartered firms 
where global revenues exceed £1bn

Global Top 10 – Top 10 (by global revenue) 
UK headquartered firms where international 
revenue exceeds 20% of total revenue

Global Top 11-50 - Top 11-50 (by global 
revenue) UK headquartered firms where 
international revenue exceeds 20% of total 
revenue

UK – Operations of UK offices only

International – Operations of all 
international offices only



At a glance

•  The number of UK firms increasing UK fee 
income is higher than any time since 2008: 
70% (2013: 43%) of all firms increased UK 
fee income above inflation. 

• All bandings of firms, with the exception of 
Top 26-50 firms, increased average net profit 
margins. Top 10 firms recorded their highest 
ever average margin at 40% and Top 11-25 
firms have begun to reverse the previous five 
year trend of margin deterioration, posting 
an increase from 26.0% to 28.2%. Top 26-50 
firms posted a fifth consecutive year of 
margin decline to 24.1% and now stand 0.2 
percentage points below the average net 
profit margin for Top 51-100 firms. 

•  Increases in net profit margins have been 
achieved mainly through reduced fee earner 
numbers and increased chargeable hours. 
Top 26-50 firms, however, have seen 
increased fee earner numbers on average 
with lower levels of staff utilisation. This has 
resulted in a higher staff cost ratio for this 
category of firms.

• All bandings of firms have seen fee income 
per chargeable hour fall. This, linked with 
increases in chargeable hours to near 2008 
levels, suggests firms are busier, but pricing 
pressures remain acute. 

•  Top 10 firms’ gross profit margin per 
chargeable hour is 4.3 percentage points 
ahead of the mid-tier, whilst the difference 
amongst the Top 11-100 bandings is 3.1 
percentage points.

• Improving profitability appears to have been 
a key focus for a number of firms: 58% 
(2013: 45%) of all firms recorded profit 
increases at a higher rate than the increase in 
fee income and the number of firms 
reporting both fee income and profit 
reduction is just 7% this year (2013: 25%).

• Whilst the results in the 2014 survey reflect 
an improvement in revenues and profits for 
many firms, all financial KPIs are still short 
of 2008 inflation adjusted levels - in 
particular profit per full equity partner 
where the bandings are between 21% and 
29% behind 2008.

UK operating and   
financial performance2

Source: PwC Law Firms Survey 2014

UK Fee income
and chargeable hours 
Fee income per chargeable hour
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Key definitions for this section

Top 10, Top 11-25, Top 26-50 and Top 
51-100 firms have been categorised by 
global fee income. The analysis for these 
bandings of firms has been adjusted to 
exclude high volume law firms where their 
impact is considered significant. Please note 
that this has resulted in restating some of 
the 2013 comparative information.



8 Law firms’ survey 2014 PwC

At a glance

• 2014 saw many firms strengthen their 
business support functions by improving 
operating models, increasing the 
effectiveness of their people, processes and 
systems and improving the way they 
engage with fee earners. This work is set to 
continue over the coming year, but with a 
greater emphasis on pricing and 
profitability as firms seek to grow revenues 
and increase profit margins.

• Pricing is a particular challenge due to 
increasing client demands, the changing 
nature of the markets in which firms 
operate and the breadth of services 
provided. The ability of partners to agree 
profitable terms with their clients and 
carefully manage the scope of agreed work 
is key.

• Firms are addressing challenges related 
to pricing and profitability with the 
introduction of Pricing Directors, the use 
of pricing tools and methodologies, and 
increased governance to hold partners 
accountable for pricing execution.

• Key trends observed this year are:

 − The business support functions most often 
recognised as a strength are Finance and 
HR while Procurement, IT and Knowledge 
Management are most often seen to have 
scope for improvement.

 −  The greatest business support costs as a 
percentage of fee income were IT revenue 
(ranging from 4.3-5.3%) and secretarial 
support (ranging from 2.8-4.6%); this is 
similar to last year.

 −  The average ratio of non-fee earners to fee 
earners ranged from 0.79 for the Top 10 
firms to 0.60 for the Top 51-100. The ratio 
decreased from 2013 across all bandings. 

•   The majority of firms currently use 
procurement professionals to support less 
than 20% of annual spend; therefore, there 
is a good opportunity to reduce costs and 
improve third-party arrangements.

•  Business process outsourcing remains a 
viable solution for many firms, with areas 
currently outsourced ranging from IT 
user support to payroll to reprographics 
to reception. 

• Whilst legal process outsourcing remains in 
its infancy for the sector, we expect this to 
grow in importance in the coming years.

Business support and tax3

Source: PwC Law Firms Survey 2014
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At a glance

• After a number of years of low and static 
chargeable hours, our survey indicates an 
improvement in staff utilisation, with 
hours up across most grades and bandings 
of firms. Despite this positive trend, there 
are reductions in the fees per chargeable 
hour, implying that firms are struggling to 
convert all of this additional chargeable 
time into increased revenue.

•  Opportunities for further improvement 
exist, with the gap between target and 
actual chargeable hours equating to 
under-utilised FTE headcount of 9% in Top 
10 firms and 12% in Top 11-25 firms.

• Expected UK headcount reductions in the 
Top 11-25 firms, following the mergers of last 
year, has not been seen in this year’s results.

• This year’s results indicate that firms are 
looking at the shape and mix of the 
workforce, with evidence of a move towards 
the use of paralegals in a bid to reduce cost.

• For Top 11-25 firms, the average staff cost 
per head in Business Services has increased 
by 24%. The trend in Top 10 firms is 
similar, but less significant, with an 8% 
increase. This may indicate a move towards 
more senior people within business 
services roles. Firms who have recently 
merged should also ensure that duplicate 
roles and costs have been removed, or that 
there is a timely plan to do so.

•  Total headcount in the business services 
population has generally reduced. This masks 
a reduction in secretaries and an increase 
in other business services staff.

• Women still only account for 17% of the 
full equity partner population in Top 10 
firms, with the statistic in Top 11-25 firms 
even lower (15%).

People4

Source: PwC Law Firms Survey 2014

Headcount utilised
and capacity

Top 10 – total average headcount

Top 11-25 – total average 
headcount

963 people
9%

(or 85 
people)

(or 88 
people)

714 people
12%

The gap between target and actual chargeable hours 
indicates spare fee earner capacity of 9% 
in Top 10 firms and 12% in Top 11-25 firms 

Utilised to target

Spare Capacity
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At a glance

•  There has been a deterioration in lock-up 
performance across all bandings in 2014, with 
average year end lock-up varying between 
120 days for Top 10 (2013: 118 days) and 
149 for Top 51-100 (2013: 146 days).

•  Top 11-25 lock-up statistics are impacted by 
high volume firms and, excluding these, this 
banding is the best performer with year end 
lock-up of 108 days (2013: 111 days).

• Individual firms improving their 
performance in lock-up can generate 
significant additional cash (for example, an 
average of £9.5m in Top 10 firms by 
achieving a 110 day benchmark). Further 
improvements are also possible with a 
better profile of billing (i.e. avoiding the 
year-end billing bulge).

•  Increases have been seen in the number of 
firms making capital calls in all bandings 
outside the Top 10 and the average call has 
increased for all bandings. 

• External funding appears to be readily 
available for well run businesses, with over 
half of firms who renegotiated their 
financing this year increasing their 
facilities and few suffering any increase in 
interest rates and fees.

• As in 2013, the Top 11-25 firms remain 
most dependent on direct external finance, 
with 23% of funding sourced externally.

Working capital and finance5

Source: PwC Law Firms Survey 2014
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At a glance

• Internal audit functions within law firms 
are generally under strength when 
compared to businesses of equivalent  
size and complexity in other sectors.  
The majority of law firms are spending 
significantly less than the general 
benchmark of 0.05% of revenues on 
internal audit.

•  Law firm internal audit functions typically 
only focus on the traditional financial and 
operational controls.

•  Leading internal audit functions are 
partnering with the business and are more 
focused on efficiency gains and improving 
process, not solely focussed on financial or 
operational performance. 

•  Information security remains high on the 
agenda for law firms. Keeping pace with 
threats is a challenge, and for many firms 
more focus and resource is required to 
match the efforts of listed businesses in 
the UK.

•  With increased reliance on digital business 
processes in an interconnected world, law 
firms are still seen as a “weak link” and 
need to be more sophisticated about how 
they protect their own and client data. 

• 45% of all law firms have suffered from a 
security incident in the last 12 months and out 
of that population, 5% are dealing with staff 
related security incidents on a weekly basis.

• Cyber security is not just about technology 
and computers. It’s about people, 
information, systems, processes, culture 
and physical surroundings.

Risk management6

Source: PwC Law Firms Survey 2014
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At a glance

• The vast majority of firms are increasingly 
confident of achieving growth over the 
next three years, with the Top 26-50 firms 
showing a marked increase in confidence 
compared to last year, despite a 
challenging 2013/14 for many firms in this 
banding.

• Views regarding the prospects for the legal 
sector as a whole over the period to 2017 
are mixed. The Top 26-50 view contrasts 
with the Top 25 who express a more 
uncertain view; 25% of Top 25 firms are 
still not confident of growth in the sector.

• International expansion continues to be a 
strategic priority for all Top 50 firms, 
with Asia, Middle East and Africa the 
preferred locations.

• The appetite for mergers remains strong 
and, as in prior years, firms consider that 
the buy in of the partner group and 
cultural alignment are critical to the 
success of a merger.

• With a pickup in market activity, shortage 
of talent is an emerging concern for a 
number of firms, particularly given their 
intention to increase fee earner headcount 
as the economy grows. Recruitment, 
retention and reward strategies will be key 
in differentiating firms. In contrast, most 
firms predict continued decreases in 
secretaries and other support staff. 

Outlook7

Source: PwC Law Firms Survey 2014
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