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EXECUTE SUMMARY 

 

 

The following report is the combined research efforts done by the 2018 Spring 

University of Dallas Capstone Project Team.  This report serves as a guideline to assist 

Hermes Law company to overcome challenges regarding pricing and marketing facing 

the industry.  

As part of the Double Degree program within Esan University and the University of 

Dallas, I was a participant of this Capstone Team. The principal objective of this work 

was to research the specific Industry and advise Hermes Law in regards of a problem 

that they were facing at the moment. Hermes Law desired to have an innovative way 

of pricing their services and we had several reunions with them to fully understand 

what they were expecting as our Capstone Client. 

To start, the Capstone Team executed primary and secondary analysis in the Legal 

Industry. After gathering and analyzing all the relevant information, we dedicated 

various weeks in developing attractive models to cover the expectations and needs of 

our client, Hermes Law. Finally, we also developed a marketing strategy to implement 

and attract clients through emphasizing the benefits of applying our proposal. 
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CHAPTER I. INTRODUCTION 

 

 Context 

Capstone students from the University of Dallas along with Professor Bruce Evans, 

met with client, Hermes Law to discuss how their industry’s billing and pricing 

practices needed to change and adapt with the changing market.  Hermes Law 

explained the intricacies and problems they face while trying to bill for work completed 

along with the challenges current billing practices present.  

After the initial meeting, the Capstone Team began conducting research using client 

and industry data with the intent on providing Hermes Law recommendations on how 

to market and price their services in a new and groundbreaking way.  A comprehensive 

industry analysis was performed, and pertinent information was obtained with respect 

to how Law firms in the 21st century will need to operate to remain relevant.  

On March 5, 2018, a focus group session was performed to further leverage insights 

around information obtained from the industry analysis.  Questions for the panel on the 

focus group were developed in a way that would bring to light what those in the 

insurance industry felt were the challenges to current billing measures and potential 

opportunities for improvement going forward.  

The Capstone Pricing Model Team spent several weeks designing various pricing 

models while testing their capacity to yield results that are congruent with the scope of 

work statement.  The results of these efforts produced a dynamic fixed budget fee 

model, a difficulty coefficient pricing model, and an artificial intelligence machine 

learning model.  Each pricing model offers a strategy that seeks to provide a more 

accurate budget/price that may be offered to the customer.  
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To help market the new pricing model the Capstone Marketing Team created several 

plans that coincided with the various models.  Through continued testing of both the 

pricing model and the marketing plan, the Marketing Team developed a strategy to 

market the appropriate pricing model and gain a buy-in from the customer.   

Finally, a detailed analysis of the industry was performed through a SWOT analysis and 

an investigation into Porter’s Five Forces.  The strengths, weaknesses, opportunities, 

and threats were evaluated to outline all the factors that could potentially affect the 

success of the new pricing model and marketing plan.  This analysis was done for the 

benefit of the leadership at Hermes Law to keep in consideration all four areas of these 

characteristics and be aware of potential risks.  A failure to do so could result in Hermes 

Law making an incorrect decision with respect to their business operations.  

The research into Porter’s Five Forces gives Hermes Law a guideline to analyze the 

depth of competition in business.  This analysis helps by detailing the five forces 

through indicating the competitive nature and attractiveness of the industry in 

connection to profitability.  

The following report provides in-depth information on the topics referenced thus far.  

All areas covered in this report were utilized in creating final recommendations by the 

Capstone group, which align with the mutually agreed upon scope of work signed by 

Hermes Law on February 2, 2018. 

 

 Scope of Statement 

The goal of this effort is to create a pricing model and develop a strategy to sell this 

model while gaining buy-in from customers. 

 

 Project Objectives  

• Research the Industry for Legal Services Billing Models.  
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• Develop a Value-Based Billing proposal for Hermes Law. 

• Develop a Marketing proposal to implement the new Billing Model.  

CHAPTER II. INDUSTRY ANALYSIS 

 

 Customer Experience 

Law firms must adapt to the radically changing industry to maintain precious 

market share.  The relationship business model currently driving new business within 

the industry will weaken as customers move toward firms offering effortless 

experiences.  Firms able to connect with clients on their terms will gain competitive 

advantage. 

Along with the customer experience, law firms must fully understand their key 

performance indicators and leverage insight on how they compare to competitors.  Law 

firms must start operating as a business while providing the best customer experience.  

The key to success will be through leveraging key data and executing to customer 

expectations while maintaining productivity and profitability. 

         According to Newton (2017), the highest-performing law firms will 

separate themselves along two dimensions: The client-facing dimension and the inward-

facing dimension.  The client-facing dimension will focus on developing transparency 

while providing the effortless experience.  The inward-facing dimension will focus on 

utilizing key performance indicators to drive efficiency and profitability for individual 

firms and their clients. 

 Client-Facing Dimension 

Moving forward customers will be unwilling to withstand difficult 

communication from law firms pertaining to inaccurate pricing or case life cycles that 

go past expected ranges.  The current perception with law firm communications is that 
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they are slow providing responses to client inquiries.  Law firms willing to provide 

accessibility and transparency will gain client’s trust along with their business. 

Additional client-facing opportunities exist in the ability to accurately price legal 

services.  Currently clients receive quotes or bids that are attractive in the negotiation 

phase, which later become inflated over 40% in some cases.  These instances compound 

client frustrations and add to the friction between law firms and their clients. 

Another pain point for clients is the varying life cycle their cases take before 

being resolved.  Too often cases draw out longer than the anticipated range from law 

firms.  Understandably, this is often out of the control of law firms; however, law firms 

have the responsibility to communicate clearly and often.  Failure to do so will likely 

increase friction and prohibit growth. 

Law firms will need to maintain transparency and keep their clients informed 

throughout case life cycles to promote healthy client to firm relationships.  Better 

communication when unexpected price increases happen will be paramount.  Customers 

have indicated that they understand the complexities of legal cases; however, they want 

to be informed during the entire process. 

To help foster open and constant communication, clients have expressed the 

desire to have client portals, which may be accessed through their contracted law firm’s 

websites.  The portal would serve as a link between the law firms and the client, where 

they may receive timely updates to their case status and billing matters.  A portal would 

serve as great mode of transparency and help promote an effortless experience for the 

client. 

 Inward-Facing Dimension 

The inward-facing dimension would showcase firms willing to continuously 

monitor and benchmark key performance indicators against industry standards.  These 
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efforts would help to optimize internal processes and achieve operational excellence 

(Newton, 2017).  This mindset will be valuable to bring law firms willing to change 

into the future. 

Law firms must leverage data in to achieve high operational performance and drive 

profitability.  This competency will be paramount to leverage utilization rates, 

realization rates, and collection rates, which drive productivity and profitability.  Law 

firms must understand their internal data and what it is telling them.  Thorough tracking 

of key performance indicators is necessary if law firms are going to operate like 

businesses. 

 

 Alternative Fee Arrangements 

Research on fee structures suggests a large percentage of law firms are in favor 

of Alternative Fee Arrangement (AFA) when compared to an hourly billable rate.  

Research also indicates law firms and clients may benefit with AFA.  Developing and 

implementing AFA requires careful due diligence regarding law firm’s own costs and 

thorough knowledge of client comfort.  

AFAs may work for any firm ranging from big or mid-size clients with steady 

streams of litigation.  There is risk that AFA may not work for smaller clients who have 

highly variable workloads or infrequent litigation. 

         From the perspective of many clients, hourly billing often incentivizes 

inefficiency because lawyers are paid based on how much time they spend on a case 

versus outcome or performance.  According to VanPuymbrouck & Kurtzman (2013), 

the top 200 law firms favor AFAs.  Two specific fee alternatives noted were fixed fee 

arrangements and contingent fee arrangements.  Fixed fee arrangements have numerous 

hybrid models that satisfy both large and small-scale groups and include pure 

economics of cost control and performance.   
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           Many law firms and legal departments have started the process of migrating 

away from the hourly billing model.  However, to embrace this new change firms must 

train their legal staff to adapt to this new methodology.  Legal staff will need new ways 

to manage the work while keeping their limits within budget.  New databases and cost-

control monitoring software may be necessary to efficiently manage and plan new 

budgets going forward.   

Overall, the focus should always be on the customer service relationship.  The 

relationship between the firm and client must be built on service and value.  Both parties 

may benefit through transparent relationships built on mutual and cooperative 

communication along with openness in the decision-making process (Vassallo, 2012). 

         Projections regarding a strong future of AFAs is underscored by respondents’ 

answers to questions regarding new fee structures.  According to Vassallo (2012), 55% 

of surveyed legal departments expect the use of AFAs to increase, while 7% expect a 

decrease.  Further bolstering this claim is the fact that 74% of law firms also believe 

AFA use will increase with only 2% expecting a decrease in AFA usage. 

        The biggest challenging of adapting AFAs for firms will be gathering, 

governing, and analyzing data.  According to Vassallo (2012), most legal departments 

are using online billing for planning, managing and tracking their alternative fees, which 

are more efficient and effective than their previous tracking tools.  However, it also 

noted that online billing does not facilitate alternative fees in every case. Therefore, the 

law firms are primarily using their previous software accounting software for the 

management of alternative expenses.  

Another challenge is that most current billing and timekeeping systems do not 

back AFAs.  However, there are some financial planning software packages that handle 
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these systems and include functionality for evaluating and managing alternative fees.  

A few firms, like Goodwin Procter, have managed to develop their own; however, they 

have struggled to staff these efforts with employees skilled to analyze and manage large 

data sets. 

Software by itself is not adequate for shifting law firms into the future.  Both law 

departments and law firms must execute beyond talk of a need for culture change.  

Collaboration and the establishment of trust between firm and client are necessary to 

have AFAs work effectively (Vassallo, 2012). 
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CHAPTER III. FOCUS GROUP 

 

 Intent 

The intent of this focus group was to obtain insight into the insurance industry 

around legal billing improvements and best practices to complement; a hybrid pricing 

model; shifting legal billing practices from hourly billing to a hybrid model; identifying 

best practices and value proposition with the proposed pricing model; and identifying 

potential barriers in changing industry standards; and to analyze industry concerns 

regarding barriers with third party billing audit services. 

 Participants List 

 

Figure 3.1 Participants List 

 

Source: Prepared by the Authors 

 

 Candidate Selection 

The focus group demographics consisted of direct front line and leadership 

experience with defense legal counsel having 4 to 18 years of experience in the industry.  
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The average range of experience represented by the panel was 12.6 years.  Industry 

experience included property; liability; premise liability; general casualty; construction; 

and health care.  Education background consisted of a majority with a bachelors or 

masters degreed professionals, then two participants with associates degree or some 

college. 

 

 Question Selection 

Engineered questions were constructed with the intent to remove preconceived 

notions and stimulate a creative conversation.  The questions lead to insight into 

potential process enhancements focusing on legal experience, billing practices, and 

product offerings.  

From the discussion, the Team explored the following: variables; predictive 

modeling and data/variables utilizing trends regarding Plaintiff Attorney methods; 

Plaintiff (age, sex, willingness to settle;) geographic location; and the severity of 

accident risk that the insurance company is willing to take.   

 

 Focus Group Insights  

The Team conducted the focus group in a way which lead the group to an open 

dialog containing creative viewpoints and ideas.  This format was helped by removing 

bias and preconceived notions based on prior experience when evaluating possibilities.  

The Team gained great insight and perspectives from the focus group.   

The Moderating Team started off by asking the group their opinions on flat rate 

pricing.  The initial reaction was a bit negative and they had concerns such as, whether 

an attorney would dedicate as much time to a case and work as hard if not being billed 

hourly and how this would affect the relationship aspect of the attorney and insurance 
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agency.  Several members of the focus group were under the assumption that flat rate 

billing automatically meant one price fits all and were concerned about how variances 

in each case would be addressed.   

Once moderators explained to the group that the pricing model being proposed 

is not a “one size fits all,” but a dynamic billing system that is evaluated and valued on 

a case by case basis, it became a dynamic discussion.  The group became more positive 

and open to the idea of alternative pricing strategies and started recognizing and 

discussing the benefits of an alternative to hourly billing. 

One of the focus group members mentioned that they were more comfortable 

with the term “summarized billing format,” and there was a group consensus that that 

more accurately described the billing structure.  They liked the idea of having a 

breakdown of costs and budget upfront as opposed to being surprised at the end the 

case.  Every member of the group agreed that at least in some cases, this would be a 

good billing system if the budget is broken down into detailed sections explaining the 

costs for each aspect of the case including hours spent and expenses incurred. 

When the focus group target was switched to the subject of using a hybrid 

pricing structure, the group’s reaction became much more positive and they were more 

open to feedback than they were when discussing flat rate pricing.  The group liked the 

idea of using predictive analytics to evaluate and value cases which allows a firm to 

gauge their costs and set a budget more accurately up front. 

The focus group participants expressed that using a hybrid model with flat rate 

pricing for certain cases or aspects of a case could be more efficient and effective.  Some 

examples they gave when this would be helpful were; dealing with paperwork, dealing 
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with mediations and settlements; representatives of a minor when a second attorney is 

needed in a case involving a child and many other pain points that a hybrid model would 

alleviate.  It was also mentioned that if the law firm planned to use an expert witness, it 

would be beneficial to have a flat fee already negotiated with the expert based on the 

severity of the case.  They also expressed that having a budget up front makes it easier 

to decide whether to settle or go to trial. 

One of the key takeaways from the focus group was that when implementing 

and sustaining a new billing structure, it is going to be vital to educate your customers 

on how the new system works and emphasize how much money it will save them as a 

company. 

Every member of the focus group mentioned transparency or communication in 

at least one of their answers.  The members of the focus group appeared to use 

transparency and communication as synonyms.  The transcript will reveal that even 

when talking about pricing models and how the insurance company wanted to receive 

a bill from a lawyer, communication and transparency was mentioned in the answer, 

although the insurance companies liked communication on their terms.  

This does not always mean that a phone call is needed when an email will 

convey the same information and save the insurance company/law firm time.  An 

example of the insurance desiring communication would be if the bill is going to be 

higher than what was budgeted for the case.  The members of the focus group did not 

have a problem with the bill coming in higher if they knew the bill was going to be 

higher (ex. a panel of expert witnesses with an established fix flat rate). 
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The focus group participants also suggested some data points that would be 

helpful in determining what fees they would accrue versus the payout the insurance 

company would have to pay the plaintiff. 

Data points referenced were: 

● Plaintiff lawyer qualifications 

● Discovery length 

● Whether there will be depositions 

● Whether the plaintiff lawyer will settle before going to trial 

● Whether the plaintiff lawyer is an effective trial lawyer 

● Any information on the plaintiff (plaintiff zip code, zip code of the accident, 

age, sex) 

● Plaintiff’s history in deciding whether to settle or sue 

● Previous claim history of the plaintiff 

● Plaintiff financial situation 

Adding this information into a model will help the defense lawyer more 

accurately estimate the budget for the case.  Predictive analytics are starting to impact 

how insurance companies interact with law firms regarding law service budgeting.  

Insurance companies are tracking how much money law firms are saving them 

compared to what they are being charged.  Law firms able to demonstrate value are 

more likely to selected than law firms unable to articulate their value.   
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The focus group participants also expressed that if a law firm is going over 

budget but producing consistent positive results, they don’t mind going over budget if 

there is transparency and communication if the benefits outweigh the costs.  The theme 

of communication on an ad hoc basis was a recurring theme during the focus group 

session. 

The insurance companies represented in the focus group stressed the importance 

of developing tools that may help lawyers and insurance companies during a case.  This 

most often was represented as a dashboard with items important to the insurance 

company relating to the case.  This free flow of information would help to drive cost 

down for both the law firm and the insurance company.  

Additionally, the implementation of comprehensive metrics rated high for 

members of the focus group.  The focus group participants stated metrics may help them 

make good recommendations on whether to use in-house counsel, panel, or non-panel 

attorneys.  The focus group panel also believed metrics would be useful to help 

determine whether a law firm will stay on the panel or be moved to a non-panel.   

Currently insurance companies and defense law firms are in a relationship 

business.  The focus group panel believes the next five years will shift to a more 

business relationship where results are measured.  The days of knowing the executive 

management team to guarantee cases is coming to an end.  

According to the focus group panel, insurance companies want to see 

performance from the law firms they use.  Additionally, insurance companies are trying 

to limit their exposure in high profile cases; therefore, they are more likely to go with 

an outside firm that has expertise defending the case.  Outsourcing is also starting to be 
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a trend because law firms cannot specialize in every type of defense needed by the 

insurance company.  These ingredients are being done today so that insurance 

companies can minimize losses on their bottom line. 

The focus group participants stressed that defense law firms wanting to compete 

going forward will need to embrace open communication with the insurance companies.  

The modern-day law firm also needs to be doing some form of analytics to help them 

get more accurate cost results.  The focus group also stated law firms may use analytics 

to the point where they know more details about the plaintiff and the plaintiff’s lawyer.  

Finally, the focus group participants advised that law firms need to be tracking metrics 

which are mutually agreed upon to fully integrate interests. 

 

 Focus Group Highlights 

 Interactive Climate 

● Engaging group with insight into the insurance industry. 

● Legal experience and strategic cost containment recommendations. 

● Open dynamic group discussion, which expressed value in cost effective 

methods with legal services and positive response to new pricing strategies. 

 Predispositions 

● Found positive reaction to hybrid model of billing with description of favorable 

views toward predictive modeling. 

● Group members responded more positively to the term (suggested by one of the 

focus group members) “summary of billing,” than set flat rate pricing. 

● Provided a favorable reaction to summary of billing broken in group tasks such 

as discovery. 
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 Reactions to Materials  

● Alternatives to hourly billing were favorable when paired with transparent 

communication (dashboard or updates when direction of case changes), 

predictive modeling providing “upfront summary of billing”, and finalized 

with detailed report findings and activities.  

 Responses of Panelists  

● Group values transparent communication, predictive modeling providing for 

summary of pricing, and cost containment strategies. 
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CHAPTER IV. PRICING MODEL ANALYSIS 

 

The development of the following pricing models was a result of a collaborative 

effort from the Capstone Team.  Data used to develop each model was provided by 

Hermes Law early in the project timeline.  The following section provides a description 

of the data and descriptions along with the methodology behind each data model 

explored during the duration of the project. 

 

 Data Analysis 

 Data Description and Highlights 

To help with development of the pricing model, Hermes Law supplied the 

Capstone Team with a dataset containing 721 cases.  The data provided varying levels 

of information on 41 different case types across 112 clients.  Although some records 

provided all variables in the individual cases, most of the case records contained nulls, 

which would not produce accurate results for the development of the pricing model. 

 To mitigate any errors using cases with nulls, the Team removed these records 

from the dataset and began analyzing the data remaining.  The analysis gave the Team 

insight to the business and helped guide further actions on price model development. 

 Preliminary analysis of the dataset highlighted the distribution of case types and 

claim amounts.  The most repeated case types were: 

● Auto Accidents 

● Breach of Contract 

● Premises Liability 

● Product Liability  
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Although the entire dataset was not complete, there were several cases remaining 

for the Team to begin drafting models.  The Team narrowed in on key components in 

the remaining dataset to identify relationships and ways to build a working pricing 

model prototype.   

Key data points were: 

● Case Type 

● Fee Budgets 

● Billed Amounts 

● Settlement Amounts 

● Claim Ranges 

Using specific these data points was paramount throughout the development 

process and netted positive results. 

While analyzing the data, the Team compared different aspects that helped to 

better understand the company performance regarding cost structure.  A more 

interactive view of this data analysis will be provided at the end of the project.  Hermes 

Law will receive the data analysis along with working copies of all pricing models 

referenced on a USB drive. 

 The following data analysis methodologies helped the Team break down the 

variables and develop data fact statements.  The data facts assisted Team members in 

the selection of criteria needed for a working price model.  Additionally, the data 

analysis methods helped frame the scope of the overall project. 

 Total Expenses vs Claims Amount 

Comparing total expenses to the claims amount shows the average savings for each 

case.  To develop this dataset, the Team tracked differences between the claim amount 
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and all incurred expenses, which included: expense amount, billed fee, and settlement 

amount. 

The formula used to create this dataset was: 

● Claim Amount less Total Fee less Settlement Amount divided by the Claims 

Amount 

The result of this formula produced a percentage expressed as Claim% on the 

data analysis sheet to be provided at project closing. 

On average, the Team discovered there is a 30.24% savings for cases Hermes 

Law handles.   

By analyzing the data, the Team observed risks within the dataset that indicate 

budget concerns.  The risk analysis consisted of 142 cases and utilized the case type and 

claim range.  The numbers in red below indicate occasions where the expenses incurred 

were higher than the claim amount.  These instances represent times where the client 

may have been better to pay the initial claim rather than litigate the case.  Knowing this 

information was useful in determining risk within the pricing models.   

Figure 4.1 Total Expenses vs Claims Amount 

 

Source: Prepared by the Authors 
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 Fee Budget vs Billed 

The fee budget versus the billed budget analysis compares the  fee budget and what 

was billed.  The result was expressed as a variable called, Budget% Savings, which will 

be provided on the USB drive at the close of the project. 

 The data analysis found that most cases are 43.82% less expensive than the 

original budgeted amounts.  Although this result implies a positive savings for Hermes 

Law clients, it prompted the Team to think of more ways to make the budgeting process 

more accurate.  The goal for any pricing model developed under the project is to 

minimize differences in planned versus actuals regarding billing. 

 The data excerpt below consists of 204 individual cases divided by the case type 

and claim range.  The numbers in red indicate occasions where the billed amount was 

higher than the budgeted amount.  These instances represent occasions where customers 

were required to pay more than expected. 

Figure 4.2 Fee Budget vs Billed 

 

Source: Prepared by the Authors 

 

 Case Evaluation vs Settlement 

Another evaluation method compared the case evaluation amount to the settlement 

amount.  This analysis was useful in determining the accuracy of case evaluations.  On 
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average, the Team discovered that most cases are 27% lower regarding the settlement 

amount, which indicate an under-evaluated case. 

 This analysis consisted of 34 cases divided by case type and claim range.  The 

numbers in red indicate instances where the case evaluation amount was higher than the 

settlement amount.  This analysis highlights the deviation of the case evaluation. 

Figure 4.3 Case Evaluation vs Settlement 

 

Source: Prepared by the Authors 

 

 

 Dynamic Fixed Budget Price Model 

After analyzing the preliminary data, the Team began exploring for correlations 

between the ultimate billed fee and variables that may be available to individuals 

forecasting the value for the individual case.   

One possible solution explored was a Dynamic Fixed Budget Price model based 

on the total billed fee of previous cases as a percentage of the original claim amount 

supplied by the client.  Rather than using a strict fixed-fee, the dynamic fixed budget 

price model would operate under the assumption that the client has provided analysis 

upfront, which is supported by the initial claim amount. 
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The logic behind the model takes all cases supplied by Hermes Law and assigns 

a Fee to Claim percentage based on case type.  As more cases are entered, Pivot Tables 

in Microsoft Excel recalculate the averages, which may help to provide more accuracy 

as more information is collected. 

Figure 4.4 Average of Fee to Claim 

 

Source: Prepared by the Authors 

 

To assign the projected fee, a Hermes Law associate simply needs to supply the 

Client and Case Type from the drop-down menus and input the claim amount from the 

client.  After inputting these values, a projected fee is generated to price the case. 

Figure 4.5 Input Data Sheet 

 

Source: Prepared by the Authors 

 Difficulty Coefficient Based Pricing Model 

Another model explored by the Team was a Difficulty Coefficient Based model 

(CBM).  This model uses multiple factors such as: 
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● Client Name 

● Case Type 

● Claim Amount 

● Expected Case Duration 

● Case Severity 

● Difficulty Level 

● Plaintiff Attorney Mindset 

● Actual Billed Time 

● Fixed Rate 

Utilizing the referenced inputs helps to consistently and objectively calculate a 

total fee Hermes Law may charge.  All inputs to the model are based on percentage 

averages from data provided by Hermes Law and would have minimal sustainment 

costs. 

Like all models represented within this report, it will be important for Hermes 

Law to consistently capture all data points moving forward.  The model works on 

the premise that more data provides a more accurate fee. 

A working example of the model along with a user guide will be provided in the 

USB drive to Hermes Law at the close of the project.  Users of the model will see a 

series of drop-down menus guiding them through the process as shown below: 
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Figure 4.6 Difficulty Coefficient Model Input 

 

Source: Prepared by the Authors 

 

After inputting all information, users will see a final expected total fee.  The fee 

gives Hermes Law the ability to remove bias in the budget setting process, and promotes 

more accurate pricing for clients. 

 

Figure 4.7 Difficulty Coefficient Model Output 

 

Source: Prepared by the Authors 

 

 Artificial Intelligence Machine Learning Model 

Another model explored was the Artificial Intelligence Machine Learning model 

(AIML).  This model exploits recent advances in computer networking and can propel 

users into the future with predictive analytics. 
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 AI Machine Learning Techniques 

AI now drives cars, recognizes faces and letters, beats the best human GO player 

in the world (one of the most ancient games with over 10 ^170).  The Capstone Team 

believes it is a great time to explore uses in the legal industry. 

The two of the popular ways to do this modeling is using R and Neural Networks.  

R is a free programing language available with free tools.  It is very powerful tool and 

most companies with large troves of data use it regularly as part of their day-to-day 

business.  One drawback for the project with Hermes Law is that R modeling requires 

approximately 100,000 records to do a thorough analysis, which is much more than the 

initial dataset.   

Because the dataset was limited, the Team utilized the Neural Network, which is 

composed of artificial neurons that learn through trials by correcting itself.  This same 

technique is used for facial recognition and character recognition.  The key aspect of 

the successful training in the neural network is the amount of valid data.   

The feasibility test was performed on Neural Network with limited amounts of 

data due to many of the records containing null values.  However, the implementation 

of Neural Network using C# in visual studio environment confirmed that the Neural 

Network was learning and adopting itself to the dataset.  Although the Team was unable 

to provide a solid model with the given data, the Team recommends using Neural 

Network, or R to do predictive modeling. 

 How Neural Networks Work 

The Neural Network works by moving data through a series of repeating tests 

through different layers: Input Layer, Hidden Layer, and Output Layer.  The diagram 

below illustrates how the network can learn in the hidden layer by error checking at the 

output layer and looping through within the hidden layer. 
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Figure 4.8 How Neural Netwoks Work 

 

Source: Prepared by the Authors 

 

The input lists are numerically converted values of ClientID, CaseType, Fee 

Budget, Claim Amount, and Case Valuation.  These values are also normalized by using 

minimum and maximum values.  The values are in the range of 0 to 1 using decimal 

values.  It is important to keep the value in manageable range.  A single outlier value in 

either minimum or maximum may throw off the model building process.   

The hidden layer in the above diagram pictures one layer, but it can be more than 

one layer with any number of nodes.  The algorithm loops through the nodes and adjusts 

the weights by comparing the results in the output layer.  The output layer could convey 

the total billed Fee in the demo but can be easily modified to create anything. 

 Prototype Description 

The program below demonstrates the technology is very promising.  Though the 

program is not able to produce 100% accurate predictions of the “Total Billed Fee”, it 

does indicate how the neurons work together to build a hidden layer that may help to 

solve the problem of estimating the actual legal costs.   
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Below the grid toward the top of the image explores the data with the usable values and 

columns.  From there the left tree view contains the nodes details.  Toward the bottom, 

the Neural Network Diagram includes the current values of the neurons in graphical 

format.  The application also has an option to do mass training and single training, along 

with UI testing. 

Figure 4.9 Prototype Description 

 

Source: Prepared by the Authors 

 

The application may be tweaked and adjusted by changing the learning rate and 

the neuron configuration: 

● Following code in the form1.cs file is the place where these values may be 

changed 
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● Learning rate is the value which affects the degree of change in neuron’s 

weight during the learning process.   

● The Node arrangement node conveys how the neurons will be arranged.  The 

example of 5, 4, 3, 1 shows the Neuron arrangement value of the prototype. 

 

Figure 4.10 Prototype built using Microsoft Visual Studio 2015 

 

Source: Prepared by the Authors 

 

 Improving Input Parameters 

The demo is simple; however, it may be improved.  The inputs may include other 

facts about the case that could affect the outcome.  Some additional inputs may include: 

● Age of the plaintiff 

● History 

● Wealth 

● Education level 
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● Season 

● Assigned law firm 

● Voice tone in initial contact 

● Type of occupation  

 Output Options 

The output may also be adjusted to display anything.  It may be a simple total 

billed amount simulator as well as the predictor of outlier cases that goes beyond the 

originally allocated case hours.  The Team noticed that one outlier case may have such 

a high figure that it could affect average values to be useless.   The model may also run 

throughout the life of the case so that it can provide an alert about whether it is about to 

become an outlier case 

 Dependencies 

Both R modeling and Neural Networks require significant amount of solid 

data.  There is a term “GIGO” in computer science (Garbage-In-Garbage-Out).  The 

model will only be as good as the source data.  Gathering more case information 

consistently is critical in data modeling.  Keeping more detailed case information and 

requesting additional information from customers and competitors will be helpful.  

When executed consistently this may be additional source of revenue and a marketing 

point.    

 

 Hybrid Model 

The Hybrid model includes the use of both the Difficulty Coefficient Based 

Model (CBM) and the Artificial Intelligence Machine Learning (AIML).  The CBM is 

essentially a pricing model that allows Hermes Law to dial in a fixed budget necessary 



 

 

29 

 

to represent the defendant while covering their costs and risks.  The Hybridity of this 

model is due to the combined use of the AIML along with the CBM. 

AIML used in conjunction with the CBM will track what previous case 

valuations or key performance indicators (KPI’s) have been and allow for a budget 

comparison between what has historically been budgeted with what is forecasted.  

Using more consistent data, the CBM and the AIML will yield more accurate 

budget forecasts.  However, without quality data, neither tools will be able to serve as 

an accurate pricing tool. The use of these two pricing tools will help Hermes Law 

distinguish themselves along the two lines mentioned in the industry analysis.  

With the implementation of the two pricing models, Hermes Law will be able to 

maintain a more effortless customer experience.  Unexpected out-of-scope fees will be 

easier to identify in the early phases of the budgeting process.  This will help avoid 

surprises to the customer at the end of the case life to inform of higher than expected 

fees.  

Internally Hermes Law will be able to effectively budget for each case load and 

in turn better clear their operating margins.  These pricing tools will allow Hermes law 

to track their utilization to realization to collection rates. For example, if the assigned 

lawyer(s) on a case work at a utilization rate of 100% (40 hours weekly) but are only 

able to charge 35 hours of that time (due to inefficiencies or disputes), their realization 

rate would only be 87%.  

Additionally, if a client disputes an additional five hours it would drop the 

collection rate to 75%.  Hermes Law would be missing out on 25% of their collectible 

billing hours, which will ultimately affect the bottom line.  Leveraging this data will 
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help Hermes Law begin to operate more as a business with predictive analytics guiding 

decisions.  
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CHAPTER V. MARKETING ANALYSIS 

 

 Competitor Analysis (Porter’s Five Forces) 

The following analysis provides an in-depth view of Hermes Law’s competitive 

position in the legal industry and helps to identify which strengths or weaknesses may 

be exploited to strengthen the overall position.  The use of Porter’s Five Forces of 

Competitive Analysis helps to frame the analysis and help determine the intensity of 

the industry. 

 The Bargaining Power of Buyers. 

Every buyer in the market possesses the power to bargain.  This power is to 

negotiate the capacity of one party to dominate the other due to its influence, power, 

size, or status, or through a combination of different persuasion tactics.  In that case, the 

insurance companies can always claim the right to bargain and demand lower prices 

with the high quality of services from Hermes Law in order to meet their demands. This 

concept can tend to be an enormous threat to the efficacy of our client’s pricing model 

because Hermes Law must provide the best service to meet their demands. 

 The Bargaining Power of Suppliers. 

Strong bargaining power allows suppliers to sell higher priced or low-quality 

services to their buyers.  Suppliers have the power to fix their prices and rates in 

accordance with their break-even analysis.  This can be referred to as the bargaining 

power of the suppliers.  In that case, the suppliers are insurance companies supplying 

cases to Hermes Law and opposing litigation firms.  In order to eliminate this issue, the 

Team came up with a precise and clear pricing model that takes all influencing factors 

into consideration.  This gives the buyers or insurance companies a clear picture upfront 

of what and how much they need to pay for the services. 
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 The Degree of Competitive Rivalry. 

The intensity of competition in every industry is set by the various institutions 

taking part in the industry.  In this case, Hermes Law has many competitors, the best 

examples of which are Sargent Law, Bates Law and other companies like The Biggers 

Law Firm.  The prices set by our client’s competitors, directly and indirectly, have a 

substantial impact on Hermes Law pricing.  

Buyers or insurance companies determine the best services at the lowest price.  

This should be the goal of every organization.  In order to achieve this goal, companies 

tend to participate in rivalry to get the required customer base.  In other words, law 

firms must price their services effectively to get on insurance panels and receive cases.  

 The legal industry started out as very competitive, with law firms a dime a 

dozen.  Since the 2008 market crises, legal work has “flattened out” as law firm clients 

tried to decrease their costs (Smith, 2015).  In the last few years, most industries have 

been disrupted by technology and the customer wanting things more efficiently.  An 

example is television and Netflix taking advantage of the disruption brought by 

customers changing needs and wants to create a service that is convenient and efficient. 

According to Christopher Andersen of LexisNexis, senior product, and firm 

manager, clients of law firms will bring about the disruption of legal services. This 

suggests that the firms are not the only rivalry – Customers are guiding the discussion 

too (Strong,2014). The clients will change how law firms sell their services.  

Market share must now come at the expense of the competitors (Smith, 2015).  

More legal work is kept in-house and increases competition.  Firms must be innovative 

to satisfy their client's needs and capture market share going forward.  The degree of 

customer rivalry, hence, has the capacity to make or break Hermes Law’s pricing model.  
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 The Threat of Substitutes. 

Substitutes are an inevitable option that buyers tend to move towards when pricing 

conditions are not in accordance with their best interests.  Technology stands as a 

prominent substitute.  Law is interacting with business and technology more than ever, 

and is redefining what it means to practice law.  

Technology presents lawyers with the opportunity to use effective new business 

models to deliver services and monitor business and financial performance.  There are 

few services the Internet does not offer, in most cases, for free!  Some jurisdictions have 

outside investment that will create new models, and may have accounting firms once 

again providing legal services (Smith,2015). Additionally, large accounting firms which 

establish subsidiary law firms also represent substitutions.  The other substitutes may 

come up with better and more effective pricing models that can stand as threats to 

Hermes Law pricing model. 

 The Threat of New Entrants. 

Pricing models designed by new entrants may pose a threat to Hermes Law’s 

pricing model by offering lower prices to insurance agencies.  New firms are being 

established at an alarmingly fast rate offering better prices, greater benefits, more 

attractive offers and other buyer-friendly gimmicks.  

These new entrants target the dominant buyer personas and understand wherein 

the buyer’s journey they need to make an impact.  The newer the firm, the more 

knowledgeable it is of the changing economic circumstances.  This makes new entrants 

more equipped to face issues related to pricing.  Also, the threat of new entrants may be 

high because the pricing model that Hermes Law is about to use do not register for 

patents or trademarks.  
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   Technology has contributed a big part in leveling the playing field between 

small firms and large firms (Fuller,2014).  Many buyers of legal services see the 

perceived value as no different, or even greater than the value from large 

firms.  Creating rivalry amongst existing competitors (Fuller, 2014).  There has been an 

increase of international firms making growth in the US a strategic initiative, which is 

bringing about complexity in the market for US firms (Fuller,2014). 

 

 SWOT Analysis 

The following section provides an analysis of Hermes Law’s strengths, 

weaknesses, opportunities, and threats (SWOT).  Information obtained through SWOT 

analysis was paramount in developing pricing models and marketing strategies. 

 Strengths 

● Pricing model savings of 30.24% when run on claims and incurred expenses. 

● Pricing model allows 43.82% savings when compared to Fee budget and what 

was billed. 

● Able to determine fixed budget pricing. 

● AIML based case predictor allows Hermes Law to offer online services to 

prospective clients. 

● AIML based case predictor may produce different results based on what data is 

input in the system. 

● Hybrid model combined with CBM reduces prices and helps Hermes Law 

maintain a competitive advantage. 

● The CBM will allow Hermes Law to force the industry and other law firms to 

reduce prices.  
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● Hybrid model brings low cost, clarity, and aligned interests of both parties 

between Hermes Law and insurance companies. 

 Weaknesses  

● Some higher incurred expenses than the claim amount will offset the accuracy 

of the savings. 

● Lack of process efficiency. 

● Can’t use pricing model to determine case evaluation vs. settlement amount. 

● Since it is a new model it could be time consuming to make the transition. 

 Oportunities 

● Allows Hermes Law more opportunities to increase budgeting accuracy. 

● More cases will be input to maintain the accuracy of the data. 

● Expanded options for evaluating case vs. settlement. 

● Fixed budget pricing will attract more customers who are opposed to hourly 

billing and find it unpredictable. 

● Continued utilization of the AIML will allow more information to be stored in 

the system, causing it to output data and case evaluations more accurately over 

time. 

● Hermes Law is being an innovative and cutting-edge law firm who is disrupting 

the industry amongst their competition. 

● Hybrid model allows the pricing to be lower and avoids the high prices that 

hourly billing may incur. 

● More improvements and additions to the database may be done overtime to 

provide more output. 
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 Threats  

 

● Not enough cases and/or higher incurred expenses will offset the accuracy of 

the saving amount. 

● If not processed efficiently and accurately, it could result in customers paying 

more than expected. 

● Case evaluation vs. settlement could be undervalued. 

● Not all insurance companies are willing to try a hybrid model, since this has not 

been fully tested. 

● It is profitable for Hermes Law to sell a Hybrid model to insurance companies 

at a fast pace, as other law firm can follow and develop a similar hybrid model 

and more billable hour law firms will change to fix budget pricing after seeing 

the success it brings Hermes Law. 

 

 Marketing Strategy 

The following section provides insight on the model selection, benefits to the 

customer, industry attractiveness, and an overall marketing strategy. 

 Model Selection 

The Team suggests utilizing a hybrid model with first implementing the CBM 

immediately.  This would gradually build out the dataset for the AIML model to 

improve the overall pricing process and client experience.  With proper implementation, 

these models will significantly disrupt the legal industry and force other law forms to 

reduce prices to be competitive. The billing will begin with a predetermined rate based 

on case type, and if the case evolves into a higher complexity, the billing model will 

begin estimating an hourly rate. 
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 Benefits to the Customer 

From a client’s perspective, Hermes Law will be able to give customers the 

benefit of a clear mind when knowing most the charged fees upfront.  Based on the 

research in our focus group, this billing type will provide a cheaper billing model to law 

firms while also be attractive to clients.  

The hybrid model will be structured in a way that the lawyers and the customers 

both benefit considering that clients will have reduced expense lines in their budgets.  

Additionally, lawyers will go through less audits of billable hours and retain more 

revenue.  The revenues, although reduced, will eventually prove to be profitable for 

Hermes Law as The Firm retains more business with this new pricing model.   

Ultimately, the model aligns the interests of the client with the attorney’s 

interests because it allows for predictability on behalf of the client when handling 

different cases.  It also incentivizes the lawyer to work more efficiently and produce 

great work for the client.  Finally, there will be fewer fee disputes between the client 

and the law firm. 

 Industry Attractiveness 

Given the antiquated nature of the legal industry, most law firms are focused on 

hourly billing and very few on flat rate billing.  Hermes Law should plan to sell this to 

immediately impact and tackle small to midsize insurance firms that are seeking a more 

attractive rate.  However, Hermes Law should properly weigh the usage of the AIML 

model to compete in and disrupt the market place, given it is not fully tested and there 

is a lack of information with the current dataset.  

The primary barrier to entry the new hybrid model will be its adoption by 

insurance companies and getting them to give it a try.  However, if priced correctly 

there will be an opportunity to obtain industry traction.  Based on current industrial 
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prices and client sentiment, law firms on average consistently see higher billable hours.  

For this reason alone, the industry needs a new and exciting pricing model that will 

force competitive change, as well as form a stronger partnership with existing clients. 

 Marketing Strategy 

There are two primary strategies that this hybrid model can assume: An industry 

leadership strategy, and a “sharing” strategy.  Both assists the model’s selling potential 

and fulfill the absolute necessity of building out the AIML portion of the hybrid model. 

Given the data provided to the Team by Hermes Law, the developed models, and 

industry research, the Team estimates that Hermes will be able to price this hybrid 

model within five percent of the industry average, effectively satisfying the client’s 

main interest, i.e. the reduction in billable hours.  

 This percentage margin will only widen as the AIML portion of the model 

increases accuracy. Additionally, regardless of approach and strategy, the Team 

recommends that an online client dashboard be developed and utilized to increase 

transparency throughout the claims process.  Not only will this improve relationships 

with clients, but it will also serve as a conduit for the accuracy of the model.  The hybrid 

model’s success is completely dependent on immediate availability data and 

troubleshooting of potential roadblocks in early implementation.  A client dashboard 

satisfies both concerns.  

As a Capstone Team, we recommend taking a leadership role in the legal 

industry.  This suggestion is based on the current trajectory of Hermes Law and their 

meetings with international clients that may serve as potential sources of data, and its 

pre-existing relationships with clients regionally.   

Once a pricing strategy is developed, the firm should approach as many 

insurance companies as quickly as possible and sell them the benefits of the hybrid 
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structure (lower cost, clarity, and aligned interests).  With a proprietary AIML portion 

of the hybrid model, another selling point of this approach would be to form an 

exclusive client partnership to leverage the client’s extensive case data to make the 

hybrid model more accurate, such as case severity and other metrics that may not be 

overtly correlative to the case on the surface.   

A secondary approach and a further suggestion would be to seriously consider 

the opportunity to share or at the very least license the AIML portion of the model with 

fellow competitors regionally and then gradually on the national scale.  Regardless of 

the choice in AI model, R or Neural Network, the use of the AI tool as a partnership 

with other law firms would be an effort to reflect change on the clients or the insurance 

companies.   

The change would force clients to change how they deal with Hermes Law 

throughout the claims process.  Additionally, clients would not be able to senselessly 

audit for overages on their accounts.  Furthermore, this partnership would provide a 

level of collaboration that would yield more data points where the machine learning 

would become more accurate and bullet-proof over time.  The Team suggests this as a 

potentiality given that there are several models being utilized by smaller firms and 

online, such as Legal Zoom and other companies that are outsourcing legal tasks.  

In conclusion, the leadership in industry approach begs the question from 

competitors: “What about the status quo, and how are you going to change the 

relationship aspect of the law profession?” without being too flippant, with relative 

ease.   

This business along with others that still are dominated by unquantifiable 

metrics are now following under pressure to become more efficient with technology’s 
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advancements.  In the hybrid model, both structures will work based on what Hermes 

Law assigns in value to various data points, and this may be the primary selling 

point.  Hermes Law may have had a gut feeling for how an outcome of an insurance 

liability case may play out, now a model will be able to communicate that same feeling 

in expense line items to the client.   

Ultimately, this hybrid billing system will give Hermes Law the ability to price 

the whole process correctly from the start, with limited or no auditing from a client’s 

perspective.  With improved accuracy and consistency, the business becomes more 

efficient and profitable over time.  
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CHAPTER VI. CONCLUSION 

 

• This Project was developed as a consultancy for our Client - Hermes Law. It 

sought to propose alternative models of Legal Services Billing in comparison to 

the traditional model of Billing by the hour. 

 

• The team researched using primary and secondary sources to soak up the needs 

and situation of the U.S. Legal Sector, especially related to Service Billing. 

 

• With the information provided by the client, the Team conducted multiple 

analyses to develop different value propositions in reference to alternative 

Billing Models, which could result in a competitive advantage for the Client. 

 

• A complete and detailed report of all the research and Value Proposition was 

presented. Likewise, a series of sessions were held with the Client to present the 

findings and explain in detail how the proposed models worked. 
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CHAPTER VII. RECOMMENDATIONS 

 

 

The following recommendations are divided into two categories: Immediate and 

Long-Term.  The Team believes a phased approach will provide Hermes Law with a 

balanced plan to implement and sustain the proposed recommendations. 

 

INMEDIATE  

To complete the last mile and progress Hermes Law toward their journey, the 

Capstone Team recommends the following for the immediate term: 

● Implement a hybrid pricing model consisting of a combination of the Coefficient 

(CBM) and Artificial Intelligence Machine Learning (AIML) Price Models. 

● Continue collecting data internally and eliminate nulls going forward to fully 

leverage upcoming price model changes. 

● Review CBM and AIML variables and adjust parameters based on proprietary 

knowledge within the firm.  

● Leverage existing data troves with current clients to strengthen hybrid model’s 

accuracy and increase selling power of product.  

● Begin creating online client dashboard to increase transparency throughout the 

claims process. 

● Price hybrid model 5% below the industry average to satisfy client’s main 

interests. 

 

LONG-TERM 

To fully disrupt the industry, the Capstone Team recommends the following 

actions over the long-term: 
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● Undertake a strategy of becoming the leader in the legal industry by partnering 

with large clients such as Lloyd’s of London.  Use relationships to extract larger 

data troves to bolster CBM and AIML datasets. 

● Explore the ability to license price model software to competitors or clients. 

● Utilize the AIML model to fully exploit the industry once sufficient data has been 

loaded to the data troves. 
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APPENDICES 

 

 

APPENDIX 1. Supplemental Research 

 

 

Because most members of the Capstone Team did not have prior knowledge of the 

legal industry, there was an opportunity to bolster knowledge about the profession and 

gain insight through supplemental research.  Although not all research listed below is 

directly cited in this report, the information gained helped guide the Team throughout 

the process and provide educated recommendations. 

 

Articles Researched 

 

● You Charged How Much? 

o Article providing insight on the relationship between law firms and 

insurance companies.  

o Author gives insight on what may eliminate third party billing and why 

trust and transparency may be key (Baker, 1999). 

● Operational, Legal and Tax Issues in Life Settlement Transactions 

o Article providing a history and current state of the life settlement 

structure regarding regulation and taxation. 

o Authors provide insight on how this segment may better serve market 

participants in the future (Evans, Russell and Sager, 2013). 
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