WEST COAST REPORT

Seattle avoids the mood swings

The legal market didn't suffer from the mania of the past few years, and is also skipping the depression.
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It's not all cloudy skies and rain in Seattle — at least not for the city's legal market.

Law firms based in Seattle have enjoyed relatively stable revenue and profits despite the economic recession. One factor helping buoy Seattle is that it didn't experience the massive boom in business that other cities did during the mid-2000s. Average revenue per lawyer among the nation's 100 highest-grossing firms grew by $205,000 between 2003 and 2007, yet the average revenue per lawyer among the large Seattle firms was $112,000, according to NLJ affiliate The American Lawyer. 

"The Northwest didn't experience the same rebound in the economy from 2002 to 2007," said Blane Prescott, a consultant with Hildebrandt Baker Robbins. "It was more of a gradual rebuilding after the dot-com bust, and that lack of an overheated market has helped the city weather this recession."

Firms in money centers left their Seattle counterparts "in the dust" for most of the decade, said Lewis Horowitz, president of Lane Powell, a Seattle firm with about 180 attorneys. "In the boom times, we just plodded along with single-digit year-over-year growth. On the other hand, each year we do a little bit better. We don't have that cyclical fluctuation."

The three largest national firms in the Seattle market saw increases in gross revenue and profits-per-partner in both 2008 and 2009, according to The American Lawyer. (Those firms are Davis Wright Tremaine, Perkins Coie and K&L Gates.) By comparison, average gross revenue fell among top firms nationally last year and average profits per partner barely inched up. 

The picture was not as clear for the city's larger regional firms, with some posting modest revenue and profit growth and others staying flat or seeing slight declines (those firms declined to offer specific revenue and profit figures). 

Seattle's greatest bulwark against the nation's economic ups and downs is that it is not a major financial center. The local economy is heavily steeped in natural resources and technology — sectors that haven't suffered as much as other industries. Still, technology has not rebounded to prerecession levels, particularly with regard to initial public offerings and venture capital deals. "It's not as high as it has been historically," said Robert Kunold Jr., managing partner of 120-attorney Foster Pepper. "The venture capital funds haven't been doing that much."

Activity in emerging technologies and biotech is expected to ramp up during the next year, said Susan Duffy, the partner-in-charge of Davis Wright Tremaine's Seattle office. Still, Prescott noted that Seattle's technology companies have matured and are now getting serious about containing their legal costs, meaning the industry may not produce the same level of law firm profits as it has historically.

WAMU'S FAILURE 

The 2008 failure of Washington Mutual Inc. was another blow. The closure was felt most heavily by San Francisco's Heller Ehrman, which had a large Seattle office and handled a significant amount of the bank's litigation before the firm dissolved. K&L Gates handled litigation matters for Washington Mutual. 

The bank's failure hasn't helped Seattle's struggling real estate market, either; it left a glut of office space in the city's center. The weak real estate market proved a challenge for regional firms like Foster Pepper that are known for their strong real estate practices, although Kunold said his firm stayed busy by helping pension-fund clients with real estate investments. 

Seattle's legal market historically has been dominated by local firms, although that began to change during the late 1990s, when Silicon Valley firms took notice of the city's emerging technology industry — Microsoft Corp. and Amazon.com are just two of the notable companies based in the region. Palo Alto, Calif.'s Wilson Sonsini Goodrich & Rosati and Cooley Godward Kronish, and Orrick, Herrington & Sutcliffe were among the firms that established Seattle offices. The dot-com bust early in the decade largely stemmed the tide, however. Some of the outside firms have since closed shop, including Morrison & Foerster, Los Angeles' Gibson, Dunn & Crutcher and Cooley — although Cooley re-established a Seattle office in 2008 after picking up partners from dissolving Heller Ehrman.

Seattle now features a mix of local firms with national footprints, midsize regional firms (Lane Powell, Foster Pepper and Williams Kastner, among others) and a smattering of offices of national firms. Megafirm K&L Gates maintains about 200 attorneys in the city — the result of the 2007 merger that brought together Seattle-based Preston Gates & Ellis and Kirkpatrick & Lockhart Nicholson Graham.

The economic downturn has changed the dynamic between the national and regional firms largely because of rate pressure, several local attorneys confirmed. Newly cost-conscious clients are giving regional firms a closer look. "Clients want reasonable rates, and we offer more reasonable rates," said Kunold, noting that regional-firm billing rates are generally about 25% lower than those of lawyers in the Seattle offices of outside firms. 

Firms based outside of Seattle haven't simply ceded business to lower-cost regional firms, said Sheryl Willert, the managing director of 100-attorney Williams Kastner. Rather, they are trying to take a page from the regional playbook. "A lot of the big boys have in fact tried to move into the arenas previously occupied by the regional firms," Willert said. "They've attempted to fill the void in their own business by taking on less lucrative insurance defense work."

Attrition has historically been low in Seattle, though several attorneys said the flexibility to appease cash-strapped clients is one reason a growing number of partners at larger national firms are moving to regional firms. Attorneys at regional firms don't have to subsidize flailing practices in weaker markets, or help underwrite higher operating costs in more expensive cities. 

"I see more willingness to move to a regional firm out of frustration with the work environment at the bigger firms," said Horowitz, who is in recruiting talks with at least three partners from national firms. "The partners at the national firms are feeling the economic pinch and they are looking across the street at firms like ours."

ASIA PRACTICE 

Seattle-based law firms haven't turned their backs on Asia — most of the large players have at least one office in the region, and the regional firms generally maintain an office or partnerships with Asian firms. However, Asia is not a major growth area for most Seattle firms right now.

"It seems logical given our location, but I'm not aware of any Seattle-based firms making a splash in China," said Nancy Williams, managing partner of Perkins Coie's Seattle home office. "We had a Hong Kong office that closed, and we have offices in Beijing and Shanghai, but we're pretty focused on intellectual property. We haven't really looked at expanding in China beyond IP."

Lane Powell was burned during 1990s when it focused on Japan only to see that county's economy stagnate, Horowitz said. Now the firm does far more cross-border work with Canada than with China.

K&L Gates is the exception to the rule. It has made a significant push into Asia with six offices, two of which opened within the past two years. David Tang, the managing partner for Asia, said that about half of the 200 attorneys in Seattle are involved in supporting its Asia platform, although other offices are also involved. 

"For us, clearly Asia is important," Tang said. "We've been following client interest and a lot of them see opportunities in Asia. It was the tech companies that came in with the mindset that geographic boundaries aren't as important as they have been in the past. There really aren't boundaries when you're dealing with the Internet."

