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Compensation

Review 
traditional 
compensation 
plans to  
align firm 
compensation 
incentives 
with desired 
behaviors.

New  
Legal
Marketplace

T
he modern large law firm business 
model is outdated. To effectively 
compete, numerous systems and 
processes must change. Luckily 
there are plenty of experiences 

for law firm leaders to draw on, as the disrup-
tions taking place in the legal marketplace are 
fundamentally the same as those faced by other 
industries. As any market evolves the incum-
bent market leaders tend to resist proactive and 
voluntary change. And who can blame them, for 
they’ve enjoyed pretty good success doing it their 
way. But markets ruthlessly favor the adaptable, 
so the question isn’t whether to change, it’s how 
to change. In law firms change happens only 
when the owners—the equity partners—truly 
believe it’s in their economic self-interest to do 
so. Some will dabble in change efforts, viewing 
discounts, nonhourly fees or efficiency efforts 
such as project management to be a necessary 
evil, pursued only when forced to by clients too 
big to ignore. So let’s make it easier to embrace 
change: Law firm partners shouldn’t change 
because they fear obsolescence; they should 
change because change pays handsomely.

A Blueprint for Success
It’s a simple maxim in business: If you produce 
a product or perform a service numerous times, 
you will learn from this experience. Over time 
this experience allows you to produce more 
volume, in less time, at a lower cost and at a 
higher quality than competitors with less expe-
rience. For innovative offerings, high prices 
coupled with efficiency gained from experience 
generate high profits. For commodity offerings, 
low price points coupled with efficiency gained 
from experience produce a low-cost base that 
generates profits and crowds out competitors 
with less experience. It’s that simple. 

Law firms resisting this successful blueprint 
literally ignore their single greatest opportunity 
for differentiation: experience. Unsophisticated 
in-house buyers of legal services from days gone 
by, unable to distinguish or measure quality, 
and incapable of demonstrating their own 
value, relied on brand strength and high rates as 
proxies for quality. As in-house counsel and their 
colleagues in procurement and operations have 
become more sophisticated buyers, they have 
established quality metrics that favor experience. 
It’s small wonder that alternative providers of 
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legal services that embrace technology and 
Six Sigma quality processes are gaining 
significant market share. This is also why 
law firms and individual partners who 
demonstrate deep subject matter exper-
tise through project management, process 
improvement, detailed matter budgets, 
technology enhancements and project fees 
are also gaining market share.

Rewarding Experience
It’s no secret that a primary emphasis of 
traditional law firm partner compensation 
plans is production, in the form of billable 
hours at high billing rates. A partner whose 
hourly rate increases every year and who 
bills substantial hours generates a healthy 
income. But this has created perverse 
incentives. Billing more time at higher 
rates is far more lucrative than incorpo-
rating experience to save time for the firm 
and generate lower prices for the client. As 
it turns out, inefficiency doesn’t pay well. 
Not any more. The new legal marketplace 
strongly rewards experience and effi-
ciency. Buyers are shifting their expecta-
tions of law firm brand strength from size 
(“We’re everywhere”) and breadth (“We do 
everything”) to experience (“We do this 
better than anyone else, and we can prove 
it”). Law firms with unique capabilities can 
command high rates but are expected to 
lower rates over time as experience gen-
erates efficiencies. For less unique ser-
vices, law firms must demonstrate quality 
and differentiation by proving experi-
ence through predictable budgets, project 
plans, a continuous improvement culture, 
etc. For law firms with partners good at 
many things but expert in few, it’s time to 
migrate toward a niche. Law firms with 
partners holding deep expertise can now 
link this experience to client satisfaction, 
quality and financial performance.

So how do we get there? It starts with 
law firm leaders embracing rather than 
resisting the new market ideals, develop-
ing a cohesive investment plan to build 
a continuous improvement culture and 
adopting incentives that reward behavior 
consistent with client satisfaction, collabo-
ration and fiscally sound management. 

In short, we need compensation plans 
that ensure what’s good for the partner 
is also what’s good for the partnership. 
Law firm leaders who won’t tackle incen-
tive plans because doing so is disruptive, 
or who expect “firm first” behavior from 
their partners while rewarding the exact 
opposite, should be shown the door. A 
poorly aligned incentive plan is as much a 
sign of inept management as a sign of self-
interested partners. There are some classic 
challenges with current law firm partner 
compensation systems. Each on its own 
can be a hindrance to change, but collec-
tively these combine to pose a significant 
barrier to progress. Therefore, we can’t 
dabble with a single lever or two; we must 
tackle the whole system.

Transparency
The single greatest challenge to law firm 
partner compensation is lack of transpar-
ency. Many law firms have plan docu-
ments, and many of these incorporate 
multipage addendums in the densest 
legalese illustrating desirable behavior—
for example, how and when to split origi-
nation credit. Just as many firms have no 
plan document, only a process for delegat-
ing compensation. In subjective compen-
sation systems, some decisions simply can 
never be explained to everyone’s satisfac-
tion, so partners must trust the people and 
the process. In formulaic systems partners 
may see productivity metrics but may not 
agree with the relative merits of differ-
ent contributions. Law firms with “open” 
systems mistakenly conflate the notions of 
seeing every partner’s compensation with 
ensuring equitable treatment. Closed com-
pensation systems (those in which part-
ners see only their own compensation), 
particularly with subjective determina-
tions, at times barely meet the de minimis 
standards for fiscal governance, let alone 
convey a sense of equitable treatment.

In many law firms there’s a discon-
nect that management tends not to grasp: 
Partners do not explicitly know what 
behaviors are valued, in what propor-
tion and what rewards or consequences 
are associated with different behaviors. 

We expect partners, without any busi-
ness training, to magically know how to 
make wise business decisions on behalf 
of the firm. To improve transparency, 
leaders must clearly define in advance 
what behaviors are expected of partners, 
establish metrics to measure performance 
of these behaviors, regularly publish these 
metrics and dole out consistent rewards 
for meeting or exceeding expectations.

Drive and Reward
A compensation system is ineffective if the 
desired behaviors are defined after the fact 
or if the rewards for these behaviors are 
defined after the fact. An effective system 
drives the desired behaviors by establish-
ing a road map of what’s expected and 
what’s rewarded. Partners should be able 
to engage in “what if ” scenarios to visual-
ize the rewards for certain behaviors. We 
want the partners to “game the system” 
to ensure maximum individual rewards 
when doing so explicitly furthers the firm’s 
strategic priorities. Management should 
link and publish the desired behaviors and 
rewards alongside the annual budget at the 
beginning of the year.

Different Strokes
Firm management should partake in 
a partnership-wide exercise to define 
“What does it mean to be a partner/
owner here?” The result will be no sur-
prise: There are numerous competing 
views of the “highest and best use” of a 
partner. Indeed, there is more than one 
path to becoming a productive, valued, 
profitable partner. 

As it turns out, 
inefficiency 

doesn’t pay well. 
Not any more. 
The new legal 

marketplace 
strongly rewards 

experience and 
efficiency.
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The traditional paths to secure an 
equity ownership stake are to generate a 
large book of business, to consistently bill 
a significant number of hours or to have 
a powerful patron. The numerical targets 
vary, but in some firms numerous existing 
partners would not be eligible for elevation 
if today’s standards are applied. It’s easier 
to pull up the rope ladder than to engage 
in a tough conversation with an under-
performing existing partner, so manage-
ment risks falling into the double trap of 
diminishing future earnings by crowding 
out future stars and diluting current earn-
ings by protecting underperformers. Go,  
team! A more sensible approach is to rec-
ognize that different lawyers bring differ-
ent skills, and these skills can be variably 
rewarded. What is one partner’s under-
performance may be another partner’s 
exceptional contribution.

Rainmakers believe in the old busi-
ness credo: “Nothing happens until we 
make a sale.” Selling in any business is an 
elusive skill and should be handsomely 
rewarded. Why, then, do so many com-
pensation plans require top rainmakers to 
stop selling and to bill hours or risk being 
accused of not working hard? An effective 
plan rewards those who wish to sell full 
time. But we must reward selling the right 
offering at the right price and discourage 
selling by offering discounts. 

Rainmakers don’t work without a net, 
of course. Clients don’t buy if lawyers 
can’t demonstrate the specialized exper-
tise necessary to solve client problems, so 
we highly value our technical experts for 
delivering quality legal work. Why, then, 
do so many compensation plans require 
technical experts to stop working in order 
to attend a rainmaker academy? Of course, 
it’s helpful if every partner could generate 
slightly more business, but at what cost? 
When the wrong lawyer is assigned the 
wrong task because the experts are unpro-
ductively engaged elsewhere in low-yield 
activities, then quality suffers, client satis-
faction drops and profits decline.

The era of “delivering quality legal work 
is the best client service” is over. Quality is 
now defined by the buyer. Partners who 

effectively manage a client relationship are 
critical: They need to staff matters properly, 
prepare accurate and timely invoices that 
demonstrate value and comply with billing 
guidelines, manage expectations and com-
munications for scope changes, continu-
ously monitor feedback, and more. Why, 
then, do many compensation plans treat 
client management as an intangible con-
tribution or ignore it completely because it 
can’t be measured in hours? And why do 
we reward in perpetuity the partner who 
originated (or inherited) a client years 
ago and ignore current contributions that 
foster client retention and expansion?

An effective compensation plan 
acknowledges the different “tracks” 
through which one becomes a valued con-
tributor to the partnership. The rewards 
available for different contributions will 
vary, but this approach provides an oppor-
tunity for partners to pursue those activi-
ties for which they are best suited and 
most effective. There is no strict line of 
demarcation, so partners can and should 
learn and pursue new behaviors. Partners 
who remain in their comfort zones may 
trade some upside potential for certainty 
however their contributions are valued.

Metrics Matter
Law firms often employ dashboards full of 
data that partners ignore. Why? Sometimes 
the data aren’t timely or are presented in 
inscrutable formats, but the greater ques-
tion is how to act on the data. If a partner 
doesn’t know what behavior to change to 
improve performance, the metric is essen-
tially useless. Firm leaders must establish 
clear links between the desired behaviors 
and the dashboard metrics, and they must 
provide guidance to partners in using this 
information to make fiscally sound deci-
sions. For example, knowing my leverage 
ratio is nice. But knowing that my partner-
heavy leverage ratio for a given matter type 
dilutes profits by 46 percent helps me to 
assign work more effectively. And knowing 
my realized rate is nice. But knowing that 
profitability is 17 percent higher for fixed 
fees than for highly realized rates on 
the same matters, and our requests for 

proposals win rate is 32 percent higher 
when we offer fixed fees moves my focus 
from production to results.

Some metrics are best used as primary 
drivers of behavior. Others may be 
useful as accelerators or decelerators. For 
example, the plan will reward origination, 
but origination of clients that span mul-
tiple practices generates higher rewards. 
Or the plan rewards cash receivables, but 
receivables with high write-downs and 
write-offs receive smaller rewards because 
they reflect poor budgeting. Or the plan 
rewards billing hours but offers higher 
rewards to those who delegate rather than 
hoard—when the situation calls for it. 

Partner compensation has been called 
the “third rail” of law firm management 
because the mere act of touching it carries 
great risk. Designing a new compensation 
plan is quite a challenge, and even adapt-
ing an existing plan can be disruptive. 
Disruption can be managed. The greater 
risk is doing nothing while competitors 
adapt. Law firm leaders should invest in a 
compensation plan engineered to (1) grow 
the firm’s top and bottom lines, (2) link 
partners’ individual rewards to firm per-
formance, (3) embrace different skills and 
contributions, (4) provide clear and unam-
biguous expectations and measures of per-
formance and (5) position client satisfac-
tion as the primary objective. It’s complex 
and won’t happen overnight, but there are 
experts who can help. If firm leaders aren’t 
initiating this conversation, then perhaps 
it’s time for new leaders. LP
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