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How to FAIRLY match reward to contribution?

In earlier Briefing Notes I addressed the issues of performance and underperforming partners. How to reward different levels of performance is a subject presently on many firms’ agendas as differences in the performance of partners become increasingly apparent, causing stresses and strains to increasingly appear.   

Fairly matching reward to contribution is an essential part of any process of achieving higher performance because a firm that is unable to offer competitive rewards in its market place is at risk of losing its best performers to competitors who can offer such rewards.
At the outset it is important to understand that no compensation system can make up for a lack of profits. If average equity partner profits are below whatever is the competitive level in the market place, then a firm will be at risk because it will not be possible to reward the highest performers competitively without depressing the earnings of others to below an acceptable level. However, changing a compensation system to meet the demands of the highest performers is not the answer unless the underlying profitability of the firm also improves. 

The first and foremost requirement for many firms should be to build a ‘larger cake’ to provide a sufficiently large profit pool to satisfy everyone.

When considering partner compensation, it is therefore important for firms to first ask themselves: 

· Are you unable to offer competitive rewards in your market place?

· Do you risk losing your best people?

· Are you unable to recruit the best? 

If so a firm probably needs to look hard at both its overall profitability and how it compensates its partners.
Above all, firms need to ask themselves what they are seeking to achieve  and which partners will they need to enable them to reach their goals?
Let’s go back to some questions that I asked in an earlier Briefing Note:

As part of the strategy of advancing your firm’s goals

· What will take to succeed in your firm and have you COMMUNICATED that to your partners? 
· And will what is said to be valued in your firm, actually be rewarded?

Asking such questions should be a starting point if you are going to put together a successful partner compensation system

I have used the word ‘FAIRNESS’ in relation to this issue because for many partners, fairness is what it is about.  Firms should not underestimate the need on the part of partners to feel ‘valued’ and to be treated in a manner which they consider to be ‘fair’
How often have you heard partners saying things such as 

‘I am not paid what I am worth’

and ‘worth’ in a firm is often relative – it is about one partner feeling  in relation to other partners 
‘I am worth more than  they are’
If you have a partner who is heard to ask questions such as
‘Am I in the wrong firm?’ 

or

‘Will I be more valued in another firm?’ 

then alarm bells should ring because trying to fairly match reward to contribution for partners may require you to satisfy the personal ambitions of a number of  partners and their need to feel valued as well as determining their relative contributions in relation to each other.
So what should a partner compensation system be aiming to achieve?  

I would suggest it should:
· Be an integral part of your overall strategy for taking forward your firm to achieve its objectives
· Be used as part of the process of driving up the performance levels that you are seeking to build

· Provide sufficiently large differentials in terms of financial rewards so as to fairly recognise each partner’s relative ‘worth’ within the firm and to ‘make a difference’
· Positively encourage both the development of  new skills within the firm as well as helping to nurture acceptable partner attitudes and behaviour which can lead to the creation of an environment within the firm which encourages higher performance

Achieving these objectives will be not easy or quick, involving as they do the need to often  overcome hurdles to change and requiring a great deal of courage, vision and leadership on the part of those driving the process. 

So where should you start, if thinking about designing a partner compensation system to achieve your objectives?

We need to be aware that 

· There is no such thing as the ‘perfect system’ – one that works well for one firm may be a disaster for another similar firm. It is about putting in place a system that will work well for you.
· Ideally a merit based compensation system should differentiate between higher performers and those whose performance is average. Those who are under-performing (that is whose performance does not meet acceptable minimum levels) should be addressed in other ways, outside of a compensation system.
But which type of partner compensation system should you choose?

The basic choices are between;

· Lockstep 

· Merit-based
· A mixture of both

Lockstep systems

What do we mean by lockstep systems?

There are probably as many variants of lockstep as there are law firms. In its simplest form it is that each partner, on the basis of seniority, reaches a ‘plateau’, where there is equality, That can work well:
· If every partner is pulling his or her weight and contributing (in the broad sense) equally so no one partner should feel he or she is ‘worth’ more than any other partner.  
· The profitability of the firm is sufficiently high to enable it to competitively reward every partner on the lockstep.

However, partners do not usually make equal contributions; there will always be those who for whatever reason contribute (or consider they contribute) more than others  - and that is when the stresses and strains can begin to show and partners begin to ask themselves whether, an alternative should be found to lockstep, involving paying greater rewards for higher performance. 

However a lockstep system of this simple kind can be too rigid in its application – for example, what options does it provide for the under-performing partner? Because of this, many firms over the years have developed variants which are often referred to as a form of ‘modified lockstep’, involving elements both of seniority and merit, dependant upon the culture of the firm 

. 

Merit-based systems

Merit based compensation systems, whether wholly merit-based or part of a modified lockstep, need to: 

· Be designed to help the firm  achieve its objectives
· Establish individual partner goals and determine the relative contribution of each partner in relation to other partners

· Strongly emphasis performance and encourage partners to build on their strengths 

And ideally a merit-based system should also be designed in such a way that 

· It is sustained performance that is rewarded, for example by using a rolling average over several years to assess performance levels
· Reward differentials are sufficiently large to make it worthwhile for partners to achieve higher performance
· The compensation system is kept simple, manageable and understandable 

Performance criteria
Clearly any merit based compensation system will depend for its success on the ability to measure performance in accordance with the criteria and standards built into the system so that fair rewards result which can satisfy everyone. That as many firms who have tried this will testify, can be difficult to achieve and that is why compensation systems have to be worked at very hard and every so often may need to be changed to align with the firm’s current thinking and objectives.

Accordingly performance criteria will first need  to be agreed and target levels of performance arrived at with partners. Such criteria and performance levels will often focus on skills such as:

· Developing people
· Developing client service

· Managing and enhancing the firm’s reputation

· Developing market share 

· Developing profitability

And if a compensation system is to have a reasonable chance of succeeding, there are some basic rules to be followed: 

· The system needs to be kept as simple as possible and not over complicated. Avoid the kind of problem reportedly created in one large law firm recently when the paper setting out the new merit based profit-sharing scheme was so complicated that many partners could not understand it and had to ask the managing partner for a simple explanation. 

· Above all, communicate, communicate, communicate 
In particular if there is one element needed to make a partner compensation system work well to help a firm to progress, that is the sharing and delegation of work for the good of the firm, which unfortunately many partners are not good at. If a compensation system can be designed to ensure that greater sharing of work occurs then it may well stand a good chance of success. The hogging of work can impede good risk management as well as dragging down profitability. 

In addition, as part of a move away from lockstep to a more merit-based compensation system, consideration may also need to be given to the critical roles that will be needed to be performed in the future to enable the firm to achieve its goals and how those roles are to be rewarded. A firm that cannot offer competitive rewards to those needed to carry out roles critical to its future success, risks losing its best people and becoming uncompetitive. Some more forward thinking firms are now recognising that those who are needed to successfully drive forward the firm are more valuable to them in such roles rather than fee earning and are being rewarded appropriately.   
.

And then there is the question of who decides?

This needs careful thought –

· First and foremost trust and confidence in those who will be assessing performance is essential

· management should clearly have significant representation and influence given its day to day knowledge of the business  

· if possible, trusted and respected partners not involved in management should be involved in the process  to provide checks and balances

Finally, if there is to be a transition from one system such as a traditional lockstep based on seniority to a more merit-based method, then a firm will need to tread very carefully because the move can be difficult and will require a great deal of communication and much ‘gentle leading of partners by the hand’ until all are comfortable with the new regime. Such decisions and their implementation should not be rushed.
 ‘Go carefully’ should be your watchword.
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