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Your partner reward system – is it aligned with your strategic objectives?

Do you have a partner reward system that is actively helping your firm to achieve its strategic objectives – or is it holding you back?

All law firms exist in market places which have increasingly aggressive competitors – competitors who are not only seeking to poach clients but also talent.

The ability of law firms to recruit and retain the best talent will depend on a number of factors, including:

· reputation of the firm

· quality of work

· ‘culture’ of the firm

· the firm being seen to be progressing and becoming increasingly successful

· sufficient underlying profitability so that average profits per equity partner are above the market threshold when compared to competitors, so that it is able to attract talent and is less likely to lose its best people to predatory competitors

· and importantly, a perception that contribution of partners (in the broadest sense, not just top line billings) is seen to be valued and will be fairly rewarded.

 Any or all of these factors to varying degrees may be at work when a partner may be considering whether to stay or to go and firms need to work very hard at all of them because to some degree they are inter-dependent. Often factors other than money will be a deciding influence although competitive reward is important to many.

Partners need to be earning at least as much or more than their peers in competitor firms and, internally partners need to feel they are valued in the firm as much or more than colleagues – the perception of ‘relative worth’ between partners is all-important.
To meet these requirements, at least two factors need to be present:

· underlying profitability of the firm and average profits per equity partner need to be sufficient to ensure the firm is competitive in its market, and if not, that the firm is taking steps to improve profitability to threshold levels in the market.
· A partner reward system that FAIRLY rewards contribution is put in place so that partners feel VALUED.

These two requirements are closely linked and a partner reward system that seeks to reward the best talent will not work if underlying profitability and average profits per equity partner are insufficient.

If your firm is considering a move to a merit based system or is thinking of changing its existing merit based reward mechanism, then there are a number of matters which should be borne in mind:

· any change should be consistent with and advance the goals of the firm
· as explained earlier, merit based reward should determine the relative contribution of each partner with respect to other partners, by differentiating rewards for high performers from those of average performers. If problems exist with under performers, then that problem will need to be addressed outside the remuneration system.

· the system should aim to move partners towards their strengths and away from their weaknesses

· it should be sustained performance over time that is rewarded; and

· a merit based system cannot make up for a lack of profits

The success of a performance based reward system will in particular depend on two processes:

1. Performance criteria and target levels 

Firms need to actively manage their performance and so partners need to know what are the key areas of performance, what are the performance goals in each area and how their performance is to be measured and assessed in relation to these goals.

It is critical to ensure there is clarity and agreement about what is the minimum acceptable level of performance and what is the average level of performance. From this, objective decisions can be made around under performers and high performers.

When a firm sets down criteria by which performance is to be measured, this is usually the result of the partners having identified behaviour which they VALUE as core to the way in which they wish to build their firm, and because they value such behaviour, then they are prepared to reward that behaviour.

Whilst metrics are critical to such a reward mechanism, no method of performance measurement using a number of criteria is likely to produce a points score of sufficient accuracy and for that reason common sense judgment by those managing the system, applied to broad criteria, will often result in fair awards.

2. Assessing performance against criteria
Crucial to this process is the existence of trust and confidence between those who assess performance and the rest of the partnership.
Often a small remuneration group will be charged with the task of assessing performance and allocating reward. Usually such a group will include at least one person from management, because they will have first hand knowledge of partners’ performance throughout the year and are also likely to have been involved in performance development reviews, which are often sensibly made a central part of such a merit based system.

In conclusion, if you are seeking to:

· become more competitive in your market

· improve your chances in the talent market

· build a performance culture within your firm; and 

· FAIRLY match partner reward to contribution

then provided you have sufficient underlying profitability, a merit based system which is aligned with your strategic needs may be right for your firm.

However, a few words of caution; a system which works well in one firm may be a disaster in another firm and accordingly you will need to carefully tailor your system to the specific needs of your firm.
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