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firms are entirely happy with their partmer profit-sharing

systems, Forany firm considering making changes, agood

starting point is to understand the extent to which the

current system is failing to meet the needs of partners or
thefirm and the extent of the changes that might be needed. Lawyers
constantly seek perfection, and yet there is no perfect way of allocating
and distributing a law firm's profits among its pariners, Allthat canbe
hoped foris to attain a "best practice” solution and in doing so avoid
discarding worthwhile principles and processes just because some
partners can- often mistakenly - blame the existing system rather
than inefficient implementation of it.

Lack of inter-partnertrust linked with widespread feelings of
unfairness can help to make any system untenable. The first big
question to decide is whether the firm needs fo fundamentalty
overhaul the system or to persevere, despite the apparent
shortcomings of the current system.

It should be made clear to partners (if they are not already aware
of it) that there is no perfect compensation system and firms should
resist the temptation to discard a system just for the sake of change.
Additionally, many firms have found that fundamental changes
o the way partners are rewarded and compensated arelittle short
of impossible to achievein the real world. Not only caninternal
politics get in the way, but the managem ent time and effort involved

The substantial remodelling of
remuneration systems requires
time and planning and the
involvement of partners at every
stage. Nick Jarrett-Kerr considers
the steps for the successful
implementation of new profit
sharing systems

in the introduction of a new system is hugely time-consumingand
disruptive. Nevert heless, whilst thereis no such thing asa perfect
system it seems that many partnerremuneration and compensation
schemes are flawed and in need of either a complete overhaul or some
substantial remodelling,

Changing times
As afirm grows in size, the need for formal structures increases so
that partners can understand the way things are done, Inmany
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Descriptive competence can be bland, meaningless
and immeasurable, unless accompanied by
“behavioural indicators” which show in greater
detail what the competence looks like in practice,
and what partners have to demonstrate to show

“— evidence that they have mastered the described skill

small-to-medium sized firms, changes to profit-sharing mechanisms

can be made somewhat informally, withall partpers involved in

the discussions. Once a firm gets above a certain size (around 20 to

30 partners), changes need to be made in a more structured way.

‘Whatever thesize of the firm any effort to changeits profit sharing

or compensation system, and the allied performance management

system, can give rise to anumberof points:

® Foranyinitiative to succeed there must be a widespread and
deep-rooted sense of dissatisfaction with the statusquo, or at the
very least a strongfeeling in the firm that change isneeded.

@ Thesystem should be rooted in and linked to the firm's strategy

and objectives. Leadership should have a clear vision for what the
desired conclusion might be, and should be careful to ensure that

partners share this vision.

@  Suchinitiatives must neither become one man's crusade, nor
beleft to one personto have sole responsibility for design and
im plementation. Whilst there may be partners who will oppose,
reject or even subvert any attempt to change the system, success
will depend not just on the acquiescence and sympathy of the
majority of partners, but on
there being agroup of pariners
who are prepared to put in time
and energy to support and share
theoljectives.

@  Unless the current system is
fatally flawed, it is often easier to

settle only for the pursuit of excellence, recognising that to be
content onlywith the pursuit of competence willlead to inevitable
decline,

Communication, before, during and after the project is critical.

The project should ensure that partners understand the whole
performance management process. Those managing the project
should manage expectations, avoiding, if they can, any system
that requires over-fre quent and repetitive subjective assessments
with all the anxiety, loss of time and raised temperatures which are
inevitably involved.

Onee introduced, the design of the system should be amended as
infrequently as possible, and as much effort as possible put into
Jair and consistent implementation and in ensuring that the new
system becomes an essential part of the fabric of the firm.

Incremental change

It is clear that there are a great many spokes to the compensation and
profit sharing wheel. Few firmswill want to embark onan ambitious
oject to transform all parts of it. Most are looking for a system that will

¥ There are a great many spokes to the
compensation and profit sharing wheel

move to asystem that is seen to be seguentialand a natiral flow
from the previous system. To move, forinstance, from an extreme
“eat-what-you-kill” system straight to a pure lockstep system
would be extremely difficult to achieve.

reward and compensate partners based on their overall contribution
o the firm's strategic goals rooted infactorsand criteriathat will be
essentially subjective or qualitative, In addition to the choice of the
compensation model, firms willneed to considersome orallof the

® hisdifficult to introduce anew system piecemeal, but some

degree of incremental changecan be conducted as part of a staged

process. The establishment of new partnership criteria and

expected partner behaviours can often precede the introduction

of a new compensation setting system,

@  Whatever profit-sharing or compensation system the firm has
in mind, initiatives need to be in place to encourage a sharing
team-based culture, that emphasises the gainsand benefits to be
had from diversifying opportunities and spreading riskamong

bllowing:

Clarifyand decide their vision of the desired conclusion.

Define what is expected of partners in terms of theroles,
responsibilities and behaviours to drive performance.

Criteria for the critical areas of performance or the balanced
scorecard.

A clearsystem for managing pariner performance.

Amethodology for partnerdevelopment and promotion, inchuding

agroup of partners, and refuses to value aggressive internal tiers of partnership.
competitionoranything which promotesindividual selfishness,. @ A system forjudging, scoring and assessing partners particularlyin
@ Thesystem for developing partnerskills and competencies - and subjective areas of performance.

ultimately forrewarding the development of such skills - should

Aframework for360-degree feedback.
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@ Aseriesof constifutional documents and
papers to deal with all the issues including
anew suite of appraisal document s
and changes to the partnership deed or
members' agreement.

Projects can be dealt with teratively and
incrementally, provided that they are part
d anoverallplan. Many firms work hard on
the above elements quite separately from any
project to change the compensation structure
itself. The danger lies in attemptingto make a
shift towards a subjectively assessed system
without having first introduced abalanced
scorecard or agreed on the firm's critical areas
of perfformance and bedded those changes
in. Where the firm hasalready decided onits
critical areas of performance, those areas will
often need to be revisited to make the criteria
asclearand measurable as possible.

Itis sugpested that the profit sharing
system itself is the final change to be made as
it needs to be built on the firm foundations
cfall the otherareas listed above. It should
also be clear that the new system cannot be
introduced incrementally, inthat youcan
have some part ners on the old system and
some on the new. It is possible to considera
shadow scheme where the old system isused
and the new system is piloted in parallel to
see how partners might have been affected
by the new regime. Some firms - particularly
those that are moving from a predominantly
Ibckstep model to a modified lockstep - have
chosen to introduce a relatively small amount
of performance-related elements - say 5% or
0% of the whole compensation package, so
that the effect of the change can be monitored
and scaled up over time. One worry isthat
some firms have found that asmall amount of
performance-related compensation canlead to
relatively smalldifferences between partners
which canlead to bothresentment and envy:

First steps

Before starting the project, there are some

key questions which the firm's leaders need to

address:

®  Decide whether the partners agree, or
are likely to agree, that the overallissue
of compensation - orindeed any of the
issues raised above - forms a major
concern that needs to be resolved. Itis
important to see that pariners fully and
deeply understand all the implications of
what the firm is tryingto achieve,

@ Identifypossible obstaclesand what other
side-issues might arise that could derail
the project.

Five phases ofimplementation

Phase one

Managers seek agreement from partners to
launch an initiative. It should be clear that
any change to & rewards or compensation
system will require partners to change
their behaviour in some way and therefore
partners must agree in principle that there
Is a need for some change. As discussed,

Phase two

The leaders then crystallize their thinking In
agreen paper that spells out the lssues and
challenges and clarifies what they mean in
terms of future partner performance and
behaviours. Establish a imetabie and some
desired objectives and then identify clearly the
warious options avallable for the firm.

At this stage, suffident detall should

be provided to engage the attention of
partners and to move them from a superfical
understanding of the issuas to a desper and
more cognitive level.

The leaders should then meet the partners
= awhole or insmall groups and discuss the
proposals. These meetings should be faidy
informal and should provide an opportunity for

Phase three

The leaders get approval to appaint a project
group to take the project forward and to come up
with detalled recommendationsin the form of a
white paper. The white paper should aim to spell
ouk:

@ The options that have been considered and
the reasons behind the rejection of some
proposaks.

@ The details of what will be required of
partners under thenew reqime, including.
if appropriate, details of any new or revised
performance management system.

Phase four

Fallowing this, the white paper can ba
converted into a suite of documents and voted
on or ratifiad.

Phase five

There then comes the tricky phase of
implementation. Unlike some projects, the
intraduction of a new system ta allocats
o ation or r
phased - you cannot have some on the new

tion cannot be

gystem and some not
However, some issues can be phased - the
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there is no point in proposing a major change
if partners do not perceive it to be & major
issus. Equally, the partners’ reactions to
proposals in due course may well be neutral
or unsupportive if they do not have a
reasonable level of understanding about the
Issues and their implications.

dialogue. There should however be something

of an agenda with particular focus on:

@ The performance raquired from the
partners for the firm to attain its strateqgy.

@ The project’s objective.

® The options for change and what each
means in terms of partner performance and
behavieur.

® Whether the firm needs to build or improve
its "balanced scorecard” or critical areas of
performance and how the leaders anvisage
how this will be achieved.

® How, in broad terms, partner performance
will be managed and assessed.

@ The transition from the current system to
the new or revamped model.

@ What thismeans in behaviour terms.

@ What thismeans in terms of competence and
skills - the detailed drafting of a balanced
scorecard ks an important element here.

® What the various processes and systems will
be like when it ks complete.

® How the proposals address the flaws in the
old.

@ In ary form of senioritysystem, what a partner
can doto moveup on the new system.

@ Asheetshowing the position of each partner
on the old and new model (with assumptions).

Atthe same time, changes can be affected if
necessary to the partneérship deed or membars
agresment.

introduction of a balanced scorecard and a
partner performance management system, for
axampla.

It is also advisable to qet any new
performance assessment processes in place
and agreed shead of anything alse - a pilot
scheme can help here.
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@  Establish supporters and likely opposition. Every firm hasa group
afopinion formers and if the firm leaders cannot convince them
to support and identify with yourobjectives, yourchances of
victory will be substantially diminished.

@  Thefirm needs to decide from the start whetherit is likely to have
the time, resources and energy to see the project through.

Project teams and partner workshops
The introduction of systems and processes needed to chanpea
compensation system forms alarge, time-consuming project. The
management of the project, plus its implementation, is crucial. A
project team can be usefulin this, Many project teams in law firms
have a curious habit of emerging without any particularselection
process but - howeverchosen - they need clearaccountabilities and
commitment, Team memberscan be selected to provide abalance.

Aproject team needs members who above all know about and
understand the problem being tackled, and who both care enough
and will make sufficient time to do something about it. It helps to have
one or two sceptics in the team to keep the group honest and to act
asthe grit inthe oyster. The project must be clearly scoped and have
atimetable and a budget. The choice of a project team leader forany
initiative is critical. This person
needs to knowthat they have the
power to enforce. They must be
wellrespected in the partnership
and have demonstrable
Ieadership skills. They must also
have credibility in the firm and
the clear support of the leadership
group. The project leader needs to be able to grasp the necessary
snsithrities and emotions that can be raised among partners during
the process, and the wisdom to understand the checks and balances
which need to be incorporated into any changed mechanisms.

It seem s obvious to suggest that the leader must have the capacity
o devote the necessary time and the authority to obtain the necessary
rescurces, but it is quite surprising how many internal projectsin law
firms runout of steam because the project leader keeps petting sucked
into unavoidable client work. It also helps greatly if the project leader
gets onwell with the managing partner and the leadership group and
has an open line to them and to departments and their heads forteam
members. Finally, it is vital that the leader has good organisational
capabilities (or, at the least, the active support of a capable
administrator) togetherwith sufficient operational experience to
know how to get things done, The true test of a project leader is the
extent to which theyare ahle to easily manage and organise an
internal project and to sell the results internally.

Workshops or face-to-face?

Partners do not always say what they think and agreement ina
partners' meeting does not always imply commitment. Face-to-

face interviews with partners by someone wholly objective and
detached can help to reveal some of t he deeper-seated issues and
fears that partners may have, as well as being able to identify areas of
consensus, Inaddition, partnerworkshops can belp both with pariner
engagement and com m it ment as well as with feedback on some of the
thought processes. The process of developing a balanced scorecard or
critical areas of performance is one of the core elements of the whole
approach to changing compensation or profit sharing mechanisms
towards one which has assessable or subjective elements.

Most partners should be involved to some extent in thisworkand
the workshops are a good place to involve them, While the degree
of participation may vary, there are major benefitsininchiding as
many partners as possible in the discussion about the skills and
oompetences to be defined in the creation of the balanced scorecard.
Some of this can take place by a facilitator or members of the project
team interviewing relevant partners and other stakeholders. Other
discussions can develop inaworkshop situation. Itis vitalto ensure
that any partner workshops are tightly managed and directed -
drafting proposals by committee is not recommended and there isa
fine line between the obtaining of valuable feedback on the one hand,
and the undesirable watering downof proposals on the other,

Smallfirms may be able to conduct workshops as part of a partners
meeting or to split into two orthree workshops - it is vital to try to have
the groups not too small or too big.

Part of the agenda for such workshopsis to discuss, describe and
define the skills and com petencies needed by pariners for the firm to
succeed in reaching its strategic objectives.

Thediscussion can then move onto thesort of behaviours to
be expected of partners, The first step is to create a compact set of
definitions of the current set of competencies that the firm currently

¥ A project team needs members who
~above all know about and understand
the problem being tackled

deploys, as wellas any new competencies orskills that must be worked
on, However, this step does not go nearly far enough. Adescriptive
competence can be bland, meaningless and im measurable, unless
accompanied by “behaviouralindicators” which show in greater
detail what the competence looks like in practice, and what partners
have to demonstrate to show evidence that they have mastered the
skill,

Conclusion

The issues touched on here - partneraccountability and performance,
the widerrole of alaw firm owner, partner development and
progression, and how firms reward, compensate and reward their
partners- go to the very heart of the partnership ethos. Inmany larger
firms, partners have become disillusioned and cynical about the
nature of theirrelationships with theirfirms, Many partoers complain
about no longer being “true partners” but merely paid em ployees

on fixed-term contracts, Partners canalso come from a tradition

of independence evidenced by membership of aloose franchise of
soloist, mtonomous individuals, Such partners also find it hard to
adjust to the need fora more cohesive organisation. Parinersinfirms
with ahistory of pure lockstep are finding it equally hard to accept
the increased scrutiny of their performance which merit-based
remuneration systems require. The truth is that radical chanpgetoa
firm's partner remuneration system requires time and planningand
willinvolve the firm in consideringa wholerange of other issues,

Mick jarrett-Kerr (nick@jorrett-kerr.com) is one of the leading UK and
international advisers tolaw firms on leadership, management and strateqy.
He is also a module leader for the Nottingham Law Schoolstrateqy modules
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