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SUMMARY:
Law firms can improve retention rates and foster a productive workforce by taking a flexible approach to
compensation. This article discusses the current trends in law firm compensation structures, including
traditional lockstep models, modified lockstep models, and hybrid approaches. It also highlights the
importance of non-monetary benefits such as flexible work hours, remote work options, comprehensive
health and wellness programs, and professional development opportunities. Additionally, it suggests
implementing regular reviews to stay abreast of industry trends and tailor compensation packages to
individual needs and preferences. Finally, the article concludes that an effective compensation package
should consider monetary compensation and other factors such as work-life balance, personal growth
opportunities, and a healthy work environment.
QUESTIONS ANSWERED IN THIS ARTICLE
1. What is a lockstep model of compensation? 
The lockstep model is a traditional form of compensation in law firms where seniority determines the amount
of pay. Lawyers are paid according to their level in the firm rather than based on individual performance or
merit.

2. What is a hybrid model of compensation? 
The hybrid compensation model combines elements of the traditional lockstep and merit-based models. It
provides stability for junior lawyers while rewarding performance and contribution as they rise in their
careers.

3. Why is flexibility important in compensation structures? 
Flexibility in compensation structures allows firms to meet their diverse workforce's unique needs and
preferences, thereby improving job satisfaction and employee retention. It also allows firms to consider non-
monetary forms of compensation, such as flexible work hours and professional development opportunities.

4. How can law firms incorporate flexibility in their compensation structures? 
Law firms can incorporate flexibility by adopting a hybrid compensation model, offering tailored
compensation packages that cater to individual needs and preferences, and regularly reviewing and
updating their compensation structures.

5. What is the future of compensation structures in law firms? 
The future of compensation structures in law firms will likely be a hybrid model that balances the need for
rewarding performance and tenure while incorporating flexibility. The emphasis will be on creating a holistic
and competitive compensation package that factors in not just the monetary component but also other
aspects like work-life balance, personal growth opportunities, and a healthy work environment.

The legal profession is renowned for its high-stakes, high-pressure, high-reward environment. Law firms,
much like other corporate entities, are always on the lookout for top talent. However, retaining this talent can
be quite a challenge. This article explores one crucial aspect of employee retention--compensation
structures--and their impact on law firm retention rates. Let's delve into how compensation plays a significant
role in keeping your firm's talent on board.
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Understanding the Importance of Retention in
Law Firms
A law firm's most vital asset is its employees--the attorneys, paralegals, and support staff who drive its
operations. Losing a key employee can result in significant disruption, lost knowledge, and added cost to
recruit and train a replacement. In fact, according to the Society for Human Resource Management (SHRM),
it can cost up to twice an employee's salary to find and train a replacement. Therefore, a high retention rate is
crucial for a firm's success and growth.

The Role of Compensation in Employee
Retention
While many factors contribute to employee retention, compensation is undeniably one of the most significant.
A competitive compensation package demonstrates employees' value to the firm and keeps them motivated
and engaged. According to a survey by Robert Half Legal, over 44% of legal professionals consider salary
and benefits as the top deciding factor when considering job offers.

Traditional Compensation Structures in Law
Firms
Law firms have conventionally employed a structured, predictable approach to compensation. The most
prevalent of these is the 'lockstep' compensation model.
The Lockstep Compensation Model
The lockstep model is inherently linked to the seniority and tenure of an attorney within the firm. It's a
compensation system that hinges on an attorney's years in the firm rather than their performance or
productivity. The principle behind this model is simple--the longer an attorney remains with a firm, the higher
their salary and bonuses. The fundamental idea is to promote loyalty and long-term commitment to the firm,
offering a clear, predictable career progression.

One of the main advantages of the lockstep model is its simplicity and transparency. It removes ambiguity
about pay disparities and fosters an atmosphere of collegiality as there is no internal competition regarding
salaries. It also allows for stability in budgeting and planning, as salary increases can be anticipated based
on tenure.

However, the lockstep model also presents significant drawbacks. First, it may not adequately reward high
performers. When the compensation is mainly tied to tenure rather than merit or contribution, highly
productive lawyers may feel undervalued and seek opportunities elsewhere. This issue could potentially
harm retention rates among the top performers.

Secondly, the lockstep model can sometimes lead to complacency. Since the increments are guaranteed,
attorneys might not be as motivated to push their limits or bring new business to the firm. The lack of a direct
connection between an individual's performance and compensation can hinder the firm's overall growth.

The Shareholder or Equity Partner Model
The shareholder or equity partner model is another traditional compensation structure in law firms. This
structure differentiates between equity partners (shareholders) and non-equity partners (salaried). Equity
partners are part owners of the firm and receive a share of its profits in addition to their base salary. The
distribution of profits is typically based on various factors, including seniority, business generation, and
management responsibilities.

While this model encourages attorneys to become deeply invested in the firm's success, it also places a
significant amount of risk on the equity partners, as their earnings can fluctuate with the firm's performance.
Moreover, the path to equity partnership can be long and arduous, often leading to attrition among those who
perceive the process as unattainable or inequitable.

  Page 2 WWW.BCGSEARCH.COM  

https://www.bcgsearch.com/article/900044267/Top-Ways-for-Law-Firms-to-Increase-Associate-Satisfaction-and-Increase-Associate-Retention-What-Law-Firm-Associates-Really-Want-from-Their-Jobs/
https://www.bcgsearch.com/article/900042940/How-to-Develop-Business-as-a-Lawyer-How-Lawyers-Can-Get-Clients/
https://www.bcgsearch.com/article/900042747/What-Law-Firm-Titles-Mean-Of-Counsel-Non-Equity-Partner-Equity-Partner-Explained/
https://www.bcgsearch.com/


While traditional compensation structures in law firms have their merits, they also come with significant
challenges that can impact retention rates. The key is finding a balance, possibly through hybrid models, that
rewards tenure while recognizing individual performance and contributions.

Emerging Compensation Models in Law Firms
Many law firms are reevaluating their traditional compensation structures as the legal landscape evolves.
They are moving from rigid, tenure-based models to more flexible, performance-oriented systems. The merit-
based and the 'eat-what-you-kill' models are prominent emerging models.
The Merit-Based Compensation Model
As the name suggests, the merit-based model bases compensation on an individual's performance. Instead
of just considering the years of service, this model assesses various factors, including billable hours, client
satisfaction, business development efforts, and contributions to the firm's culture and strategic goals.

This model aims to foster a high-performance culture where attorneys are motivated to work harder and
smarter, knowing their efforts will be directly rewarded. This system can also help identify and retain top
performers, as their hard work directly translates into better compensation.

However, implementing a merit-based system requires a robust performance evaluation process. This
involves clearly defining what constitutes commendable performance and a fair and transparent system to
measure and reward it. Without such a system, the merit-based model could inadvertently foster a toxic,
overly competitive culture and harm team collaboration.
The 'Eat-What-You-Kill' Compensation Model
The 'eat-what-you-kill' model, a stark contrast to the lockstep model, directly links an attorney's compensation
to the revenue they generate for the firm. It's a pure performance-based model, where attorneys earn a
percentage of the business they bring in.

This model can create a high-energy, entrepreneurial environment where attorneys are incentivized to bring
in more clients and generate more revenue. This model can be extremely rewarding for high-performing
attorneys with a strong client base.

However, the 'eat-what-you-kill' model can also have some negative repercussions. It may lead to internal
competition and hoarding of clients, hampering the collaborative culture many firms strive to foster.
Additionally, this model can contribute to income instability and high stress, particularly in economic
downturns.
The Hybrid Compensation Model
Recognizing the pros and cons of traditional and emerging models, some law firms opt for a hybrid
approach. This approach combines elements of lockstep, merit-based, and 'eat-what-you-kill' models. The
lockstep model might determine the base salary, while bonuses and additional perks are linked to individual
performance and revenue generation.

This balanced approach rewards both loyalty and performance. It provides a stable base income, reducing
anxiety about financial security, while the performance-based bonuses motivate attorneys to strive for
excellence.

While the emerging compensation models offer a compelling alternative to traditional structures, they are not
without their challenges. Law firms need to carefully consider their firm culture, strategic goals, and the
individual needs of their attorneys before implementing a new compensation model.
See Related Articles:

The Cravath Scale: A Benchmark
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Impact of Compensation Structures on
Retention Rates
How does each compensation model affect retention? While fostering a sense of stability, the lockstep model
may lead to frustration among high performers who feel their contributions aren't adequately rewarded. On
the other hand, merit-based and eat-what-you-kill models, while incentivizing performance, may foster a
highly competitive environment that could lead to burnout and high attrition rates.

Case Studies of Successful Compensation
Models
When examining compensation structures, it's useful to analyze real-world examples. Several law firms have
managed to balance the need for performance-based rewards with the desire for stability and longevity. Here
are case studies from two successful law firms implementing different compensation models.
Cravath, Swaine & Moore: Lockstep Compensation
Model
Cravath, Swaine & Moore LLP, a prestigious New York-based law firm, is often cited as the pinnacle of the
lockstep compensation model. Despite the wave of merit-based models, Cravath has firmly adhered to its
traditional structure, rewarding its lawyers based on seniority rather than individual performance or revenue
generation.

This approach has contributed to an impressive retention rate of 86%, considerably higher than the industry
average. It has fostered a strong culture of loyalty and collaboration and allowed the firm to maintain its
reputation for providing high-quality legal services.

The firm's success demonstrates that the lockstep model can contribute to high retention rates and consistent
performance when applied correctly. However, the model's success at Cravath may also be attributed to its
stringent recruitment practices, which ensure that only top-tier lawyers join the firm, reducing the risk of
underperformance that might undermine the lockstep model.
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Skadden, Arps, Slate, Meagher & Flom: Modified
Lockstep Model
Skadden, Arps, Slate, Meagher & Flom LLP, another highly respected law firm, has taken a slightly different
approach. While the firm uses a lockstep model for its junior associates, it transitions to a more merit-based
approach as lawyers rise in the ranks. This modified lockstep model offers stability for junior lawyers while
rewarding performance and contribution as they progress in their careers.

With this approach, Skadden has also managed to maintain a high retention rate, at over 80%. It strikes a
balance between rewarding loyalty and recognizing individual contributions, making it an attractive place for
young attorneys looking for stable career progression and experienced lawyers seeking recognition for their
performance.

These case studies illustrate that there is no one-size-fits-all solution to law firm compensation structures.
The best model depends on various factors, including the firm's culture, strategic goals, and the type of
lawyers they wish to attract and retain. Implementing a compensation structure that aligns with these factors
while providing a fair and rewarding system for all attorneys is key.

Incorporating Flexibility in Compensation
Structures
In today's increasingly diverse and dynamic legal landscape, adopting a flexible approach to compensation
can be a game-changer for law firms. Flexibility in compensation structures allows firms to meet their diverse
workforce's unique needs and preferences, thereby improving job satisfaction and employee retention.

One of the primary ways to incorporate flexibility is by adopting a hybrid compensation model, as discussed
earlier. This model allows firms to balance the benefits of traditional lockstep compensation, such as stability
and predictability, with performance-based incentives that reward individual productivity and contribution.

Moreover, flexibility in compensation structures isn't just about how much you pay your employees--it's also
about how you pay them. Traditional law firms have largely focused on monetary compensation, including
base salary and bonuses. However, there's a growing recognition of the value of non-monetary
compensation.

Non-monetary compensation can include benefits like flexible work hours, remote work options,
comprehensive health and wellness programs, and professional development opportunities. For instance,
offering flexible work hours or remote work options can greatly improve work-life balance, a factor that has
become increasingly important to legal professionals.

According to a study by Clio, a legal technology company, 76% of legal professionals would prefer lower pay
if it meant better work-life balance. This signals a shift in the profession's values and priorities and
emphasizes the importance of flexible compensation structures.

Law firms should also consider offering tailored compensation packages that cater to individual needs and
preferences. For instance, some lawyers might value professional development opportunities over financial
rewards. Offering these lawyers a compensation package that includes sponsored learning programs or
sabbaticals for the further study could be a more effective retention strategy than simply increasing their
salary.

Finally, flexibility in compensation structures involves regularly reviewing and updating these structures to
keep pace with changing trends and employee expectations. This could involve conducting annual or
biannual compensation reviews, gathering employee feedback, and staying abreast of compensation trends
in the legal industry.
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Incorporating flexibility in compensation structures is about more than just financial rewards. It's about
recognizing and responding to your workforce's evolving needs and preferences. By adopting a flexible
approach to compensation, law firms can improve their retention rates and foster a more engaged, satisfied,
and productive workforce.

Future of Compensation Structures in Law
Firms
The future of compensation structures in law firms will likely be a hybrid model that balances the need for
rewarding performance and tenure while incorporating flexibility. The emphasis will be on creating a holistic
and competitive compensation package that factors in not just the monetary component but also other
aspects like work-life balance, personal growth opportunities, and a healthy work environment.

In conclusion, a well-thought-out and structured compensation plan is vital in law firm retention rates. Law
firms can effectively retain their best talents and ensure a successful future by understanding the impact of
different compensation structures and incorporating flexibility to meet individual needs.
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