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The process of developing a compensation system is loaded with important and difficult decisions on a multitude of issues:

· What are the compensation criteria? 


· How are the different criteria weighted? 


· Is the criteria quantifiable? 


· Are there systems in place to measure all the quantifiable criteria? 

· 
Are there unquantifiable criteria? 

· 
How much weight do we assign to that which isn’t quantifiable? 

· 
How do we achieve stability within the compensation system, still reward outstanding effort, yet foster a "team" approach?

Do you have a headache yet? You should - These questions are but a few that will be discussed, debated and re-discussed until a system is finally agreed upon, probably leaving everyone in a state of fatigue. However, there is work to do even before tackling the issues mentioned above, and before we spend the time hashing and re-hashing what is fair and what isn’t. We must accept certain "simple truths" that are inherent in any firm, and others that will exist in any compensation system.

Simple Truth # 1- There is no perfect system for allocating income

How could any system be perfect that controls " who gets what "decided upon by "who gets what"? Perfect is a perception that must be shared by all or it will never be "perfect." Further, even if perceived as fair by all, the system will not be perceived as perfect by all. While the system may seem to function "perfectly" one year, it won’t function perfectly year after year. There will be changes and differences - and changes in the differences - from year to year, as you will see as you encounter the remaining Simple Truths.

Simple Truth #2- Each partner’s contribution to the firm will differ
Like players on a good baseball team, everyone will play a somewhat different position in the firm. Some will get the work, others may do the work, some will work in the business, and some will work on the business. The objective of the process is to come up with a system that fairly determines the value of each individual’s contribution relative to the firm’s overall success. This is not an objective easily reached, given that it is hotly debatable what is of greater value - the ability to attract business or the ability to service and retain it.

Simple Truth #3-Contributions by each partner will usually change over time
In most, if not all, firms where success endures over time there will be evolution on the part of each partner. Those who did the work will begin to get the work, those who got the work will start administering the business of the firm, and so on. The process of selecting a compensation system must acknowledge this. The system must also be built to accommodate this factor over time to avoid continually re-tooling the system.

Simple Truth #4- Some contributions will be easier to quantify than others

Certain contributions are easy to measure, such as billable hours, fees billed, and fees collected. Relative to the value of these types of quantifiable contributions, how do we measure the value of participation in firm management, community involvement and other such non-quantifiable contributions? Most would agree that these types of activities have value, and some significant value. Participation should be encouraged and acknowledged within any compensation system that would be put in place.

Simple Truth #5-Any compensation system needs adjustment periodically

This is almost undeniable. Unless a firm effectively stands still - the firm’s personnel don’t change, the firm’s clients don’t change, the firm’s services don’t change, the firm’s leadership and philosophy don’t change - adjustments must be made to ensure that the system continues to be perceived as fair by those who are bound by it.

Simple Truth #6- Unless the system is perceived as fair, the firm is at risk and possibly in danger

Although it is unlikely that everyone living by the system is likely to be totally pleased with it, all must believe that it is at the very least fair. If not, those who do not feel the system is fair will usually either leave the firm or unconsciously work to sabotage the system, endangering the firm in the process.

Simple Truth #7- The system will usually be perceived to be working when there are sufficient funds to distribute, and perceived to be in need of change when there are insufficient funds

Frequently there can be a tendency to " under manage" when there are adequate profits. We feel comfortable that we are achieving and that there is no need to tinker with what isn’t broken. Conversely, when the funds aren’t available to satisfy our compensation needs, the initial inclination is to look at the system as being inadequate instead of looking at firm or individual performance. As a result, there is a significant misdirection of time and energy in trying to change the system rather than addressing the true underlying issue of performance.

Simple Truth #8- The system will play a significant part in each partner’s decision whether it is more advantageous to stay with the firm or to leave.

Surveys indicate that compensation is not the most important factor in vocational satisfaction. However, make no mistake - it’s definitely among the most important.

Given the culture in the legal industry today, the challenge to retain valuable people is real. There are more viable options for the dissatisfied partner than ever, with firms merging, partners and key associates defecting, personnel piracy by other professions and private industry, and the competition for legal talent in general. If the compensation system doesn’t fairly meet one’s needs, they are likely to seek an opportunity where it will.

Under any circumstances, developing a compensation system is an exhausting task for all who participate. If the above truths are recognized and accepted as such, it is likely that the process will be far less frustrating and time consuming, and will in all likelihood yield a result that will succeed over time.
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