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How your law firm compensates partners is of course afinancial decision, but it's also a strategic
process that needs to consider multiple factors. For example, how your firm chooses to reward
partners reflects firm values, shapes behavior, drives growth, and influences long-term success.

There isn’'t a one-size-fits-all solution, so understanding the different compensation models
available, their advantages and challenges, and when to use them is essential.

The right model depends on your firm’s goals, culture, and client mix. In this article, we'll break
down the most common attorney compensation models, explore their pros and cons, and discuss
how your firm can use financial data, like revenue and origination tracking, to build a fair,
motivating structure.

We'll also show how tools like Centerbase’ s profitability reporting can help you analyze partner
performance in a meaningful way, ensuring your compensation strategy is grounded in actionable
insights.

Main Takeaways

o Law firms use a variety of models to alocate partner compensation, from equity-based systems
to performance-driven formulas.

¢ Choosing the right model depends on firm culture, growth goals, and the type of contributions
you want to reward.
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¢ Equity and non-equity distinctions influence not only profit distribution but also governance and
long-term investment.

e Origination and revenue-based formulas can drive individual performance but may create
internal competition if not managed carefully.

e Firms that regularly review compensation using profitability data (like from Centerbase) are
better positioned to align rewards with performance.

How Do Law Firms Share Profits?

Any compensation model must address the core question of how to divide the firm'’s profits.

Most firms do this with some form of a profit-sharing model, whether they split profits equally,
reward individual performance, or take a blended approach. Regardless, the goal of profit-sharing
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isto drive firm-wide success while rewarding contributions that matter.

Here'saquick overview of the most common profit-sharing structures:

Equity vs. Non-Equity Partners

Equity partners are firm owners. This means they share both profits and losses, have voting rights,
and have long-term financial incentivestied to the firm’s performance.

On the other hand, non-equity partners hold senior roles but don’t have an ownership stake. Their
compensation is typically salary-based, with bonuses tied to metrics like billable hours or client
retention.

Each structure serves a different purpose. Equity roles encourage long-term investment and
leadership, while non-equity roles encourage firm support and emerging leadership.

Origination Credits

Many firms recognize the value of client development by assigning origination credits, where
partners receive a percentage of the revenue from the clients they bring in.

To illustrate how significant originations can be, the 2024 Compensation Report: Law Firms by
Law360 Pulse found that non-equity partners reported a median origination value of $400,000,
while equity partners reported a median of $1.3 million.

It's clear that origination credits can be powerful incentives, but if they are not managed carefully,
they can lead to turf wars or discourage collaboration.

Revenue-Based Formulas

Some firms tie compensation directly to hard numbers based on billable hours, collections, or
matter revenue. This approach ensures transparency and rewards productivity, but it may
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undervalue softer contributions like mentorship, internal leadership, or firm culture.

Discretionary Profit Sharing

In more traditional setups (often smaller firms), a compensation committee or firm leaders might
allocate profit shares based on subjective performance assessments—such as leadership
contributions, mentoring junior associates, attending community events, etc.—rather than using
data-based formulas.

This has pluses and minuses. It gives firms flexibility to recognize “soft” yet meaningful
contributions. But because these types of contributions are difficult to define and measure, it can
lead to perceived favoritism or confusion about how profit sharing is determined, which erodes
trust and motivation among partners.

Common Law Firm Compensation Models

A well-designed partner compensation model reinforces the values and goals of the firm. A
misaligned one can create tension, underperformance, and turnover. In this section, we break down
the most common partner compensation models, exploring how they work, their strengths and
challenges, and when each model makes the most strategic sense.

1. The Equity Partner Model
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As we discussed earlier, equity partners are firm owners who share both profits and losses. Their
compensation is typically tied to their ownership stake, which reflects their long-term investment
and commitment to the firm.

Advantages:

e High incentives for performance. Because their earnings are tied to the firm’s profits, equity
partners are naturally motivated to contribute to the firm’s success, whether by bringing in
clients, mentoring attorneys, or streamlining operations.

e Alignment of goals. Equity ownership encourages partners to think like business owners and
make decisions that support the firm's success rather than individual agendas.

e Long-term wealth creation. Asthe firm grows, equity partners benefit directly from the growth,
especially if the firm merges or is acquired.
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Challenges:

e Financial risk. Equity partners often contribute capital to the firm and may receive less
predictable compensation tied to profitability, which can vary from year to year.

e High responsibility. Ownership comes with obligations, including involvement in firm
governance, business development and building referrals, and sometimes guaranteeing the firm’'s
debts.

e Variable compensation. Especially in lean years, partners compensation can dip significantly,
which may be a deterrent for attorneys seeking stable income.

Three Buckets of Equity Partner Compensation

To ensure fairness and alignment with law firm profitability goals, you can break equity
compensation into three categories:

1. Lawyer Work Compensation isthe market-rate pay for the legal work performed.

2. Business Owner Compensation isthe partner’s share of firm profits as an equity stakeholder.

3. Additional Roles Compensation is the compensation for leadership or management roles (e.g.,
managing partner, committee chair) that require additional time and responsibility.
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Segmenting compensation this way allows firms to clearly define what they’ re rewarding, making
it easier to align compensation with the firm’s priorities.

When It Works:

This model works best in firms that prioritize long-term commitment, firm stewardship, and
collective success. It’s particularly effective when equity partners wear multiple hats and expect to
be rewarded beyond billable time for responsibilities like leadership and business development.

2. The Non-Equity Partner Model

Non-equity partners hold leadership or senior attorney roles without an ownership stake in the
firm. They often earn afixed salary, with potential bonuses based on individual performance.

Advantages:

¢ Predictable compensation. A salary-based model with performance bonuses provides a stable
income while allowing for rewards tied to effort and outcomes.

e Lower financial risk. These partners don’t invest capital or take on the firm’s liabilities, which
can make the role more accessible and appealing to attorneys earlier in their careers.

o L eader ship without owner ship. Firms can elevate attorneys into visible leadership roles without
diluting equity or complicating ownership structures.

Challenges:

e Limited influence and rewards. Non-equity partners typically don’'t have voting rights or
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access to profit-sharing, which can cause frustration, especially for those who
contribute significantly to revenue or firm growth.

¢ Retention risk. High-performing non-equity partners may leave the firm if they feel undervalued
or overlooked for equity roles.

When It Works:

The non-equity model isideal for firms that want to retain and motivate talented senior attorneys
without offering them ownership. The model is also an effective transitional stage for attorneys
working toward equity or for firmsthat don't want to expand equity partnerships.

3. The Lockstep Model

In the lockstep model, compensation increases over time based on an attorney’s tenure rather than
their individual performance. Partners at the same seniority level are generally paid the same,
regardless of their billable hours or revenue generated.

Advantages:

e Predictability and simplicity. Compensation is easy to administer and understand, reducing
disputes and minimizing administrative overhead.

¢ Cohesive culture. Since earnings are not tied to personal performance, partners are encouraged
to collaborate, share clients, and support one another’s success.
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e Talent development. This model supports mentoring and knowledge sharing across generations
of lawyers.

Challenges:

o Lack of performance incentives. High performers may feel penalized by this model, while
underperformers are basically getting subsidized. This can cause resentment or lead high
performers to disengage.

o Difficulty attracting rainmakers. Top billers and attorneys who attract new clients and revenue
streams may be reluctant to join firms where their compensation doesn’t reflect their business
development efforts and individua output.

When It Works:

This model works best in firms that emphasize long-term client relationships, professional
development, and internal cohesion over aggressive business development. It’s often seen in firms
with deep institutional clients and a strong culture.

4. The Performance-Based Compensation Model
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In this structure, compensation is tied to metrics like revenue generated, billable hours, client
origination, or other contributions. It’s often used to reward individual achievement and drive firm
growth.

This model aligns closely with current industry trends. According to the 2024 Compensation
Report: Law Firms by Law360 Pulse, 30% of equity partners are compensated using a formula-
based model, which directly ties their earnings to measurable performance. Another 22% use a
hybrid model, and 17% rely on subjective assessments. These findings reflect a shift toward
performance-driven structures, especially at smaller and midsize firms where transparency and
metrics play abigger role in partner compensation.

Advantages.

e Motivates partners to excel. Clear ties between results and rewards push partners to work
harder, innovate, and maximize their contribution.

¢ Drives business growth. Performance-based systems encourage rainmaking, client retention,
and personal accountability.
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e Transparency. When implemented well, this model provides a data-backed way to determine
compensation, which can feel more objective.

Challenges:

¢ Potential for internal competition. Partners may hoard clients or hesitate to collaborate if
compensation depends solely on individual outpuit.

e Overemphasis on billables. Non-billable yet important contributions like mentoring or
leadership may go unrecognized.

¢ Risk of burnout. Partners may feel pressure to constantly perform at peak levels, leading to
stress and reduced job satisfaction over time.

When It Works:

A performance-based model isideal for firms that prioritize aggressive growth and want to reward
business development and high productivity. It works best when paired with clear key performance
indicators and guardrails to prevent negative cultural side effects.

5. The Hybrid Model

A hybrid compensation approach combines elements of several models and typically includes a
base salary, discretionary bonuses, performance incentives, and equity considerations. It aims to
provide the best of multiple systems.
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Advantages:

e Customizability. Different roles and contributions can be rewarded in tailored ways, making it
easier to retain attorneys who have varying goals or arein different career stages.

¢ Balance of collaboration and performance. Firms can use base salaries to promote stability and
bonuses to incentivize growth.

e Future-proofing. The hybrid model can evolve alongside the firm, adjusting as its strategy
changes or the firm grows.

Challenges:

« Complex to manage. Hybrid compensation models require firms to have robust systemsin place
that can track multiple inputs like financial performance, firm contributions, and leadership roles,
and to recalibrate them regularly.

e Risk of confusion. Without clear communication, partners may not understand how their
compensation is calculated, which can lead to frustration.

When It Works:

Thismodel isideal for mid-sized and larger firms with diverse practice areas and partner profiles.
It offers flexibility while ensuring partners are rewarded both for individual achievement and for
contributing to firm-wide goals.
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Again, Law360’s 2024 data support this trend. Hybrid compensation models are used by 22% of
equity partners and 18% of non-equity partners, especially at midsize and large firms. This
flexibility isamajor reason hybrid models are gaining traction in firms with evolving priorities and
diverse partner contributions.

6. Profit-Sharing and Revenue-Sharing Models

Rather than focusing on billables or origination alone, profit- and revenue-sharing models align
partners compensation with the firm’s profitability or total revenue and overall health.

Advantages.

e Encourages shared success. When everyone's compensation is tied to firm-wide metrics,
partners are more likely to work together toward collective goals.

e Sustainable growth mindset. Partners become more invested in profitability drivers like
efficiency, pricing strategy, and cost control—not just top-line revenue.

e Supports long-term planning. These models help firms avoid short-term thinking, focus on
sustainable client service, and take along view on decision making.

Challenges:

e Allocation disputes. Determining each partner’s share can be tricky, especially when
contributions are difficult to quantify.
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e Overlooks individual achievements. Partners who bring in major clients or manage heavier
workloads may feel undercompensated if the model lacks individual incentives.

When It Works:

Profit- and revenue-sharing models work well for firms with a collaborative culture and a balanced
mix of contributors. They help firms prioritize collective achievements and minimize internal
competition.

Challenges in Designing an Effective Compensation System

Even with the right model in place, creating a truly effective partner compensation system is
challenging. Here are some of the most common (and costly) challenges law firm leaders face in
designing partner compensation.

Balancing Fairness and Competitiveness

Y ou need to reward top performers without alienating others. A system that is too rigid may fail to
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retain high-value contributors, while a system that’s too individualistic can fracture collaboration.
Balanceisthe key.

Aligning Compensation with Firm Goals

If your firm values cross-selling between practice groups, does your compensation model reflect
that? What about mentoring junior attorneys or investing in succession planning? Too often, firms
unintentionally reward behaviors that don’t move the needle. Strategic compensation requires
clearly defining what the firm values and then rewarding it.

Y ou must reward the behaviors that reflect what your firm values most, whether that’ s developing
clients, mentoring associates, or growing cross-functional teams.

Managing Complexity

Multi-partner firms with hybrid models often juggle salary, bonuses, origination, profit shares, and
subjective criteria. Without clear guidelines for evaluating contributions and compensating them,
complexity can erode partners’ trust in the system.

Lack of Transparency

Transparency in how compensation decisions are made is a growing concern in the legal industry.
According to the 2024 Law360 Pulse Compensation Report, 53% of attorneys said their firms do
not have transparent pay structures, and another 17% said they were only partially transparent.

This matters because transparency directly affects satisfaction, employee retention, and morale. At
firms with fully transparent pay structures, 75% of associates and 50% of non-equity partners said
they were satisfied or very satisfied with their compensation. In firms with no transparency, those
numbers drop to 31% and 35%, respectively.

A transparent structure, communicated consistently, ensures attorneys know what’s expected and
what compensation is possible.
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Valuing More Than Just Billables

Mentorship, internal leadership, and firm culture contributions matter, but they’re harder to
measure. A robust compensation system should account for these intangibles alongside revenue
generation.

Aligning Compensation with Succession Planning

To sustain long-term firm growth, compensation structures should encourage senior partners to
mentor and elevate rising talent. Clear policies around equity buy-ins, financing options, and
eventual retirement or de-equitization help make transitions smoother for individuals and the firm
alike.

Create Data-Driven, Effective Compensation Strategies with
Centerbase

At the end of the day, there' s no one-size-fits-all partner compensation model. The best strategy is
the one that reflects your firm’s unique goals, values, and talent mix.

But here’' s the key: your compensation model shouldn’t be static. It needs to evolve with your firm,
and it should be rooted in real data.

That’s where Centerbase’ s profitability reporting comesin. Law firm leaders gain the insights they
need to:

¢ Analyze partner performance across lawyer work, business ownership, and additiona roles.

o |dentify which practice areas, clients, or partners are most profitable.
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e Adjust compensation plans to reward cross-selling, mentoring, leadership, and revenue—all
based on actual financial outcomes.

¢ Make succession planning decisions with clear visibility into each partner’ s long-term impact.

These insights matter more than ever. The 2024 Law360 Pulse Law Firm Compensation Report
found wide disparities in both earnings and satisfaction across roles, firm sizes, and compensation
structures. Firms that track profitability, origination, and performance in a structured way, not just
intuitively, are in a better position to create compensation models that drive engagement and
reward meaningful contributions.

Whether you're revisiting an outdated system or building a new one from the ground up,
Centerbase helps you turn complex data into confident decisions.

Book a demo today or learn more about Profitability Reporting.

This entry was posted on Thursday, June 5th, 2025 at 8:48 pm and is filed under Billing & Accounting
Y ou can follow any responses to this entry through the Comments (RSS) feed. Both comments and
pings are currently closed.
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