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Commentary

The particular topic covered by this survey is fairly complex and therefore the survey had more than our
usual number of questions. We are therefore pleased with the response rate, but not surprised given the
significant changes in the legal market and the "war" for talent.

The purpose of this survey is two fold. Firstly to establish how partners are assessed and rewarded and
the potential disconnect between the two. Secondly to establish the same factors for employed fee
earners and any differences between the two categories.

The survey shows that a significant proportion of law firms do consider remuneration on a wide variety
of factors. However truly performance related pay - which we would define as pay that is linked to a
variety of metrics agreed in advance, that can fluctuate from year to year and that is based on micro
factors that are well within the individual's control - is still not commonplace. The "Big three" (Fees
billed, Department and Firm profitability) continue to be the most popular options for assessing
contribution, but in bizarre disconnect they are not necessarily the same factors used when assessing
remuneration.

There is clearly a mis-match between how people are assessed versus how they are rewarded. Perhaps
more worryingly, there is also a disconnect between the factors that law firm leaders consider most
important in driving growth of their firms and they way those same firms remunerate their partners and
their employees.

The highlights from the survey are as follows:-

- The majority of law firms that responded to this survey are based in the North of England.

- The respondents covered a significant cross section of types of law practice, including both niche
and specialist firms as well as "full service" firms

- Thelaw firms that responded to the survey are diverse in size with a bias towards <10 partner firms.
- Approximately half of all the law firms that responded have up to 50 employees.
- Thereis an overall bias towards incorporated structures with the LLP structure the most common

- Whilst approximately 50% of the fee earner base are classified as "senior associates" or above, only
11% are full equity partners.

- Respondents confirmed that a huge variety of remuneration options are used in their firms. Despite
the variety of options it is notable that only 1% of respondents had a full performance based model,
in effect suggesting that low performers still have an amount of guaranteed remuneration. It is also
telling that the models employed with respect to partners (or equivalent) are significantly more
varied then those applied to staff
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Commentary

42% of remuneration policies are built around the "Big three" factors (Fees billed, Department and
Firm profitability).

There is a marked difference between how partners are assessed versus how they are remunerated.
Seniority and firm wide performance (both of which are outside the individual's direct control) become
relatively more significant in remuneration, whereas lock up is deemed to be important in the
assessment of performance but much less relevant in the rewarding of that performance.

The equivalent question for other fee earners shows a more even spread of assessment factors. But
even here there are notable variations, especially with regards to client satisfaction and recovery rates.
Firms seem to be telling their staff than client satisfaction and recovery rates are important, but will
have no bearing on the staff's remuneration. Even worse, client satisfaction was cited in the "top
three" most important issues for driving firm wide performance, but apparently not in driving
individual performance.

57% of respondents do not have recurring annual pay rises

Of those that do have recurring pay rises, the average annual increase this year was 3%

In general, firms believe that performance related pay (especially for partners) is the best model, however
they seem to fall into basing remuneration on the same blunt measures (e.g. fees billed) that have been
popular for many years rather than more bespoke and balanced measures such as:

Lock up to measure any cash receipts, not just invoices sent out the door
Recovery rates to measure efficiency and use of junior staff rather than "client hoarding"
Cross referrals and firm wide improvement initiatives by individuals rather than the nebulous "firm

wide profitability"

52% of the law firms in the survey thought remuneration was key to attracting new staff. But opinion
was strongly split in this area and other replies cited work life balance or other benefits (e.q. pension)
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Commentary

The results of the survey illustrate why the most progressive firms are looking to change some or all of
the following things:

- the way they remunerate all staff (not just partners)

- the way they generate new business

- their trading structure and associated employment models

- who will run their businesses operationally (with appropriate reward) versus who will do the senior
and significant fee earning work (with appropriate reward)

If you are interested in exploring remuneration strategies, bonus schemes and performance
improvement programmes for partners and fee earners, please contact me or any of the Armstrong
Watson Legal Sector team.

We wiill be issuing further surveys in the future and we hope that firms will spare the time to complete
these too, we would like to take this opportunity to thank those that responded to this survey.

Tom Blandford
Legal Sector Director

Armstrong Watson LLP is a top 35 UK accountancy firm with 16 offices throughout Northern England
and Southern Scotland. Further information on our unique offering to law firms can be found at
www.armstrongwatson.co.uk/legalsector

Your key contacts:

Tom BlandFord, Legal Sector Director
Leeds office: Third Floor, 10 South Parade, Leeds LS1 5QS
E: tom.blandford@armstrongwatson.co.uk  T: 0113 2211300 M: 07793 621951

Rosy Rourke, Legal Sector Director
Carlisle office: Fairview House, Victoria Place, Carlisle, Cumbria CA1 1HP

E: rosy.rourke@armstrongwatson.co.uk T: 01228 690200 M: 07557 951148
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Results

1.  What types of law do you practice?

Work Types

M Residential Property

m Commercial Property

B Probate, Wills and Trusts

B Crime

B Family and Children

B Social Welfare and Other Legal Aid

® Personal Injury and Clinical Negligence
= Employment

Other Litigation

m Corporate and Commercial

0% 0%

The respondents to the survey cover a broad spectrum of work types. Perhaps not
surprisingly (given the significant changes in these areas) no criminal or legal aid practices
were represented in the survey population. (note: most respondents selected multiple
options for this question.)
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Results

2. How many partners does your firm have?

Number of partners

H<3
m4-10
10-25

>25

The survey results show a diverse range of partners per firm with the greatest proportion
being firms with fewer than 10 partners.
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3. How many people work in your firm?

Number of employees

B<5

m6-25

W 25-50

®51-100

m101-150
151-200
201+

The most significant proportion of law firms responding to the survey have up to 50
employees.
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4. What trading structure is used by your firm?

Structure
14
12
10
8
6
4
: -_L
0
LLP Limited Partnership  Incorporated  Sole trader
Company with corporate
partners

The survey results show there is a clear trend of incorporated law firms with a bias towards
an LLP structure
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Results

5. Whatis your current number of fee earners, split by the following types?

Headcount composition of the "average firm"

Full equity
partner/member/director

Fixed share
partner/member/director

Whilst it is notable that "senior " fee earners are 50% of the total, those attaining full equity are
still only 11% of the fee earner pool in the average law firm in the survey. It is also (perhaps
dishearteningly) of note that trainee numbers are a relatively low proportion suggesting that

firms are still not bringing through as many new people into the profession as they may have
done pre-recession.
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6. Which of the following remuneration policies do you use for partners?

Remuneration policy types - Partners

1 Equal share of profits to partners/members/directors

B Luck-slep Lo equalily of share of profils for
partnersfmembers/dircctors

1 Fixed share of profits to certain partners/members/directors

W Partial performance based share of profits to
partners/members/directars

B Full performante based share of profils lo
partnersfmembers/dircctors

1 Recompense for capital investment (e.g. interest an capital) to
partners/members/directors

¥ Fed payroll salary to certain partners/members/directors

The survey results show an array of types of remuneration strategy with many respondents
selecting several options - perhaps illustrating the complexity of policies in place and the
requirement to be as innovative as possible to attract high calibre staff. Despite the variety
of options it is notable that only 2% of respondents had a full performance based model, in
effect suggesting that low performers still have an amount of guaranteed remuneration. It is
also telling that the models employed with respect to partners (or equivalent) are
significantly more varied then those applied to staff - in effect the right hand side of the pie
chart is much more varied than the left hand side.
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6a. Which of the following remuneration policies do you use for fee earners?

Remuneration policy types - Fee Earners

W Hxed salary to other fee carners
W Performance based salary to other fee eamers

1 Discretionary "bonus”) element in addition to the above

It is telling that the models employed with respect to partners (in the previous question) are
significantly more varied then those applied to staff and the models used are much more
likely to be simple and fixed rather than using fluctuating pay to incentivise good behaviours.
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7. When considering performance for partners, which of the following factors
impact on appraisals?

Partner performance factors

W Seniority

W Fees billed

W Utilisation

= Client satisfaction

m Fees referred internally
B Compliance/quality scores
m Individual profitability

m Department profitability
B Firm wide profitability

W Lock-up

H Recovery rates

u Other

The "big three" (Fees billed, Department and Firm profitability) continue to be the most
popular options for assessing the contribution of partners. They might continue to be
popular, but they are rather blunt instruments, with some respondents noting that they tried
to take a more holistic approach to contribution than pure billing. On that theme, it is
heartening to see more accurate financial measures (eq Lock up and recovery) appearing in
the list but it is perhaps disappointing that some more intangible (but no less important)
measures (eq client satisfaction or quality scores) do not score higher. These areas are even
more telling by their absence in the next question.
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Results

8. When considering performance for partners which of the following factors impact on
remuneration structure?

Partner Remuneration factors

W Seniority

W Fees billed

u Utilisation

u Client satisfaction

o Fees referred internally
u Comphiance/quality scores
W Individual profitability

W Department profitability
 Firm wide profitability

W Lock-up

W Recovery rates

u Other

Taken in conjunction with the previous question we see a further increase in the dominance
of the "big three" factors, when it comes to partner remuneration. Conversely others (e.g.
lock up) retreat in prominence.

As the next graph will show, there is therefore a pronounced difference between which
factors are in use when appraising performance versus how those same factors influence
performance.
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9. OfFthe previous factors for partners, which do you consider more importantin
driving the performance of your organisation?

Relative importance - Appraisals vs Remuneration
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The "swing-o-meter" illustrates that seniority and firm wide performance (both of which are
outside the individual's direct control) become relatively more significant in remuneration than
in appraisals, whereas lock up is deemed to be very important in the assessment of
performance but much less so in the rewarding of that performance. Despite this, the top
three answers to this question were "firm performance, fees billed and utilisation" whereas the
least popular three answers were "compliance, seniority and lock up".

There is clearly a miss-match between how partners are assessed versus how they are
rewarded. Perhaps more worryingly, there is also a disconnect between the factors that law
firm leaders consider most important in driving growth of their firms and they way those
same firms remunerate their partners.
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10. When considering performance for other fee earners, which of the following Factors impact
on appraisals?

Fee Earner Performance factors

W Seniority

WFees biled

u Uilisation

B Client satisfaction

W Fees refemed internally
m Compliance fquality scones
B Incividual profitability

® Department profitability
m Firm wide profitabifty
B Lockup

B Recovery rates

& Other

This question is identical to that in question 7, but now focuses on fee earners who are not
partners. It is striking therefore that the answers are now much more evenly spread across a
range of factors. Only "Fees Billed" continues to show a dominance. It is surprising that other
fee earners have a more balanced "scorecard" of performance factors than the partners in
the same firms.
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11.  When considering performance for other Fee earners, which of the following factors impact
on remuneration structure?

Fee Earner Remuneration factors

B Ssniority

W Fees billed

m Utilisation

= Clignt satisfaction

W Fees referred internally
o Compliance/quality scores
o Individual profitability

B Department profitability
® Frm wide profitability
® Lockup

B Recovery rates

= Other

The more even spread from the previous question continues when it comes to Fee Earner
remuneration. Yet even still "Fees billed" continues to dominate. If fee earners are encouraged
(above all else) to chase fees then this could be to the detriment of profitability, cash
collection, team working and client service. As the onus shifts to "getting the invoice out of
the door" rather than ensuring the quality or efficiency of the work, this impacts the client's
willingness (and perhaps ability!) to pay.

ArmstrongWatson’

Accountants & Financial Advisers
17 A track record of providi luti to the legal p S5




The Armstrong Watson Legal Sector Survey

Methods of Employee Remuneration and Partner Reward

January 2018

Results

12. Ofthe previous factors for Fee earners, which do you consider more

important in driving the performance of your organisation

Relative importance - Appraisals vs Remuneration (Fee

Earners)
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Although there is less variance (some categories, like individual profitability do not swing at
all) in this swing-o-meter than in question 9 (which regards partners only, but is otherwise
identical) there is still the comparable disconnect. Firms seem to be telling their staff than
client satisfaction and recovery rates are important, but will have no bearing on the staff's
remuneration. Even worse, client satisfaction was cited in the "top three" most important
issues for driving firm wide performance, but apparently not in driving individual
performance.
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13. For other fee earners, do you have a policy of annual increases for those
on fixed amounts/salaries?

Annual increases for salaried staff?

M No

B Yes

In striving for a high performance culture, most law firms do not have an "automated" pay
increase, relying instead on some of the performance based measures we have covered
previously. Of those that did have this policy the average annual increase was 3%.
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Results

14. Where remuneration is based on performance and/or discretion, how is this
decision made?

Remuneration policy maker

n advance

W in arrears

W Formulaic based on preset rules

W Discretion of managing partner/member/dire ctor
B Discretion of remuneration committee

u Right of appeal to a remuneration committee

The results above show a surprising lack of transparency in remuneration with many final
decisions made in arrears and at the discretion of a small number of decision makers. For
any remuneration policy to have a motivational effect throughout the year it needs to have
clear communication (of both expectations and progress) throughout the period.
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15. Have you used remuneration to attract new fee earners recently?

Remuneration used to attract staff?

B Yes

B No

The interesting 50/50 split in the answers to this question were also born out by the
associated comments. There was a clear divide between those who believed that the only
way to attract high quality people in the perceived "sellers" recruitment market was through
raising wages, versus those who were focussed on other benefits (e.g. pensions, holiday
allowance etc.) or less tangible factors (e.qg. variety of work, work life balance etc.)
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Context of this report

The report has been compiled using the responses from 41 law firms.

This report has been compiled by Armstrong Watson LLP ("AW") using the data supplied from
law firms participating in the survey. The names of contributors and their individual responses are
held in the strictest confidence.

This report is not intended to be used to form the basis of any investment or business
decision. No information set out in this report will form the basis of any contract. The contents
of this document are strictly private and confidential; it is being made available strictly on that
basis. Accordingly, except with the prior written consent of AW, the information contained
herein must be held in complete and strict confidence.

Upon the request of AW, the recipient will promptly return all material received without retaining
any copies thereof or any notes, analyses or information relating thereto. The information in this
report is not comprehensive, it has been provided as described above and has not been
independently verified by AW or any other party. No representation or warranty, express or
implied, is or will be made as to the accuracy, reasonableness or completeness of the
information contained in this report by AW.

No responsibility can be accepted by AW or the authors for any loss occasioned by any
person acting or refraining from acting on the basis of this publication.
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