
ANALYSIS 

By Chris Johnson 

A New Way to Size Up Profits 
To help add context to our reporting on law firm profits, this year's Am Law 100 report adds a new metric, profits per lawyer. 

T THIRTY YEARS AGO, ALMOST TO THE DAY, BIG LAW 

changed forever. The decision by The American 
Lawyer to publish detailed law firm financials in 
1985 laid bare for the first time the inner workings 

of a tradition-bound and conservative industry. The previ
ously unthinkable levels of fiscal transparency would go on 
to fundamentally and irrevocably alter the way in which law 
firms are structured and operate. 

"I cannot think of anything that has had a greater impact 
on the market," says Bruce MacEwen, founder of law finn con
sultancy Adam Smith, Esq. "It has just been a seismic change." 

AVERAGE 
PPP IN 1984: 

$289,000 
AVERAGE 

PPP IN 2014: 

$1.5 
MILLION 

The increased emphasis on 
financial performance forced 
firms to more seriously con
sider costs and attorney utiliza
tion, resulting in more efficient, 
effective and ultimately more 
profitable businesses. In 1984, 
equity partners at the firms 
in our Am Law 50 took home 
$289,000 in profits on average 
($630,000, when adjusted for 
inflation). Today's Am Law 100 
equity partners average more 
than $1.5 million. 

"Firms have had to go 
through a process of commer
cializing that would have been 

unheard of 30 years ago and which was frankly unnecessary 
then," says former Clifford Chance global managing part
ner Tony Williams, now a principal at U.K.-based law firm 
consultancy Jomati. "Firms now have a much greater under
standing of their cost base, pricing and margins, and that's 
a good thing, given how tough and competitive the market 
has become." 

But detractors, and there are many, say the publication of 
the financials has led to the death of partnership culture and 
the transition of legal services from a profession to a business. 
An unhealthy obsession with the almighty dollar is blamed 
for the radical expansion of nonequity partner ranks over the 
past three decades and the increased movement of partners 
among firms. "It has thrown gasoline on the lateral partner 
fire and has basically been corrosive to partnership culture," 
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MacEwen says, while Greenberg Traurig chair Richard 
Rosenbaum says the industry has become "dehumanized and 
corporatized" as a result. 

PPP AND ITS DETRACTORS 

From the start, The American Lawyer has advocated a holis
tic approach to assessing law firm financials. That's why we 
publish a series of data for each firm, and why we've this year 
added a new metric, profits per lawyer-our first new met
ric in a decade. But of all the metrics, it's profits per partner 
(PPP) that's emerged as the most closely followed and the 
most controversial. PPP seems to pique partners' competitive 
instincts like no other figure. For many, the only thing that 
matters more than their own firm's PPP is that of their com
petitor across the street. It has become so deeply ingrained 
into the psyche of Big Law that it has acquired an almost to
temic significance. 

In the eyes of many, PPP has become a proxy for a firm's 
standing within the market. There is a widespread assump
tion that the higher a firm's PPP, the better the quality of its 
lawyers, client base and work. But PPP actually serves as a re
markably poor basis for such comparisons, for these reasons: 
First, and most obviously, it is heavily influenced by leverage 
and how tightly a firm holds its equity. Take Baker Botts and 
Cravath, Swaine & Moore, for example. 

The two firms occupy almost entirely disparate segments 
of the market and have very different practices, but a compar
ison of the financial figures posted by each this year clearly 
demonstrates the extent to which PPP can be influenced by 
leverage. The pair have almost identical gross revenue ($653 
million and $648 million, respectively), net incomes ($299.5 
million and $306 million) and profit margins (46 percent 
and 47 percent). But because Baker Botts has almost twice as 
many equity partners as Cravath (176, compared with 91), its 
PPP of $1.7 million is just half that of Cravath's $3.4 mil
lion. (Cravath has significantly fewer lawyers than Baker 
Botts-442, compared with 694-so its revenue per lawyer is 
substantially higher than Baker Botts'.) 

Second, differences in accounting methods and the way 
in which firms classify partners internally mean that PPP is 
not necessarily calculated on a like-for-like basis. Thirty years 
ago, law firms were relatively simple organizations, owned 
and managed by a group of partners who shared in the firm's 
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profits, often by way of a lockstep. Today, firms they give equity to, which has led to a surge in 
are far more structurally complex, with multiple 
classes of equity and nonequity partners, and a 
range of positions that serve as alternatives to 
partnership, such as legal directors, which are 
not taken into account by PPP. Even what con
stitutes an equity partner may differ from firm 
to firm. (fhe American Lawyer imposes a strict 
definition on how partners are classified for 

PROPORTION 
the number of nonequity partners." 

When The American Lawyer published 
its first Am Law 50 survey in 1985, 36 percent 
of all lawyers at those firms were equity part
ners. Since then, the percentage of lawyers at 
Am Law 100 firms who are equity partners has 
slumped to less than 22 percent. The number 

OF PARTNERS WITH 
NONEQUITY STATUS: 

the purposes of this survey, which it applies to 
all firms equally. An equity partner is defined as a partner for 
whom profit distributions constitute at least 50 percent of to
tal annual compensation.) 

These rwo points make PPP susceptible to manipulation. 
This was made startlingly clear during the recession, when 
many practices maintained profit per partner levels in the 
face of plummeting revenue and net income by deequitizing 
scores of partners. Jomati's Wi1liams says the increased fo
cus on PPP has led to a fundamental reshaping of law firm 
partnerships. "The publication of this level of financial in
formation hasn't been the end of civilization as we know it, 
but firms do now at least partly manage to metrics," he says. 
"That has caused firms to look much more carefully at who 

of nonequity partners, meanwhile, has almost 
doubled in the past 10 years alone, leaping from 

7,250 in 2004 to 14,508 last year. More than 40 percent of all 
Am Law 100 partners are now nonequity partners. (Our Com
pensation-All Partners metric, introduced in 1995, measures 
average payouts to all partners, both equity and nonequity.) 

This increased leverage has massively increased firms' 
PPP figures. The Am Law 1 OO's average profits per partner 
figure has more than doubled since the turn of the millen
nium, going from $741 ,000 in 2000 to $1.55 million in 2014. 
(The increased proportion of fixed costs in the form of asso
ciate, counsel and nonequity partner salaries means that the 
multiplying effect of leverage also works in reverse, however, 
increasing the rate at which a decline in a firm's gross rev
enue eats away at equity partner profits.) 
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WIDENING PAYOUT SPREADS 

Proponents of PPP often cite its importance as a measure 
of a firm's ability to attract and retain talent. But because it 
is an average, PPP gives no indication of the range between 
the highest- and lowest-paid equity partner at a given firm or 
how the profits are distributed across the partnership, and is 
easily skewed by outliers. 

much more awareness of a firm's market value. But for an in
dividual partner, it's not really about profits per partner on a 
chart. It's about what you are getting paid and whether you 
think it's fair. It's not profits per partner; it's profits per me." 

One solution would be to combine the average PPP statis
tic with a median PPP figure and the amounts received by the 
highest- and lowest-paid equity partner at each firm. This would 
show the range of equity partner compensation at a firm and in
dicate where the majority of partners fall within that range. 

This is particularly pertinent for U.S. firms. Unlike in the 
United Kingdom, where the range between the top and bot
tom of equity at a lockstep firm would typically be around 
3-to-l, an equity range of 10-to-1 is common among U.S. 
firms and 20-to-1 is not unheard of at practices with heavy
weight rainmakers. 

This diminishes PPP's usefulness to current partners and 
associates, and makes the figure less relevant to prospective 
lateral hires. Just because a firm's PPP is $2.5 million does 
not mean that a new recruit is going to receive that amount. 

But in practice, a median figure would be extremely dif
ficult to verify. It's not a figure that's typically distributed to 
partners, so practically speaking, we can't verify it through 
reporting. Even a firm's chief financial officer would be un
likely to know its median PPP without first having to pore 
over spreadsheets and internal databases. 

THE LIMITS OF NET INCOME 

Despite this, Greenberg's Rosenbaum says the publishing 
of law firm financial data has led to a "huge increase in [part
ner] mobility," leaving firms under "much more pressure to 
perform from a financial perspective." Says Rosenbaum: ""We 
all read these charts, whether we admit it or not, so there's 

With median PPP out of the question, what about oth
er metrics? It could be argued that net income, the total 
amount distributed to equity partners, is the purest measure 
of a firm's profitability. But while tracking a single firm's 
year-on-year change in net income can provide meaningful 

USING THE METRIC 

One of the issues with analyzing a 
new metric is that it's hard to place 
the figures in context. Everyone knows 
that a PPP of more than $2.5 million is 
among The Am Law 100's highest. But 
it's hard to have the same instinctive 
feel for PPL numbers. So this is how 
the market breaks down: 

The average PPL across The Am 
Law 100 is just over $340,000. A PPL 
of around ssoo,ooo would put a firm 
in the top 20 percent of The Am Law 
100 by that metric. Top firms comfort
ably clear that mark, with most aver
aging more than $600,000 and four 
topping $700,000: Sullivan & Cromwell 
(S755,000); Kirkland & Ellis ($750,000); 
Gibson, Dunn & Crutcher ($740,000); 
and Simpson Thacher & Bartlett 
($700.000). 

At the top of the PPL rankings is 
wachtell, Lipton, Rosen & Katz. Its PPL 
of $1.71 million dwarfs the competition, 
being almost 70 percent higher than 
that of its nearest rival, Quinn Emanuel 
Urquhart & Sullivan, which is the only 
other Am Law 100 firm to break the $1 

million PPL barrier; at $1.02 millm. 

At the other end of the PPL spec
trum, a figure below $200,000 would 
put a firm in the bottom 20 percent 

of The Am Law 100. If a firm is much 
below this, under normal market con-
ditions, it's generally either one with a 
highly commoditized, low-margin prac-
tice, or a firm that is struggling. TWO 

Am Law 100 firms currently languish 
below s100,ooo: squire Patton Boggs 
at $95,000 and Lewis Brisbois Bisgaard 
& Smith at $75,000. 

Those firms are, coincidentally, the 
two most highly leveraged firms in The 
Am Law 100, with leverages of 7.81 
and 7.65, respectively. But there is no 
correlation between PPL and lever-
age. Paul Weiss, for instance, has the 
16th·highest PPL in The Am Law 100, 
at $550,000, and a well above average 
leverage of 5.99. Littler Mendelson and 
Baker, Donelson, Bearman, Caldwell & 

Berkowitz, meanwhile, both rank to-
ward the bottom 10 of the PPL rank-
ings and have low leverages of less 
than 2.0. -CJ. 

insight into its performance, it is not 
su irnb le for comparing two separate 
firms. Ct's too dependent on size. With 
-1,24 - lawyers, Baker & McKenzie has 
• net income ($909.5 million) that is al
most twice that of 267-lawyer Wachtell, 
Lipto n. Rosen & Katz ($456.5 million), 
\Vh ich by almost every other metric is 
T he Am Law IOO's most profitable firm. 

The simplest way to sidestep this is
sue wo uld be to look instead at a law 
fi rm's profit margin, which puts net in
con1c i.t1 context by expressing it as a per
centage of revenue. An often overlooked 
metric, profit margin provides an imme
diate, if broad, indication of a firm's costs 
and relative profitability. It quickly high
lights the stark difference in business 
models between Wachtell and Baker & 
McKenzie: Wachtell's profit margin of 
65 percent is almost double that of Bak
er & McKenzie's 36 percent. The fact 
that profit margin is unaffected by head 
count or leverage also makes it almost 
impossible for a firm to manipulate. 

The major drawback with profit 
margin is that it gives no indication of 
the size of a firm's profits in relation to 
the size of the business. Latham & Wat
kins and Barnes & Thornburg both have 
identical profit margins of 51 percent, 
for example, but Latham has more than 
four times as many lawyers (2 ,100, com
pared with 517) and generates almost 
750 percent more net income ($1.33 bil
lion, compared with $178 million). 

(At law firms, the term "profit margin" can be mislead
ing. The structure of most law firm partnerships means 
that they are effectively unable to retain any earnings at 
the end of each fiscal year. Except for any planned invest
ments, all remaining profit-a firm's net income-is dis
tributed among the equity partners. This gives law firms an 
artificially high profit margin compared with companies in 
other industries, since from an accounting perspective, eq
uity partners receive no above-the-line salary and therefore 
represent no cost to the business.) 

THE METRIC IN ACTION 

The challenge is finding a metric that provides that sense of 
scale without being influenced by leverage, how tightly a firm's 
equity is held or differences in how lawyers are classified. Rev
enue per lawyer (RPL)---the amount that each lawyer contrib
utes on average to a firm's top line-ticks all of these boxes. 
RPL is an excellent indication of a firm's productivity and the 
value of the work it handles, and is one of the main metrics 
that firms use internally to assess their own performance. Ward 
Bower, a principal at law firm management consultancy Alt
man Weil, says firms in merger discussions are far more likely 
to concentrate on RPL than PPP when investigating financial 
compatibility between the two parties. (As with PPP, RPL re
quires consistency in head count data in order to ensure its ac-

curacy. The American Lawyer does 
not include paralegals, trainees, tem
porary lawyers or contract lawyers 
in its attorney head count figures.) 

The main issue with RPL is that, 
as its name suggests, it focuses sole-
ly on revenue. It takes no account 
of costs and therefore provides no 
indication of a firm's profitabil-
ity. This is where profits per lawyer 
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PERCENTAGE OF 
AM LAW 100 

LAWYERS WHO ARE 
EQUITY PARTNERS 

(PPL) comes in. PPL is much the same metric as RPL, only 
focused on a firm's bottom line. It is arguably the most ac
curate and objective metric in assessing a law firm's relative 
profitability, and takes its place alongside the other profit met
rics in our Am Law 100 charts for the first time this year [see 
"PPL: Our Newest Metric;' page 159]. 

Our initial PPL rankings reveal that some firms are more 
profitable, using this metric, than their PPP figures would 
suggest [see "PPL's Winners and Losers," page 105] . They 
also show that some firms' relatively high PPP figures are 
more a reflection of high leverage and tight equity point 
distribution than of underlying profitability [see "How PPP 
Outliers Score on PPL," page 123]. 

No two firms demonstrate this more clearly than Wil-
liams & Connolly and DLA Piper. Continued on page 123 

PPL'S WINNERS AND LOSERS 
Firms that had PPL ranks that were 20 places higher or lower than their PPP ranks. 

Ranked Higher in PPL Than PPP 
PPL PPlrank PPP PPP rank Difference 

Barnes & Thornburg (214equitypartners, l.421everage) $345,000 46 $835,000 81 35 

Williams&Connolly (118equitypartners,1.601everage) $585,000 13 $1.515,000 48 35 

Arnold & Parter (233equilypartners,2.001everage) $460,000 25 $1 ,385,000 55 30 

Faaare Baker (239equitypartners, 1.81 leverage) $275,000 58 $770,000 87 29 

Jones Day (933equilypartners, l.691everage) $345,000 46 $930,000 75 29 

Troutman Sanders (197 equilypartners,2.0lleverage) $270,000 61 $805,000 86 25 

Dorsey (19lequitypartners,1.621everage) $230,000 72 $605,000 96 24 

Steptoe (128equitypartners,2.0lleverage) $305,000 53 $9IO,OOO 77 24 

Covina;ton (248equitypartners, 2.121everage) $425,000 35 $1.335,000 57 22 

Wilmer (286equitypartners,2.241everage) $495,000 21 $1,605,000 42 21 

Ranked lower in PPL Than PPP 
PPL PPLrank PPP PPP rank Difference 

DU Piper (448equitypartners,7.261everagel $180,000 86 $1.490,000 49 -37 

Cadwalader (56equitypartners,7.07 1everage) $275,000 58 $2,2IO,OOO 23 -35 

Fra&omen (62equitypartners,6.561everage) $240,000 68 $1.835,000 33 -35 

White & Case (275equitypartners, 5.831everage) $295,000 55 $2.005,000 26 -29 

Orrick (14lequitypartners,5.321everage) $255,000 66 $1.595,000 43 -23 

Weil (17lequilypartners, 5.271everage) $385,000 40 $2.405,000 17 -23 
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Continued from page JO 5 The pair have almost identical 
PPPs ($1.52 million and $1.49 million, respectively), but their 
relative profitability as measured by PPL could hardly be more 
different. Williams & Connolly sits 3 5 places higher in the PPL 
rankings than it does by PPP, one of two firms with the greatest 
difference between PPL and PPP in The Am Law 100. (The 
other firm is Barnes & Thornburg.) On first inspection, Wil
liams & Connolly's PPP appears fairly ordinary, just below the 
Am Law 100 average of$1.55 million. But its PPL of$585,000 
is the 13th-highest in the survey, higher even than elite New 
York firms Davis Polk & Wardwell and Paul, Weiss, Rifkind, 
Wharton & Garrison, highlighting the fact that its PPP is sup
pressed by its well-below-average leverage of 1.6. DLA Piper, 
on the other hand, ranks 3 7 places higher by PPP than it does 
by PPL-a bigger gap between those rankings than any other 
firm in The Am Law 100. Its PPL of$180,000-70 percent be
low Williams & Connolly's-puts it in the bottom 15 of The 
Am Law 100, highlighting the extent to which its PPP is artifi
cially boosted by its high leverage of 7 .26. 

PPP is a blunt and potentially misleading metric, and 
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one whose importance is overplayed by firms and the media 
alike. But this doesn't signal the end of its inclusion in The 
Am Law 100. Far from it. Equity partners are not only a law 
firm's owners and managers, they also represent its primary 
capital, both intellectual and monetary. Any measurement of 
their remuneration is therefore highly significant. 

"PPP is what the market looks to and rightly so, as it's the 
return on investment to the owners of the firm," says law firm 
consultant Peter Zeughauser. 

When viewed in isolation, any metric has the potential to 
be misleading, so judging a firm's performance on a single 
headline stat, as so often happens with PPP, is an exercise in 
futility. The more elements you consider when assessing a 
firm's fiscal health, the more accurate that assessment is likely 
to be. This has always been our policy, even if it hasn't always 
been shared by our readers. PPP still has a place in any anal
ysis of a law firm's financial performance. It's just that that 
place must be alongside other metrics, including PPL. 

Email: cjohnson@alm.com. 

HOW PPP OUTLIERS SCORE ON PPL 
The Am Law lOO's ranks for PPP and PPL are similar. But they do not correspond exactly, as these results for the top- and bottom-ranking firms by PPP show. 

Firms With Highest PPP Rankings 
PPP PPP rank PPL PPL rank Difference 

Wachtell (83 equity partners, 2.22 leverage) $5,500,000 1 $1,710,000 1 0 

Quinn Emanuel (147 equity partners, 3.83 leverage) $4,925,000 2 $1,020,000 2 i 0 

Paul Weiss (135 equity partners, 5.99 leverage) $3,845,000 3 $550,000 16 I -13 
-

Sullivan & Cromwell (170 equity partners, 3.74 leverage) $3,680,000 4 $775,000 3 

Cahill (62 equity partners, 4.27 leverage) $3,615,000 5 $685,000 8 I -3 
---

I Kirkland (337 equity partners, 3.68 leverage) $3,510,000 6 $750,000 4 2 -
Simpson Thacher (187 equity partners, 3.97 leverage) $3,485,000 7 $700,000 

-
Cravath (91 equity partners, 3.86 leverage) $3,365,000 8 $690,000 

--
Davis Polk (153 equity partners, 4.69 leverage) $3,295,000 9 $580,000 14 I -5 --

I Cleary Gottlieb (185 equity partners, 5.37 leverage) $3,230,000 10 $505,000 19 -9 

Firms With Lowest PPP Rankings 
PPP PPP rank PPL PPL rank Difference 

Polsinelli (112 equity partners, 5.19 leverage) $650,000 91 $105,000 96 -5 

Akerman (188 equity partners, 1.91 leverage) $640,000 92 $220,000 74 i 18 
--

I Fox Rothschild (166 equity partners, 2.37 leverage) $640,000 92 $190,000 82 10 

Norton Rose Fulbright (944 equity partners, 2.67 leverage) $625,000 94 $170,000 93 

Ogletree Deakins (151 equity partners, 3.64 leverage) $615,000 95 $130,000 95 I D -
I Dorsey (191 equity partners, 1.62 leverage) $605,000 96 $230,000 72 24 -
I Jackson Lewis (225 equity partners, 2.34 leverage) $605,000 96 $180,000 86 10 

Baker Donelson (210 equity partners, 1.93 leverage) $520,000 98 $175,000 91 I 7 

Littler (370 equity partners, 1.94 leverage) $515,000 99 $175,000 91 I 8 

Dentons (484 equity partners, 3.72 leverage) $495,000 100 $105,000 96 I 4 
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