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Study Shows Single-Tier Firms Do Fine
But two-tier firms show stability, other benefits

Leigh Jones
The National Law Journal
July 26, 2006

Contrary to popular belief, two-tier partnership systems do not create higher
profits per partner, according to a recent study by an Indiana University law
professor.
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The research, conducted by professor William Henderson of the Indiana ARTICLE TOOLS
University School of Law-Bloomington, found that profits per partner were

higher in single-tier firms. However, the good news for the many law firms

that have adopted equity and nonequity partnership structures in recent El Printer-friendly Version
years is that they generally demonstrated more cohesiveness and stability
among their attorneys.
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The study, published in the latest issue of the North Carolina Law Review, Reprints & Permissions

found that the more profitable firms in their markets were those using a
single-tier model. But the flipside was that firms outside the highest ranks
were able to create better firm cultures by adopting two-tier structures, which
can make them more profitable in the long run.
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"I'm not making the claim that going to a single tier makes you more
profitable," Henderson said. "I'm saying that it's a function of where you are
in a market." UPDATED DAILY
The report analyzed over a 10-year period the firms on the Am Law 200, an * The latest in legal technology
annual list published by The American Lawyer, a National Law Journal news and information

affiliate, that ranks the highest-grossing law firms in the country.
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Among other things, it found that single-tier law firms with at least 50
percent of their attorneys concentrated in New York or in "global markets" *Free Technology Monthly Newsletter
had $1.48 million in mean profits per partner, compared with $1.1 million for
two-tier firms with the same composition. At the same time, it concluded that
single-tier firms with no New York or global attorneys had $578,333 in profits ':_ Mew Site Design!
per partner, compared with $474,783 in two-tier firms.

The study also concluded that higher profitability of single-tier firms appeared

to result from higher levels of prestige, which enabled these firms to maintain a more lucrative client base and run a more rigorous
"promotion-to-partnership tournament." In addition, it found that law firms with nonequity partnership tracks were less likely to
recruit aggressive new associates who were motivated to compete for full partnerships.

Although the study concluded that the financial advantages of two-tier structures are "uncertain" among most law firms, less
prestigious firms that resist switching to a two-tiered system run the risk of lawyer defections and possible collapse. "There really is
something to firm culture here," Henderson said.

Law firm consultant Robert Denney questioned the research. The figures regarding which type of structure yielded higher profits per
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partner were skewed, he said, because the study included the most elite firms, which adhere to the traditional single-tier approach.

However, Henderson said that the study controlled for the "New York elite" phenomenon and still found that single-tier firms
generally earned more profits per partner.
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