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proper attention to their own business affairs and are blind to potential 
problems. 

Every law firm with two or more owners needs a partnership agreement.  
The fact that a firm has operated successfully for years without one is not a 
valid reason to continue.  Do not ignore the need for a partnership 
agreement just because you are practicing law with friends and colleagues in 
a harmonious relationship at the moment.  The agreement proves its true 
value when a problem arises, which may not occur until 20 years or longer 
after the firm is founded.  Once a problem surfaces, it will be too late.  Firms 
break apart, often in litigation, for lack of an adequate agreement to guide 
the partners through difficult times. 

Having said that it is essential that every well-organized law firm must have 
a written partnership agreement, what are the basics that should be covered, 
for even in idyllic relationships, unforeseen problems can cause strains and 
splits.  A comprehensive partnership agreement should at least address 
these critical questions: 

the partners: 

 How and under what conditions will new partners be admitted? 

 To what extent does the partnership limit the partners’ outside 
activities? 

 What are the voting rights of each partner? 

 How do the partners manage the firm? 

capital contributions: 

 How is the capital contribution of a new partner set? 

 Is a new partner required to buy into unbilled time and uncollected 
fees? 

 Are the founding partners to be compensated for their sweat equity? 

 Is there any provision for a “capital call”? 

allocation of profits: 

 How are income-sharing determinations to be made? 

retirement: 

 Is the issue addressed at all- if only in the negative? 

 Does the firm have a mandatory retirement age?  

 How is the capital account returned to the retiring partner? 

 Does the firm have retirement benefits, funded or unfounded? 

withdrawal: 

 How are clients notified? 
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 How are files handled? 

 How does the firm allocate monies received after a partner’s 
departure? 

expulsion: 

 What actions or conditions can be the basis for expulsion? 

 What is the process for expulsion? 

 How are clients notified, and how are files handled? 

 How does the firm handle monies received after a partner’s 
departure? 

disability: 

 Is the issue addressed at all – if only negatively? 

 How is a disability determination made? 

 How long will the partnership continue to pay a disabled partner? 

death: 

 When does a deceased partner’s interest in the firm terminate? 

 When is the deceased partner’s capital account paid back? 

 How are undistributed profits handled? 

payment obligations: 

 Is the financial health of the partnership given priority? 

 Are there lower payments and longer terms in case of multiple 
departures? 

professional liability: 

 Assuming that the firm carries professional liability and employee 
practices insurance, are there provisions for the responsibility for the 
payment of the deductible(s)? 

 What provisions are there regarding departed partners? 

dissolution: 

 Is there an orderly process for dissolution? 

 Are the duties of the partners during dissolution, particularly with 
regard to completing existing matters, spelled out? 

dispute resolution: 

 Have the partners agreed to a method for the resolution of any 
disputes through mediation/arbitration or reference? 

The list of critical questions raises tough and difficult issues.  Expulsion, 
disability, death and liquidation are not happy thoughts.  Lawyers coming 
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together with friends and colleagues are anticipating good times and 
financial success.   They ignore the possibility of failure.  However, they 
should realize it is better to decide how to resolve a future problem in the 
abstract than wait for a real problem and real people with all the egos and 
emotions that will be attached. 

Without a guiding agreement, the issues can be difficult.  Does a partner get 
to keep money earned from teaching an evening class at the local law school?  
What can the firm do if a partner will not admit being impaired?  What will 
happen if the active partners cannot support the unfounded retirement 
benefits of retired partners?  What protection does the firm have if a partner 
withdraws to set up a practice across the street?  How is the firm’s receivable 
protected after a client elects to go with a withdrawing partner? 

None of these questions should be problematic, given an adequate 
partnership agreement. 

there is no substitute 

Law firms no longer can support unproductive partners, whether they are 
impaired, disabled or just plain lazy.  Unfunded retirement benefits can 
raise havoc with a firm’s budget.  The potential for disruptive controversies 
has never been greater. 

Lawyers today are mobile.  Spending a career with one firm will become the 
exception, not the rule.  Some lawyers will leave firms to accept better offers; 
others will leave as a result of downsizing.  Positions in existing firms may 
be in short supply.  Because of these trends, an increasing number of 
lawyers will start their own firms. 

In this environment, every firm must have a comprehensive partnership 
agreement.  It is not too late for lawyers who are practicing together based 
only on a handshake to document their relationship.  Firms with inadequate 
agreements need to evaluate their situations and make improvements. 

Lawyers establishing a new firm must get it right from the start.  There is no 
substitute for a comprehensive partnership agreement that protects the firm 
and each of its lawyers. 

* * * * 

 

 




