Is it Profitable to offer Paid Leave? A Case Study of the Legal Profession

ABSRACT
“Family-friendly” policies are often explored from the perspective of the employee and benefits therein in terms of reduced turnover and higher productivity. Little research examines the profitability of such policies from the firm’s perspective. This paper provides a case study of one law firm’s practice of maternity leave and the effect of the policy on the firm’s bottom line. The analysis reveals that the effect of the paid leave policy on the firm’s bottom line is strongly related to the employee’s classification, when he or she takes the leave over the course of his/her career, and the type of work performed.  We find that the level of profitability and set of profitable circumstances is larger for those employees with clearly defined work schedules and duties. Furthermore, when paid leave is taken by an attorney, the firm loses the least when the attorney is at the lower level of the occupational hierarchy. 

INTRODUCTION
The phrase “Mommy Track” recently turned 22 years old. Although not coined by Felice N. Schwartz, the term originated from her article “Management Women and the New Facts of Life”, published in the Women and Management Review (1989) warning firms that they were losing talented women with their inflexible working conditions. The solution she suggested was essentially a two-track system in which women who wanted to balance career and family could opt for part-time and flexible schedules, shared jobs, telecommuting and maternity leaves. Since that time, firms interested in retaining valuable employees have responded by offering what has been called “family-friendly” or “work/life” policies.  
Law firms are among those that are concerned about retaining top talent, and in light of the fact that over 47 percent of law school graduates are women,[footnoteRef:1] have adopted paid parental leave policies in order to attract and retain high performers. Currently 86.5 percent of law firms surveyed by the National Association for Law Placement (NALP) have written parental leave or family care policies and 71.3 percent have written alternative work option policies.[footnoteRef:2]   [1:  Data for 2008-2009 from American Bar Association (2011).  Of all Juris Doctor Degrees, 20,191 of 44,004 were awarded to females.  ]  [2:  National Association for Law Placement (2005).  ] 

Despite the research that has been conducted in the last twenty years on the effectiveness of these policies to the firm and the worker, what is still lacking is insight on the profitability of such policies from the standpoint of the firm as well as research on which policies are effective in specific work environments and occupations. This paper contributes to the literature on industry and occupational differences by examining in which circumstances a specific type of work/life policy – paid family leave – is profitable at a for-profit law firm in which a variety of work is performed.  
The paper begins with a review of the literature on work/family policies followed by an overview of federal and state legislation on parental leave. We include a summary and frequency of types of parental leave policies employed by law firms. This is followed by a theoretical treatment of the costs of labor and its importance in the subsequent profitability analysis of paid leave. We introduce an actual Midwestern law firm, “Egalitarian & Partners, LLP,”[footnoteRef:3] highlight the organizational structure of the firm, explain their paid parental leave policies, and provide cost of leave calculations for multiple members of the firm. We will then compare the costs of offering leave to the cost of hiring new employees to determine the set of conditions in which it pays to offer these policies. [3:  Name changed.] 

The analysis reveals that the effect of the paid leave policy on the firm’s bottom line is strongly related to the employee’s classification, when he or she takes the leave over the course of his/her career, and the type of work performed. We find that the level of profitability and set of profitable circumstances is larger for those employees with clearly defined work schedules and duties. Furthermore, when paid leave is taken by an attorney, the firm loses the least when the attorney is at the lower level of the occupational hierarchy. As explained later in the paper, lower level attorneys – associates - are not expected to generate business and therefore do not cost the firm as much in terms of lost business generation during periods of leave.

LITERATURE REVIEW
Research on the spillover between work and family has gained momentum in the last decade.  This literature has focused on the effect in general (Bailyn, Drago, and Kochan 2001; Barnett, Marshall, and Sayer 1992; Grzywacz, Almeida, and McDonald 2002; Jacobs and Gerson 1998, 2001; Leiter and Durup 1996), gender differences (Duxbury and Higgins 1991), industry differences (Anderson, Morgan, and Wilson 2002), and workplace characteristics that mediate spillover and improve job satisfaction (Anderson and Delgado 2006; Wallen 2002).  Overwork and the loss of leisure has been the subject of several popular books, including The Time Bind: When Work Becomes Home and Home Becomes Work (Hochschild 1997), and The Overworked American: The Unexpected Decline of Leisure (Schor 1991). 
It was in part due to this research that companies began instituting family-friendly policies, including on-site childcare centers, eldercare referrals, more generous parental leave policies, and flexible schedules. This began in United States companies in the early 1980s, and expanded a decade later (Galinsky, Friedman, and Hernandez 1991).  
There is a growing literature on the effect of family-friendly policies on employee attitudes and work satisfaction. Much of this literature focuses on the effect of such policies among those who use the benefits or flexibility (Eby et al. 2005; Lilly, Pitt-Catsouphes, and Googins 1997; Baltes et al. 1999). Other research focuses on the effects of particular types of policies offered such as on-site childcare (Goff, Mount, and Jamison 1990; Kossek and Nichol 1992; Miller 1984) or telecommuting (Bailey and Kurland 2002; Duxbury, Higgins, and Neufeld 1998; Igbaria and Guimaraes 1999). While other strands of research focus on how family-friendly policies alter workplace issues including job satisfaction, organizational commitment, turnover rates (Batt and Valcour 2003; Allen 2001; Behson 2002; Behson 2005; Clark 2001; Thompson, Beauvais, and Lyness 1999; Abbasi and Hollman 2000), satisfaction (Anderson, Birkeland, and Giddings 2009; Kossek and Ozeki 1998; Lambert 2000; Haar and Spell 2003; Greenberger et al.1989; Boles, Howard, and Donofrio 2001), and productivity (Konrad and Mangel 2000).
	In theory, we expect that generous family-friendly policies in the workplace should increase productivity and then, ultimately, profits. The efficiency wage hypothesis tells us that more generous compensation may increase worker productivity and decrease shirking as the cost of losing a job increases (Akerlof and Yellen, 1986). A work environment that takes into consideration the psychic costs of family-related stress situations particularly among workers with young children may increase worker productivity by reducing absenteeism and turnover. The theory on job matching suggests that the family-friendly firm may draw from a larger and more diverse pool of applicants, increasing the chance of realizing a good workplace-employee match (Heiland and Macpherson 2005). 
The broad literature on earnings should give us some clues as to how family-friendly policies should affect profitability and productivity in firms. This literature gives support to the idea that increasing employee compensation leads to an increase in labor productivity (Hammermesh 1990; Kahn and Sherer 1990; Campbell 1993), lowers turnover and, consequently, hiring costs to firms (Holzer 1990). However, although existing literature shows that wage and non-wage compensation are substitutable (Macpherson and Hirsch 1995; Waldfogel 1998; Glass 2001), the evidence on family-friendly policies on worker productivity and firm profits is inconclusive. Studies on the effect of flexibility in work schedules show that employee attendance and productivity increases (Shepard, Clifton and Kruse 1996; Kim and Campagna 1981; Orpen 1981; Schein, Mauer and Novak 1977). In a study examining the effect of flexible schedules on turnover and absenteeism in Canada, researcher found no evidence of a decline in turnover rates or use of sick leave (Haines et al. 1999). Evidence from a job sharing program showed a decline in worker productivity (Lanoie 2001). 
	A study based on 120 employers in New York found that companies that offered flexible sick leave and child care assistance experienced lower turnover (Baughman et al. 2003). Meyer, Mukerjee and Sestero (2001) found that those companies that were named among the 100 most family-friendly by Working Mother Magazine in 1991-1995 were more profitable after offering work-family programs including sick leave and working from home option. Among these same firms there was no effect on profits for flexible time and part time arrangements. Arthur and Cook (2004) examined Fortune 500 companies and found that companies that pioneered a family-friendly workplace experienced increases in their equity value. A representative sample of British workplaces with ten or more employees found that the availability of financial help with child care and paternity leave increases the likelihood that a workplace outperforms the average workplace financially while eight other work/family policies had no effect. Several of the family-friendly benefits were associated with a lower quit rate but only financial help with child care contributed to an increase in labor productivity (Gray 2002). 
	Frank Heiland and David A. Macpherson (2005) examined differences in profitability and productivity among a random, representative sample of firms with varying family-friendly policies. The authors found evidence that having some control over work schedule was associated with higher productivity but had little effect on profits. This implies that while many of these kinds of policies may improve productivity, they do so at a high cost. Furthermore, they showed that paid maternity leave is associated with lower productivity and profits.They conclude that family friendly practices do not increase the performance of the workplace. 
PARENTAL LEAVE: FEDERAL, STATE, AND PRIVATE INITIATIVES
Federal Legislation
Since August of 1993, workers in the United States have been eligible for federally mandated parental leave under the Family and Medical Leave Act (FMLA). Some states and private employers were already offering parental or medical leave before the FMLA. The law extended unpaid, job protected leave to workers of all public sector employers and private sector employers with more than 50 employees. The Act requires that workers have worked for the employer for 12 months and worked at least 1,250 hours during the previous 12 months. As noted, the leave is unpaid and does not apply to small businesses. Spouses employed by the same employer are required to share the total 12 weeks of unpaid leave. These drawbacks lead to gaps in coverage. “Less than half (46 percent) of all women workers are estimated to be covered, and some estimates show that only 20 percent of new mothers are covered and eligible for FMLA.”[footnoteRef:4]   [4:  Rudd (2004) cited in Fass (2009).] 

State Legislation
	Given the drawbacks of FMLA, some states have begun initiatives to offer more generous parental leave benefits including expanding the leave requirements to smaller employers, part time workers, or workers who have not been at the employer for 12 months.  Currently, California and New Jersey have paid family leave programs. However, these paid leave benefits do not include the job protection benefits of FMLA. In California, the Paid Family Leave Insurance Program provides up to six weeks of paid leave for the illness of a family member or birth of a child. In New Jersey, the six weeks of paid leave are through the Family Leave Insurance program. In both states, the program is administered through the state’s disability insurance program (Fass 2009). Most paid family leave at the state or private level is through temporary disability insurance. One study conducted by the U.S. Office of Personnel Management (OPM) on paid parental leave considered the addition of paid parental leave to the benefits of federal workers (2001). The OPM found that “while paid maternity leave is available for approximately half of the female workforce covered by existing surveys, the time off is generally paid through temporary disability coverage. In addition, only 7 percent of new fathers receive paid paternity leave.”[footnoteRef:5]   [5:  United States Office of Personnel Management (2001). ] 

Private Initiatives in the Legal Industry
	 In the most recent summary of responses to the NALP Workplace Questionnaire, 86.5 percent of law firms have a written parental leave or family care policy.[footnoteRef:6] However, there is a wide disparity among the types of benefits that firms offer. Some firms have policies that cover adoptions and are available to domestic partners, while some firms offer paid leave for a limited time and unpaid leave up to a year. Other firms include cash payments to offset adoption costs in addition to paid leave. Further, 45.7 percent of firms offer subsidized use of a child care facility; although most allow this only for emergency child care. Most firms, 71.3 percent, also offer alternative work options such as job sharing, flex-time, telecommuting, or part-time schedules with eligibility determined for the most part on a case-by-case basis. In a recent analysis, NALP found that of the 5.9 percent of lawyers working part-time, 73 percent of them are women. This translates into 13 percent of all women lawyers working part time and 2.4 percent of all male lawyers working part time.[footnoteRef:7] [6:  National Association for Law Placement (2005). ]  [7:  National Association for Law Placement (2009a).  The most recent survey data (2009) indicates that approximately 98% of all law offices offer part time schedules.  ] 

BACKGROUND ON Egalitarian & Partners, LLP
	Egalitarian & Partners, LLP (hereafter Egalitarian) is a mid-sized law firm located in a large city in the upper Midwest. The firm was recently noted for crossing the threshold of having more than 50 percent of its shareholders[footnoteRef:8] as women (Murphy 2010).[footnoteRef:9] From its inception in 1996, the firm sought to differentiate itself from the culture that large law firms in big cities historically cultivate. Instead, they focused on diversity, work-life balance, and a less hierarchical structure. Their bylaws state the following: “we recognize that we live in a diverse world and that promoting equal opportunity and inclusiveness remains a critical issue for the legal profession, our business clients, and the communities in which we live and work.” Even the firm’s office space reflects these values, with the more senior partners located in inside offices rather than in the big windowed-corners.  [8:  A “shareholder” or “partner” in a law firm is an individual who has become an owner in the firm. As such, the individual has earned the rights and responsibilities associated with ownership. They generally take home part of the firm’s annual profits, bear the risks associated with losses, and are expected to generate business for the firm. ]  [9: The national average for 2010 for women partners was 19.21% in 2010.  This is an increase from 12.27% in 1993.  In 2010, there were still 9.6% of law firms that did not have any women partners including 14.0% of law firms with 500-700 lawyers (National Association for Law Placement 2010).] 

Types of Work-Life Balance Policies the Firm Offers
	Egalitarian considers work-life balance options on a case-by-case basis and have offered the following options: flexible scheduling, domestic partnership benefits for its gay and lesbian employees, telecommuting options, reduced hour schedules, sabbaticals and paid family leave for attorneys. The firm’s family leave policy states that 
An attorney employed by [Egalitarian & Partners, LLP] may be entitled to a total of six (6) months (26 weeks) of parenting leave following the birth of the attorney’s child (or the birth of a child by the attorney’s spouse or partner), adoption of a child by the attorney, or foster care placement of a child with the attorney. A parenting leave of up to six (6) months will not affect an attorney’s salary and benefits progression. Attorneys who take up to six (6) months of parenting leave during their tenure as an associate with [Egalitarian & Partners, LLP] will not be held back in her or his progression toward shareholder status. The progression toward partnership for an attorney who takes more than six (6) months of parenting leave during her or his tenure as an associate with the Firm will be evaluated on an individual basis by the management of [Egalitarian & Partners, LLP].

Structure of the Firm and Type of Work Performed at Law Firms
	While law firms are similar to firms in general, they are unique enterprises. There are clear demarcations among staff members in terms of education, age, work expectations, and remuneration. Table 1 demonstrates the different types of workers at Egalitarian including shareholders, associates, paralegals and an administrative staff. At Egalitarian, the average age of shareholders is 48, they are 53 percent female, and are expected to bill at least 1,800 hours of work per year as well as to generate business for the firm. Each shareholder’s billing rates vary by the level of their experience as well as the type of work performed. 
Table 1.  Occupational Structure, Work Requirements and Pay by Age and Sex, 2010	
	
	Shareholders
	Associates
	Paralegals
	Administrative

	Average Age / Percent Female
	48/50
	31/40
	40/100
	41.5/83

	Work Requirements
	Bill at least 1,800 hours of work per year and generate business for the firm
	Bill at least 1,800 hours of work per year (at a lower rate than shareholders), supporting shareholder business.
	Bill at least 1,600 hours per year (at a lower rate than the associates) supporting both the shareholders and the associates.
	No billing hours required.

	Remuneration
	Salary and bonus linked to productivity, business generation, and the size of the firm’s profits that year.
	Salary and bonus linked to productivity.
	Salary and bonus.
	Hourly wage.



	At Egalitarian, shareholders work includes primarily managing clients and working on cases at an hourly rate that varies by both the type of work and the attorney’s experience. Shareholders are expected to generate business for the firm by garnering new cases and clients. This is primarily achieved by attending conferences, improving one’s reputation and by attending regular events in the area in order to make connections with other attorneys and possible clients. Egalitarian also emphasizes administrative work that supports the firm’s institutional environment. This includes being on the firm’s board of directors, being a practice group leader, managing and mentoring the group of associates, paralegals or administrative assistants. Shareholders are paid in both an annual salary and a bonus. Both the salary and bonus are correlated to their productivity as measured by hours billed and billing rate, as well as the shareholder’s business generation and administrative work. 
	Associates at Egalitarian (as well as most other firms) are lawyers that are new to the firm and have not yet become a shareholder. The average age among the associates at Egalitarian is 33 years with 40 percent women. Associates are required to bill at least 1,800 hours per year at a rate that is lower than a shareholders.[footnoteRef:10] They are not required to generate business, and tend to support shareholders’ work. Their remuneration consists of an annual salary and a bonus, which are both linked to productivity. [10:  This billable hour requirement is comparable to the national average.  In 2009, 30.8% of law firms with 50 or fewer lawyers required associates to bill 1,800 hours compared with 45.1% that required 1,850 hours or more.   (National Association for Law Placement 2009b).] 

	Paralegals are a hybrid between staff and professionals at a law firm. At Egalitarian, the average age is 42 and paralegals are 100 percent women. Paralegals are required to bill 1,600 hours per year at a rate that is lower than associates. Their work supports both the shareholders as well as the associates. Paralegals are remunerated by both salary and bonus, but the salary is set while the bonus is more directly linked to productivity. A paralegal is required to have at least a paralegal degree. 
	Lastly, Egalitarian employs an administrative staff whose average age is 45 with 83 percent women. Individuals in this category work a 9-5 job for an hourly wage supporting all lawyers and paralegals. There are no billing hours required and they do not receive bonuses. There is no degree required for this job. 
COSTS AND BENEFITS OF PAID PARENTAL LEAVE
	The costs faced by a typical law firm fall into two major categories: explicit costs and implicit costs. Explicit costs are costs that the firm actually pays and fall into two categories: fixed costs and variable costs. Fixed costs do not vary with output[footnoteRef:11] and include, for example, the building mortgage or rent, the cost of utilities including phone and internet, and salary and benefits of certain employees such as those who provide administrative and technology support. The variable costs, which do vary with output, include the worker’s wages and/or salaries, office supplies, and phone and fax charges.  [11:  The “output” of law firm is the hours billed by each attorney and paralegal. Revenue from this output is the number of hours billed multiplied by the rate at which the hour was billed.] 

Implicit costs are associated with the foregone use of existing resources. For a typical firm, the most expensive implicit cost of granting leave to a business generator, such as a salesperson, is the loss of revenue that results from the absence of that person.  Overall, implicit costs are often more difficult to measure, but are no less important in determining the profitability of policies and choices made by the firm.
Table 2: Explicit and Implicit Costs to the Firm by Category of Employee
	
	Category of Employee
	
	
	

	
	Shareholder
	Associate
	Paralegal
	Administrative 

	Explicit Costs
	Paid Salary/Bonus

Share of Overhead
	Paid Salary/Bonus

Share of Overhead
	Paid Salary

Share of Overhead (1/2 of attorneys)
	Zero, unpaid leave.

Zero Overhead[footnoteRef:12]  [12:  The administrative staff is part of overhead itself.] 


	Implicit Costs
	Lost Business Generation

Lost Hours Billed
	Zero
	Zero
	Zero



	Table 2 summarizes how the explicit and implicit costs associated with a paid leave at the law firm vary based on the employment category. For attorneys and paralegals, the explicit costs of a leave of absence include salary and bonuses because the firm offers them paid family leave.  The explicit costs of family leave for administrative workers, however, are zero since their leave is unpaid. Regardless of the classification of the worker, the firm must also pay the fixed costs associated with the overhead in running the firm including the rent paid on the office space and the pay of remaining support and administrative staff.  Lastly, the firm pays a small variable cost associated with the overhead of each attorney, paralegal or staff member.[footnoteRef:13] Most of the firms’ costs are fixed, so it is more profitable for a firm to fill all of its empty offices, get attorneys working, billing and bringing in revenue.  [13:  These sorts of costs are a small share of the overhead and may include use of paper or printing materials and technology support.] 

The implicit cost (or opportunity cost) of a leave of absence – paid or unpaid - is the lost business generation that the attorney may have conducted had they not gone on leave. This includes new business that the attorney brings to the firm. While on leave, it is presumed that the attorney does not do the necessary activities to generate business.  Further, for shareholders, associates and paralegals, if they are working on projects when they have to take leave, the potential loss of billable hours while on leave is another implicit cost.  An associate’s and paralegal’s billable hours can be passed onto other employees, but this is not necessarily the case for a shareholder.
The varied work expectations for each class of worker in a firm, along with the associated sex and age distribution, have implications for the costs and benefits leave policies.  Paid leave for shareholders cost the firm the most in both explicit and implicit costs because they have the highest salaries and bonuses and because they are the only category of worker expected to generate business. However they also bring in the most revenue for the firm and can, therefore, more easily make up for losses.
Administrative workers are the least costly because they do not get paid leave.  Paid leave for associates and paralegals is more costly to the firm than leave for shareholders.  Although their salary and bonuses are smaller and are not associated with potential lost business, associates and paralegals generate less revenue. It is important to note, however, that the majority of their work can be passed to another employee during the leave so there is no loss in potential hours billed. 
HYPOTHETICAL CASES 
A “Superstar Associate” Has a Baby
	Julia Espinosa is a superstar associate at the firm. She is a driven and very productive third-year associate. At her level, Egalitarian expects her to bill at least 1,800 hours per year at a rate of $190 per hour. She typically bills around 1,900 hours. This translates into a range of revenue for the firm (depending on the fee that she charges the client and the actual number of hours she bills[footnoteRef:14]) of between $342,000 and $361,000. In 2006, the year before Julia took a leave of absence, her total compensation was $115,000 with a base salary of $100,000 and a bonus of $15,000.  [14:  While billing rates do vary by the number of years an attorney has been working, they also depend on the client and the market segment in which the client operates. For these purposes, we are assuming a billing rate of between $190 and $200 per hour. Hereafter, we will refer only to the low billing rate for expositional purposes.] 

	In 2007 Julia had a baby and took four months off from work. Between the hours that she billed before and after her leave that year, she billed 1,000 hours in 2007. This generated $190,000 in revenue for the firm. Because of her leave she billed 800 hours less than the number of hours expected by the firm, translating into a loss of $152,000 in potential revenue that the firm could have earned had she not taken a leave and worked full-time, year round. These revenues are implicit. The firm does not actually have to pay this cost. It is simply (potentially) lost revenue. 
	But did the firm actually lose revenue? No. Because of both the nature of the work and the structure of the remuneration at Egalitarian, Julia’s work was passed on to another associate at the firm. Because associates are not expected to generate business and because associates have not yet specialized in any particular type of work or for any particular client, any work that needs to be done can just be shifted to another worker (assuming they have more than one associate with a similar skill set). Furthermore, because the firm is for-profit and because workers are paid based on productivity, this shift of work does not necessarily impose a cost onto other workers. Associates need to bill at least 1,800 hours and many need the work. If they bill beyond 1,800 hours their bonus will reflect that extra work performed.
	The firm did, however, have to pay explicit costs associated with Julia and her leave. It costs the firm approximately $111,000 per attorney per year in overhead. This includes the previously mentioned costs of rent, administrative support, technology support, utilities, etc. In 2007 Julia cost approximately $110,000 (she would not have used quite as much overhead costs being out of the office for four months of the year). In addition, the firm paid her salary and bonus for the year. Julia’s salary for 2007 (the year of her leave) was $118,000 with a base salary of $105,000 and a bonus of $13,000. 
Table 3: The Net Effect of a Superstar Associate’s Four Month Leave of Absence: 
Revenue Minus Costs  
	
	With Leave
	Without Leave 
(Expected values assuming full time work at prior rate)

	Revenue Generated in 2007
	$190,000
	$361,000

	Minus Salary
	$118,000
	$125,000

	Minus Share of Overhead
	$110,000
	$111,000

	
Net Gain or Loss to the Firm
	
-$38,000
	
$125,000



Table 3 presents the costs and benefits to the firm associated with Julia’s leave of absence. If Julia is good, and the firm wants to retain her and eventually offer her shareholder status, the $38,000 loss is worth it. It seems reasonable given hiring cost estimates to assume that it costs an average of one year’s salary to replace an attorney.[footnoteRef:15] Therefore, it would cost Egalitarian approximately $100,000 if Julia was to quit when she had the baby.  The cost of offering her family leave is $38,000 which means that if an associate has less than 2.63 children, it is more profitable to keep her and pay for family leave than to hire a new attorney.  Based on the age structure by category of work (see Table 2), the least costly categories of workers are the most likely to have kids and on average (particularly among the highly educated populace in the United States) have fewer than 2.5 kids, so it is profitable for Egalitarian to provide generous maternity leaves to its associate attorneys.  [15:  This figure is the firm’s own estimates that it costs approximately one year’s salary to hire a new associate.] 

An “Average Associate” Has a Baby
	Mia Smith is an average associate at the firm. She is a third-year associate that wants to have a good balance between her work and her life. She is not interested in becoming a workaholic and is careful to not take on too many projects that would require her to work more than 60 hours per week. At her level, Egalitarian expects her to bill 1,800 hours per year at a rate of $190 per hour. She typically bills 1,700 hours. This translates into a range of revenue for the firm (depending on the fee that she charges the client and the actual number of hours she bills) of between $323,000 and $342,000. In 2006, the year before Mia took a leave of absence her total compensation was $105,000 with a base salary of $100,000 and a bonus of $5,000. 
	In 2007 Mia had a baby and took four months off from work. Between the hours that she billed before and after her leave that year, she billed 800 hours. This generated $152,000 in revenue for the firm. Because of her leave she billed 1,000 hours less than the required number of hours, translating into a loss of $190,000 in potential revenue that the firm could have earned had she not taken a leave and worked full-time, year round. As before, these revenues are implicit. The firm does not actually have to pay this cost. It is simply (potentially) lost revenue. 
	The firm did pay the explicit costs associated with Mia and her leave. As in the case of Julia, without leave, Mia cost the firm approximately $111,000 per year in overhead, and approximately $110,000 with leave. Mia’s salary for 2007 (the year of her leave) was $108,000 with a base salary of $105,000 and a bonus of $3,000. Table 4 presents the net losses to the firm in the year of her leave as compared to the expected gains had she not taken a leave.
Table 4: The Net Effect of an Average Associate’s Four Month Leave of Absence: 
Revenue Minus Costs
	
	With Leave
	Without Leave 
(Expected Numbers)

	Revenue Generated in 2007
	$152,000
	$323,000

	Minus Salary
	$108,000
	$118,000

	Minus Share of Overhead
	$110,000
	$111,000

	
Net Gain or Loss to the Firm
	
-$66,000
	
$94,000



Note that the net losses for Mia’s leave are larger than for Julia’s. She works less and earns less revenue for the firm. While offering Mia one leave is worth it for the firm when comparing the cost of leave to the cost of replacing her ($100,000), it would not be worth it to offer more than one paid leave to a worker like Mia. Beyond the first leave, the costs of leave are higher than the costs of replacing her.[footnoteRef:16]  [16:  Realistically, the firm would prefer that Mia take unpaid leave for four months and return to work.  We assumed for these examples that the paid family leave benefit had a positive impact on the probability of returning to work and the likelihood the attorney would stay with the firm.  ] 

A Shareholder Has a Baby 
	Anna Birdings is a second-year shareholder at the firm. At her level, Egalitarian expects her to bill at least 1,800 hours per year at a rate of $300 per hour. She typically bills around 2,200 hours. This translates into a range of revenue for the firm (depending on the fee that she charges the client and the actual number of hours she bills) of between $540,000 and $660,000. She was also credited with generating $50,000 worth of business for the firm for which she is compensated through her bonus. In 2006, the year before Anna took a leave of absence her total compensation was $175,000 with a base salary of $125,000 and a bonus of $50,000. 
	In 2007 Anna had a baby and took four months off from work. Between the hours that she billed before and after her leave that year, she billed 1,300 hours. This generated $390,000 in revenue for the firm.  She billed 500 hours less than the required number of hours, translating into a loss of $150,000 in potential revenue that the firm could have earned had she not taken a leave and worked full-time, year round. Again, as stated before, these revenues are implicit.  However, because the shareholder’s work is more specialized, and because the client relationship is more personal, it is difficult to shift her work onto another shareholder. When a shareholder takes a leave, the firm risks losing revenue from hours billed that cannot be shifted as well as the possibility that the client will not be satisfied with a possible decline in service during a leave of absence. 
	Furthermore, additional costs associated with Anna’s leave include any lost business that could have been generated. These costs are much more difficult to calculate, are highly dependent on each individual case, and may evolve over time. On one hand, Anna may continue to work, maintaining at least some minimal contact with the client during her leave of absence. On the other hand, Anna may decide to pass her client on to another shareholder, shifting her attention away from business generation (and maintenance) and, in the long run, to her family. For the purposes of this case study, let’s assume that Anna maintains her client relationship but does not generate any additional business for the year. 
	The firm did pay the explicit costs associated with Anna’s leave of absence. In 2007 Anna’s overhead cost approximately $110,000. Anna’s salary for 2007 was $160,000 with a base salary of $130,000 and a bonus of $30,000. Table 5 presents the net losses to the firm in the year of her leave as compared to the expected gains had she not taken a leave. Anna bills only 500 hours less than is expected at a much higher rate than the associates, which does cover the cost of her leave. However, because of the difficulty in shifting her work another shareholder, the firm could lose up to $150,000 in revenue from lost hours billed. 
Table 5: The Net Effect of a Shareholder’s Four Month Leave of Absence: Revenue – Costs
	
	With Leave
	Without Leave 
(Expected Numbers)

	Revenue Generated in 2007
	$390,000
	$660,000

	Explicit Costs
	
	

	     Minus Salary
	$160,000
	$190,000

	     Minus Share of Overhead
	$110,000
	$111,000

	Implicit Costs
	
	

	   Lost hours billed 
	$150,000
	

	   Lost business generation
	
	

	
Net Gain or Loss to the Firm
	
-$30,000
	
$359,000



	On net, Anna’s leave cost the firm approximately $30,000, which is less than the cost of both Julia and Mia’s leave of absences. This is in part due to the fact that the shareholder bills at a higher rate, and also due to the fact that we left out the immeasurable costs in our calculation. It is impossible to know the counterfactual: how much business would Anna have generated had she been working and what would have been the future income stream to the firm associated with that business. One way to measure this is to compare Anna’s business generation to those of her similarly-experienced colleagues. But for the purposes of this paper, we avoid such an estimation.
Conclusion and Discussion
This paper provides implications for the workforce generally in terms of the profitability of extending generous family leave policies to its workers. Generous leave policies are sometimes profitable for Egalitarian but may not be for all types of organizations. The factors that make paid leave profitable for Egalitarian include the fact that the organization is for-profit and pays its employees based on productivity. In the case of associate-level work, the firm does not lose revenue when an associate takes a leave because the work can be passed to another worker. Furthermore, because bonuses are linked to productivity, the leaves of absence do not create resentment among workers asked to do a colleague’s work.  In addition, the structure of the firm in terms of age and gender and the type of work performed is such that the least costly workers are most likely to make use of the paid leave benefit. These are associates that are not generally required to generate business. Furthermore, the average number of children in the United States right now is approximately 2.1, which is less than the break-even point for the firm in terms of the costs and benefits associated with the leave. 
	Even for Egalitarian, however, the effect of the leave on productivity and profitability depends on the type of work performed. Work whose very nature is around-the-clock, national or international, and unpredictable, such as litigation, does not lend itself to family responsibilities generally, let alone four month leaves from work. In an increasingly globalized and connected world, attorneys are expected to maintain connections with their clients on a more regular and consistent basis.  However, transactional, commercial and regulatory law practices are typically local and predictable and 9-5. As such they are much more conducive to both family-work balance and leaves of absence. 
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