Making heavenly matches
With mounting economic uncertainty management are once more turning their attention to mergers as the best way to secure their firms’ future. But, argues Peter Scott, a veteran of three successful mergers, it is not a decision to be taken lightly
Mergers are once again high on the agenda for many managing partners. But why are law firms looking more and more at the merger option as a way forward when experience shows that most discussions do not get beyond an initial chat, some fall away before agreement is reached and many of the mergers that are consummated never deliver the promised goods?

Having trodden the merger route myself and bedded down three mergers (Jaques & Lewis/Eversheds, Eversheds/Waltons & Morse and Eversheds/Frere Cholmeley Bischoff) I would suggest there are some basic rules of engagement that you need to bear in mind if a merger is to work for you.

Vision and culture

First, decide what kind of firm you want to be. If managed well, the thinking process you need to go through is likely to lead you to certain realistic conclusions as to the direction in which you should be taking your firm and may throw up a merger as one of your possible options.

It may also highlight the culture of your firm and is likely to point you in the direction of firms which you perceive to have a similar way of thinking. Perceptions when it comes to law firms are often wrong. To accurately judge what people are really like can take a long time and unless you have known and worked with them in the past your perceptions may be flawed. 

While similar cultures may be important, there may be something to be learned from the rules of magnetism — like poles repel, opposite poles attract. Sometimes merged firms need something to spark them off, otherwise you end up with a larger version of what you had before, but with double the problems. 

A firm’s culture may also dictate that a merger with a larger firm cannot be considered — only a takeover will be contemplated. There may be a sound business case for a merger with a larger firm, but if the emotional instincts of the partners, driven by factors such as control or fear, say no to a larger merger partner then it is probably best to forget it, however good the business case. 

And if the leaders of the two firms do not look at the world in the same way, again it is probably best to forget it. But if the leaders (and I emphasise the leadership aspect of a successful merger) share the same vision for building their law firm of the future, then their partnership is likely to be a particular strength in the early bedding down period of the merger when things can go badly wrong if there are not strong hands on the tiller. 

Unfortunately many firms look no further than what the other firm represents now, rather than building a vision of what the two firms together could make of themselves. Being able to develop such a vision and to enthuse partners in both firms with that vision is one of the most crucial roles the leaders of each firm can perform if the merger process is to be successful. 

The strong business case

A merger is not a strategy; it is a means to an end: to become more competitive and profitable. 

The sustainable business case needs to be developed before you get too far into discussions. Put yourself in the position of your clients, because successful mergers are client-driven. Clients are growing and they demand ever more from their lawyers, who must also grow and develop if they are not to be outgrown by them and lose business to competitors. Size is important for the resources it provides of people, expertise and financial muscle. Critical mass is as important in the legal marketplace as it is for clients in their marketplace.

‘So, what will it do for us?’ clients will ask. Will the merger enable the firm to better service its clients? Will it enable the firm to win more quality work from clients and new work from potential clients that neither party could hope to win individually? 

In short, will the merger help to make the new firm more competitive in its chosen markets?

And will the clients perceive that it will be good for them? Will their reaction be: ‘Wow — that will be good for us!’?

A catalyst for change

A merger as a means only to effect change, unless there is also a good business case, is unlikely to succeed. However, if the leaders of both firms are as one in seeing the need to change certain basic values in their firms, then that may in itself become a strong driver of the merger.

Sometimes a merger is the only way to bring about certain behavioural changes in firms, without which survival would be in doubt. How are you going to stop your thrusting partners, who want better quality work from larger clients, from leaving? How are you going to remain competitive so you can recruit and retain the best people? How are you going to build a culture of performance that matches reward to contribution? How are you going to develop a culture of accountability? 

These issues, if you are going to build a highly competitive law firm, may require fundamental changes to be brought about, but the rate of change for some may not be fast enough given the barriers to change within many firms. 

People expect change to happen as part of a merger. Use that favourable climate to build your vision of the ideal law firm. Think about the changes you have tried to make but which the ‘wreckers’ have prevented. Use the opportunity merger brings to manage competitive change. 

Building profitability

A merger based on a strong business case, if well implemented, should help build long-term profitability and a financial base for the future. 

In particular, a merger is an opportunity to strip your business of substantial costs and build a strong financial base for your future. Start off your new firm as you mean to continue. 

Building the required infrastructure to underpin a law firm is costly. Many firms cannot generate sufficient revenue to put in place even the minimum requirements for an efficient business. Merging not only lends itself to good financial management, but also helps the firm manage increasingly important matters such as risk. 

On the other hand, some firms have infrastructures capable of servicing a much larger firm. These scenarios provide scope for rationalisation and efficiencies of scale to tailor the overheads to the needs of the new firm. You will not need two of everything. 

And it is not only overheads that need to be addressed. Many partnerships need to be restructured if they are to survive. Do not overload your new firm with unproductive partners who are not pulling their weight.

It is vital that you make sure you agree all these matters before you sign up, because if you leave things unresolved, then reactionary forces in both firms may subsequently prevent the merger from delivering its promises. 

Implementing your merger

The hard work really starts once you have signed the merger document. Implementation of what has been agreed is key to the successful merger and is why many mergers fail to live up to their promise. 

The leaders of both firms, long before they have concluded negotiations, need to agree on how they are going to deal with the major issues (such as these below) and to then get down to making things happen:

— How can we learn from each other? 

— Who will be the team to lead the new firm?

— How are we going to bring about change?

— How can we incorporate the best of our 
two firms into the new firm?

— How are we going to manage performance 
in the new firm?

And throughout the merger process it is vital to communicate both internally and externally. 

Merger is a time of insecurity for many and the better you are at letting everyone know what is happening and why, then the greater chance you have of taking your people with you. Take on board a good communications adviser to help you to put across the positive messages about your merger. If the business case for your merger is strong and well communicated, then your merger is not only likely to succeed, but is more likely to be viewed favourably internally and in your marketplace. 

Implementation is not an event that just happens — it needs to be a continuing process to ensure your merger reaches its full potential. This may take years and even then people may say they can still see ‘the join’ between the two former firms. 

Mergers have to be worked at very hard and you can give yourself a better chance of delivering what you have promised if you never lose sight of your merger goals — to become more competitive and profitable.

Peter Scott is a director of Horwath Consulting, the management consulting division of Horwath Clark Whitehill. 
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