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Why merge?

Merger is not a strategy – it is merely a means to an end, which is to become more competitive and in the process, more profitable on a sustainable basis.

Analysis of professional firm mergers would seem to indicate that many are driven by ambition or need, or more likely a combination of both.

It is becoming clear that many UK law firms have needs which must be dealt with if they are to develop and prosper in the fast changing legal environment in which we now live. 

The momentum for merger for firms across the spectrum of the profession is client driven – it is becoming less and less relevant what we, the lawyers, think. If firms are to survive and prosper then they have to become totally client-focused and more competitive by:

· providing their clients with what they want – and more

· they will need to do this at prices which their clients consider to be ‘value for money’

· they will need to do all this consistently better than their competitors.

The difficulty for many firms to position themselves in this way, so that clients perceive they are competitive, is highlighted by typical reasons given by clients as to why they go elsewhere for advice:
· specialist expertise or knowledge not available.
· larger deals where larger resources are available [at another firm]
· The ‘IBM’ factor, particularly where outside stakeholders are involved and the reputation of a ‘bigger’ name is needed for reassurance

Remarks such as these bring out one of the major reasons for merger – the ability in a larger firm to have access to and to develop greater resource.

Clients perceive many firms as lacking the breadth and depth of resource to compete with larger, better resourced firms. 

Further, firms in what might be called the ‘middle market’ are often too large to be niche and too small to be full service. So how can they become more competitive?

Those firms outside of the very highest echelons of the profession cannot be all things to all men. Being focused on a limited number of areas of work or sectors at which they are good and for which they are known, using their relatively limited resources, is likely to be a more sensible and successful way forward in the longer term.
Such firms, in order to compete with both niche and full service firms, will need to provide broader services than niche firms but be more focused than full service firms.
How can merger help to achieve this?

Merger can help to build a certain critical mass, not for size’s sake, but to provide the necessary resource to enable a merged firm to better provide clients with

- what they want 

- when they want it 

- where they want it 

and to do so more competitively than the two pre-merger firms could have previously done alone. 

In particular, merger can help to provide access to greater resource in a number of ways:

Resource of expertise
Lack of breadth

Clients go elsewhere for work which they know a firm cannot service. That is always dangerous because the other firms instructed on that work will always be looking to pick up the client’s entire business and there are many examples of larger firms successfully doing this and destroying smaller firms in the process.

Whilst firms may have a certain breadth of expertise across a number of work types and sectors, there are often critical gaps in expertise which need to be plugged if a firm is, in the future, to be able to provide clients with the services they require. 

Lack of depth

Often of even greater importance is a client-perceived lack of depth of expertise within a firm. External client surveys often highlight this problem:
‘If [partner] is not there then there is nobody else to speak to’ 

Whilst merger will not overnight be able to solve that problem, the combination of two firms can begin to address the perception that there is no depth below partner level.

Resource of finance

Providing for resource of expertise (ie people) is dependent upon having the necessary financial resource.

To successfully build breadth and depth of resource into a law firm requires the building of teams in focused areas, using the relatively limited resources available, to concentrate investment on those areas where it can be most successfully and profitably utilised. 

Merged firms are not only likely between them to have more work to justify the cost of investment in talent, but relatively speaking, the cost to each partner of such investment is substantially less than it would have been in either individual firm because of the larger number of partners sharing the cost.

On another level also the economies of scale which can be created by a merger can begin to show benefits. Modern law firms require a minimum level of infrastructure to be able to operate safely and efficiently.  A firm of a certain size has to spend a greater proportion of its income on providing for management and its infrastructure than say, a firm double its size.
Firms are beginning to recognise that if they are to keep pace with their clients’ ever more demanding needs, then they must provide what is necessary to service their clients well. If they do not then others will.

A larger firm can provide this and do so in a way that impacts less on the profitability of the firm than for a small firm because of the greater ratio of fee earners to others in the firm – an infrastructure of a certain size and quality can service a much larger firm but the relative cost of providing that enhanced infrastructure is, as a consequence, for a larger firm proportionally less.

Is such growth in order to achieve the necessary resource and economies of scale capable of being achieved organically?
Organic growth requires a great deal of investment, both in terms of effort and finance. Whilst some organic growth will usually be required (and in a merged firm will undoubtedly be one way to further develop the firm), to achieve the required levels of critical mass needed to begin to service clients more effectively and profitably is likely to require a ‘quantum leap’. Organic growth by itself is unlikely to be able to provide that.
It is also the case that opportunities to recruit good lawyers and teams do sometimes come along, but a firm should not base its future strategy on ad hoc opportunities. If firms are to grow to meet the requirements of clients in the future (as they must do to survive) then they must give themselves the very best chance of recruiting the best people available. To position a firm to do this, will require not only sustainable profitability at a level above its competitors, but also the building within the firm of certain values that will encourage its people to want to remain in the firm.

The investment required to take a firm to the levels of resource required are likely to be beyond the financial resources which many partners are willing to commit. Organic growth can devour large amounts of cash and depress the profits of a firm for a long period of time before the ‘investments’ begin to provide some pay-back, which is never guaranteed, particularly with lateral hires who may or may not be able to bring their clients with them. There needs to be a balance between ‘jam tomorrow’ and sustainable profits going forward, but this balance is very difficult to achieve when there is a heavy investment programme in new people and where the financial resources of the firm are small and are being stretched.

Organic growth itself, if it were to be a strategy to be adopted by a firm, would still require significant decisions to be made regarding, for example:

· what kind of firm should it be?  
· on which areas of work should it focus (or drop)?

·  in which locations should it be based for the future?

·  how it should be managed?

 None of these issues are easy to resolve.

Organic growth, on its own, is unlikely to be an answer to many firms’ needs. 
There may well be other valid reasons why two firms should merge. For example; access to new markets, the ability to resolve succession planning issues as well as various ‘defensive’ reasons.

This note has deliberately not touched on such vital issues as business and cultural fit between the two firms, because rarely do firms get to the stage of considering such issues unless they have first recognised the NEED to merge. To do so will require a firm to take a long hard look at itself (often not easy to do) and arrive at a recognition of its needs if it is to progress. 

Any needs that are identified should be addressed sooner rather than later. To do nothing should not be an option, because given the changes now taking place in the legal profession, can any firm stand still while others race ahead?
This note began by saying that many mergers are often driven by a combination of need and ambition. Needs are often self evident. To recognise and then effectively channel a firm’s ambitions (and the ambitions of its partners) is often the most difficult task. 
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