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The need to build competitive advantage into your firm to survive the challenges NOW facing the legal profession
For many law firms there has rarely been a more challenging time than now, given current economic conditions and the regulatory changes now beginning to impact upon the strategic thinking of law firms as they seek to position themselves to meet the challenges facing successful legal practice now and in the years to come.

1. Adapting to change 

Legal practice has never been immune from the need to adapt to change but today the pace of change is becoming faster and is having greater impact than ever before: 
· Clients are demanding more and better value in a market place which becomes ever more crowded and competitive and price sensitive. It will be those firms which make client satisfaction their top priority which will successfully compete in the tougher legal environment of the future. 

· Technology enables (and drives clients to demand) firms to re-engineer their ways of working so they are able to  deliver to clients what they require in the most efficient and cost effective manner and in the process to become more competitive and pull away from rivals.

· Regulation and the increasing burden it places on firms means that many smaller firms are finding it difficult to compliantly practice. 

· Insurers in the professional indemnity market appear to be taking a view that smaller firms (which account for most law firms in the UK) and which carry out certain types of work may not be managing risks in their practices as well as insurers would like. This is placing pressure on firms in the form of higher premiums or difficulty in obtaining cover.

· Legislation in the form of the Legal Services Act 2007, and other governmental measures impacting in particular on those firms carrying out publicly-funded work, has created immense uncertainty for a profession which for so long enjoyed relative certainty and prosperity.     
We now have a worsening economic situation added to the above factors driving change  which  is having an impact on law firms which many have not experienced since the early 1990s with the result that many are having to downsize with partners and staff being made redundant.  
How can law firms weather this storm and emerge stronger and more competitive?  
How can those who are running law firms:

1. Develop clear, realistic and focused strategies to build their law firms in such a way that they will be able to successfully compete in their chosen markets? ; 
2. Implement their strategic decisions in order to successfully achieve their objectives?; 
3. Above all, get to grips with what needs to be done to be competitive – and to survive and prosper? 

The following quote by a client of a law firm which had commissioned a survey of its clients’ perceptions of how it was looking after them illustrates how many clients judge whether their lawyers are operating as competitively as they could:

“They always try to sell to us on price, but what we really want is a good job doing for us at a reasonable price”

 That way of looking at whether a law firm is competitive is at the heart of building competitive advantage and winning work in the markets in which a firm has chosen to operate. It involves in particular three basic propositions:
1. there is a need to consistently provide clients with what they require; 

2. work must be carried out for clients at prices which they consider ‘value for money’; and
3. a law firm will need to consistently do both of the above better than other law firms.
The manner in which a law firm can achieve success by following  the above will depend very much upon the nature and business of the firm. For example:

· at one end of the market, large and well organised ‘volume’ or ‘commodity’ firms will have a need to continuously provide high quality process-driven services to clients at prices which are constantly under downward pressure from clients or referrers of work to them. These are the so-called ‘low value added services’ and already account for a major part of the provision of legal services in the UK and, with the advent of the Legal Services Act, are likely to become an even larger and more competitive sector of the legal profession. Continued successful delivery of their services will depend upon heavy investment in technology as pressure on prices increases, combined with having high quality management and aggressively building market share. Deep pockets will be required to stay in the game, with the consequent potential need for external investment.  

· towards the other end of the legal services market are firms which provide highly focused and sophisticated advice to the highest level of client and where ‘value for money’ is provided in a different manner and is relative to clients’ views of the results achieved balanced against the cost of achieving those results. Such so-called ‘high value added’ delivery of legal services very much depends on developing and nurturing within law firms expertise upon which such firms’ reputations will have been built, of a specialist nature in focused areas of work and for focused client types.
The majority of law firms in the UK are somewhere in between these two very different ways of delivering legal services. In the challenging circumstances of today and which lie ahead, how will these firms in such a changing and competitive market be able to compete?    
It is becoming clearer that these firms which are in neither of the above categories described will find it increasingly difficult, if not impossible in some cases, to easily compete, if at all, with such firms as described above which have successfully positioned themselves as leading players in their markets.   
How can firms which are ‘generalists’ and do not have a highly developed focus on specific areas of law and a client base to match, are not well managed (or not managed at all) and lack leadership, successfully compete in a legal market which will be squeezing them from both ends?

What do they now need to do to:

1. consistently provide clients with what they want?

2. at prices clients consider value for money? 
3. and consistently do these better than the competition?               
Strategic direction is a moving target which constantly needs to be kept under review. Yesterday’s strategy can easily become today’s disaster. 

Those law firms which have in the past established clear, realistic and focused strategies as a means to build greater competitiveness, and have worked hard to turn their plans into practice, have more often than not seen their investments bear fruit. However, even they may now need to rethink their plans in the light of changed market conditions and put them on hold or reverse them. 
Given that client satisfaction is at the heart of being competitive, if a law firm feels it is at a crossroads (as many do at the moment) and not sure how best to go forward, then it should start with the basics, by taking a long and hard look at its changing market and its clients (current and prospective) and ask itself certain fundamental questions such as:
“What services will our clients require from us in the future?”

“Are we currently providing our clients with the value for money services they are increasingly demanding?”

 “What do our clients value?” 

“What do our clients think about us?”

“Do they know what we do?”

Talk to your clients and above all, listen to your clients

It is usually only when a law firm listens seriously to its clients to find out what they think of the firm, the way it looks after its clients and the services and the service delivery they require, will it really know what its clients and its market require and what it may need to do to competitively position itself against its rivals in the future.

Establishing this will be vital if a firm is to quickly adapt to changing market conditions, (as exist at the moment), and this can be achieved in a number of different ways. 
Talking to clients even on an informal or social level is always good to do because it can show clients that a law firm is interested in them and that it cares. Perhaps more importantly, every conversation is an opportunity to learn about a client’s needs and how a law firm can service those needs. 

On another level, some firms carry out client / referrer ‘perception surveys’, often using an external and objective resource to really get under the skin of what clients and those who refer work think about the firm and its people, what services they will require in the future and how and where they will require those services to be delivered. The findings from such surveys are often an urgent ‘wake-up call’, showing a firm that it needs to take urgent action in certain areas if it is to prevent serious problems developing. 

For example, the client feedback from such surveys often reveals that where clients use more than one firm, they perceive there to be a clear distinction between the kinds of work they would give to the firm, and what would go elsewhere. The reasons given by clients and referrers of work, such as accountants and banks, often include the following or similar: 
- specialist expertise or knowledge not available at the firm
- larger deals go elsewhere where greater resources are available than are perceived to be available at the firm

 - in some cases, clients mention that work carried out by a smaller firm with less of a reputation is often checked by another, larger and better known firm, simply to give an overseas Board or a lender comfort that a big name was involved. 
- where outside stakeholders are involved, such as the stock market, 
           overseas interests, lenders and the large accountants, the reputation of  

           a  ‘big name’ is needed for reassurance and this is where the ‘IBM’ 
           factor comes into force.
Despite such attitudes, many clients will stress that a firm’s reputation (or lack of) is not a problem for them. However, it becomes a potential issue when third parties become involved and will impact upon how a firm will need to be marketed in the future. 
Feedback from client surveys may also help to highlight a lack of resource which is holding back a firm’s progress. Whilst many firms will have a certain breadth of expertise across a number of work types and client types, there are likely to be critical gaps in expertise which will need to be plugged if a firm is in the future to be able to provide clients with the services they require. 
Of even greater concern for firms should be the client - perceived lack of depth of expertise within a firm. Again, external client and referrer surveys often highlight this problem, with clients and referrers responding by saying things such as: 

“The issue is the quality of the other [people] resources [apart from partner X] which are not up to scratch .... they do not live up to expectations.” 

“If [partner X] is not there then it is not worth speaking to anyone else” 

“Clients perceive the firm as lacking the depth of resources to compete with larger firms” 

If a law firm takes steps to find out what its clients (both current and prospective) think about it, then if issues are identified, it will need to commit to taking action on those issues if it is to successfully compete. To ignore them is likely to result in the loss of existing clients or lead to ineffective and costly new client development initiatives which do not deliver the business.  
What clients say about a firm may also lead to further challenging questions needing to be asked:
“Why do we continue to do this unprofitable work / act for this unprofitable client?” (it is assumed a firm is able to measure and identify unprofitable work and clients)   
“How can we turn this unprofitable area of practice into a profitable one?”
“Why do we have multiple offices when our clients are telling us they would instruct us wherever we operate?”
“Should we invest in this new and potentially profitable area of work which our clients say they need?” and “Do we have the skills to develop and manage such work?”
“What should our partners be doing better / differently / more of / less of in order to meet the needs of our clients?”    

Whatever strategic decisions need to be made, they should be based upon thorough analysis and knowledge of the market and what clients now require. However, whatever those who are leading a firm may believe is the correct direction for the firm, will the rest of the partners want the same? 
A survey of clients’ and referrers’ attitudes and buying intentions, taken together with an  internal consultation, will reveal where both a firm and its people (particularly its partners) may need to change and be prepared to change.
“What should our partners be doing better / differently / more of / less of in order to meet the needs of our clients?” 
 is a crucial question to answer if a law firm is to go forward with confidence to compete and win by consistently delivering to its clients what they value and seek from a law firm.  The skills and behaviours within a firm must be sufficiently aligned with such consistent delivery if the firm is to successfully compete. The firm and its partners will however first need to acknowledge the need to change and then be prepared to make such changes as are necessary.    
Questions such as the following may then need to be asked:
“Are the values / culture / behaviours of our partners and staff consistent with the delivery of what our clients value?” 
 “Are all our partners clear as to their roles and what is required of them and prepared to embrace a new culture which will require a higher level of performance?”
“Have we identified and articulated the skills and behaviours which are to be valued, measured and rewarded?”
 “Do we have people in the firm with the requisite skills and abilities to enable us to achieve our objectives?
 “Do we have leadership which has a vision for the firm?”   

If internal skills, ambitions and behaviours are not sufficiently aligned with delivery of what clients value, then in order to successfully compete it will be necessary for a firm to turn its existing “value proposition” into skills and norms of behaviour which will be capable of delivering what clients need. This is likely to require the building of a culture of higher performance.     

Working with partners on a firm-wide basis and in a structured manner to help them create personal development plans aligned to the higher performance levels identified and required and covering such areas as:

· Personal drive and motivation

· Communication, influencing and relationships

· Commitment to learning

· Technical excellence and pioneering

· Client development

· Management and leadership

can be the start of a process to build on partners’ strengths and identify areas for their personal development.

The main investment in partner development is likely to be the time people need to apply to improving themselves. However, many firms have seen a considerable return on their investments through, for example:
· Showing that the firm is investing in its people, so helping to attract and retain good people.

· Improving performance through enhanced skills in client development, financial management, leadership and entrepreneurship throughout the firm.

· Managing career expectations and avoiding unnecessary disillusionment.

· Retaining partners / potential partners who might otherwise have moved on, by    investing in a more effective partner development programme. 
Such a process will need to be transparent and seen to be fair so that people know where they stand and what will be expected of them. Moreover, the criteria which are applied to development and which will become a basis for objective assessment, need to be realistic. There should also be no single ‘mould’, so that recognising the varying motivations and forms of contribution that different partners can make are recognised. For example, key performance indicators should not be based solely on billable hours and fees.

If a firm is determined to build a higher performance culture then it will also need to convince partners and others in a firm that it is genuine in its intentions and is doing it for the right reasons. Many partners are often cynical of ‘partner development’ initiatives, as was shown when one firm asked its partners on a confidential basis:
“What does our firm value?’       

Every partner in the firm, with just one exception, said that the only thing the firm valued was personal billing, despite everything the firm was constantly saying to the contrary.  And the only thing that was rewarded in that firm was ....personal billing!

If a firm arrives at the conclusion that some partners may not be performing or behaving as the clients and the firm require them to, or they do not have the necessary skills, then other issues will need to be addressed, including:
- “Are we clear as to the nature of the problem?” (often issues in the workplace may be the consequence of problems elsewhere and if so, it is vital that those problems be identified as quickly as possible and resolved);
- “How much more could the partner(s) achieve and what form of help / guidance / coaching / mentoring may be required to effectively enhance partner performance?”;
- What is the real cost of partner underperformance to the firm in terms of 

· Lost opportunities?

· Lost clients?

· The cascading effect of poor morale internally?

· High staff and partner ‘churn’?

· The amount of wasted management time?
· Disruption?

· Recruitment fees? 

Given that a firm’s people are its most valuable resource, it is only sensible in an increasingly difficult market, for firms to now make that greater investment in their people with a view to developing higher performance consistent both with their values and with helping them to gain competitive advantage over their rivals.  

Developing, managing and retaining talented lawyers needs to become a top priority for law firms. Nowhere is it more important to get this right than at the crucial transition points from associate to partner, and from salaried to equity partner. 

Investing in an effective partner development programme can pay significant dividends through improved performance and by reducing the costs of wasteful partner turnover.

Potential new partners should not just be selected, but need to be supported and developed for their future roles. This process may need to begin several years before possible elevation to partnership.

An effective process is crucial to:

· groom potential new partners so they are ready to make an immediate business contribution 

· avoid unnecessary churn of potential partners who leave because of uncertainty of prospects or disillusionment

· avoid bringing in partners who are not ready, with all the problems that causes for everyone concerned

· introduce aspiring partners to the behaviour and attitudes required of them including, for example, working as team players and putting the firm’s interests ahead of their own personal agendas

· motivate professional staff at every level as they move towards the goal of partnership

· manage the career expectations of those who want partnership but are not ready

· motivate those who decide they do not want partnership or who are just not cut out for it.

Partner development programmes, as with other areas for improvement and development need to be tailored to the specific culture and needs of a firm and should be treated not as one-off events but as continuing processes to develop, retain and manage the performance of a firm’s best people.  
If a firm is really determined to change partner behaviour and only go forward with ‘hungry’ partners who are all agreed on what needs to be done in order for the firm to become competitive in its chosen markets then it can start by making higher profitability its strategic aim 

Turn the strategic planning process on its head and consider the following as an objective:

‘Next year we are going to achieve PEP of £[          ]’; and

‘Every decision we make will be considered and judged in the light of how and whether it assists / detracts from achieving this objective”

This bottom line driven approach to strategic planning will bring into clear focus the plans (or lack of plans) of each part of a firm and can provide a much needed financial benchmark for testing strategic initiatives.     

2. How to manage growth – to successfully compete
If as a result of talking and listening to clients in this way, a law firm concludes it must grow in order to be able to provide clients with the value for money services they require, then it will need to consider whether growth to achieve this is feasible and whether it can grow alone or whether it will need to join forces with others if it is to successfully compete.

 Growth, in order to remedy shortcomings shown up by a client / referrer perception survey can require a great deal of investment, both in terms of effort, organisation, people and finance. Whilst some organic growth will usually be possible, 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. 

And if firms attempt to grow organically to meet these challenges, their competitors may be doing so at an even faster rate. 

Nowhere can the need to grow and be more focused be seen clearer than in the case of mid size and smaller firms which are currently facing increasing competition as clients look to larger firms to provide them with the range of legal services they now require. At the same time difficult economic conditions are eroding their traditional markets. In addition, we are seeing pressures mounting on smaller law firms from the regulatory changes now being implemented and their likely consequences in the next few years. The need to be able to safely and compliantly practice law has never been greater or more difficult to achieve and is likely to become a major factor driving consolidation within the profession below the level of the largest players.   
If a firm has concluded that if it is to better compete in today’s challenging markets it must grow by building people and financial resource, but it cannot see how it can do this alone, then merger or collaboration in some way with others will need to be a route to seriously consider.  

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

There is a fundamental issue to consider at the outset when contemplating a merger: 
 Why merge? 

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

Merge for the right reasons

External (clients’) and internal (partners’) attitudes may well drive a firm to seek merger. 

The rationale for merger should be primarily client driven as discussed above. A merger should if managed and implemented well, be capable of helping the two (or more) firms involved become more competitive by: 

· providing clients with what they want; 

· doing so at prices which clients consider to be 'value for money'; 

· and doing this consistently better than their competitors. 

The ‘national’ firms which have come about over the past fifteen years or so are testament to how successful this process can be if managed well. 

1. The 'defensive' reason to merge 

Mergers between professional firms will often have a 'defensive' reason as part of the overall rationale for merger. For example, in the case of a firm where there is one particular client which accounts for say between 5% and 10% (or more) of turnover (and growing), then that is too large a client for safety. This situation can particularly affect firms which are on clients’ legal panels, which regularly come up for renewal. The first merger in which I was involved as a partner, was primarily driven by the need of each firm to reduce its dependency on an overbearingly large client. Luckily many other good reasons for merger were also present and the merger turned out to be a success, providing a platform for successful growth in the years which followed.   

Merger with another firm of similar size will reduce risk of exposure to such clients to a more manageable level. At the same time, a larger firm with greater resources should be better able to provide the service that clients (particularly large and developing clients) require. Such clients often have  issues with 'service levels' within a firm and they will recognise a firm’s limitations in terms of resource by sending work elsewhere to firms with greater resource to provide those service levels they require. 

This brings us to one of the major reasons why firms of the size and type we are discussing need to merge - the ability of a larger firm to have access to and develop greater resource. 

2. Access to greater resource 

Typical feedback from client surveys helps to illustrate the problem: 

“Clients perceive the firm as lacking the depth of resources to compete with larger firms” 

 “The issue is the quality of the other [people] resources which [apart from partner X] are not up to scratch ....they do not live up to expectations.” 

Many firms are too large to be niche and too small to be capable of delivering a broader and fuller service which clients are increasingly likely to require. It is therefore worth looking at how a new firm which may result from merger can become more competitive. 

A merged firm, even with say 50 partners, will not be able to be ‘all things to all men’ although it may well provide a good platform for future growth. However, being focused on a limited number of areas of work or sectors at which it is good and for which it is known, using its still relatively limited resources, is likely to be a more sensible and successful way forward in the longer term than the two legacy firms trying to go it alone.

Firms of the size of such a merged firm, in order to compete with both niche and larger fuller service firms, will need to provide broader services than niche firms but be more focused than larger fuller service firms, and recognising that in certain markets, size (in the form of greater levels of manpower resource) may be required in order to be able to successfully compete. 

In such a case, merger should help to build a certain critical mass, not for size's sake, but to provide the necessary resource to enable the merged firm to better provide clients with what they want, when they want it and where they want it and to do so more competitively than either of the two legacy firms could have previously done. 

Merger can provide access to greater resource in a number of other ways: 

Access to resource of expertise: 

- Lack of breadth of expertise 

Often feedback from clients will indicate that a firm is not the first choice for testing the boundaries of the law, where clients will want the credibility of a big name behind the advice. 

This is always dangerous because the other firms instructed on the work the smaller less resourced firm cannot do, will always be looking to pick up a client's entire business and there are many examples of larger firms successfully doing this and destroying smaller firms in the process. This is likely to be particularly so now  as larger firms which may be short of work will go fishing for work which in the good times they turned away. 

Whilst many firms of the size and type we are discussing will have a certain breadth of expertise across a number of work types and sectors, there are likely to be critical gaps in expertise which will need to be plugged if the firm is in the future to be able to provide clients with the services they require, particularly in the corporate / commercial area, which should in many cases ideally be a 'locomotive' for the growth of a firm. 

- Lack of depth of expertise

Of even greater concern for some firms should be the client - perceived lack of depth of expertise within the firm. Again, external client surveys often highlight this problem, with clients responding by saying things such as: 

“If [partner X] is not there then it is not worth speaking to anyone else” 

A merger will not overnight be able to solve the problem that such feedback reveals. However, the combination of two or more firms can begin to address the perception that there is no depth below partner level. 

Access to resource of finance 

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

To successfully build breadth and depth of resource into a law firm  

will require the building of teams in focused areas, using the relatively limited resources available to it to concentrate investment on those areas where they can be most successfully and profitably utilised.

Many firms will not from their own client base currently have the volume of work to justify recruiting a specialist lawyer in an area of law not covered, even though it may be critical, from a client service point of view, to provide such advice. However, the merged firm is not only likely to have more work to justify the cost but relatively speaking, the cost to the new firm of such investment is likely to be  less than it would have been in either legacy firm. Perhaps, most importantly, providing the resource to enable the firm to do such work is likely to be seen as more affordable in the context of a larger firm, and so is more likely to be implemented. 
Access to resource of infrastructure skills 

On another level also the economies of scale which can be created by a merger can begin to show benefits. A smaller firm has to spend a greater proportion of its income on providing for management, infrastructure and compliance than say, a firm twice its size. 

Modern law firms require a minimum level of infrastructure to be able to operate safely, compliantly and efficiently. Too many firms are still not able to afford what is required to meet this minimum. For example: 

· There is unlikely to be an integrated KM / Risk Management / Compliance strategy in place, risk and compliance being dealt with ad hoc and on a patchy basis, or otherwise ignored.

· There will be no professional HR function to ensure that a firm’s greatest asset – its people, are being properly looked after.

· Financial management will be inadequate or non – existent so that financial performance suffers

· There will be no leadership, so that the firm becomes rudderless and without direction.  

Under current conditions and in the future, law firms will not be able to survive if these matters are not effectively provided for.

In these and a number of other areas of infrastructure, firms are seriously  under ​resourced, there being a perceived inability on the part of many firms to 'afford' the required levels of expertise in areas necessary to manage risk and compliance or to enable firms to excel. 

However, those larger, better resourced competitor firms with which smaller firms will try to compete on a day to day basis and against which they will have to fight for clients, have built such infrastructures. As legal practices, they 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? 

Whilst some organic growth will usually be possible (and in a merged firm will undoubtedly be one way to develop the firm at the same time as also using other means, particularly as clients grow and the overall client base grows), to achieve 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. 

Moreover, the investment required to take many firms to the competitive levels of resource (particularly people resource) required, is likely to be beyond the financial resources which many partners are willing or able 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 can never be 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 continuing sustainable profits, but this balance is very difficult to achieve when there is a heavy investment programme in new people where the financial resources of the firm are small and are being stretched to meet the demands of not only clients but also regulators.

It is also true to say that whilst opportunities even for smaller firms to recruit good lawyers and teams do exist, a firm should not base its future strategy on ad hoc opportunities. Even if a more 'aggressive' recruitment policy were to be adopted, experience would seem to indicate that for smaller firms, recruiting can for a number of reasons (particularly cost), be more difficult and often impossible. 

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

· what kind of firm the partners want to become? 

· which areas of work should the firm invest in or drop? 

· where should it be based for the future? 

· are the partners prepared to be managed?

These issues are not easy to resolve and organic growth, on its own, is unlikely to be provide the only answer to how a firm can become more competitive. 

3. Access to larger markets 

Merger can provide a firm with the potential to have access to larger, more concentrated and profitable markets which currently are not only not easily or at all accessible to it, but where potential clients in those markets are not even aware of the firm’s existence. 

Again, client surveys will often reveal that while locally a firm has visibility through the various activities it carries out, awareness, recognition and reputation will often be shown to drop dramatically on moving away from its immediate locality. 
If progress is to be made and firms are to achieve their goals then there is an urgent need to raise profile and reputation across new and broader markets, which at the moment are not aware of a firm’s existence. Merger with a firm which has been established for a long time and is well known and respected in the target market, can be a platform upon which to build. 

4. Increased ability to win work 
Allied to greater access to larger markets is the greater flexibility and benefits that can accrue from having capability in at least two markets, which while different, may be complementary to each other. 

The ability to offer clients the option of having their work serviced wherever it is most convenient / cost effective to the client can be a selling point for some clients, particularly those clients which focus mainly on price when judging how their lawyers ‘add value’. 

More than this, a merged firm can develop greater flexibility in how it projects itself and communicates its messages to its market places. 

'We will be whatever we need to be in order to win the work' 

Those words should be a mantra by which partners everywhere should use to win business. 

5. Merger as a catalyst for change
A useful by product of a good merger can be that it provides opportunities to implement changes that would have proved difficult or impossible to effect in either legacy firm had they stayed separate.

This should not on its own be a reason to merge, although for some partners, this can be a very strong incentive to support a merger. The alternative for such partners, if the merger does not take place, is sometimes to seek pastures new. Sometimes these are the best partners and firms need to listen to them and make changes now needed. Examples might include:

· dealing effectively with underperforming or badly behaving partners as part of the merger process, so that the new firm does not start off with baggage from the two former firms.

· Dealing with succession issues which otherwise might have threatened the continued existence of either or both firms
· The opportunity to put in place more effective leadership, management and professional infrastructure than either of the former firms could have achieved on their own.

· The opportunity to begin to ‘meld’ different but complementary cultures so as to build a more businesslike and performance oriented firm which is better able to meet the difficult challenges that now exist for law firms. 

A merger will not be a panacea for all ills. It may however provide a platform for further growth and a stepping stone and catalyst for building a stronger, more competitive and profitable firm than either of the two legacy firms could achieve on their own. Even such progress will not happen unless it is made to happen.
How to make merger happen
Many managing partners will tell you that they are often talking to other firms about merger but experience has tended to show that many merger discussions do not go beyond the initial chat, while others fall away before agreement can be reached.

Merger is a process and I set out below some basic ground rules which it may be sensible to bear in mind (and if possible put into practice) if the process of merger is to be successful and the benefits merger can potentially bring to your firm are to be fully achieved.

Vision 

If approaching another firm, it is vital that at a first meeting your ‘vision’ as to why the two firms should combine is clearly expressed and ‘sold’ to the other firm.  This may be the only opportunity to do so and you will need to make an impact on the other firm with a view to ‘whetting their appetite’ for the idea and their agreeing to further meetings.

‘’We know what we can bring to your firm, but tell us, what can you do for us?’’

is a question often asked and one which you will need to be able to answer in a convincing manner.  Doing your ‘homework’ on the other firm and analysis of the market before you meet is likely to pay dividends.  

Both firms will need to decide what kind of firm they want to create. If managed well, the strategic thinking processes the two firms will need to go through may lead to certain realistic conclusions as to the direction in which the firms should be heading. This may point clearly to merger between them as the optimum route for both. On the other hand, that initial thinking process may show one or both firms that merger (at least between them) would be a mistake.

As part of this vision / strategic thinking process it is particularly important to look beyond what each firm represents now and instead consider what the two firms together could build for themselves. Developing and communicating such a vision, to excite and enthuse the partners in both firms with that vision is one of the most important roles the leaders of both firms can undertake to try to ensure the merger is successfully launched.

Culture                                            

These early discussions are likely to put the spotlight on the cultures (attitudes and behaviour) of each firm, perhaps leading to the conclusion that their respective cultures are compatible and each could work well with the other. Alternatively, it may bring out clear differences in behaviour and outlook between the two firms which are unlikely to ever be bridged. This in turn may lead one or both firms to look in the direction of other firms which are perceived to have a similar way of thinking and doing things. However, external 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, perceptions may be flawed. 

Ask yourself and your partners questions such as:

‘Are we like them?’

‘Do we like them?’

‘Can we see ourselves working happily with them?’

‘Do they have the same work ethos as we do?’

If not, then it will probably be best to walk away at that point.

On the other hand, there may be something to be learned from the rules of magnetism – like poles repel, opposite poles attract. Sometimes a merger needs something to spark it off, otherwise the two firms just end up as a larger version of what each was before, but with twice the problems.

A firm’s culture may also dictate that a merger with a larger firm cannot be considered – only a take over by the firm will be contemplated. Despite there being a sound business case for merger with a larger firm, if the emotional instincts of the partners, perhaps driven by fear and control, say ‘No’ to what would be regarded as an acquisition by the larger firm, then it is probably best to forget it, however good the business case may be.

And, if the leaders of the two firms do not look at the world in the same way, then again it is probably best to forget trying to bring together the two firms. But if the two leaders (leadership is vital to the conclusion / implementation and success of a merger) share a common vision for building the new law firm, then their partnership is likely to be a particular strength both for the successful conclusion of the merger negotiations and longer term when building for sustainable success.

If the leaders of both firms in particular recognise the need for change in one or both firms, then that itself may become a strong driver for the merger to be used as a catalyst for change. Sometimes a merger is the only way to bring about certain fundamental changes. For example:

‘How are we together going to develop a culture in this firm whereby partners put the firm’s interests first before their own personal agendas ?’

‘How are we together going to stop our best partners from leaving?’

‘How are we together going to build a higher culture of performance to enable us to compete?’

‘How are we together going to fairly match reward to contribution?’

‘How are we together going to stop partners behaving badly?

Such issues are likely to require certain fundamental changes in behaviour to be brought about, but given the barriers to change in some firms, that may not be possible, at least in the short term. However, in a merger, people expect change to happen and so firms might think about the changes they have for long been trying to bring about, but which have always been blocked by those unwilling to adapt to change. 

Use the opportunity merger may present to bring about competitive change.         

Develop a strong business case 

Merger is not a strategy. It is a means to an end – to become more competitive and profitable. 

A tested business case needs to be developed before firms get too far into discussions. To do this, firms should put themselves into the position of their clients, because successful mergers between law firms need to be client driven.

Will our clients think this merger will be good for them – will it have the ‘Wow factor’? Will they say?-

‘Wow, that will be good for us!’         

Clients are growing and they are demanding more and better ‘added value’ from their lawyers, who must likewise grow and develop if they are not to be outgrown by their clients who are then likely to move to competitors who can provide them with the levels of quality and service they expect. 

Will your merger enable you to create the ‘Wow factor’ and add greater value to your clients?

 And, will the merger help you to win more and better quality work from existing clients and new work from potential clients that neither firm could hope to win individually? 

In short, will the merger help to make the new combined firm more competitive in its chosen markets than either of the two legacy firms? 

Develop a strong financial case 

A merger based on a strong business case, if well implemented, should help to build long-term sustainable profitability. However, in the short-term, it is important also that the merger gets off to a good financial start, so that partners quickly realise the financial benefits that bringing together the two firms can achieve. Merger, with its inevitable disruption, can be a dangerous time and there will need to be even greater effort devoted to planning and managing the new business, in particular to managing financial aspects such as ‘lock up’ to ensure that cash flow remains strong and that profitability does not dip.

Merger should not only be seen as an opportunity to build strong revenue to drive up profitability, but also as an opportunity to strip out of the business substantial duplication and costs. Some firms have infrastructures capable of servicing a much larger firm. This can provide scope for rationalisation and efficiencies of scale to tailor the overheads to the needs of the new business. A merged firm may not need two of everything. Start off as you mean to continue and let Zero Based Budgeting (ZBB) become your mantra!   

And it is not only overheads that will need to be addressed. The equity of many partnerships will need to be restructured if they are to survive. Do not overload a merged firm with underperforming partners who are not pulling their weight.

‘How many equity partners are you going to bring into the merged firm?’

 is a question that will need to be asked, considered carefully and answered on both sides.  The merged firm will need to get off to the best start possible with the best partners on board.

Communicate, communicate , communicate.

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

‘Will our partners and the marketplace give us the ‘thumbs up?’ 

And merger is a time of insecurity for many and of ambition for others.

‘What will it mean for me?’ 

The better you are at letting everyone know what is happening and why, then the greater the chance you will have of taking your people with you. To successfully integrate two firms will need constant internal communication, because however good the business case, it will be to no avail if it is not communicated to the partners and other people, in both firms.

And of course, communicating externally is vital if your clients are to be persuaded that the merger will be good for them.  Likewise, your future ability to recruit the best may well depend on how you project the new firm in its markets.

How is the new firm to be managed?

Do we have a management team capable of successfully taking forward our new firm to achieve our common goals?

If there is no management team capable of achieving the visionary goals held dear by both sides, then there will be a large question mark placed over the ability of the merger to deliver on its promises.

The management team needs to be identified at an early stage and partners on both sides should give their full support to the new team, if they wish to give themselves the best chance of success. 

Implementation 

It is often said that the hard work really starts once you have signed the merger agreement. Implementation of what has been agreed is key to a successful merger and is why many mergers fail to live up to their initial promise. And it is vital to make sure all important matters are agreed beforehand because if things are left unresolved in the hope they may get sorted out later, then reactionary forces may subsequently prevent the merger delivering its promises.

The leaders of both firms, even before they have concluded negotiations, need to have agreed on how they are going to deal with major issues and make things happen:

‘How can we learn from each other?’

‘How can we incorporate the best of our respective firms into the new firm?’

‘How are we going to manage performance in the new firm?’
How are we going to change things?’

 Law firms are people businesses and many of the tasks involved in negotiating and then bedding down a successful merger require the hands-on, face to face approach by each firm’s leaders. That will require the devotion of a great deal of time, effort and hard work by those leading each legacy firm and then the new firm. The ‘learning curve’ just gets steeper day by day!

As already emphasised, depth and quality of available leadership and management to fully implement the merger to enable it to achieve its objectives should be considered as one of the key requirements before proceeding.

Mergers both during negotiations and post-merger, have to be worked at very hard and firms can give themselves a better chance of delivering what has been promised if they never lose sight of the real objective – to build a more competitive and profitable law firm.

VISION + STRATEGIC FIT + EFFECTIVE LEADERSHIP AND MANAGEMENT 

= ENHANCED COMPETITIVENESS AND SUSTAINABLE PROFITABILTY 
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