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This monograph presents Smock Management Consultants’ suggested law firm merger process — the four.sta%es of a
successful law firm merger. It includes an introduction, the process itself, and our recommendations for implementing
this process and dealing with the continuing merger environment.

INTRODUCTION

As all law firm managers know, the legal marketplace is in the midst of a “merger frenzy.” Even the present economic
slowdown and the impact of that slowdown — which is slowly starting to “seep in " to law firms — has not abated this
frenzy (as the overall economy did to a similar merger frenzy ten to twelve years ago).

. In truth, this merger frenzy appears to be much more strategic than the prior one in the late 1980s.

- Firms have recognized that achieving what they believe to be their stated direction often calls for
a major combination of two or more firms. Law firm mergers can be a unique, effective, and low
cost way to achieve profitable growth.

- The reasons for many of today’s mergers are much more strategically legitimate and fueled by the
external marketplace (i.e. — economic pressures, client needs, and competitor moves) rather than
merely a desire for growth for growth’s sake.

- Mergers themselves are being accomplished much more effectiveg{.. In most cases, the quality of
the target identification, synergy identification, negotiations, due diligence, and integration is
considerably better.

. But, that does not mean that merger efforts and the process could not be improved — they can and must be.
In spite of this surge in discussion activity and the resulting serious negotiations, very few law firm
merger discussions are ever successfully consummated. The success rate is probably somewhere between
5% and 20% of the mergers discussed and we lean to the low side of that estimate.

. We find that there are two overriding obstacles hindering the ability of law firms to successful complete
mergers.

- First, mergers negotiations are taking an inordinately long time to complete. What takes just a
few weeks or, at the most, a few months in industry takes much more time in law firms. It is not
uncommon for one firm to talk to another firm for well over a year and then decide to not go
further. Each step is dependent on successfully completing the one before it and there is usually
no allowance for contingencies or a reasonable timetable.

- Secondly, most merger discussions never ever get around to discussing what the overall strategic
direction or vision of the new firm should or will be. So, most merger discussions are focused on
what the firms presently do, not what they can do.

We believe there is a simple and straightforward answer to these two (and other common) hurdles to success — a
structured process for considering and carrying out a merger.

OUR SUGGESTED PROCESS — THE FOUR STAGES OF A SUCCESSFUL LAW FIRM MERGER

Our suggested process divides merger activity into four distinct stages. We have analogized these four stages to perhaps
the most important and complex human relationship — marriage divided into dating, courtship, the wedding, and the
marriage. Within each of those stages are a series of tasks that can be defined, scheduled, and managed.




THE PROCESS ITSELF — THE FOUR STAGES
Stage I — Identification and Preliminary Discussions (Dating)

The first stage requires that the firm have a well thought out firm direction, vision, and strategic plan — so that it
can agree on merger partner criteria, set a process for merger consideration (and publicize it within the
partnership), identify targets, develop a short list, and contact targeted merger candidates.

Stage II — Detailed Discussions and New Firm Concept Development (Courtship)

The second stage, we believe, is the most critical and the one that has been historically the most difficult for firms
to get beyond. Beginning with a stated mutual interest, it requires that a process and schedule be established in
agreement with the other firm or firms, that the firms identify (and manage) those tough issues or obstacles that
may be deal breakers and, very importantly, that synergies are identified and quantified. These activities are
documented in a prospectus and initial financial projections. The final step of the second stage is to take the
prospectus and projections to the firms’ partners to gain their “conditional” approval.

Stage III — Detailed Due Diligence and Final Approval/Closing — The Wedding

The presumption — in our process — is that tzly the time a merger gets to Stage III, there are very few reasons to
derail it. However, it is important (and prudent) that detailed due diligence be accomplished (both financial and
strategic) and that a detailed integration plan be developed prior to formal approval.

Stage IV — Integration (Marriage)

This final stage is where many high potential mergers are tripped up and become labeled as “failures.” Very
importantly, integration has to be well planned and that plan must be carried out with religious fervor (no excuses
or exceptions) to achieve full integration on the first day of “new firm.”

Timing

Our suggested merger process envisions an elapsed time of five months — from the time there is contact with the
merger target until a formal approval and close.

SMOCK MANAGEMENT CONSULTANTS’ RECOMMENDATIONS

There are a number of common recommendations that we would make in concert with our suggested process.

. Establish and agree to a firmwide strategic direction that serves as a filter for fielding merger
inquiries and for developing an active merger strategy. It is Virtuallg impossible to decide whether or
not a specific merger is right for a firm, unless a strategic direction has been set and agreed to.

. Be an active participant in the merger ({grocess. Most firms have a desire to be in control of their own
situation, but are very passive in merger discussions (i.e. — they wait for others to call them). We suggest
that you actively consider targets and when appropriate, you contact them.

. Talk to everyone who calls. Our advice to our clients has always been to take all reasonable calls
(whether you are interested in merging or not), as you will learn more from any conversation than you
give out and solid, real time market intelligence is a rare commodity in a law firm.

. Tailor this four stage process to the needs of the firm. By definition, it is more generic than specific.
Some aspects of the process may not fit a firm’s culture or management style or the specifics of a given
merger opportunity.

. Limit initial merger discussions to a small ad hoc group, but manage it at the firm level. These
things take considerable time and effort. The “filtering” process needs to be done by a smaller group
than is usually the case.

. After you establish mutual interest (at the beginning of Stage II — courtship), get on with it.
Establish a schedule, name responsible partners, and monitor the process. Slippage is remarkably easy
and detrimental to the interest of all potential merger partners.

SMOCK-*STERLING

Strategic Management Consultants

725 N. McKinley, Suite 2000 Lake Forest, IL 60045 6430 N. Central Ave., Suite 207 Chicago, IL 60646
Tel: 847-615-8833  Fax: 847-615-9550 www.smocksterling.com




THE FOUR STAGES OF A SUCCESSFUL LAW FIRM MERGER

Stage | - Identification and Preliminary Discussions (Dating) : Stage Il — Detailed Discussions and New Firm Concept Development (Courtship) | Stage lll — Detailed Due Diligence and Final | Stage IV -
H : Approval/Closing (Wedding) : Integration
Develop and : : : (Marriage)
Agree on
| | |
Merger | | |
Partner [ 1 |
Criteria ' ! !
| . . 1 |
+ Whatare the | Identlfy Firm | |
Exr?jchggns of potential | and/or | \
irm/practice merger i
partners? — quality of : Practice : Conduct Report on :
practice and attorneys, Issues/ Fi ial D p
client base, culture, ! Obstacles ! ( |nqr.1<:|a ue Detailed Due !
B oonom i | Diligence Diligence and I |
xpectations, location, i
ustry and, product/ : «+ Tough issues or Develop : Revise :
semce s, etc. | obstacles that may be Prospectus | Prospectus |
«  Criteria priority — what is \ deal breakers — p | * Detailed financial \
more important and conflicts, retirement reviews of each firm —
why? | funding, name, | systems, procedures, * Results of detailed due |
[} compensation, culture, ] results, |ng behind diligence and what it ]
| leases, etc. ] the num| means for new firm [}
[} . ] + Servesto conﬁrm ]
] anvaelrglg'}ggg;mm a 1 and/or adjust pro forma 1
| veryy 9 | (one year and five year) |
[} document ] ]
. [} . « Lays out the specifics of ] H H |
Agree on Identify Contactand || Establish Agree in and bagin the foaus on H Conduct Receive Final/ f |
Strategic T d Meet With Principl New Firm Take It to the " Formal
g argets an eet Wit M | rinciple > 1131 Strategic Due Integrate
R f 1 utual h « Describes New Firm Partners N g 9 Approval and ]
easons for Develop Short Merger H Interest Among Prime strategic vision and plan | Diligence PP |
Merger(s) Lists Target(s) H Negotiators (P"gﬁrg:ggﬁgﬁg H Close H
| [} [}
[} name, organization and [} [}
. Requlres a well thought . Appllca(lon of criteria at + In accordance with | = Agreement that there is « Key decision point —is it governance, partner * Not the final vote —buta | « Details behind the « While a necessary ste| I - The beginning, not the
out firm direction, vision the firm and practice agreed upon process ] potential mutual benefit tentially worth the compensation, and vote (or agreement)to | synergles are they — at this polnt itsl ould ]
Ja\nt'i str?teglzlf'gla'r and“ levels « Parallel or series | gnd syrergles could E_‘rone al:td effor!' tg I'r||1form 0'1'\8I'c;‘hlgt lovel” ooméete due glllgenoe | bea Ifo eger . Integra(lon plan must be
ust as importantly, wel . Throu h primary and contacts — a singular e a winner e partners of both or considerations and to proceed on . Formal client input conclusion o carried out with religious
thought out practice %arI; resery h— focus or more (r?an : + Preliminary agreement more firms, develop a «  Probably should include integration and synergy : survey (possIbI}Il) both surprises) : fervor — no exceptlgns
plans |dent|f' ication of target one? (SMC usually | thatamerger could grospecms and do the some client input planning Pe"dINQ the | focus groups and . Closlng should occur as | * Acontinuing
« Assumes growth as a firms/practice: reoommends a hybrid- meet the strategic inancial pIannlng? (sooner rather than gﬁlmome ofd individual interviews) close to the final vote as mechanism for issue
legitimate and - Through use of intenal staged conta | needs of both (or more) + Based ol later) igence | « Practice by practice and possible | identification and
necessary offensive and knowledge and extemal « Initial meenng and | firms CI"‘?”“"SE“WS but, * Must be preceded b | partner by partner | resolution is needed
S aes e Smpotiey |- Swmapesaa | g, Sl | | - oo o
levelopment of ranke etailed preliminal edule —
* Includes a ‘pocket short Ilg t(s) |nf0rmat£n (struct:.uyre, | agreement with the merger discussions \A DEVSIOP Pro question each and ] | high priority synergies
ﬁmxy att thelﬁrmland finances, hls:gr)y. \ er Iﬁrtms s)— ﬁsh Forma %’/ﬁgg?;t?t%yllgeaﬂ( - Address |
ey practice levels resources, ef eting “courtshi . A inui
v T " Requires a formal ' ond oding: " Financial Plan ' \A Continuing Develop !
the view N No internal | Issues/ Detailed |
I a this . | Problems Integration 1
Set Firm zture‘ ad‘usted for the | tme Identify and ' g '
et's sps N} .
Process for ch.rtgl?cte?sﬂcs (IQQe | Document . F;;S‘I year'lnoor“eﬂ ] Plan ]
initiating firm mu: : statement, cash flow, .
Merger effectlvgl market the : Synergles and balance sheet : Lﬁﬁgﬁg Isnta";: :
Consideration {ﬁgfg‘ﬁ',ﬁ " a potential [} * ﬁ‘:lemm:z statistics for ] « Defined process for : X:;y Impoﬁr:ﬁr:! ts(ep i [}
! Yo [ ] dealing with : Umeds inf egra lon |
! T R asii e ! problems/issues ol Goang (no oxeess] |
+ Who identifies? | *  Probably the most @ assumptions | « Continuing “short fist” . Detail 9 |
Contacta? Decides? \ critical step at this stage | with action steps for foetalll Is Ilntegratlorf! ﬁteps |
+  What synergies exist? resolution r all elements of New
+ Business development | What will be required to | Firm — governance and [}
partner or a s\andin?I [} achieve them? What is ] organization, firm ]
committee or an ad hoc ] the quantification ($)? ] management, practice ]
approach? | | management, systems, |
« Documented process | | financial policies, |
o o o™ [ i B aseomtemna 1
management \ ] staff), capital structure, [}
[} ] ete. ]
[} ] « Critical — action steps ]
| ] for marketing the ]
| | merger to clients and |
| | potential clients |
I I I | I I I I ' I I S
Preliminary Activities Not Scheduled Datum (clock + One Month + Two Months + Three Months + Three Months + Four Months + Five Months + Five Months

begins ticking)

and Continuing

SMOCK-'STERLING




	INTRODUCTION
	OUR SUGGESTED PROCESS – THE FOUR STAGES OF A SUCC
	THE PROCESS ITSELF – THE FOUR STAGES
	SMOCK MANAGEMENT CONSULTANTS’ RECOMMENDATIONS


