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Merger is a common strategy employed by orgranizations
in cut-back situations. Simply stated, a merger is the
joining of two or more organizations to form a single new
one. Unfortunately, most of the research on this topic has
been coducted in the private sector. Public concerns have
been ignored. However, there are a number of generic issues
that can be "carried over" from one arza to tihe other. Any
legal services program should consider these thoroughly before
deciding on office consolidation. These general topics are
outlined in the remaipder of the paper. Each is supplemented
with examples of how it might materialize in particular
program settings. It should be stated at this point, that
this is not a paper on how to merge legal service offices
and programs. It is simply an effort to stipulate some of
the key issues that management should be aware of when
a move is made to combine offices.

Mergers usually come about because someone in a position
of authority feels that by combining organizations a corporate
entity that is somehow more viable than the existing ones
can be created. In other words, this move can increase
chances for survival and growth, improve staff performance,
etc. The process casists of a pooling as well as a paring
down of resources, i.e., manpower, buildings, equipment, etc.,
with the intention of obtaining the following results:

a) reduced operating expenses, such as lower overhead

and less salaries pavable;
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b) reduced competition for external resources, e.g.,
two programs would no longer be fighting for funding from
the same foundation; .
¢) increased efficiency, under the assumption that
consolidation will eliminate slack; unused space, unasr-
utilized employees;
d) increased effectiveness; the combination of a
through ¢ listed above will result in a new organization
more capable of carrying out its mission. So, a merger of
legal services offices is aimed at either 1) continued
service delivery to the poor (as opposed to extinction), or,
in some cases, 2) a marked improvement in that delivery.
Consider the following example, (Note: All examples
are derived from actual program histories. Details have
been altered to mask the their identities.) A large .
urban program is currently targeting offices for consolidation.
a through d listed above play underly most of the major
parts of their merger plan.
a) Reduced operating expenses. Four offices will be
reduced to two. Moves will be made from buildings rented
by the program to buildings that the program currently owns.
Office equipment, typewriters, desks, etc., will be pooled.
Any surplus will be sold off. This consolidation of facilities
and equipment is estimated to result in a reduction in
overating expsnses of 20%. However, this 20% will not be
sufficient tc counter-balance their anticipated reduction

in funding. A portion of their personnel will have to be .
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let go. 1In the new offices themwill be a redundancy in

some job types, e.g., there will be too many receptionists.
These positions can be eliminated at considerable savings
without seriously harming the performance of the organization.

Wwith the reduction in salaries added to the reduction in

-~

other expenses broughtabout by merger, the program estimates
that it will be able to sustain overall budget cuts of up
to 40%.

b) Reduced competition for external resources. As the
LSC retrenchment becomes a reality, programs begin to seek
alternative funding sources. Efforts include everything from
grass—-roots efforts to raise seed money for larger fund-
raising drives to application to large benevolent organizations,
e.g., the Ford Foundation and the United Way. Whatever the
scope of the operation, it is always easier to concentrate
the effort around one office instead of two. 1In this case,
two offices will be competing for funds instead of four.

c) Increased efficiency. The management of this program
haé reasoned that L i e will be able to use the
merger as a way to reorganize some of its resources so that
the new offices will operate more efficiently than the cld
ones. The most striking example 1is in the area of personnel.
The.present ratio of attorney to support staff (secretar:ies,
receptionists, and clerks) is 1:0.9. There are clearly too
many support people. The dysfunctional dynamics of this

overstaffing is acknowledged throughout the program. Thk=re

have always been too many people in these job categories and
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not enough work for them to do. Jealousy and infighting
among the staff is commonplace and productivity lms shown
a steady decline. With consolidation and lay-offs the .
management believes it can bring the legal-support ratio
to 1/2 or even 1/3 and thereby cut out slack time and
increase productivity.

Another example taken from this program, illustrates
how equipment can be upgraded during a period of reorganization.
A number of offices machines, e.g., mag card typewriters,
which the staff have "forgctten" how to use will be sold.
The money obtained from their sale will be used to buy a
word processor as well as train both legal and support staff
to use it. This will dramatically decrease the amount of
time it takes to type and correct documents.

These two illustraﬁions demonstrate how mergers can be .
used as opportunities for reorganization on both the human
and equipment levels. Subsequently, the new organization
will perform in a way that utilizes its resources to the
maximum.

d) Increased effectiveness. The program reasons that
merger is the only way it can survive the impending budget
cuts. In addition, a number of smaller programs are
considering joining with it as a survival strategy. Management
at this point is looking at ways that it can in some way
tap in to the resources of the progressive sector of the
private bar. These "demi-mergers" would allow them to

continue litigation that they would have to eliminate under .
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a reduced budget. Foremost, then, merger would allow them
to continue service delivery.

In this particular case, consolidation will also provide
them with a means of improving it. They will be able to close
down an office which iS no longer in an area populated by
poor people. It is a section of town that is being reclaimed
and renovated by the upper middle class. By moving the
staff currently housed in that location to an area with a
higher concentration of the poor they will be able to provide
service to more of those who need it.

These elements a - d are not confined to mergers
within programs. They also appear in consolidations on
the program level. And appear when an LSC funded legal
aid group is considering joining with a non-LSC sponsored
one. The following illustration shows how the pattern
emerges in an "external" merger situation.

A small urban program is considering a merger with
another legal aid group in their city. They feel that by
joining they could successfully form a "united front" with
their competitor, while reducing a number of their expenses.
As things stand, this other group has a nurter of funding
and political advantages. It receives Title XX funds. Both
the United Way and the local bar perceive them as more conservative
As a result, they are more sympathetic and supportive to them
than theyv are to the ILSC program. The people within the
rival program are committed to the same "mission" at the

LSC group, and are considering the merger. However, in light
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of the current LSC financial picture, they are wary of joining
with a disintegrating enterprise. In the words of the LSC
program director, "The don't want to hitch themselves to t}xe.
Titanic." So while merger would through a consolidation
of both internal and external reéources improve efficiency
and effectiveness, long range political wviability is dependent
upon being able to maintain high enough funding levels to
keep the new organization going. This hints at one of the
drawbacks of this strategy that will be examined more fully
in the next section of this discussion.

Management must keep in mind that while merger can
improve overall organizational performance on a reduced
budget and is therefore an important strategy to consider in
austere times, it is also important to seriously consider
its negative aspects. Experience shows that consolidation, .
even under the most favorable circumstances must be
approached with cau t ion. Unexpected and often dysfunctional
consquences usually result to some degree. The remainder
of this papér presents an overview of the general problems
associated with consolidation strategies.

1. Unpredictability. :

Although consolisation often seems like a logical,
straightforward strategy —-- implemsntation always results
in unforeseen consequences. A plan that looks clean on
paper can turn into chaos in the actual program setting.
Anyone who has lived through or studied the process will

agree that you never know what is zoing to happen until the .




-463-

move begins. What can be said with any certainty is that
:om2 of the consequcences always have a negative effect on
the new organization.

Appended to this paper is an article which recently
appeared in Fortune magazine. It reports on the disasterous
results of what was originally inteded to be an advantageous
merger of two very successful private sector firms. After
the two joined, there was a loss of staff, clients, and
overall organizational viability. This example is useful

in the LSC context because iﬁ demonstrates how consolidation
can create the reverse of what management intends.

2. Structural Incompatibility.

The different groups coming together in a consolidation
attempt may be organized very differently. For example,

a small one-attorney rural office might merge with a large
urban one. O0dds are that the office staff from each will
have entirely different daily routines, e.g., different
intake methods, deal with different sets of problems, and
use office equipment that will either be redundant or
incompatible in the new setting.

Merger can also change personnel structure so that it
will either compliment or detract form overall organizational
performance. Our example of the program that is planning
to alter staffing ratios demonstrates how structure can
be improved. Without sufficient planning of this sort, a
"top heavy" or "bottom heavy" organization can result. € =

is not difficult to imagine an office with two many support
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staff and not enough legal staff to supply them with work, or

too many attorneys and not cnough support staff. .

If merger results in similar structural problems, a
set of unanticipated costs will most likely accompany them.
Lay-offs, retraining, selling and aquiring equipment, etc.
all contain hidden costs, e.g., lost staff time, that can
undermine merger as a Vviable strategy. Expensive moves
become more costly during austere times. The new organization
should be charted carefully, inventories taken, personnel
assesses, etc., before the consolidation takes place. A
heightened awareness of what the structural problems nmight
be- as well as a plan for coping with them, is critical to
the success of this strategy.

3. Functional Incompatibility.

The offices slated for consolidation might share the .

same mission or goal. 1In this case, it might be stated

that all LSC procrams exist to deliver quality legal services
to the poor. But the specific service that each office
delivers and the means by which they do it might be

entirely different. Going back to our example of a large
urban office merging with a small rural one, the populations
served might have different sets of problems. The former
might carry out its intake by client walk-in, the latter
through a telephcne system or circuit riding. The urban
program might dezl Qith minority issues that require a
bilingual staff. The rural one might treat a homogenous

all-white populaz<ion. One might focus on litigation, the .

other on service work. This list could go on and on. But
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at this point it should be clear that service delivery and

mix can differ dramatically from office to office. Reconciling
these differences should be a primary focus in planning
a merger.

As with structural problems; functional ones are most
effectively treated beforehand. Reviews of the types of cases,
clients, delivery modes, etc., should be carried out and
compared to see where incompatibilities are likely to arise.
Again, it must be stressed that this is no guarantee that
the new organization will function perfectly. It may, however,
reduce a number of costs and strains as well as provice
management with an opportunity to redesign the service
mix and delivery system.

4. Internal Impact

Merger not only impacts upon the organization as a
whole, but also upon the individuals who make up that organizatio
In situations where consolidation occurs for "survival"”
reasons, it can communicate a message of decline and impending
collapse. This often leads to a "rats deserting the sinking
ship" climate. Functional and structural incompatibilities,
as well as any lay-offs that result, can exacerbate the
uncertainty and resulting stress. This will tend to further
reduce . productivity and accelerate the exit rate.

Some simple examples from actual cases follow. The
intention of presenting them is to make this abstract notion

more concrete by telling the story of real individuals i=n

actual retrenchment settings.
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- Two attorneys specializing in housing law are moved to

the same office. 1In their old offices they were the only .
specialists in that area. This unigque position gave them
special status. They were consideréd the authority on
housing cases. In the new office situation turf issues
irmediately begin to spring up. Each is constantly trying
to "prove himself" to the other as well és to the ether
members of the organization. Eventually, the pressure
becomes to great for one of them and he exits.

- A secretary has worked in an urban office in her community
for many years. She is a single parent. In this work
situation she has been able to walk to work and drop her
child off at a nearby day-care center on thé.way. A merger
resituates her in another part of town. She no longer feels
a strong community tie with the clients she is serving, .
she must rely on a poor mass transit system to get to and.
from work, and she has to find alternative care arrangements
“or her child. The merger becomes Very "expensive" for herx
she leaves.

- A number of rural one attorney offices are merged with

an urban one. The clients are now served largely by
-elephone. Some of the attorneys feel they will be more
s“fective if they stay out in the country. Fortunately,
there is a high demand for private lawyers in this area.
-nstead of moving to the city they go into private practice.

- A paralegal who has moved up through the ranks from clerk,
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to secretary, to her current position and thoroughly knows

her office and clients 1s retained in a merger. However,
because of union procedures she has been bumped down to

a secretarial position. She does not feel that the
lowering in status is justified éfter her years of loyalty.
Bitter and hurt, she leaves.

These examples, while certainly in no way covering the
complete range of individual scenarios, illustrate how
mergers can seriousdyaffect the lives of those involved.
Before consolidation open discussions between management
and employees should take place if the program politics
allow it. The needs and options of each person should be
evaluated and incorporated, if possible, into the larger
consolidation plan if they are to be retained. If not,
serious efforts at constructive outplacement should be made.

4, External Impact.

Mergers also communicate a number of messages toO
influential individuals and groups outside the organization.
This is especially true in the case of an orcanization that
is as politically volatile as LSC. Clients can feel
deserted, and political friends can sense uncertainty and
withdraw their support.

One program with a long history of mergers, is still
feeling the repércussions of a consolidation that took place
ten years ago. The merger closed down an office in a an

area where both the clients and the local pcliticians were
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particulary active. Instead, of reating in a supportive

way and aiding the program in this time of financial crisis, .
considerable anger surfaced. and attempts to undermine

service delivery in other areas fhe program served were
initiated. These continue to this day.

Furthermore, a "new" organization has an identity
guite different from the old ones thanit was "created"
from. It is usually treated by outsiders with the same
suspicion and concern as any- other "unproven" enterprise.

In another case, a merger resulted in closing down two
rural offices and openning a new one in a location that
was equidistant from the old ones. The reasoning
behind this was that the new office could serve both sets
of clients and would minimally incovenience the staff.
However, the clients served by the previously existing office.
were angered and refused to travel to the new location.

An entirely new set éf clients emerged. These were people
who lived near the new office. The staff had to face all
the start-up problems common to openning a new office,
e.9., setting up files, public relations, ete. All of this
was added to the other strains and costs associated with
mergers.

It is advisable to scan the political environment
before the merger takes place. If resistance or conflict

is anticipated countermeasures by the program can be

formulated. .




End Note

As stated in the introduction the purpose of this
paper has been to act as a brief overview of some of |
the key process issues in programs facing the pobsibility
of merger. We have focused on two sub-sets of issues,
1) why mergers are considered, and 2) what the consequences
of merger as a strategic move are. Discussion was confined
to mergers that take place because of a reduction in
funding —-- mergers "forced" for political reasons were not
included.
This paper should be used as a starting point to
begin to think creatively about mergers in gﬁecific —
LSC settings. Each of the issues presented should stimulate
a number of guestions that will be of considerible importance

in any consolidation plan.
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so the feds couldn’t unscramble them lat-
er” But thrusting the two firms together
denied the partmers time to plan for the in-
evitable problems of internal politics and
psychology- Even though “the feds” nev-
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Touche Ross’s managing partner, Kusseil &
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- of the 130 who joined Touche as
P , only 44 remain, and some of
them are also looking to leave.

Before the defections came disillusion-
ment. The prospect of joining the Big
Eight was so intoxicating to many Lasser
people that they shrugged off whatever
misgivings they had about the fit of the
two firms. “At school, everyone aspires
to be a Big Eigh: partner,” says one Las-
ser man who hes left. Another recalls ap-
proving the merger without hesitation
because of “the excitement of becoming
a Big Eight partner.”

lasser had m e practical reasons to
merpe One ex-Losser man at Touche re-
centhy speculates, “We would eventually
have pone bank.—upt without the merger.”
That may be cverstating it, but Lasser
did have some < sious finandal problems.
During the 1900, it had grown through
a string of sm inergers from an East
Coest firm into 2 national organization
top-heavy with clJer partners. Lasser had
a pension plan et wasn't funded: pen-
sions were paid =2 ch yea~ from current in-
come The your = partners who would

2ill were eager for a

{or (oot &
that wou © help lighten the load
L AR ¢ Laes

v a5 finding the costs of

104 FOSTUNE w-.

£ 1971

liebility insurance and specialty training
hard to cover.’

For Touche’s managing partner, Russell
E. Palmer, 46, Lasser looked like the way

- to dimb out of the Big Eight’s cellar. At

6 foot 3, the blue-eyed, blond executive
from Jzckson, Michigan, looks like the
grown-up version of the boy next door,
and he has always aspired to be-more™

* widely known. They say that when Palm-

& joined Toutche's Detroit office back-in-,
1936, fresh out of Michigan State Uni--
versity, he decided there was no point iri

" staving unless he could make managing

partner. He made it nine years 2go and be-
cme, 2t 37, the youngest person ever to
head a Big Eight firm. Bk

“Seven other armies”

Since then some have noticed that strut-
ting beneath his friendly, fresh-scrubbed
countenance is a determined street fight-
e Pzlmer once stopped payment on a de- -
parting partner’s last check when he
learned he was joining a competitor—and
also threatened to sue the competitor. One
former partner says Palmer thinks of his

" competitors this way: “There are seven- -

other armies out there, and we're going
to kill thern™ ; 1

But since big accounting clients don't
move around all that much, and have been
diminishing in number with mergers,
Palmer figured a few years ago that the
only way to move up from eighth place
was through a big acquisition. He set up
a commitiee to prepare a “hit list” of
merger prospects, and in 1976 Touche
made 2 pass at another of the Second
Sever, Laventhol & Horwath Its partners
balked at the terms. :

So it came down to Lasser, which had
a lot to offer, whatever the state of its

. finances. For one thing. it had revenues

of around $45 million. Touche at the time |
was grossing $185 million in the US,
and Pzlmer thought Lasser’s total would
push Touche well up in the Big Eight
rankings. Lasser was founded by the late
J. K. Lasser, whose name still adorns the -
.perenunial best—seller Your Income Tax

(The firm has no other connection with

the book.) Not surprisingly, the firm had
a substantial tax practice. Amuong its 25,-
000 clients in 1977 were more than 90
public companies, of which only two—
Kane-Miller and General Cinerna Group—
were big enough to make the FORTUNE
500. Lasser also had several clients in book
and magazine publishing, where Touche
had none. What's more, as more than one
competitor has noted, since Lasser’s part-
ners and clients were largely Jewish, the
merger would give Touche special access
to the Jewish business community. ™ -
Some Lasser partners expressed concern
about the disparities in the two firms” cli-
entele. Lasser’s clients were mostly small
private businesses, while Touche's list
was dominated by the likes of Sears, Pru-
dential Insurance, and Chrysler. But
Touche argued that Lasser shouldn’t wor-
ry about compatibility: Touche had lots
of small clients too. In fact, all of the Big
Eight have been trying to cultivate small-
er private companies lately. Small outfits
need and buy more outside tax and man-
agement services than big companies, so
they can be highly profitable. s
These services have come to constitute
a significant share of Big Eight business.
At the same time, auditing has become

* less profitable. In the wake of the foreign-

payments scandals, many large corpora-
tions have beefed up their internal

" controls, which means less work for the

outside auditors. So it made sense for
Touche to acquire a firm whose partners
were comfortable working with the small-
er companies.

But the reality was something else. A<
one Lasser man says, “When 1 sensec
the ‘corporateness’ of Touche in contras’
to Lasser’s close partnership environment

1 knew it wasn’t for me.” Others sensed

that Lasser's kind of business was viewed
as somehow second class by Touche peo-
ple in Atlanta, Minneapolis, and Jackson-
ville. All the Lasser partners in those ctie:
left without even bothering to move intc
Touche’s offices. Elsewhere the disaffec
tion was more graduval, but it has bees

relentless. There are no Lasser partner
left in Los Angeles, only one each in Chi

confinue
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250 ané oston, three in Houston, and
<y on For the most part, they were al-
lowed i0 g0 and even to take clients with
them At least for a while. : :
Toen Paimer devided to get tough with
the cdeieciors. That meant invoking the
“nomcompetitive” agreement that makes
it GiScul: or impossible for departing
parTiers lo resume accounting practice
w-~out jorfeiting their share of retained
eanings or vested pension benefits. Even
in swites such as Michigan, where the

courss rarely enforce the agreements, at-—-

least one Gepardng Lasser partner has filed
cuit in 2n effort to get his money. Touche
coretmes settles these Cases, but not
quddy.

A: least a couple of the angry Lasser
people concede that their feelings are
Zimed partly at thernselves for, as one

The last nanaging partner nf ] K. Lasser, Her-
best P. Sillman, 53, insists his Girm needed the
merzer with Touche Ross. Now a member of
the Tooche board, Sillman blames top man-
acement’s insensitivity, his own included, for
the defecsions of his former partners.
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said, “conning ourselves into thinking it
was anything more than a hard-nosed
business deal” Nevertheless, the rancor
is so great that one seemningly sensible ex-

partner has literally taped a picture of

Palmer to the seat of his desk chair. Some
of the wounded Lasser people are react-
ing perhaps to the awful suspicion that
they were taken. One man who was a
Touche partner at the time of the nego-
tiations implied as much recently: “When
the Lasser thing came to be, 1 said that
within three years there would be very
few Lasser people left It was a game de-
signed to get a client base.”

In one sense, Palmer may have got pret-
ty much what he wanted. Touche kept all
of Lassers big public clients, as well as
its publishing business, and got most of
the Lasser tax staff. Palmer says Touche
kept at least 75% of Lasser’s business,
but that doesn’t seem likely considering
the way defectors took clients with them
and the way other clients were inexpli-
cably all but pushed out the door.

For instance, a memo from a top Touche
partner to all Houston partners inciuded

a list of some 150 Lasser clients tnere

that, he said, “we feel could be better

- served by other accountants.” Among

thern was Rice Food Markets, the bizzest

. independent food chain in town, witn dill-

ings of around $100,000 a year, a bix cli-
ent by any firm’s standards. Rice finzlly
got fed up with Touche's cavalier treat-
ment and pulled outin 1979.

Fourth, fifth, sixth—or eighth

Whetner Palmer succeeded in moving
up among the Big Eight is an open gues-
tion. He says Touche is now “fourth or
fifth or sixth” in worldwide revenues. But
he can’t prove it That's because cne of
the great ironies of the accountinz Tusi-
ness is that, while all the big firrs put
out some figures each year, only or—Ar-
thur Andersen—offers audited state2nts.

Touche issued an unaudited ant

| re-
port for 1978 that revealed its @ -eign
and domeslic revenues and carniv 25 In
1979 it again told all, except 1o do-
mestic revenues. But when the tin « came

for the 1930 report, Touche issued a br.
chure giving only worldwide volume
no domestic volume and no garnings
any sort. -

At the time, Touche explained it w
discontinuing its “experiment” in fina
cial reporting because “certain Fnanc
information isn’t comparable from fi
to frm.” This seems an odd reason t
cause the one figure Touche saw fit to pu

" lish—international volume—is the ©

most disputed by Touche as well as !
rest of the industry. More to the point
is the one that sheds some light, ho
ever clouded, on Touche’s ranking. A
that number, $611 million, indicates !
Touche isn’t in the middle of the pach
all but still down there at the bottorn
hind seventh-ranked Deloitte Haskins
Sells, which reported $690 million wo:
wide last year. Palmer believes his
ures, but not his compe:itors'. As
spokesman explains it, "We're

they’re not”

Palmer says blandly that among th
Lasser partners who left, he would |
liked to have kept ten. Then he sh
the matter off with: 171l lose ten good |
ners out of Touche this year,” leavin:
implication that it's just a casualty of
mal turnover. Pressed to comment o
heavy drain of people after the me
Palmer blames it on “a certain mind
among a few of the Touche partne
charge of the offices with large Lasse
fections. If he had it to do over. he
“1 think I'd get my Mr. Compass
Broad Gauge Flexible Person and st
him out there.”

The man who handled the merg
Lasser, managing partner Herbert I
man, is guarded in his comments. :
senior Touche partner and memb=?
board, he is based in Dztroit, frem
he ran Lasser. “We just weren't
enough. We weren't sensitive en®
the cmotional problems,” he sys
ring to the defections. “It had natl
do with our ability to do the waork
\o do with our inability to
people well enough” Welcor
ities of big business.
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