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Hi there, my name is Professor Joe Romani. I'm a professor of consulting at Cardiff University, and a specialist in helping small consulting firms grow typically towards some form of exit or equity event. I'm going to take five minutes to talk about how buyers value your consulting firm or alternatively, you could look at it at how to build a great consulting firm because buyers want to build want to buy great consulting firms. 

Let's start off with the valuation. What is that based on? Firstly, buyers typically look at EBITDA; Earnings Before Interest Tax Depreciation and Amortization. You could look at margins but EBITDA is more accurate, which is why buyers tend to use it. How do we improve EBITDA? Unsurprisingly, you need to reduce your costs or increase your revenues so preferably both. 

Let's look at reducing your costs. 
1. Increase your leverage ratio. Your leverage ratio is the ratio of partners to juniors. Leverage can be improved by having great intellectual property that we'll talk about in later on. This reduces your costs simply because you are paying junior people to do the work. That's all that would previously be done by senior people. 
2. Automate. Having professional service automation software, ERP software or CRM software reduces your headcount needs, and very often improves efficiency as well. The great thing is this software is typically incredibly cheap these days, and so is affordable for even the smallest consultancy. 
3. Have strong internal intellectual property. Intellectual Property internally might mean systems, processes, procedures, templates, etc. that allow junior people to do the work of senior people and allow you to increase your leverage ratio. 
Now, let’s look at increasing your revenue:
1. Intellectual property also contributes to revenue growth. It does this by breaking the link between earnings and your headcount so great intellectual property will be things like video courses, benchmarking, a network that people have to pay to join, software, a platform, these types of things, buyers love this type of stuff, because it's an asset in the firm that won't walk out as soon as they buy it. 
2. Be in the right niche. This is probably the most important. It amazes me the number of new consultancy startups that are already in an area that has a relatively low ceiling on what they can potentially earn so no matter what they do, their earnings are still quite limited. 
3. Decent pricing. Typically, you can improve your revenues by between 10 to 15%, by having a decent pricing strategy. One example of this is that buyers hate time and materials pricing, but most consultancies, use it and I personally think it's quite a lazy form of pricing, and one that doesn't maximize efficiency or revenue earnings. 
4. Sales. EBITDA is used as the basis of the valuation, and it's the basis of the value in your firm but to really improve value, buyers will typically pay a multiple of EBITDA for your firm, and that's typically between 8 times to 15 times and sometimes even 20 times if you've got your IP right, EBITDA. 
So how do you improve the multiple? Well, the first thing you can look at is to improve the capabilities of the firm the capacity of the firm to deliver high quality work. How do you go about this number one is great leadership, recruiting great people to join you delegating properly and having a decent strategy. 
Number two is having great people in your firm. By this, I also include our culture and I would call your unique employee proposition, which is which will attract good people, but also keeps them once they're there. And the third way is your management. And I don't just mean the individual managers, I mean, the systems and processes that continuously improve the performance of the organization. 
The second way in which you could improve the moat, the multiple that's paid, is to improve the perception of key stakeholders. In other words, clients, buyers and employees. How do you go about doing this? Number one is great marketing. Number two is great thought leadership. What do I mean by great thought leadership? Well, typically it would be several things. One is something that is relatively unique. Number two, it's something that is based on research. Number three, there is a call to action there for the client, the client knows exactly what to do after they read the piece. And number four, obviously, it's something that you can help with. And finally, branding, they also all improve your business, performance in sales, and now coming up to a sale, there's a whole load of things that you can do to improve both the EBITDA, and the multiples that clients will potentially pay. I won't go into that now, but there's a whole load of hints, tricks and tips that you can do to in the short term massively improve those. So this is the basis of the wheel that I use with all of my clients. We go through each one of these and see how we can improve it in to maximize growth and that maximize EBITDA and the multiple of which is paid for the firm. 
I hope that was useful. If you want to contact me, please do so either at Joe@consultingmaster.com or go to joeomahoney.com I'm going to talk you through a few areas, four in total, were the average small consultancies sales process can be improved. These should lead to an improvement on your pipeline, and your conversion rates. The evidence comes from, I firstly, working with my own clients who are small consultancies that want to grow and study their sales process, but also interviewing perhaps 200 smaller medium sized consultancy owners over the last 15 years or so. 

Let's start with the lead who is a client or potential client who has shown an interest in your products or services. The next step will typically be some form of meeting or telephone call where you will typically do three things: demonstrating your expertise, defining the challenge and opportunity for the client and then qualifying them. 

Once they have been qualified to explore the value of the project, and you do this, even if you're not doing value-based pricing because you want to show that your fees are an insignificant percentage of the value that you will be achieving to the client. If you are doing value-based pricing then this is the point where you would insert metrics that would show whether the project was successful or not. 

The next step is submitting the proposal with the pricing for the project. If you are unsuccessful, then there's typically a feedback loop where you will follow up with the client or potential client to find out why you were unsuccessful. If you were successful, you then get on and do the work and then ideally, a new project will come from this or you might even get a referral from it. 

This is a fairly standard sales process. It obviously depends on the client, the project and the type of consultancy you are, but this would take as standard in terms of where things can typically be improved. 

Let me just give you four pointers here:

The first is in demonstrating your expertise - demonstrating your expertise as early on as possible in your contact with the client helps build trust and show that you will be giving value for money. Many small consultancies are worried they are giving away the crown jewels. I would say in today's age, information isn't a scarce commodity, but expertise is so if you can share and advise as much as possible within the first meeting, then you're going to be building trust and potentially putting your prices up as well. 

The next area where most consultancies can improve - what they're doing is the exploration of value so that's having the conversation with the client about what value of the project is not only in qualitative terms, and not all projects lend themselves to this, but also in terms of financial terms. This can lend itself to value-based pricing but even if you're doing fixed pricing or time and materials, then getting the client to have a good view of the value that you'll be delivering the firm is a great way to justify your fees. Also, you can demonstrate your expertise whilst you are doing this. 

Two final areas where small consultancies often are weak. The first is getting feedback on the failure



firms’

 to get proposals really trying to find out why, and the final one is once you have delivered the work to be looking for new projects, because there's a lot of evidence that shows that clients are pretty unaware of the full range of services and products that consultancies offer. Getting new projects within a client is the cheapest way of business development, cheapest method of business development. 
There are lots of other ways, this is a form of farming I'm talking about here, you could go fishing or you could go hunting, but they're very expensive ways of getting new clients so letting your clients know about the other projects and services that you offer, but also seeking to extend the work, do some form of evaluation study, or even offering the same service in different branches of the organization, or align services, either upstream or downstream from your project. 



Obviously, all of this will be supported by some systematic CRM system or professional service automation system that will allow you to record your pipeline and interactions with the clients throughout the journey. Anyway, hope that was useful. There's lots more information at https://joeomahoney.com/ that is all available free of charge. 
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