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Business & Professional Services Report

Introduction

Our Business & Professional Services team is often asked to share observations on
what makes a services firm stand out from its peers. We thought it might be helpful
to summarize our thoughts in this BlackArch Report on Creating Sustainable Value
in Business and Professional Services Firms.
As we’ve interviewed the most active and sophisticated financial and strategic
investors in the services sector, clear themes – you might even call it a checklist –
have emerged.

Common characteristics of successful services firms include a

talented workforce, substantial recurring revenues, high customer retention rates

and integrated business models with multiple touch points in a client’s profit cycle.
While no two firms are the same, and those achieving the greatest success typically
do so through differentiation, certain characteristics enable firms to stand out from
the crowd and garner outsized attention from investors looking to deploy capital.
We believe companies possessing and integrating these key elements into their
business models will thrive and remain choice investor targets.
Figure 1: Hallmarks of Differentiated, Integrated Business & Professional Services
Firms
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The Checklist

1. Non-Star Culture – Professional services firms and many business services
firms are centered on human capital. In human capital businesses, it is
common for Stars to emerge – rainmakers and creative visionaries. The true
value is in disseminating that brilliance throughout an organization and
embedding it within processes, culture and learning. A Star can leave, but
institutional excellence and knowledge give an institution lasting value.
2. Talent Acquisition and Retention – It used to be called human resources
and wasn’t always considered strategic.

In today’s service businesses,

where talent can be highly mobile, a business that can attract, train and
systematically retain talent truly differentiates itself and gives investors
confidence that the team that succeeded in the past will still be leading in
the future.
3. Dynamic, Non-complacent Learning – Firms willing to instill transparent
and real-time feedback systems create a vibrant setting for thought
leadership and differentiation. In such a stimulating atmosphere, strong
leaders influence their employees through a willingness to invest personally
in professional development.

These forward-thinking firms are always

improving, constantly searching for new ideas and competitive advantages.
And by simultaneously challenging all employees to realize their full
potential while supporting such development, these human capital
businesses become breeding grounds for excellence and success.
4. Tech-Enabled Business Models – It’s great to have talent and great ideas,
but the firms with longevity are those that figure out how to leverage
technology to: 1) embed themselves in a client’s operations; 2) become
more efficient in collecting data that facilitates intelligent decision making
further leveraging a business’s human capital expertise; and 3) facilitate
cost savings or efficiencies for clients. Professional services firms should

strive to create switching costs that make it harder for a client to move an
account to another firm with the next shiny idea. Those that marry such
switching costs with innovation and valued-added services achieve aboveaverage growth and profitability.
5. Recurring Revenues versus Project-Based Revenues – Most professional
services firms start with a few big projects. Smart investors are looking for
firms that transition to a recurring revenue model with consistent growth
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and visibility of revenues and earnings, as well as pipelines. This is a field
in which predictable revenues and profits stand out.
6. Branding – Consistent, but Tailored Messaging – Strong branding creates
stickiness with customers as they identify with and consume a particular
message and marketing approach.

Uniquely differentiated branding

separates leading professional services firms from the pack. Creating a consistent,

effective

and

targeted

message

builds

strong

customer

relationships and leads to value where the whole is far greater than the sum

of the parts.

Non-Star Culture

A common investor concern when evaluating professional services firms is the
potential aftermath of a Star’s departure. Certain leaders have the ability to infuse
their organizations with a vision, energy and passion that flows through every
aspect of the business, driving both day-to-day operations and broader strategic
objectives. They contribute significant, often intangible, human capital to their
firms. As Mary Adams, author of Intangible Capital, has noted:
We live at the intersection between what are often described as the industrial and the knowledge economies. The first is a tangible economy – it involves raw materials, machines and products you can see and touch. The
second is an economy based on intangibles – it involves knowledge, ideas
and services you cannot see or touch. The basic tools and concepts that
work in a tangible economy do not always work in an intangible economy.
While Stars generate critical value for a business and often lead their teams to the
“next level,” investors are uneasy if a firm’s human capital is predominately
invested in one person or small group. What if that individual decides they want
out? What if an unpredictable, unfortunate situation suddenly arises (the “hit by

a bus” scenario)?
These are meaningful concerns for investors, particularly in situations where Stars
not only direct organizations from executive tiers, but maintain crucial
relationships with clients.

Disruption of those relationships can halt revenue

streams and seriously damage a particular account.

Substantial customer

concentration only further emphasizes this concern if one individual maintains the
essential relationship with a prominent, lucrative customer account.
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Professional services firms can mitigate these concerns through institutionalization
of “know-how” – the culture, business practices and systems that frame a
company’s ethos, its interactions with customers and future goals.

We have

observed that investors value those groups that have implemented tangible and
results-driven systems for embedding “know-how” in their company’s lifeblood.
While many companies discuss these ideas with their employees, those that commit
real resources to their permanency will differentiate themselves and excel in the
new services economy. Firms can institutionalize human capital in a variety of
ways, though focused training, mentoring and firm-wide thought leadership
remain the most effective methods.

Programs involving committed senior

management visibly illustrate to potential investors the transfer of human capital
from an individual or small group to the entire organization.

Talent Acquisition

An emphasis on training and mentoring programs also benefits talent acquisition,

and Retention

as a firm’s commitment to studying those characteristics driving top employees’
success can enhance the selection of applicants who are the best fit for available
positions. Those firms not only emphasizing thought leadership, but also actively
fostering supportive environments for their employees to thrive in, will develop
talent better than their peers.
Many companies claim thought leadership as a fundamental cornerstone to their
organizations. But in order to reach their potential, employees must truly believe
they have real avenues for sharing ideas, and that those ideas will actually be
listened to. All the motivational posters, slogans and white papers in the world
aren’t enough for a business to fully capitalize on its thought leadership potential if
employees have no individual motivation to take their ideas to the next level.

Dynamic,

One effective practice for stoking the fires of thought leadership is the use of

Non-complacent

transparent feedback systems. Frequent review sessions make employees aware of

Learning

their current performance as well as progress – and they are able to gauge firsthand
the results of their efforts. In addition, such “feedback loops” provide an effective
means for a firm’s leaders to communicate values and focus talent on areas deemed
critical to the firm’s success. By allowing employees to tangibly track the impact of
their work and personal investment in the business, a firm institutionalizes the
practice of thought leadership and encourages individuals to push new ideas
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forward. Feedback also can be used to inform top performing team members of
their strengths and contributions, reinforcing those areas in which they excel.
Through their own daily example and personal commitment to the professional
development of junior team members, leaders in dynamic learning environments
such as these establish a firm-wide mindset strictly opposed to complacent
satisfaction with success. As a result, day in and day out the best ideas rise to the
forefront, fueled by a thriving, competitive firm spirit.

Tech-Enabled

Switching gears, we have recently noticed an increased preference among investors

Business Models

for technology-enabled business models able to thrive in an increasingly complex
economy. Significant competitive advantages are available to companies that are
early to identify trends, harness new platforms and utilize relevant technologies to
communicate with and serve clients. Historically, business, with its large user base
and heavy investment in existing technology, is slow to adopt new technology.
However, as laptops, broadband Internet, and mobile and cloud applications have
become ubiquitous, business clients have adapted decision-making in response.
For example, global mobile advertising spending is expected to reach $101 billion
by the end of 2016 (up from $5 billion in 2010) and is also forecast to surpass
spending for ads seen via desktop computers for the first time in 2017. Meanwhile,
usage of social networking programs continues to boom. Social networking now
reaches 2.3 billion users, over 68.3% of the world’s online population, and users
spend 30% of their online time on social networks. Furthermore, Figure 2 provides
an overview of how technology has increasingly been adopted by consumers and
integrated into daily life with exponential speed.
Figure 2: New Technology Adoption Rates, First 20 Quarters After Launch
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Clearly there is a benefit to understanding technology trends in reaching consumers
and advertising one’s product, but a focus on technology doesn’t just benefit
marketing. A vivid example of further operational advantages is the use of cloud
computing about which Forbes has noted:
Cloud computing is often referred to as a technology.

However, it is

actually a significant shift in the business and economic models for
provisioning and consuming information technology (IT) that can lead to a
significant cost savings.
In addition to bolstering competitive advantages through increased cost
efficiencies, sophisticated use of technology makes a professional services business
more scalable, a characteristic coveted by investors as they consider the future.
Services firms with strong technology infrastructure and the ability to quickly
penetrate new markets with that technology are poised for growth and can quickly
put infused capital to work.

Citing Forbes again, Saul Berman of IBM described

the following benefits of cloud computing and an enhanced IT infrastructure:
Another key cloud attribute is scalability. For example on the media side,
how do you scale up quickly enough to be responsive to that peak demand?

When you start a new concept and don’t know whether it’s going to take
off, a cloud solution, particularly if it is shared, offers you the ability to do
that. Next is market adaptability — you can get there faster by
experimenting without major investments in fixed infrastructure.
Cost benefits, increased operational efficiency, enhanced scalability and additional
touch points with consumers are substantial value drivers for any business, and
focused implementation of technology will attract the favorable attention of
investors, particularly those firms able to embed their service offerings and
technology in the very fabric of customers’ business models. Professional services
firms

create enormous

switching costs through

aggressively embedding

tech-enabled value propositions, especially when data collection is involved.
Facing the inability to duplicate a critical service offering woven into their
operations, customers are glued to a sole-source provider whose partnership is
paramount to their success.
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Recurring

Even as technology shakes things up; some truths remain fixed: investors are still

Revenues vs.

eager to pursue business models with significant recurring revenues. High cash

Project-Based

flows lead to good returns for investors, and those firms locked into reliable income

Revenues

streams are seen as prudent users of capital.
Regardless of size, project-based revenues always come with the catch that a shift in
a company’s competitive position, especially in a slow-growth economy, could
cause the revenue stream to evaporate. The lumpiness of project-based revenues is
particularly difficult to sell when seeking high valuations from investors, as they

seek to justify new deployment of capital and consider exit scenarios.
At BlackArch, we have represented many business and professional services firms
that have been able to position their revenues as recurring by demonstrating that
they have an integrated business model and multiple touch points with
customers.

By offering turnkey, one-stop solution suites, these firms provide

greater services to their clients, at a lower cost, thanks to combined efficiencies and
superior understanding of each customer’s particular needs.
This becomes the formula for a services firm to transform an offering into an
enterprise-wide necessity, and embed itself as a crucial element in its clients’

continued success. Successful services firms are focusing their growth strategies
upon becoming the company without whom their customers cannot do business.
Once this is accomplished, a highly recurring SaaS or SaaS-like revenue model can
be established

Branding –

Image and reputation are everything: What do customers associate with your

Consistent, but

company’s name and message? Marketing professionals invest hours upon hours

Tailored

perfecting brands and their impact on consumers, and all for good reason. In the

Messaging

services world, a focused approach to branding is also worthy of committing

resources, as you work to build the sticky customer relationships and recurring
revenues that drive high cash flows.
In addition to the financial benefits of sophisticated branding, we have seen strong
investor appetite for professional services firms able to clearly articulate a message
– even an ethos – that is easy to comprehend and demonstrates a company’s appeal
to consumers.
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Furthermore, those firms that succeed in creating a true “aura” enable their human
capital workforces to gather behind something bigger than themselves.

These

businesses are not based solely on revenues; they do not simply restart at the end of
each year.

Rather they create highly scalable growth through their ability to

incorporate new team members into their vision and pursuit of excellence – they
are the gold standard.

Conclusion

As the 21st century economy continues to diversify and evolve, services firms are
positioned to capitalize on secular trends across a broad range of industries.
Unique value propositions create defensible competitive advantages, and those
firms executing aggressive strategic plans focused on differentiation are thriving.
More than ever, human capital and the ability to maximize talent potential will
differentiate top performers from the pack, as leaders drive innovation through
new ideas.

Leaders who inspire the pursuit of excellence and hunger for

innovation throughout their organizations will stockpile human capital, positioning
their firms to transition from one group of stars to the next – and the next after that.
Finally, integrated business models, especially those enabled by technology and
driven by recurring revenues, will set the standard in their respective arenas and
capture market share.

Through sustainable competitive positions, they will

out-compete their industries and achieve the step function-like growth.
Our Business & Professional Services team is always pleased to discuss today’s
market for business and professional services companies and the related value
creation opportunities. Please reach us at bizservices@blackarchpartners.com.
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Visit and Connect:
BlackArch
Website

BlackArch Partners is a leading middle-market investment bank offering a full spectrum of
advisory services to financial sponsors, private companies and diversified corporations.
BlackArch addresses the needs of owner-operators, founders and shareholders of private
companies with specialized services that include M&A advisory, strategic advisory and
private capital solutions. Headquartered in Charlotte, NC, with offices in Houston, TX,
BlackArch features a total of 8 industry-focused practices that cover all sectors of interest to
middle-market investors; BlackArch professionals have closed more than 350 transactions in
16 countries on four continents. Please visit our website, blackarchpartners.com, for more
details.
EMAIL
info@blackarchpartners.com
PHONE
704.414.6300
CHARLOTTE NC
227 West Trade Street
Suite 2200
Charlotte, NC 28202
704.414.6300

HOUSTON TX
4400 Post Oak Parkway
Suite 2370
Houston, TX 77027
713.380.4300
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BlackArch ‘s
Clients Share
Their Experiences
Working With Us

“We have chosen to work with BlackArch on multiple occasions due to their
balanced approach of not only maximizing shareholder value but also addressing
the various objectives of management teams as well as buyers. As a result, we have
developed enormous trust in the BlackArch team to get all parties focused on
agreeing to the key terms necessary to get a transaction closed. We value the
personal connection we have developed with their team and look forward to
working with them again.”
- Bob Horne and Nick Burger, Partners ZS Fund L.P.
“If you want to have the best group represent you and your company, BlackArch is
that group. During our process, they were consummately professional and
extremely knowledgeable on all the details that you need experts to be focused on.
Their hard work helped us exceed the results we expected when we initiated a
transaction. It’s a no-brainer; hire these guys and they’ll take good care of you!”
-Mike Sechrist; CEO, ProTransport-1
“The entire team at BlackArch Partners worked literally day and night to meet an
aggressive schedule and pull the many diverse players in this transaction together.
Their deep executive team was a real asset to our management team and the
process for all parties. I gained the utmost confidence in their advice and trusted
their judgment as they managed the process to a successful close. I wouldn’t
hesitate to work with them again in the future.”
-Sterling Baker; CEO, Jones & Frank

Explore the
BlackArch Library

We invite you to explore the many BlackArch Reports available for immediate
download on our website:
Achieving Superior Outcomes

Introduction to Private Company Valuation

Alternative Private Capital Solutions

M&A Market Overview

BlackArch’s Roadmap for ActionTM

Rise of the Strategic Acquiror

Communication & Confidentiality:

Strategic Alternatives for Liquidity

Strategies for a Smooth Transition
The Why’s and How’s of Creating an Equity
Economics of Equity Rollover

Incentive Plan for Senior Management

Globalization of the Middle Market

Transitional Capital Solutions
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The information, opinions and views contained in this white paper were prepared by BlackArch Partners LP
(“BlackArch Partners”), and as such constitute BlackArch Partners’ judgment, and are subject to change
without notice. The information presented in this white paper is provided for informational purposes by
BlackArch Partners, and as such, is not a research report, as such term is defined by applicable law and
regulations, nor is it intended to be a solicitation regarding any securities transaction and or investment
relationship.

While the information contained herein is believed by BlackArch Partners to be reliable, BlackArch Partners
makes no representation or warranties as to the accuracy, reliability or completeness of such information. The
information, products and services discussed in this white paper are provided on an "AS IS," "WHERE IS" and
"WHERE AVAILABLE" basis. BlackArch Partners does not warrant the information or services provided
herein or your use of the information contained herein generally, either expressly or impliedly, for any
particular purpose and expressly disclaims any implied warranties, including but not limited to, warranties of
title, non-infringement, merchantability or fitness for a particular purpose. BlackArch Partners will not be
responsible for any loss or damage that could result from the utilization of any information or services made
available to you via this white paper. Testimonials may not be representative of the experience of all clients.
Testimonials are not a guarantee of future performance or success

The financial instruments discussed in this white paper may not be suitable for all investors, and investors
must make their own investment decisions using their own independent advisers as they believe necessary and
based upon their specific financial situations and investment objectives. Past performance is not necessarily
indicative of future results. No part of this material may be copied or duplicated in any form or by any means,
or redistributed, without BlackArch Partners’ prior written consent. BlackArch Partners and/or its affiliates
may seek to provide investment banking services for companies mentioned in this white paper.

Securities offered through BlackArch Securities LLC, member of FINRA and SIPC.
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