Critical Steps

Every Small Staffing
Business Needs to
Execute in Order

to Raise the Value

of the Business

FE:..FJ here are hundreds of statfing

~ firms throughout the Unired

States that cannot be acquired.

Well, ler me rephrase thar statement.
There are hundreds of staffing firms
throughout the United States thar
could be acquired if the owners want-
ed to sell their companies under a
leveraged buyout structure (meaning
that the acquiring company purchas-
es your business with the cash that
your business is generating). And
why do these staffing firms need to
sell under such a seructure? Deep
down inside of these firms, there’s
nothing really there.

Wow! That's quite a statement. The
“deep down inside there’s nothing

Increasin

VALUE

really there” challenge is particularly
acute to staffing firms that generate
less chan $10 million in annual rey-
enues. Anyone who owns a staffing
business that falls into this category
(91% of the firms in the staffing
indusery according to che Staffing
Industry Analysts research ream)
needs to be doing some smart naviga-
tional things ro insure thar something
is happening in the business thar is
worth buying,

There are thousands of things one
can do to tweak the performance of
one’ ing company. However,
there nly a few items that add
true value to the business, making it
a worthwhile acquisition target.
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| to critical mass

as fast as p le.
“Critical Mass”

be understood as the

top of the mom-and-

pop structure.

Increasing the Value
of Your Business

Critical Mass: Build your firm to
critical mass as fast as possible.
“Critical Mass” can be understood as
the top of the mom-and-pop struc-
ture. It also can be understood as the
point at which the business is generat-
ing the revenues and gross margin it
needs to hit a certain profitability per-
centage. In the staffing industry, that
revenue number rests somewhere
berween $10 million and $15 million
in annual sales.

[t rakes a lot of work to acquire a
business, whether the business is 2
million in annual revenues or 510
million in annual revenues. So, if I am
the acquiring firm, why spend the
time acquiring five firms that are 52
million in annual revenues when [ can
acquire one firm that is 510 million in
annual revenues?

Onee a firm is acquired, it has o be
assimilated into the acquiring firm's cul-
ture. Several changes have to be made
to the firm that is acquired. Some
employees of the firm being acquired
will lose their jobs. It is too much work
o do five oimes over with fve litde
firms versus one healthy firm that has
reached critical mass. Additionally, it is
five rimes more tisk, five times more
chance of failures with five lirde firms
versus one healthy firm that has reached
critical mass. The point: Grow your
firm to north of $10 million in annual
reventies as fast as possible.

(ross Margin: Possessing healthy
gross margin is another element that
will make a staffing firm a desirable
acquisition. To get the full range on
average gross margin in the various
sectors of the staffing industry, refer o

the Staffing Industry Analysts
Benchmarking Consortium. It is
an excellent resource.

For light industrial seaffing firms,
get the average gross margin of 18%
or greater, For clerical staffing firms,
et the average gross margin greater
than 20%. For special niche statfing
firms offering accounting and finance,
legal, enginecring and the like, ger the
average gross margin greater than 24%.
For [T staffing firms, get the average
gross margin greater than 28%.

Obrtaining a healthy gross margin
is difficult to accomplish. You have
to be somewhat selective about the
accounts that you pursue and do busi-
ness with. This is typically done via
an educared account profile. You have
ro have a sales staff that is fully trained
and know how to sell the firm’s recruit-
ing and fulfillment processes as a differ-
entiator. You have to then ensure that
the recruiting funcrion is operating
effectively and efficiently.

Obraining a healthy gross margin
means that there are some high main-
tenance customers who may need ro
be fired. Regarding your employees,
reward sales executives and recruiters
that service business thar is higher
gross margin business. Don't pay any
commissions on business that is sold
beneath a certain gross margin per-
centage: The point: Do what needs
to be done to ensure a healthy gross
margin in your business.

Client Concentration: OK, 1 ger
this. When you are a little mom-and
pop staffing business, your top five
accounts will make up 80% or more
of your revenues. To some extent this
is fine, if your firm is growing new
accounts and if your firm is growing
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Focus is critical

This is true

Jor every industry

i1 business.

and if you can show that your top five
accounts are decreasing as a percent-
-ilg': L‘!E- _'g."ﬁ'l.'ll' ﬁr]’]’]‘ﬁ t(]tili FEVENLICS,

Wht‘l] G118 Or Dwo accounes Fl'l:!]\'f_‘
up more than 70%, 80% or 90% of
VOUL TCVEOLG, yOuU arc in ['I'{H]!)]L’.
There is too much risk invelved for an
acquiring firm to accept in an acquisi-
tion. The only way an acquiring firm
will move on this type of acquisition
is via a leveraged buyour.

Reducing client concentration is a
very difficult thing to accomplish. [t
requires taking the profits that one is
muking {I'FF rhl'_' OIe ]argr_' ACCOUnT ﬂn{l
investing these monies back into the
|111:~:[n{_‘55 mrhcr ['l'l.ﬂ]'l l]ll.}’iﬂf__‘:" i1 I]‘L'.IHT ar
a ECC('.IHL‘I ]'If_]]'l'lf_‘ ar a FHHC_'!.-' NCW Car.
This, for most small business owners,
requires a paradigm shift.

You have to first outline what it is
you want your business to look like
regarding stafling services provided,
types of clients, gross margins desired,
number of clients, ete. Write ourt the
desired outcome. Then build a bridge
L]Eﬁf]’i]]‘i ng ".'A."l'l:-]t HL‘L‘L]E (X5 l]L‘ Ei(]nl’.’ o
get there from your current disposi-
tion. Prioritize the key initiatives that
need to be accomplished in order for
the desired ourcome o became real-
ized. Then start inyesting in che key
initiarives that are top priority. The
investment in these key initiatives will
increase the value of the business.

Define Your Niche: Focus is cnitical
to success. Lhis is true for every indus-
try in business. Trying to be all things
ta all people and building line exten-
sions on to your statfing offerings
rarely succeeds over a focused strategic
approach. If you want to increase the
value of your staffing business, then
define your niche and figure out how
o geographically erow that niche.
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One of the benefits of focusing in a
staffing niche is that the fulfillment
team can build a national database of
candidates who work in thar niche.
Candidare referrals can be leveraged.
Candidare networking can be lever-
aged. As a result, the entire fulfillment
team and fulfillment process becomes
more efficient and effective (greater
production out of each individual
recruiter; greater production out of
the entire ream). A generalist staffing
provider simply cannot compete with
a skilled group of specialized
recruiters. This is of value to buyers.

Another benefit of focusing on a
niche is thar the sales ream can also
become highly skilled in the niche in
which it is servicing. Instead of selling
and working three, four or five service
offerings, sales executives can master
one specialized service offering. Such a
.‘i'.'l].CS téam can maorge L':!Si]}’ IL'VCmgC
rr.'ﬁ:rr:l's FT[]IT.I hir[ng ManaEers Over a
gL‘]'.IL'!':l]i.‘it NH]CN tearm. Sﬂ]l’.’ﬁ cxecutives
can master production knowledge,
giving them the edge with customers
and prospects, The resulr is a more
efficient and effective sales team.

From a marketing perspective, your
firm can become the “go-to” firm for
the ralent in the niche in which you
are servicing. Your firm can conduct
EI]]L:I. {}:FFLT Lo custoImers :ll'l([ Pl’{}.‘ipt{.'t.‘i
HPCE]H[E?.(:IJ mrlrl{t_'r J'L'ﬁf_“:'lrf]'.l :!l}:'.uut Can-
didates in the niche space. Your firm
HCTIIH“}’ h:l.‘i i ﬁg[‘lring I'.'l'l:!]'lcf_‘ Lo ovwn
a brand in the minds of your cus-
tomers and ateain top-of-mind aware-
ness. This is very valuable to an
acquiring firm.

Other Key Items: The first irem that
increases the value of a stafting business
is multiple offices. A staffing firm thac
has three to five offices in a marker-
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the owner. this is

not attractive

to buye

place is more valuable to an acquiring
firm than a firm that has one office
location. Multiple offices often equates
to greater market penetration. It also
means that the business has greater
reach in a marketplace from a recruic-
ing perspective. Such an arrangement
is attractive to prospective buyers.

The second item that increases the
value of a staffing business is the lack
of owner dependency. If the business
is dependant on the owner, this is not
arrractive to buyers. In this scenario,
the owner is the president, the CFO,
the key sales executive, etc. However,
if the business has management in
place that is running the day-to-day
operations of the business, then this
becomes a more desirable acquisition.
Most acquiring firms do not desire the
ongoing involvement of the owner of
the business. Unforrunarely, the owner
typically becomes too grear of an
obstacle in assisting with transitioning
the business into the acquiring firm.

The third item that increases the
value of a staffing business is the
execurion of professional manage-
ment. Does the firm have formal
sales and recruiting processes? Has
the firm hired the right kind of
employees who are succeeding in the
business or are there a number of
mediocre performers in the compa-
ny? Does the firm have established
performance metrics? Are employees
being held accountable to perform-
ance metrics? Are the compensation
plans in line with indusery stan-
dards, or is the firm paying more
than the average in commissions to
the employees? These are all profes-
sional management questions that an
acquiring firm will be asking.

Not for the Faint of Heart

The staffing industry has become
fiercely competitive. Everyday it is
becoming more difficult to differenti-
ate the service offerings. Additonally,
customers have put in place mecha-
nisms that have successfully squeezed
margins. The result: It has become
quire difficult to grow a staffing firm
over a short time period.

One way that some owners have
grown their firms is by merging with
ather small privately held staffing
firms. This is not a long-term strate-
gy. Rather, it is a three-to-five year
strategy. And, there are risks involved.

This strategy begins by seeking our
other staffing firms that are in your
same niche that are either in your
marketplace or in a nearby marker-
place, and then meeting with the
other owners to determine if an inter-
est exists. The merging firms need to
have a certain amount of synergy in
their service offerings. The owners
themselves of these individual staffing
firms need to have synergy as well.

The idea, for example, is that three
firms — one from Chicago, one from
Cleveland and one from Indianapolis
— merge into one business. The back
office is integrated and is managed
our of one office that becomes the
corporate office. This integration of
the back office will generate efficien-
cies that will immediately increase the
bottom line.

The next step will be to integrate
the sales function and the recruiting
function. Certain accounts in all three
cities thar were off the radar screen
now become prospects because the
firm is no longer a small one-office
operation, burt a three-office operation
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generaring over %10 millien in annual
sales. In terms of recruiting, a certain
numbet of resources become available
that did not exist before via the inte-
gration of the databases and the
increased nerwork of recruiting power.

So, in a very short time period, by
finding a few privately held sraffing
firms that are willing to merge, you
increase the revenues, increase the
office locations and increase the bot-
tom-line profit. The minority share
that each principal now owns in the
new merged entity is more valuable
and will bring more dollars in an
acquisition than each staffing entity
a5 a stand-alone. In essence, a minor-
ity share becomes more valuable than
100% ownership in a small one-
office operation.

The risks revolve around how well
the owners can work rogether, make
decisions rogether and resolve chal-
lenges together. If they set goals, get
good advice from the outside from
lawyers, accountants and others, and
execute on a business plan that they
develop and champion together, suc-
cess 15 sure to occur. 1F the new own-
ership team cannot work as a team, it
will be difficult to succeed.

A Shifting Mergers and
Acquisitions Market

The entire mergers and acquisitions
market in the staffing industry has
leveraged itself up. Back in the late
1990s, a staffing firm less than $10
million in annual sales could sell ara
reasonable price. In today’s markert, a
staffing firm less than $10 million in
annual sales will be doing well to get
2 1/2 omes the firms EBITDA (earn-
ings before interest, taxes, depreciation
and amortization). This is below the

average for a service business sold in
the United States.

The staffing industry has become a
“mature industry.” One aspect of a
mature industry is that the market is
adequarely saturated with suppliers
from thar industry. Some economists
who follow the staffing induscry would
even say that there are too many
staffing suppliers in the markerplace.
This “adequartely saturated” or “over-
saturated” dynamic has a dilatory
effect on the value of a small staffing
business. When there is a staffing
office on every corner, it is more diffi-
cult to command a high price tag.

Another aspect of a mature indus-
try is thar the customers are well-edu-
cated on the service offerings.
Unfortunately for the staffing indus-
try, not only are the customers educat-
ed. but also they have the upper hand
in the relationship with staffing sup-
pliers. Customers have, through the
use of specific rools, moved to com-
moditize the industry’s service offer-
ings. As a result, margins get squeezed
to a breaking point. This dynamic of
customers successfully reducing the
gross margins in the staffing industry
has had a dilatory effect on the value
of a small staffing business.

The staffing indusery, as a mature
industry and having educated cus-
tomers, has external dynamics that are
not favoring high multiples of EBIT-
DA for staffing businesses. Firms can
up their value by insuring that some-
thing is really there in the business.
However, it will rake good planning,
hard work and smart navigating, St

Tom Kosnik s a growth strategy 2nd organzation-
al development consultant, He helps statfing cam-
panies improve employee parformance, corporate
ravanues and profits, He can be resched at 312-
SE7-2050 or thosnlkEvisus.us.
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