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Introduction 

If you intend for your business to help you become financially independent, then understanding how 

to extract its full value is vital. On our latest webinar we asked how many recruitment owners had that 

in mind as their main objective: 

67% Ran a business to be financially independent. 

To help those of you in that 67% appreciate your options to achieve this we invited Carl Swansbury, 

Head of Corporate Finance at Ryecroft Glenton to be our latest webinar guest. 

Carl has advised over 100 businesses in the human capital sector and advising their owners how best 

to realise the value of their businesses. He also acted on Mike’s behalf when he sold his company, 

Crimson, to Harvey Nash in 2017.    

How can we value a recruitment company?   

99% of UK based recruitment businesses will be valued the same way, using an ‘earnings based’ 

valuation methodology.  This is simple to understand at the high level and is simply a case of plugging 

in a few numbers.  

Step 1 – Calculate Your Enterprise Value (EV) 

Your businesses EV is calculated based your pre-tax profits multiplied by a Price/Earnings (PE) ratio. 

Your pre-tax profits are generally considered in the form of EBITDA - Earnings Before Interest, Tax, 

Depreciation and Amortization.  

Joe Bloggs Recruitment Ltd 

EBITDA £1,000,000 

PE Multiplier x5 

Enterprise Value £5,000,000 
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Step 2 – Calculate Your Equity Value (EQ) 

The Enterprise Value reflects the underlying profitability of the company, but this isn’t what you and 

other shareholders will receive. To get to that number, we need to adjust the EV for any cash and debt 

on the balance sheet, as well as normalise for any working capital.  

Doing so gives you the Equity Value (EQ), and this reflects the value of the shares in the business. We 

can see this in the Joe Bloggs Recruitment Ltd example shown earlier.  

In this case they have a store of cash in the business, but it’s to pay off a corporation tax liability of 

£0.5m. They also have a bank loan of £1m and operate within normal boundaries for working capital.  

 

 
 
 
 
 
 
 
 

How can I impact the Equity Value of my recruitment business? 

Each part of the valuation equation can be improved: 

1. Increase the EBITDA – i.e. make more profit. 

2. Reduce the Debts – i.e. astutely define what should, and should not, be viewed as a debt.  

3. Increase the PE Multiplier – i.e. be more appealing to a buyer. 

The first and second of these can be impacted during the sale negotiation process, usually with the 

help of a corporate finance advisor. But the final option will reflects the decisions you make years 

before your sale and can rarely be altered in the run-up to a sale. 

 

 

  

Joe Bloggs Recruitment Ltd 

EV £5,000,000 

Cash £500,000 

Debt - £1,500,000 

Normalisation for  
Working Capital 

£0 

Equity Value £4,000,000 

Mike here, with a word of warning.  In my first business, I decided to sell quickly.  

Had I taken the time to make some simple changes in the years before my decision I 

could have enjoyed an extra £3m on my final price. Even if it’s years away, start 

preparing now! 
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1. Increase the EBITDA 

Your operating profit will be affected by several profit and loss account items. For example, in a 

privately held business with one shareholder, it is quite common for the shareholder to take a very 

low salary and draw most of the value from the business in dividends.   

Therefore, the operating profit will be inflated. So, when calculating EBITDA for valuation a reduction 

would be made to allow for a market rate salary for the MD.  

But adjustments aren’t always down. You might be able to add back exceptional non-recurring one-

off expenses, such as bad debt, rec to rec fees, legal and professional fees.  

The operating profit of a business can often be much lower than the actual profit number for valuation 

purposes. 

2. Reduce the Debts 

There is a lot of nuance regarding what items on your balance sheet are considered debt-like, 

therefore the adjustments made can have a material impact on your final valuation. 

➢ Loans: a loan from a bank is debt-like. The buyer will inherit the loan and that loan will reduce 

your EQ.   

➢ Invoice discounting: this, as well as factoring, may be considered debt-like or as part of 

working capital. 

➢ Freehold property: treated as a cash-like item, and effectively means that if the market 

value of the freehold was £1m that the £1m value would be added to the EV. 

 

There are many items that may be treated as debt-like or not, and it is here that an experience 
corporate finance advisor can make a real difference. Especially if engaged early in the process.   

A lot of recruitment business acquirers don’t want to own a freehold property, so the 

property is usually extracted from the business before the sale.  

For tax reasons, this may be more appropriate having the freehold in a SIP type 

structure and renting it back to your recruitment business. 
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3. How to boost your PE multiple  

If someone wishes to buy your business, and that is far from guaranteed as we cover in the next 

section, then the average multiple for a UK recruitment business is around 5. This assumes you are 

more contract or temporary in orientation and generating profits of between £100K to £1M. 

To maximise your multiplier, you need features to your business that will be attractive to potential 

buyers. The following seven features are the most impactful, get all seven and you are going to be 

much more appealing to a buyer: 

1. Consistent EBIT Growth History  

Buyers are willing to look at the value of your business based on forecast earnings, but they need 

confidence in those forecasts. A consistent growth history over the years will make your 

predictions more reliable and your business more appealing.  

If your business has had a short burst of growth but predicts that to continue you may find yourself 

getting a lower multiple and being tied into a long earnout period to deliver those predictions. 

2. A Wide Client Spread  

A potential acquirer does not want to see that 80% of your GP comes from one client, as the risk 

and impact of losing that client would be too severe.   

So long as no 3 clients account for 25-30% of your profit, then you will not be viewed as overly 

reliant on key clients. The more you can create a spread of clients of various sizes then your 

business will become more valuable therefore. 

3. Reduced Dependence on Key People 

If your main shareholders in the business hold all the key client relationships and are responsible 

for most of the new business, then that business will be less attractive. Not only will the multiple 

suffer but it’s less likely you will even be offered a purchase, because what are they really buying? 

Owners who have cashed in are going to be much less motivated, and buyers know this. If you do 

get an offer, then the deal structure will reflect this. Most of your capital may depend on post-

purchase performance targets over two or more years.  
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4. An Energised and Committed Management Team 

This is both the most challenging, and most valuable of the features. Get an experienced, capable 

Management Team. A team who know how to run a business, strategically know how to scale a 

business and are committed to the business long term. When your business has a team of such 

capable individuals then it will be more attractive.  

If you are the sole shareholder, you should consider how committed your key team members are 

to stay with your business long term.  Consider share options or bonuses linked to the pre-tax 

profits of the business. These should be calculated annually but paid out 6 months after the 

financial year-end.  

5. Strong Product Portfolio 

Recruitment as a service is indivisible from the person who delivers it. If they leave your business, 

then a portion of their clients goes with them. Conversely those without less experience find it 

hard to make headway.   

Productise your recruitment service and it becomes impossible for employees to take with them 

when they leave. It’s also easier for the more inexperienced people on your team to sell a product 

than to sell themselves. As a bonus Products can be easily cross-sold by an acquirer into their 

existing clients, making you more attractive.  

6. Sticky Client Relationships 

Demonstrating a committed, multi-contact relationship between your clients and your business 

makes you more appealing. Tied in contracts, long term placements and PSL’s are all helpful as 

well.  

7. Potential to Grow 

Is your business sitting in a market that is going to structurally allow your business to grow?  

Buyers need to make sure that you can demonstrate how you will continue to grow after the sale 

of the business and if you’ve exhausted your market/location then you need an answer. 
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Will someone want to buy my business? 

To understand the answer to this we looked to some 2018 research Ryecroft Glenton conducted on 

the recruitment market. There were two key findings: 

1. In the UK most transactions the sale of shares in recruitment business mostly involved a trade 

acquirer or a management team buying the business from the founders. 

2. The vast majority of recruitment businesses in the UK never go on to be sold for a capital sum. 

This suggests that either: 

a) Most recruitment business owners simply want an income-generating asset.   

b) Owners are not able to build a business that is attractive enough for an acquirer to want 

to purchase. 

Carl believed this last option was the main reason that so few recruitment businesses are sold. Often 

decisions in these businesses are made with short term profits in mind, not with an eye to growing a 

business that has a capital value.   

So, without knowing anything about you, or your business, and simply playing the odds we can answer 

your question:  

It is unlikely your business will be sold for a capital sum. 

This is disturbing as 60% of our attendees were seeking this as an outcome. So, what are the 

alternatives? 
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Alternatives to A Trade Sale 

If you have a profitable business and you don’t fancy putting everything on a large capital payment 

through a sale, then how do you extract money from your business?  

The two most obvious options are: 

a) Dividends.  

b) Company contributions into a pension scheme. 

Simply put, if you have a business in the UK and you are looking to strip income from it then you are 

going to suffer income tax. There are ways to reduce this but with a higher income tax ratepayer it 

can be as much as 48%, so these aren’t great options.  

However, if you sold shares in the business and you were entitled to entrepreneur’s relief, you will 

currently pay Capital Gains Tax at 10%. There are further options: 

c) selling a proportion of the business to your management team.   

Any proceeds can be received as a capital sum and paid at CGT rates.  Selling 50% of your business to 

management allows you to take value from your business, potentially paying tax at just 10%, while 

retaining control in the business. 

Your management would be locked in, you retain control and you’ve extracted a hefty capital sum.  

d) You could also consider a management buy-in. 

An external team buying into your business not only releases capital but also creates clear successors 

to you, reduces reliance on you and locks them in. All these things can make you a more appealing 

business to a trade acquirer or to a future MBO. 

e) Members Voluntary Liquidation (MVL) 

If you have a business that’s never going to be saleable, but it’s profitable and with cash on the balance 

sheet then you can run it as a cash-cow then allow the business to orderly wind down through an MVL. 

Cash left in the business is returned as a capital distribution at a Capital Gains Tax rate of 20%, or 10% 

if you are entitled to entrepreneurs’ relief. 
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Running your business as a cash cow? 

If you are unsure that banking on a trade sale is the smart move, then you may want to consider 

running your business as a cash cow. This doesn’t prevent you from selling it if you get a good 

management team in place, but it will change the approach you take to how you run it.  

The main difference between a cash-cow and a business intended for sale are: 

➢ Consistent EBIT growth is not as important  

➢ You can lessen your dependence on 360 recruiters 

➢ It is less important to create a management team 

➢ You don’t need to show potential growth 

If you can dominate a market or a few profitable clients and run efficiently then you can generate 

significant profits each year. How you then extract that profit is dependent on your options.  

As a bonus:  whilst the level of retained cash has no bearing on how attractive your business will be, 

a well-structured, well-capitalised balance sheet it will tell any buyer that your business has not been 

set up with short term gain in mind, because you are leaving value in the business for future 

investment purposes.   

Businesses with well-capitalised balance sheets and good cash piles will come across as very 

considered business. 

If you then have a good team, operating in good markets with 2/3’s of your business from contract or 

temp, then you may find you can still take some value from your business in some form of sale or 

other capital event outlined previously. 
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If you have only one piece of advice for a recruitment what would it 

be to get max value? 

If you want to begin to prepare a business for sale, as a rule of thumb you should start to prepare at 

least two years prior.  A lot of the advice we give will often take 12 – 18 months to take effect.   

Create predictability to your business. 

➢ Getting more revenue from temporary and contract placements than permanent is one way. 

➢ If you are a perm only recruitment business, consider becoming retained as this would 

provide some predictability. 

➢ Do you have a great management team, in their roles for many years?  This also creates a 

level of predictability as you know how that management team performs. 

Try and make yourself redundant from your business as that is 

when you have a business that can be sold. Until then it’s a 

lifestyle business.  


