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AZ NGA has 
completed 65 
transactions in the 
past five years, 
comprising of  
30 direct hubs and 
35 indirect deals 
that collectively 
represent over 
$100 million in 
revenue. 
We’ve conducted due diligence on  
a further 50 businesses.

Since our first acquisition in 2015, 
we’ve seen many high-quality advice 
businesses and we’ve seen some 
landmines.

It is phenomenal how much the 
landscape has changed in that short 
period of time. 

There has been the introduction of 
the Life Insurance Framework regime; 
the establishment of the Financial 
Adviser Standards and Ethics 
Authority (FASEA); and of course, the 
Financial Services Royal Commission. 

The culmination of these events, 
in addition to rapidly changing 
community and customer 
expectations, is transforming the way 
advice practices operate. 

It is also changing the way businesses 
are valued. Buyers and sellers 
are being forced to adjust their 
expectations.

The purpose of this paper is to look 
at the factors shaping valuations 
and share some of the lessons we’ve 
learnt. If you’re planning to buy a 
practice or client book in the next  
12 months, there are some easy ways 
to spot a decent opportunity or a 
lemon for that matter.

If you’re thinking about selling,  
there are tips to help you prepare 
your business for sale and negotiate 
the best price.

My hope is that you’ll learn  
something from our successes  
but also from our mistakes.

We may not get it right every time 
but we’re extremely proud of our 
portfolio of businesses and we’re 
committed to investing in high quality 
small-to-medium enterprises (SMEs) 
where we see an opportunity to come 
along side and partner with smart, 
passionate entrepreneurs to help 
them take their business to the  
next level.

AZ NGA is roughly half way through 
its acquisition phase and well on the 
way to building Australia’s preeminent 
financial advisory firm.

Backed by one of Europe’s largest 
non-bank investors, AZIMUT Group, 
our aim is to build a sustainable 
long-term enterprise that delivers 
high quality solutions for clients, 
sustainable returns to shareholders 
and a great place for employees  
to work.

We will make money from the 
provision of quality, personal advice - 
not product sales!

AZ NGA is not a roll-up of disparate 
businesses. Our model is distinctly 
different and very difficult to replicate. 

We are more than a succession 
planning solution for ageing business 
owners, although we are that too.

In fact, the average age of a principal 
adviser in the AZ NGA family is 52 
years. Supporting them is cohort of 
ambitious hungry future leaders, many 
of whom will soon become equity 
owners, if not already. The average 
age of our future leaders is 37 years.

AZ NGA firms will always be owned 
and operated by entrepreneurs.

“ My hope is  
that you’ll learn 
something from 
our successes  
but also from  
our mistakes.” 

1
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Section 1.

Laying the  
groundwork.

The expression timing 
is everything may be 
true if you’re planting 
herbs, looking for love 
or trying to off-load 
an underperforming 
or poor-quality asset, 
however, when it comes 
to buying and selling 
quality assets, timing  
is important but it  
isn’t critical.
Quality assets - whether it’s property 
or people - tend to hold their value, 
regardless of market conditions. 

That said, valuations do fluctuate 
based on supply and demand;  
a rising tide lifts all boats and  
vice versa.

Recent transactions and the growing 
number of practices for sale suggest 
that we are currently in a buyers’ 
market, for the first time in Australia’s 
short financial planning history.

For buyers, one of the first things to 
do is determine whether you’re a 
value or growth investor.

Growth investors look for premium 
assets that exhibit above average 
growth. They usually come with a 
premium price tag.

Value investors, on the other hand, 
typically look for undervalued or 
mispriced assets that need a bit  
of work.

As a growth investor, AZ NGA  
is prepared to pay a premium  
for quality assets.

Many of AZ NGA’s firms, however, 
act as both growth and value 
investors. Fortunately, this market 
presents opportunities for both.

Public information on sale prices 
and terms is hard to come by but 
valuations have generally come off 
in the past year. Having said that, 
to participate in this market, buyers 
need to be cashed-up because 
while interest rates are ultra-low, 
access to capital is constrained.

Recent licensee transactions 
provide an indication of broad 
market sentiment.

Consider the sale of Count  
Financial to Countplus for $2.5 
million; a 99.3 per cent headline 
discount on the $373 million the 
CBA paid for Count in 2011. Tip in 
$12 million cash and a $200 million 
remediation indemnity, and you 

Are we in a buyers’  
or sellers’ market?

Is it a good time to invest  
in advice businesses?
Despite the uncertainty and shifting 
market dynamics, there has never 
been a better time to invest in 
financial advice.

That may seem contrarian given the 
institutions are sprinting for the exits 
right now but our focus is on the 
future. When barriers to entry are 
rising and incumbents are exiting, 
competition falls and prices rise. It’s 
a good time to be on the inside with 
a distinctive value proposition and 
capital for growth.

In the not too distant future, the 
institutions will have completely  
exited personal advice. A large 
proportion of today’s advisers will 
have retired or left to avoid meeting 
the FASEA requirements.

Financial advice will be recognised 
as a genuine profession, sped up by 
FASEA and the removal of all forms  
of conflicted remuneration.

Sadly, many practices will be 
languishing because they spent 
the critical years after the Royal 
Commission internally focused in 
order to meet tougher Fee Disclosure 
Statement, opt-in and compliance 
requirements. They just didn’t have 
the bandwidth to think about growth, 
despite falling revenues and rising 
costs.

All the while, the strong fundamentals 
underpinning the financial services 
industry remained intact. Mandated 
superannuation, the increasing 
complexities of life, Australia’s 
ageing population and the massive 
intergenerational transfer of wealth 
mean more people will need financial 
advice and they’ll have the means  
to pay for it. 

Savvy investors will want to get in on 
this growth story. They’ll start looking 
to boost their exposure to the wealth 
management sector again but their 
options will be limited. 

AZ NGA is emerging as an exciting 
business with a unique competitive 
edge and strong growth profile.  
We have proven that the best value 
across the sector lies in well-run, 
professional SMEs with diverse 
capabilities.

Why can’t  
that be your 
business too?
It can be.

I hope you get something out of 
reading this paper. I hope it stirs  
up your passion for helping your 
clients do well in life and achieve  
their financial goals. I hope it stirs  
up your passion for growth!

- By Paul Barrett and Paul Brain

“ Savvy investors 
will want to get 
in on this growth 
story. They’ll start 
looking to boost 
their exposure 
to the wealth 
management  
sector again but 
their options  
will be limited.”

“ Recent transactions 
and the growing 
number of practices 
for sale suggest that 
we are currently in 
a buyers’ market, 
for the first time in 
Australia’s short 
financial planning 
history.”

Let’s go on 
this journey 
together.

Section 1.

start to get a real glimpse of the 
company’s total value destruction  
in eight short years.

Another significant transaction  
in 2019 was Fiducian Group’s  
$3.5 million purchase of MyState’s 
financial planning arm, an 
organisation with eight advisers  
and $360 million under advice. 

BT Financial Group practically handed 
Viridian its personal advice business.

32  - AZ Next Generation Advisory – Issue #1
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vs.

This is evidenced by the hasty exit 
of the institutions from personal 
advice, which isn’t only because 
it’s increasingly difficult, if not 
impossible, for them to compliantly 
push product through aligned 
channels.

It’s also because they are liable 
for the actions and advice of their 
authorised representatives going 
back decades. It’s time to draw  
a line in the sand.

At the practice level, principals 
recognise that financial advice 
is a high-risk sector right now. If 
they want to stick around, they 
will need to strip out the product 
subsidies and reset their cost base; 
re-energise their value proposition; 
and ramp up their services to justify 
their fees. The risk of not doing  
so isn’t only that they may  
lose clients. They also face a 
resourced-up regulator with a 
penchant for litigation.

Few advisers have the skills 
and resources to manage 
an enforceable undertaking, 
additional licensing conditions or 
customer remediation. 

For all the reasons mentioned 
above, valuations are sliding from 
the highs of yesteryear particularly 
for businesses with revenue 
between $2 million and $5 million.

At the pointy-end of the market, 
there’s less to see because there’s 
still some inertia among business 
owners. 

One of the questions we have been 
asked is would we have done some 
of the transactions we did 2-3 years 
ago if we knew about the change 
and disruption that was coming 
down the line. 

– 
We believe that  
quality businesses  
can hold their value  
over the long term. 
– 

But, there’s rarely a perfect  
time to buy and people typically 
wait too long to move and  
miss opportunities. 

On the surface,  
it seems prices are 
relatively cheap but 
long-term, growth 
investors aren’t 
fixated on price. 
At AZ NGA, we see sellers as 
potential business partners so it’s 
not in our best interests to try and 
squeeze them for every cent.

That said, being cashed-up puts us 
in a strong negotiating position. 

Over the past five years, we’ve 
learned that the highest bidder 
doesn’t always end up closing the 
deal. The main reason for that is 
access to finance. Quite often they 
just can’t get the money in time, or 
at all. This creates an opportunity 
for the second and third in line.

This pattern is becoming so common 
that sellers are increasingly skipping 
straight to the under-bidder if they 
know they’re good for the money.

AZ NGA has been fortunate to pick 
up a number of excellent businesses, 
despite not offering the highest price. 
That said, our goal is not to pick up a 
‘bargain’ but rather accurately value 
a business and negotiate a good 
outcome for both parties.

The valuation 
process
Valuing a company at a point in 
time is difficult, let alone in today’s 
rapidly changing environment. 

As discussed in section two, sellers 
will naturally talk-up their asset 
which is why due diligence is 
important. If a broker is involved in a 
transaction be mindful that their job 
is to position a business in the best 
light to push up the sale price and, in 
turn, their fee.

The AZ NGA valuation process 
examines every aspect of a firm’s 
operations and profit and loss to 
calculate an enterprise value. A 
higher value is assigned to efficiency 
and growth. Indicative valuations 
are based on management accounts 
and final valuations are provided 
after the due diligence process.

An analysis of client segment 
profitability is conducted which 
includes tracking revenue per client, 
allocating costs to client groups 
and determining a cost to service, 
based on informed assumptions. In 
many cases, the value of some client 
segments is zero. Providing this data 
to vendors can aid negotiations.

Our process also evaluates what we 
refer to as ‘future-ready revenue’, 
which is effectively revenue that is 
sustainable.

As a general rule, where a business 
has revenues of $1.5 million or less 
and a high EBIT margin, we tread 
with caution because of the small 
business valuation trap. In our 
experience, businesses of this size 
can’t sustain high EBIT margins once 
they’re absorbed into a larger firm 
because their overheads and costs 
are artificially low making them 
appear more profitable. In these 
cases we assume a more realistic 
EBIT margin for valuation purposes.

At a high level, any company that 
can consistently grow Net Profit 
after Tax (NPAT) is what every 
investor (but not necessarily buyer) 
is searching for.

For those looking to do a deal the 
key drivers of future cashflow and 
profitability have never been clearer.

Buyers are better placed to 
accurately value the different parts 
of a business and then calculate an 
enterprise value.

In the case of certain  
endangered revenue streams 
instead of thinking “I’m buying a 
revenue-generating client book” 
the focus can turn to “I’m buying a 
database of potential clients in a 
specific geographical location”.

Other good news for buyers is 
that more stock is coming on the 
market, as older advisers seek to 
retire ahead of the introduction 
of tougher education and training 
requirements.

Even businesses that aren’t officially 
on the market seem more willing to 
engage in conversation. 

But succession planning isn’t  
always about retirement.

A raft of reasons influence a 
business owner’s decision to sell. 
At the moment, a major factor is 
heightened risk. 

 
When does an  
acquisition make sense?
Deciding whether or not to 
acquire a business should be 
relatively straightforward.

You should only acquire (or sell) 
a business if it fits your business 
strategy and will help your 
organisation achieve its strategic 
objectives.

For example, a Sydney-based 
advice firm that has a vision 
to build a national network 
of professional advisers and 
accountants should reasonably 
look to acquire suitable 
businesses in the locations they 
want to operate in. 

On the other hand, an acquisition 
strategy seems at odds with an 
advice practice that has 1,000 
clients and a strategic objective 
to provide high touch service and 
advice to 1,500 clients in regional 
Queensland in the next 3-5 years. 

That business is probably better 
off growing organically.

The problem is few businesses 
have a clear vision and strategy. 

They’re not clear on where they 
want to be in the future and how 
they will get there. 

One of the benefits of a  
well-defined strategy is that it 
helps guide an organisation’s 
decision-making. 

In the absence of one, 
organisations lack direction  
and become susceptible to 
making poor choices. 

It’s a reason why most deals 
produce a winner and a loser, 
when both parties should ideally 
be winners. It’s also the reason 
why most acquisitions don’t 
deliver the benefits stated in  
the business case.

Buyers commonly talk up the 
synergy benefits an acquisition 
will deliver but these synergies 
are rarely monitored after a deal 
is done, much less achieved.  
For this reason, more often than 
not the best M&A decisions are 
the deals organisations decided 
not to do. 

It is important for both parties  
to tread carefully, move at their 
own pace and be clear on  
what they are trying to achieve 
before proceeding.

Acquisition  
vs. 
organic growth? 

Section 1. 5
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Free  
cashflow
All important, ever diminishing. 
Free cashflow (FCF) is the cash  
left over after a company has 
paid its operating and capital 
expenditures. It is one of a 
company’s most important financial 
metrics alongside its wages bill  
(See page 16).

FCF = 

Cashflow from 
operations 

–    Capital  
expenditure 

 
 
FCF = 

Net income 

+    Depreciation  
and amortization

–    Changes in  
working capital 

–   Capital  
expenditures

FCF provides a strong indication  
of how effective a company is  
at generating and managing  
its cashflow, and its ability to 
facilitate growth.

Growth in FCF is typically a 
precursor to earnings performance. 

FCF is what separates  
corporatized businesses from 
backyard operations.

Compared to other sectors and 
professions, financial planning has 
traditionally been more profitable 
with higher levels of FCF but the  
shift to fee-for-service has seen  
FCF gradually disappear off  
balance sheets.

The shift to fees has also seen the 
gap between financial planning 
and accounting valuations narrow, 
despite the fact the majority 
of advice practices still charge 
percentage-based fees as opposed 
to the flat fees and hourly rates 
typically charged by accountants.

FCF has never been a feature of 
accounting firms’ balance sheets. 

There are around 9,000 public 
practice accounting firms in 
Australia, of which 83% are either 
sole practitioners or two-partner 
firms, according to CPA Australia1. 
Few accountants run corporatized 
business, which is not unlike  
financial advice.

Valuations 
The growing similarities  
between financial planning  
and accounting is reflected  
in recent valuations.

Accounting firms have 
consistently been valued 
at between 0.7 to 1.2 times 
revenue. Top firms can 
command up to 1.4 times. 

Historically, financial planning 
firms have attracted higher 
valuations, due to the passive, 
recurring nature of their 
revenue.

It wasn’t that long ago that 
financial planning businesses 
were attracting multiples of 
3.2-3.3 times recurring revenue 
across the board. That has 
come back considerably to 
around 2.5-2.7 times. 

Consider AMP’s move in 
August 2019 to change to its 
Buyer of Last Resort (BOLR) 
scheme from paying advisers a 
multiple of 4 times earnings for 
their businesses to 2.5 times.

But it’s not just valuations that 
are shifting. How businesses  
are valued is also changing. 
Client books are being sliced 
and diced multiple ways with 
each segment assigned a 
different value. 

For example, clients aged 
between 50 and 60 are valued 
differently to clients aged  
61-70, based on their profiles.

But the biggest change in the  
M&A space in the last year  
has been the evaporation of 
passive, recurring revenue. 

Buyers know that if they’re 
buying an advice business, 
they’re effectively buying an 
ongoing obligation to do work. 
This is why it is critical that a 
business is running efficiently 
and has the capacity to grow 
and win new clients.

or

Section 2.

Can you 
identify a  
good target?
- By Paul Barrett and Dominic Rollerson

6  - AZ Next Generation Advisory – Issue #1 7

1 https://www.cpaaustralia.com.au/~/media/
corporate/allfiles/document/professional-
resources/public-practice/practice-growth-
succession-module-4.pdf?la=en

https://www.cpaaustralia.com.au/~/media/corporate/allfiles/document/professional-resources/public-practice/practice-growth-succession-module-4.pdf?la=en
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Do you know 
what quality 
really looks like?

Understand  
your own reasons  
for wanting to buy  
a business
Your reasons should align with 
your business strategy. If they 
do, that’s great. If not, spend 
some time considering why 
there’s a mismatch. 

While an organisation’s strategy 
can be fluid, it should be clearly 
defined and easily articulated 
to stakeholders including staff, 
shareholders and clients.

If you’re only pursuing an 
acquisition to bolt on revenue, 
chances are you may end up 
bolting on problems too. 

Who & why
Have a solid understanding of 
who is selling. Business owners 
often define their business and 
client culture. Having a good 
understanding of their character 
and business ethos provides a 
great insight. 

Know why they are selling. 
This can highlight potential 
opportunities for the buyer but 
more critically it can identify 
potential risk factors. 

Both require some level of 
‘digging’ to get to the underlying 
who and why, but the digging is 
generally well worth the effort.

For example, the ‘who’ might be 
a financial adviser in their 60’s 
who has been in the industry for 
25 years and is well-regarded 
by their fellow peers (including 
you), staff and clients. The 
‘why’ is that they don’t want 
to undertake additional study 
required under FASEA at that 
stage of their business journey. 

In another contrasting example, 
the ‘who’ might be a financial 
adviser in their 50’s who has 
an overbearing ego and a 
catalogue of ex-business 
partners. He has received 
mixed feedback from peers and 
clients. The ‘why’ might be that 
grandfathered commissions 
represent a significant portion 
of the firm’s revenue and the 
adviser is not prepared to 
undertake the necessary work 
and consultation with clients to 
convert to ongoing advice fees.

Form your own opinion on 
which might represent the better 
opportunity out of the two.

Look for synergies
Buying a business shouldn’t 
make your life harder. Quite the 
opposite.

From the outset, think about 
how the acquisition will align 
with your own existing business 
model and service offering. 
If the plan is to integrate that 
business or book fully into your 
own business, do they have a 
similar service culture, costs, 
values and expectations? 

Notably, in our experience, 
clients don’t like feeling that their 
relationship has been sold to 
another party. They’re used to a 
certain level of service and they 
expect that to be maintained 
or upgraded at a similar price 
point. 

Next, are you able to utilise 
existing available resources 
effectively within the newly 
acquired business?

Allowing for the above and 
considering synergies in 
advance can minimise the risk 
of client and staff loss and 
maximise the positive impact on 
the bottom line of the business.

The best M&A 
opportunities 
usually involve 
businesses that  
you, or a connection 
already knows.
Compared to other industries, 
financial advice and accounting  
is relatively small so it’s not that  
hard to find out information about  
a company. 

It is prudent to speak to at least ten 
parties including principals, staff, 
clients and competitors to gather 
information on a company before 
entering serious discussions. 

If discussions progress, it is 
important to undertake extensive 
due diligence on a firm (see  
page 12). 

Be patient because the acquisition 
process can take 6-12 months, if 
not longer. (For example, we’re still 
talking to a vendor after four years.) 
The process can also be highly 
emotional, especially for vendors. 

Often they are negotiating the  
sale and transfer of their life’s work. 
If you’re prepared to be tolerant  
and understanding, you will end  
up learning more about them and 
the business. 

In some ways, chemistry is over-
rated and we’ve all been led astray 
by it (particularly in our youth), but 
chemistry is important when it comes 
to mergers and acquisitions. It is 
important for both parties to have 
a similar vision for the future and 
similar values and ethics. 

For example, at AZ NGA, we see 
ourselves as fiduciaries of our clients’ 
capital. This is the foundation of our 
corporate values and principles. 

As such, we want to invest in 
businesses that act as fiduciaries of 
their clients’ wealth. This mentality 
produces a strong alignment. 

It is also important to take a step 
back and consider how a vendor 
approached initial conversations 
and negotiations. How eager 
are they to sell? Do they appear 
desperate? If they came through a 
broker, how long has the business 
been actively on the market? 

For example, several years ago  
we were in third-round discussions 
with two comparable advisory firms, 
let’s call them Target 1 and Target 
2. Every discussion we had Target 
1 revolved around the business’ 
valuation. They were consumed with 
price and how we would value their 
company. Target 2 was also very 
interested in the valuation process 
but they spent considerable time 
talking about the importance of 
finding the right cultural fit, ensuring 
staff and clients would be properly 
taken care of, and learning about 
how we could help enhance their 
value proposition. 

We only did a deal with one of those 
companies. Three years down the 
track, the other one is still in the 
market looking for a buyer and,  
I hear, still focusing wholly on price.

Ultimately, whether or not a business 
is a good fit for your organisation, 
depends on your goals and strategy. 

 
 
 
General rules  
for identifying a 
quality business
•  A clear mission and strategy 

•   Specialisation  
in a particular niche 

•   100-200 clients being  
actively serviced, per adviser  
(a large tail of inactive clients 
is an indication that there are 
unaddressed legacy issues  
and therefore inherent risk)

•  Signs of organic growth

Top tips

“ Know why they are 
selling. This can 
highlight potential 
opportunities for 
the buyer, but more 
critically it can 
identify potential 
risk factors.” 

Section 2.

Buyers and sellers must truly 
understand each other’s motives. 
In order to experience a  
“win-win” transaction motives 
must be aligned.

Paul’s #1 insight...

98  - AZ Next Generation Advisory – Issue #1
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Does it  
all add up?

What is the purpose 
of due diligence 
(DD)? 
This is an interesting question as 
convention would say it is purely 
an exercise to identify areas of 
potential risk in a transaction. 

With that in mind, and to elaborate 
further, due diligence is about:

•    Examining the capability  
you are acquiring (not just  
the book of business);

•    Confirming the underlying 
numbers and key data;

•    Assessing the critical risks  
to ensure that a buyer is  
getting what they think they  
are getting; and 

•    Evaluating whether there’s  
a good chance that those 
numbers can be achieved as a 
minimum on a recurring basis 
into the foreseeable future. 

It is also about identifying and 
understanding the factors that 
may affect a business’ outlook and 
performance to determine if it can 
maintain or build its value in the future.

It is not necessarily entirely focussed 
on validating the purchase price 
of a business. That said, it is 
about validating the numbers and 
information which form the basis of 
that valuation. This is a subtle but 
important difference. The buyer will 
always need to remain focussed 

on establishing the true value in 
conjunction with the results of the 
due diligence.

As a risk-based document, a due 
diligence report can come across 
as a pessimistic document. This 
is important to note and put in 
context when reading the report. 
A well-rounded report may also 
help identify additional synergies, 
opportunities and benefits. 

AZ NGA now conducts deep dive 
DD into client segment profitability 
as a way to predict earnings 
stability. Once you have enough 
data-points (we have data on over 
100 businesses) and several years of 
monitoring firm performance, you 
can start using data to predict the 
future. It’s scary how accurate this 
process is.

Who should  
perform due 
diligence? 
Outside of business, human beings 
all do their own form of due 
diligence. Dating before marriage 
is the most common form. (I’ll 
leave each person to assess the 
effectiveness of their own due 
diligence in that area!!)

In highly regulated and rapidly 
changing sectors such as financial 
planning, a firm with experience 
conducting due diligence in that 
field may be well placed to identify 
potential issues and determine the 
potential impact of any risks.

However due diligence is not 
a substitute for building a solid 
business case for an acquisition.  
It acts to supplement that business 
case and the business owner  
should be the driver of that  
business case.

As mentioned before, whilst 
formal due diligence has its uses, 
informal due diligence can be just 
as important. Gut feel, the ‘pub’ 
test and background research are 
invaluable tools.

When considering who should 
undertake due diligence, it also 
comes down to availability 
since most business owners and 
professionals are time poor.

In the same way a client  
approaches an accountant or 
adviser for their expertise and to 
maximise their own time, a business 
can approach a ‘DD service 
provider’ for the same reasons.

Some firms like to use ‘big 4’ 
accounting firms for DD but in  
most cases, SMEs end up working 
with junior staff who are just  
starting out. SMEs are typically 
better off partnering with a local 
subject matter expert.

 

The limitations 
The easiest way to illustrate the 
limitations is by use of an analogy. 
Consider due diligence like a visit 
to your GP for a check-up.

It can only provide a point-in-
time analysis and potentially 
some pointers to what the future 
may hold. It is not a crystal ball. 
If something happens six days 
or six months later that impacts 
a business’ valuation, such as 
the loss of a major client or the 
introduction of new regulation, 
due diligence can’t always 
foresee that. 

Furthermore, the due diligence 
process is not exhaustive. It 
doesn’t examine every facet of 
a business. It doesn’t examine 
every client. It tends to focus on 
significant areas that are pre-
agreed by both the buyer and 
their due diligence professional. 

Similarly, a doctor only examines 
a handful of vital signs such 
as heart rate, blood pressure, 
breathing and temperature 
as part of a general check-up 
alongside any specific patient 
requests. A patient is unlikely to 
return a year later and take issue 
with the doctor for not picking up 
on arthritis in their ankle if they 
had not asked specifically about 
it previously. 

Fortunately, the due diligence 
process achieves its intended 
outcome in the majority of cases 
as the scoping and information 
requested focusses on those key 
risk areas. 

Another critical point is that 
DD does not by default always 
examine advice and service 
quality. It is not about quality 
assurance. It is therefore 
imperative that buyers assess  
the quality of a business’  
advice processes, audit and 
review advice files, and determine  
the ethics and values of  
business owners.

They should not rely on a 
vendor’s assurances or accept 
the word of a practitioner’s 
licensee or accreditation body. 
Where possible they should 
engage a third party specialist.

How much for  
due diligence?
The usual amount quoted  
within the M&A Industry for total 
transaction costs is around 3% 
upwards of the transaction value. 
That includes DD, lawyers etc. 

This also assumes a certain 
base level of DD is undertaken 
irrespective of size which can 
sometimes be uneconomical for 
certain size transactions.

BUS INESSES PR ICED 

$300,000 to 
$500,000

S TA R T S  AT A R O U N D 

$5000

BUS INESSES PR ICED AROUND 

$1m to $2m

A P P R OX . 

$10,000

B U S I N E S S E S  VA L U E D  AT 

$2m+

BUS INESSES PR ICED 

$500,000 to 
$1,000,000

I N  T H E  R A N G E  O F 

$5000 to $10,000

C O S T S  C A N  VA R Y  

$?

REVENUE QUALITY

Due diligence on businesses of this size typically  
focuses on a handful of clearly defined areas:

COMPLIANCE RISKS PROFITABILITY

SUSTAINABILITY

Due diligence will generally benchmark a  
business’ numbers against industry data and may  

analyse the potential impact of new ownership.

In our experience... 
the cost of due diligence varies 

depending on the size and 
complexity of a transaction...

$5,000 - $10,000++

Section 2.

DD from  
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Split your DD into financial and  
non-financial - making sure you  
do financial first. This allows  
you to agree commercial terms  
and avoid wasting time and  
money if you can’t.

Insight...
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Is it a  
good fit?

The key for anyone 
looking at acquiring  
a business is to 
look at a business 
through two lenses: 
financial and quality.
The logic behind checking the 
numbers remains the same. Part 
of it is mechanical and focuses on 
confirming the underlying supporting 
information. The other part is 
looking for ‘warning’ signs within 
those numbers and involves a more 
complex approach. 

Additionally, in a rapidly changing 
industry such post-Royal Commission 
financial services, quality is now 
more important than ever.

Buyers nowadays need to 
challenge assumptions and need  
to ask hard questions such as:

>   Can a business maintain its 
turnover, with the same number 
of staff, given the increasing 
compliance obligations?

>   Can the provision of services  
to a client be clearly evidenced  
by the business?

>    How quickly can a business  
adapt to change?

>    Is revenue future-ready?

>    Are client demographics 
supportive of long-term 
sustainable revenue or will there 
be large net FUA outflows?

>    Does the business acquisition 
increase the net profit % and  
free cashflows of the existing 
business?

Once you’ve completed your 
due diligence make sure 
you can clearly describe the 
following components of the 
target business to your board:

1.    
What is the  
culture of the firm?

2.    
Who are its  
people, their roles, 
remuneration, tenure 
and qualifications?

3.    
What are the firm’s 
sustainable earnings 
over the next three 
years? What are 
the synergies and 
free cashflows post 
financing costs?

4.    
How efficient is  
the firm? How do they 
use technology? 
Do they have an 
underlying process 
for doing things?

5.    
Who are the  
firm’s clients?  
How and what are 
they served? 
At what price?

While the fundamental principles of 
due diligence are consistent, a firm with 
experience in due diligence, and in a 
particular field, can add a lot of value  
and expertise.
Buying and selling businesses is emotional stuff. It’s easy to become 
emotionally invested in a deal, after weeks and months of discussions  
and this is when blind spots can arise. If a buyer is attached to an asset, 
it is sometimes difficult for them to be objective. 

L A N D M I N E

O R

G O L D M I N E

Section 2. 13
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Tips for  
M&A success...
Acquisitions can have a positive 
impact on net profit after tax 
(NPAT), however, the most 
optimal outcomes are achieved 
by following a considered 
process. Each stage in the 
process should be designed to 
deliver a clear, pre-determined 
outcome.

Our experience shows that 
successful acquisitions are much 
more likely where there is good 
planning and a smooth, timely 
integration of both businesses. 

For businesses in the AZ NGA 
network that are looking to 
make a tuck-in acquisition, 
we have developed a short 
questionnaire (see left) for them 
to complete.

Section 3.

Five questions every 
buyer should ask 

S T R AT E GY  

How does acquiring this business  
align to your business strategy?

C L I E N T S  

How does this transaction benefit  
the clients that are being purchased?

S E R V I C E  O F F E R I N G 

Are the service packages the same or 
different from your current offering? 
Review details of both businesses current service packages 

C L I E N T H E A LT H 

What are retention rates?  
Are there any clients in poor financial 
health?
Review client data

F I N A N C I A L S  

Is the business making a profit  
or loss and are they heavily geared? 
Review existing P&L and Balance Sheet

Is it worth the risk?

- By Paul Barrett

Investors need to consider 
a myriad of financial and 
non-financial metrics when 
evaluating a target but there is 
one critical piece of information 
that stands out from the rest.

There are half a dozen or so key 
financial metrics that analysts and 
investors hone in on to determine 
the health and performance of 
a company. They tend to focus 
on things like gross profit margin, 
revenue growth, free cashflow, 
operating expenses, return on equity, 
cost of capital, sales and the like.

But in the small-to-medium enterprise 
(SME) space, there is another critical, 
often overlooked, metric that is just as 
important and arguably more telling. 

This metric provides an insight into 
the level of complexity and efficiency 
inside a business, and when making 
an investment decision, it’s the 
number that I focus on the most. 

The most beautiful curve 
Over the past five years, AZ NGA 
has gained an interest in around  
65 SMEs, primarily in the accounting 
and financial advisory space. 
We work closely with these firms, 
intimately understand their P&L and 
balance sheets, and benchmark 
their performance.

Each business is unique. They are all 
different sizes; some employ three 
staff, others have 20 plus. Some are 
mature and established, others are 
relatively young. 

Unsurprisingly, when I look  
at their data altogether, it’s a 
scrambled mess. Some patterns  
are starting to emerge but, by  
and large, it’s all over the place.

However, there is one line of  
data that stands out.

When we plot the net profit after 
tax (NPAT) of our underlying 
firms against their wages bill, it 
creates the most ‘normal’ beautiful 
symmetrical distribution.

The data reveals three key insights 
about our network:
•   Firms with a wages bill under 

$500,000 are underperforming 
their peers;

•   Firms with a wages bill over  
$1.7 million are underperforming 
their peers; and

•    Firms with a wages bill between 
$500,000 and $1.7 million are  
out-performing their peers. 

There isn’t an obvious reason  
why businesses paying between 
$500,000 and $1.7 million in wages are 
outperforming, so we’ve spent a lot of 
time trying to understand the data. 

What does the  
data mean?
Wages are a proxy for size and 
at the smaller end of the scale, 
businesses struggle to leverage their 
fixed cost base effectively.

Every business has a minimum fixed 
cost base to maintain operations 
and successful businesses are able 
to leverage their cost base to build 
their revenue and derive benefits.

Firms with a wage bill under 
$500,000 typically have low margins, 
which makes them extremely 
vulnerable to external factors such 
as regulation, interest rates, volatile 
markets, poor consumer sentiment 
and an unhappy client.

Over the business cycle, these firms 
are likely to underperform.

However, big is not always beautiful.

There’s an assumption that bigger 
businesses are more profitable 
but, based on our benchmarking 
analysis, large practices grow at 
around 13% per annum; a much 
slower rate than medium-sized 
practices which clock in at 26%.

As businesses get bigger, headline 
revenue typically creeps up but 
they tend to become more complex. 
Complexity demands more staff, more 
highly-skilled staff and better systems 
and processes. The associated costs 
impact on profitability.

Furthermore, average people can, 
and often do, hide in big businesses 
because there’s so much going 
on and plenty of distraction. 
Accountability can be lax. More staff 
rarely equates to better service and 
more engaged clients.

A close examination of large 
businesses reveals that they can 
operate like a collection of small 
businesses. By employing pod 
structures and adviser-centric  
teams they become more and  
more inefficient and complex.

This is why one of an important 
metric when evaluating a business  
is its wage bill.

A high wage bill often signals 
unnecessary complexity.

We’ve learned that larger  
businesses are often just as bad  
as small businesses at leveraging 
their cost base. 

Generally, as medium enterprises 
grow and transition into a larger 
organisation they stop being a 
unified firm with a strong culture and 
a single way of doing things.

As a result, there’s usually a lot 
of duplication, inconsistency and 
poor communication inside these 
businesses. Ironically, they end up 
grappling with the same issues as 
much smaller firms because of the 
decentralised, pod-like nature of 
their business structure. 

In our experience, the tipping point 
is the $1.7 million wages mark. 

In a bid to stop the downward 
efficiency spiral, the knee-jerk reaction 
is to hire more people but that often 
only adds even greater complexity.

We don’t just observe these trends 
inside our network, we see them 
across the industry. 

The purpose of benchmarking 
isn’t to encourage or discourage 
principals to act a certain way but to 
make us more aware of the pitfalls. 
Our analysis simply tells us that if a 
business is not properly geared up 
for growth, profitability will take a hit. 

The financial metric  
for discerning buyers 
- By Paul Barrett

Studies have proven that most 
M&A transactions fail. The ones 
you don’t do are often more 
valuable than the ones you do.

To ensure M&A activity is a success 
for all parties, we recommend that 
you consider some of our insights 
and learnings.

Final Thoughts...
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It sounds logical and straight-
forward yet so many advice 
businesses have many additional 
layers.

This often adds unnecessary 
complexity and distracts from their 
core mission. Worst of all, it’s all for 
no real financial benefit. 

That’s not to say that businesses 
can’t develop other functions such 
as marketing, IT or scaled advice, 
it’s just that non-core areas should 
form part of an existing department 
like a balcony or minor extension. 

When new people join a business, 
they shouldn’t be left alone to 
build another floor and design 
new processes. They should 
be assimilated into the existing 
ecosystem and assigned a 
department.

If they come from another 
organisation with years of 
experience, the valuable ideas 
and suggestions they bring should 
be incorporated into existing 
processes. They shouldn’t be 
implemented side-by-side. 

Businesses should always foster a 
culture of continuous improvement 
and encourage their staff to think 
about better ways to do things but 
innovation needs to be pursued in 
the right context. 

New ideas should only be explored 
and adopted if they fit a company’s 
strategy and will help it achieve its 
mission.

Business owners also need  
to ask themselves: 

Am I good at this? Is this an area  
of sustainable competitive strength? 

If not, it’s better to say no, no 
matter how promising and exciting. 
Principals shouldn’t try and make 
a good idea or opportunistic 
acquisition fit into their strategy. 
I’ve seen too many businesses get 
tempted or flung off course by a 
seemingly cheap client book.

However, those with a clear 
vision and strategy are able to 
quickly assess the suitability of 
an opportunity and pass it up if it 
doesn’t fit. They are not afraid to 
say no. In fact, no is there starting 
position. (See ‘The culture of no’,  
on page 20)

Adopting a clean operating 
environment, being disciplined  
about saying “no” to the wrong 
things and taking an incremental 
approach to innovation can lead  
to game-changing enhancements 
with less risk.

This simple approach is beneficial  
for strategy execution and 
appealing to buyers. 

No-one deliberately introduces 
complexity and inefficiencies into 
their business but it creeps in 
gradually. 

With the cost of providing advice 
rising and revenues falling, all advice 
businesses need to diligently pursue 
process efficiency and operational 
excellence. Buyers and sellers can’t 
take profitability for granted. 

Do you know  
when ‘yes’ is bad  
for business?
Buyers looking to 
acquire a business 
can determine 
if a target is the 
right strategic fit 
based on their own 
assessment and 
responses to these 
questions. 

If a target passes this hurdle, a 
quality and future-ready revenue 
assessment is then conducted 
before moving to due diligence. 

Assessing the quality and 
sustainability of a business’ revenue 
ahead of due diligence can save 
considerable time and money. It 
also makes due diligence more of a 
formality. 

A quality and future-ready  
revenue assessment should look 
 for three key factors: 

•    Fees generated by the provision 
of advice and advice services;

•    Service and advice that adds 
value and clients are willing to  
pay for; and

•    Sustainability of revenue. 

This is critically important in  
the current environment.

Keep it clear  
and simple 
Whether you’re looking to acquire 
a business in the near future or 
preparing your business for sale, 
simplification is beneficial. 

Some of the strongest performing 
advice businesses also happen to 
be the simplest. They have a simple 
strategy and relatively simple 
operational eco system. The latter is 
the outcome of the former. 

There is usually one clear leader, 
one clear mandate and one clear 
way of doing things. 

–
At AZ NGA, we are 
obsessed with achieving 
business simplification.
–
Just like professional advisers are 
ultimately about helping their clients 
eliminate financial complexity from 
their lives and securing financial 
certainty, we are focused on 
partnering with entrepreneurs to 
implement and maintain clean 
operating structures and grow 
profitability.

The way we often think about our 
portfolio of accounting and advice 
businesses is like a city skyline. 
Across the city there are buildings 
of all different shapes and sizes. 
Some are sky-scrappers, some are 
integrated hotels and shopping 
centres, and others are terraces.

This department exists solely to 
produce Statements of Advice 
(SOAs), Records of Advice 
(ROAs) and related advice 
documentation. It utilises one 
core system and continuously 
invests in that system.

A D M I N I S T R AT I O N

This department is focussed 
on ensuring that the financial 
advice recommendations are 
implemented efficiently utilising 
platforms and other systems.

I N V E S T M E N T S 

This department is responsible 
for the packaging, ongoing 
management and monitoring of 
client portfolios.

C O M P L I A N C E  A N D  
Q UA L I T Y  A S S U R A N C E

This department is responsible for 
ensuring advice processes are 
followed, recommendations are 
appropriate, and all licensing and 
regulatory requirements are met.

In our network, the most 
successful financial 
planning businesses  
are akin to low rise 
buildings with 4-6 levels. 
Generally, they have  
four key departments:

P L A N  P R E PA R AT I O N

- By Paul Barrett
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Most financial advisers are 
personable people. 

Their personality and natural 
disposition is what makes them so 
good at their job. They can get 
people to open up and talk about 
their goals and aspirations. They 
can challenge them to save and 
invest for the future. 

Agreeable people are also prone 
to saying yes all the time, which is 
bad for business. 

It is the reason why so many 
advisory firms offer a hotchpotch 
of uncoordinated services, hire 
extended family and have large, 
unmanageable (and unsalable) 
client bases. They entertain bad 
ideas for way too long, whether  
it’s a potential acquisition or pets 
in the office, and they end up 
sponsoring every marathon,  
bike ride and primary school within 
a 10 km radius.

Advisers who say yes all the time 
(or just can’t say no), typically don’t 
have a clear business model or 
strategy. If they don’t start saying 
no and, importantly, understanding 
why they’re saying no, they won’t 
be in business for long in today’s 
tough operating environment. 

As an investor in accounting and 
advisory firms, AZ NGA says no to 
potential targets at least 10 times for 
every business we invest in. 

We’re looking for entrepreneurs who 
can say no to the wrong things. 

A sign of a business that probably 
says yes too often is strong top 
line revenue growth but poor profit 
growth. These businesses are 
creating tomorrow’s problems with 
today’s solution. 

When we meet with their leaders  
and ask them to describe their 
target client, detail their value 
proposition and explain how they 
deliver their value proposition,  
they provide vague responses.  
If we ask their advisers and key  
staff the same questions separately, 
we get multiple, different responses. 

However, businesses that are 
successfully growing their 
profitability have a clear vision, 
purpose and strategy which comes 
from the top, and that vision 
and strategy is communicated 
and socialised to all staff and 
stakeholders.

The most junior member of staff 
understands that strategy and  
how they fit into the bigger picture. 

Strategy guides the organisation’s 
decision-making. It empowers the 
board and management to be 
disciplined about who and what 
they give their time, resources and 
energy to. 

It’s a culture that says  
‘it’s okay to say no’. 

Advisory firms with a “no” culture 
typically have clean and simple 
back-office infrastructure; highly 
efficient and coordinated systems 
and processes; fewer staff but 
higher staff satisfaction; better cost 
management; and higher client 
engagement.

Basically, they make more money 
and fewer mistakes. 

In the AZ NGA network this 
dynamic is playing out. One of 
our largest firms provides general, 
holistic advice to two specific client 
segments. It never deviates from its 
target client. This business is one of 
the most profitable with the lowest 
employee cost to revenue ratio, and 
highest client and staff satisfaction. 

The risk of  
saying no
A “no” culture sounds contradictory 
to many leadership books on 
innovation and growth.

CEOs are lauded for daring to try 
something different, taking greater 
risks and failing quickly.

There is nothing inherently wrong 
with saying yes. Business owners  
just need to be selective about  
who they say yes to. 

One firm in the AZ NGA network 
says “yes” to almost every doctor, 
surgeon and medical professional 
that walks through their door. 
Another practice specialises in 
UK expats. Both firms say yes a 
lot but they’re crystal clear on 
the business they’re in and not 
in. That clarity extends beyond 
just client acquisition. It flows into 
staff recruitment, vendor selection 
and their approach to continuous 
improvement. Only ideas and 
proposals that align to their strategy 
are explored.

In the same way, saying yes to 
everything exposes businesses to 
the risk of saying yes to the wrong 
things, saying no all the time, 
exposes them to the risk of missing 
out on opportunities. 

The key is the knowing which 
opportunities to pass on, which 
ultimately boils down to having a 
clearly-defined strategy. 

Section 4.

The  
culture  
of no
The strongest performing 
businesses in our portfolio 
have a “no” culture. 

They say no a lot. 

They have strategic clarity, and 
a simple operational environment 
that delivers a well understood 
value proposition, again and 
again and again…

Business owners and executives 
who love to say yes (or just can’t 
say no) are creating an unhealthy 
company culture, unnecessary 
complexity and future problems. 
If they want to maximise profit 
and avoid costly mistakes,  
they need to start saying no.

– By Paul Barrett

“ We’re looking for 
entrepreneurs who 
can say no to the 
wrong things.” 
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Disclaimer: This information has been prepared and issued by AZ Next Generation Advisory, ABN 57 167 960 018. It contains general information only and is not intended to  
a substitute for professional advice or services. No entity in the AZNGA network shall accept responsibility for any loss sustained by any person or entity that has arisen from  
reliance on this information. Copyright @2019 AZ Next Generational Advisory (ABN 57 167 960 018) All rights reserved. 

Paul Barrett 
Chief Executive Officer  
AZ NGA

Paul established AZ NGA in 2015, after 
a stellar career as a senior executive at 
some of Australia’s largest banking and 
financial services institutions including 
the Commonwealth Bank of Australia 
and ANZ Bank.

He has over 20 years’ experience  
in wealth management.

Originally from New Zealand,  
Paul graduated from Victoria University 
in Wellington with a Bachelor of 
Commerce and Administration, majoring 
in Accounting and Commercial Law. 

He came to Australia in 1998 and held 
roles with Connelly Temple, Rothschild 
Australia Asset Management and 
Fiducian Financial Services before 
being appointed General Manager 
of the CBA’s Financial Wisdom dealer 
group and later General Manager of 
Distribution for the bank’s wealth arm, 
Colonial First State. 

After seven years at the CBA,  
he joined ANZ Wealth Management, 
rising to Managing Director,  
Global Advice and Distribution. 

Paul is an unapologetic  
All Blacks supporter.

0419 402 319  
paul.barrett@aznga.com 
– 
aznga.com 

Paul Brain
Chief Operating Officer 
AZ NGA

Paul established AZ NGA in 2015.  
He is a former management consultant; 
who has successfully implemented 
capital programs valued in excess of 
$100 million for both domestic and 
international clients.

Originally from the United Kingdom, 
Paul graduated from the University 
of Manchester Institute of Science 
and Technology with a Bachelor of 
Science in Pure Mathematics. He later 
joined Westland Helicopters as a real 
time software developer for mission-
critical systems for helicopters. He was 
promoted to Principal Engineer on the 
UK Army Apache Attack Helicopter 
Programme, before migrating to 
Australia. 

Paul’s experience in finance, insurance, 
airline and defence industries - 
combined with his ability to apply his 
engineering discipline to problem 
solving and design - ensures he brings 
operational excellence to AZ NGA. 

Dominic Rollerson
Director  
McKinley Plowman

Based in Perth, Dom has over 20 years’ 
experience working with businesses in a 
wide variety of industries and sectors in 
both Australia and the United Kingdom.

He is passionate about applying  
his knowledge, experience and skills to 
help entrepreneurs identify and achieve 
their goals, whether they’re establishing 
a start-up or running a large listed 
company.

With a high level of expertise in business 
planning and structuring, and business 
acquisitions and disposals, Dom 
understands the essential ingredients 
to make a great business. He is results-
driven but has a personable manner  
and is easy to work with.

Dom heads up Incisive DD, a division  
of McKinley Plowman. Incisive DD 
provides Due Diligence and related 
support services to a wide range of 
businesses, with a specialisation in 
financial service oriented businesses. 

Dom is a member of the Chartered 
Institute of Accountants of Australia, 
Chartered Tax Advisor, Fellow of the 
Association of Chartered Certified 
Accountants, Fellow of the Chartered 
Institute of Secretaries and Fellow of the 
Governance Institute of Australia.

He is committed to ensuring that 
McKinley Plowman’s clients receive an 
unsurpassed level of service.
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