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Introduction

Private equity capital continues to flood into the IT services sector, but premiums go only to
firms that can prove scale, predictability and professionalization. The rest are priced as projects,
not platforms.

Your valuation multiple is no longer just a number; it's a real-time signal of scalability, resilience
and operational maturity.

This article translates investor valuation criteria into an operator-grade playbook. It outlines
eight core value drivers that determine whether your IT services firm earns a single-digit
multiple or commands a premium double-digit one.

Each driver explains why it matters, what good looks like, how to operationalize it and how to
measure progress. Mastering these levers together elevates both your monthly cash flow and
your enterprise value.

Key Value Drivers

Eight drivers that separate a single-digit valuation multiple from a double-digit one.

Single Digit Double Digit

MULTIPLE

o Revenue Scale <$20M >$50M

oz Revenue Growth <10% >15%

o3 Recurring Revenue <50% Recurring >70% Recurring
o4 Revenue Retention <70% >90%

os  EBITDA Margins <10% >20%

os  Top10 Clients % >70% <30%

o7 Operating Metrics/KPI Weak Strong

os  Automation/IP Minimal Differentiated
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1. Revenue Scale

Why It Matters

Scale reduces perceived risk and attracts more buyers. Larger IT services firms with higher top-

line revenue enjoy stronger vendor leverage and can sustain institutional processes that drive
predictability.

Investors consistently pay 10 to 14x EBITDA for IT services firms exceeding $20 million in
revenue with mature systems, while smaller firms trade at 5 to 7x EBITDA. Crossing this
threshold signals platform readiness and the operational sophistication buyers value most.

What Good Looks Like
=) (©
m Revenue > $20 million; EBITDA = $3 million

Revenue = $20M Recurring = 70%
m Recurring revenue = 70% of total EBITDA > 33M

m Diversified client base across industries and geographies

m Documented and standardized offerings @
&

Diversified base Documented &

p | ay boo k across sectors & regions standardized offerings

1.Standardize offerings: firms with standardized bundles grow at roughly 2X the rate of those

without, deliver three times higher margins, and enjoy sales cycles that are about one-third
shorter.

2.Build a sales engine: transition from founder-led selling to a structured, metrics-driven sales
function with defined roles and targets.

3.Practice CRM discipline: use your CRM rigorously to capture data that identifies what's not
working. In three IT services firms that broke the $100 million mark, leaders focused heavily
on harnessing CRM insights to drive growth.

4. Institutionalize governance: establish a board cadence, assign KPI ownership and maintain

disciplined forecasting. Those same firms were metric-focused and updated their forecasts
every month.
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Metrics & Cadence

Trailing-twelve-month revenue and EBITDA
New MRR versus churn
Pipeline coverage (3x next-quarter target)

Revenue per FTE

OQutcome

Crossing $20 million in revenue establishes credibility as a platform, reduces risk premiums and
earns double-digit valuations.

2. Growth Rate

Why It Matters

Flat growth is the quickest path to a single-digit multiple. Buyers aren't buying history; they're
buying momentum. They look closely at your three-year compound annual growth rate (CAGR)
to ensure it's both consistent and achievable without excessive risk.

Sustained annual growth of 15% or more proves scalability, repeatability and strong market
positioning. Consistency is more valuable than occasional bursts of unrepeatable expansion.

What Good Looks Like

Three-year CAGR = 15%
Balanced mix of new logos, expansion and cross-sells
Month-over-month lead-velocity growth

Customer acquisition cost (CAC) payback period <12 months

O © & ©

3-yr CAGR 2 15% Balanced revenue mix Lead velocity CAC payback

new, expansion, cross-sell month-over-month growth <12 months
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Playbook

1.Standardize offerings: firms with standardized bundles grow at roughly 2X the rate of those
without, deliver three times higher margins, and enjoy sales cycles that are about one-third
shorter.

2.Build a sales engine: transition from founder-led selling to a structured, metrics-driven sales
function with defined roles and targets.

3.Practice CRM discipline: use your CRM rigorously to capture data that identifies what's
not working. The firms that broke the $100 million mark focused heavily on harnessing
CRM insights to drive growth.

4. Leverage the customer success team: tie CSM compensation to upsell metrics and,
during QBRs, ask clients "What keeps you up at night?" rather than focusing on ticket
details. The right questions drive expansion.

5.Decompose growth by client acquisition, expansion and retention.
6.Build vertical playbooks: specialize in one or two new verticals per year.

7.Use selective M&A for geographic, capability or service expansion.

Outcome

Consistent, predictable growth of 15% or more signals a high-performance, scalable firm and
commands premium valuation multiples.

PREMIUM MULTIPLE

Year1 Year 2 Year 3 Year 4 Year 5
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3. Recurring Revenue

Why It Matters

Revenue predictability is the currency of valuation. Each dollar of recurring revenue can be
worth up to three times more than one-time project revenue. IT services firms with 70% or
more recurring revenue are 60% more likely to trade at premium multiples.

0%+ —60%

RECURRING REVENUE MORE LIKELY TO TRADE
AT A PREMIUM MULTIPLE

What Good Looks Like

Recurring revenue = 70 to 80%

Multi-year agreements with auto-renewal and escalation clauses

Standardized SLAs and renewal structures

Playbook

1.Standardize offerings: firms with standardized bundles grow at roughly 2X the rate of
those without, deliver three times higher margins, and enjoy sales cycles that are about

one-third shorter.

2.Practice CRM discipline: use your CRM rigorously to capture data that identifies what's
not working. Successful firms leverage CRM insights to drive growth.

3.Leverage the customer success team: CSMs often generate more revenue than the
sales organization, so involve them early to start conversations.

4. Transition break-fix clients to managed contracts: many break-fix providers never convert
clients to recurring maintenance agreements, fearing margin erosion from rising costs.
Stronger firms negotiate maintenance contracts with escalation clauses or pricing collars

that adjust based on delivery costs.
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5.Introduce annual escalators: while clients expect efficiency gains, reassure them those
efficiencies are already reflected in your pricing. Good clients understand that retaining top
talent requires annual merit increases and anticipate modest price adjustments.

OQutcome

Recurring revenue transforms volatility into predictability, and predictability commands
premium valuation.

RECURRING REVENUE COMMANDS

— =il

VOLATILITY PREDICTABILITY PREMIUM VALUATION

unpredictable swings steady, recurring base a higher multiple

4. Revenue Retention

Why It Matters

Retention is the ultimate vote of confidence. It measures your ability to grow revenue from
existing clients, even without new sales. A firm with 105% net revenue retention (NRR) doubles
revenue in seven years without adding a single client; one at 85% stagnates. High retention
proves client trust, pricing power and long-term viability.

What Good Looks Like @

, o , o

m Gross revenue retention = 90%; net revenue retention 2100% 2750, Annual ehorn <10%
NRR =100%

B Annual churn <10%

m Upsell and cross-sell =2 15% of total growth
m Documented renewal process with CSM ownership
Upsell & cross-sell Documented renewals
>15% of growth with CSM ownership
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Playbook

1.Measure GRR and NRR monthly and share results with leadership.
2.Launch a structured renewal process 120 days before contract end dates.
3.Create dedicated CSMs accountable for retention and expansion.

4.Use CSAT and NPS to detect early churn signals.

5.Build a "tiger team" to address issues for customers flagged as red or yellow, ensuring

timely resolution and clear communication.

Outcome

Firms with NRR above 100% and stable churn profiles demonstrate customer loyalty and
predictable revenue growth, earning higher multiples.

5. EBITDA Margins

Why It Matters

Valuation multiples expand with margin expansion: every 1% improvement on a $20 million IT
services firm adds $200,000 to EBITDA and up to $2 to 3 million in enterprise value. Margins
greater than 20% signal cost discipline, efficiency and scalable systems.

+$2M to $3M
+S200K 7 ENTERPRISE VALUE

ADDED EBITDA

1%

IMPROVEMENT
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What Good Looks Like

m EBITDA =2 20% EBITDA = 20% Gross margins > 40%

m Gross margins > 40%

m Clean financials with minimal adjustments
B Scalable processes and systems @
Clean financials Scalable processes
minimal adjustments & systems
Playbook

1.Standardize offerings: firms with standardized bundles grow at roughly 2X the rate of
those without, deliver three times higher margins, and enjoy sales cycles that are about
one-third shorter.

2.Implement customer and line-of-business profitability analyses that include shared
costs. Many companies discover that some large clients generate significant losses that
erode margins, while inflated margins can put good customers at risk of attrition. These
analyses help determine whether the issue is pricing or delivery productivity.

3.Track utilization, tickets per technician, cost per ticket and price per device/person
against benchmarks to spot cost imbalances.

Outcome

A 20%+ EBITDA margin reflects a high-performing, operationally mature IT services firm
capable of commanding double-digit valuations.

6. Client Concentration

Why It Matters

TOP CLIENT

Diversification is more than risk mitigation: over-
reliance on a few clients creates revenue cliffs
that buyers penalize heavily. Reducing client
concentration demonstrates revenue durability

and Scalablllty' CONCENTRATED DIVERSIFIED
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What Good Looks Like

m Top client < 25% of revenue; top ten clients collectively < 30%
Top client <25%

m Clients are in emerging or stable industries top ten < 30%

m Strong pipeline of mid-tier accounts

Emerging or stable
industries

Playbook

1.Calculate the percentage of revenue from your top clients. Strong pipeline
of mid-tier accounts

2.Expand mid-tier accounts to reduce reliance on the top tier.
3.Embed renewal protections and cross-sell opportunities to broaden revenue streams.

4. Track NPS and CSAT for customers representing 80% of your revenue.

OQutcome

Reducing concentration signals stability and lowers risk premiums in valuation models.

7. Operationalized KPIs

Why It Matters

What gets measured gets managed, and what gets managed gets valued. Institutional KPI
tracking demonstrates data-driven governance and investor readiness.

What Good Looks Like

m Comprehensive dashboards across finance, service, customer and people metrics that are
used to run the business

m Assigned owners for each KPI

m Automated reporting and variance tracking
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Playbook

1.Identify your top 20 core KPIs (e.g., EBITDA, growth, MRR%, NRR, utilization, retention).
2.Automate dashboards so data flows without manual intervention.
3.Assign ownership and review metrics weekly, monthly and quarterly.

4. Conduct quarterly data-integrity audits to maintain accuracy.

Outcome

Institutionalized KPI discipline builds buyer confidence and smooths due diligence, directly

enhancing valuation.

INCONSISTENT METRICS DEAL CLOSE

friction, delays, repeated questions

¥ LOWER PRICE

INSTITUTIONALIZED KPIs
fast, clean, verified A
\ PREMIUM PRICE

8. Automation and Digital Backbone

Why It Matters

Automation is the bridge between today's IT services firm and tomorrow's Al-powered services
firm. Buyers pay for process |P: automation creates recurring efficiency and scalable margin

expansion.
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What Good Looks Like

Unified PSA/RMM stack with automation for ticketing, billing and onboarding

Integrated quote-to-cash workflows

:m

. . . g

Self-service client portals and analytics dashboards — 8-
Unified PSA/RMM Quote-to-cash

Playbook

(aat)

Self-service portals

1.Map core processes and identify repetitive steps.

2.Implement automation platforms that integrate across tools.

3.Start with high-ROI workflows such as patching, billing and reporting.
4.Engage staff to design automation improvements and encourage adoption.

5.Track time saved and quality metrics quarterly to quantify impact.

Outcome

Automation compounds margin and scalability, converting operational efficiency into
enterprise value.

Your Next Step: The IT Services Firm
Value Scorecard

Whether you have every metric at your fingertips or just a general sense of your firm's
performance, the IT Services Firm Value Scorecard will benchmark your business against top-
quartile IT services firms across all eight valuation drivers.

You'll receive a confidential assessment and personalized action plan from CFOforIT that
guantifies your valuation gap, and the steps to close it. Most firmms complete the initial
scorecard in under 60 minutes, and we can help fill in any data gaps together.

Every quarter you delay improving these drivers costs you future enterprise value.

Contact CFOforIT for your diagnostic and schedule a consultation at CFOforIT.com.

CFOforIT
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About CFOforlT

CFOforlT is a fractional CFO firm and finance-first advisory built exclusively for MSPs, VARSs,
and IT services firms that want to scale profitably, operate with confidence, and maximize
enterprise value.

Led by executives who have helped grow multiple IT services companies from under $20
million to over $130 million in revenue and executed more than 20 acquisitions, CFOforlT
combines deep industry insight with proven financial architecture.

Our approach turns finance into a strategic operating system: integrating cash
management, pricing discipline, forecasting, and KPIl governance into the daily rhythm of
leadership.

Whether preparing for growth, pursuing acquisitions, or positioning for exit, we work directly
with CEOs and leadership teams to build data-driven visibility, optimize EBITDA, and unlock
valuation multiples that reflect the true strength of their business.

CFOforlT partners with leadership teams to build the systems, metrics, and cadence that
drive operational maturity and value creation; because in IT services, sustainable profitability
isn't a mystery; it's a discipline.

www.CFOforlT.com

Sources: TSIA, CRN, Channel Futures, Datto, Kaseya, ConnectWise, Evergreen Services Group & NinjaOne.
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