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CONSULTING DEFINED

INTRODUCTION

Many firms (and organizations) use busness consultants as key patners in the continuous
improvement of their operations. This “user-friendly manud” can assst your firm in making the
best use of consulting services.

The authors graefully acknowledges the assstance of the following sources, which were used
extensively in developing this publication:

- Howto Select a Management Consultant and Get Your Money's Worth, The Institute of Management
Consultants (IMC).

- Hiring a Consultant, Technology Management Group.

- Howto Sdlect and Use Management Consultants, The Association of Management Consulting
Firms (ACME).

- Sarting an Independent Consulting Practice the U.S. Small Business Administration.

- When and How to Use a Consultant, Public Administration Review, Sept./Oct. 1978.

WHAT ISCONSULTING?

Consulting is a Service

The ultimate purpose of every consulting engagement is to make something happen in the client
organization tha will improve its performance. Change, for the better, is the ultimate measure of
success. Thus, in smplest terms, consulting is a service to help companies manage change.
Consultants are independent outsiders who, for afee, undertake a specific assgnment, serving as an
agent of change.

What Consultants Do

Depending on the problems and issues facing a firm, a consultant may offer one or more of the
following services:

- Provide extensive experience or capability on atemporary basis,

- Offer expert knowledge and technical skillsfor special functions or technical areas,

- Serve as a catalyst to complete an important job on time,

- Provide an impartia viewpoint for afresh, unbiased approach to a difficult problem, or
- Handle confidential matters of a sensitive nature.

Occasiondly, a stuation will require tha a consultant be retained until in-house capabilities are
enhanced by adding qualified, permanent staff.



Tasks Performed by Consultants

Although the day to day duties of a consultant may vary based on the requirements of eech
individud client, in generd, consultants perform the following tasks. problem definition, strategic
planning, implementation, training, counsding, andyss, design, evduation, testing, reporting,
research, concept and idea generation and inventing.

Profile of a Typical Consultant

Consultants are usually:

- Sole proprietors or independent contractors (not employees) who offer, for a fee, specific
services.

- Individuas assigned to complete a specific task or project within a specific period of time
(typically without along-term commitment).

- Foecidists and professonds possessing expertise, experience, skills and knowledge within a
defined field or fields.

- Advisors, counselors, or objective third parties who aoply their knowledge to solving a
specific problem.

Generalist versus Specialists

Consultants, as with most disciplines, can be divided into ether generdists, who may have a wide
range of skills and experience, or specidists, who may specidize in a paticular field. A good
comparison can be made between consulting and medica care. A generd practitioner (generdist)
can check a patient's (firm's) overdl hedth to ensure generd hedth and spot any broad problems
which might exist. A specidist may be necessary fter the problem has been identified and action is
necessary. As is the case with a medicad doctor, it is unwise to wait until the company is very sick
before calling in a consultant.

Technica consultants and consulting engineers generdly specidize in eectricd and dectronic work,
product design and prototyping, operations and production work, automation, mechanica design
and engineering and materialstesting.

Consultants’ Areas of Expertise

Consultants may specialize in awide variety of fields, including:

- Recruiting - New product definition
- Outplacement - Engineering

- Acquisitions - Design

- Divestitures - Advertising

- Mergers - Technical writing

- International marketing - Manufacturing

- Sales - Lega

- Marketing - Quality control

- Quality assurance - Safety
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- Management - Data processing

- New business ventures - Finance

- Personnel - Public relations

- Training ~- Research and devel opment
- Packaging - Security

WHY HIRE A CONSULTANT?

Stimulus/Why Consultants are Needed

Society continues to make great strides in technology and communications. The resulting complexity
reguires us to become a nation of specidists. Two examples of this trend can be seen in the medicd
and legal professions. Graduates in these professions are increasingly choosing to emphasize specific
disciplines. The number of general practitioners continues to decrease annudly. Consultants can
provide specific expertise to address clients' needs.

Conaultants are often brought in to andyze Stuations from an objective, unbiased viewpoint.
Consultants play an important role in service and support functions such as accounting and legd
matters. Hiring additiona staff for a firm is more expensive than using consultants for specific
short-term projects.

Regardless of the stimulus, the assstance sought from a consultant is likely to fdl into one or more
of the following categories.

The ned fa an indgoendat Vien. Outside consultants can often provide an independent, fresh
viewpoint that is free from personal interest, internal loyalties or preconceptions.

A requirement for expertise not available within the firm. Consultants can bring to the project specialized
skills and information resources that are often not avalable within the client organization. Even
large organizations have difficulties identifying sufficient quantities of in-house competencies
quickly and in the quantity needed. Supplementing limited ingtitutiona capability with outsde
resources is often the only effective way to sufficiently cover gaps in in-house expertise.

Ressnsd enary. Many times, the decision to use a consultant is ultimately based on economics.
If the use of consulting services will save the firm money or hep it become more effective or
efficient, it should consder engaging a professond consultant . In addition, unless the
specidized services of a consultant are needed full-time and on a continuing basis, smple
prudence dictates the use of part-time consultants rather than hiring permanent staff.

The ned to expand Gpability an a "aadi’ bess Occasiondly, a Stuation will arise which requires a
firm to augment its existing staff with consultant help as away of speeding up work in progress
to enhance the timeliness of arush project or handling a problem which couldn't otherwise be
handled while discharging other responsibilities.



The anfidetid handing d a sgtive Stuation. Some organizationd Stuations such as mergers,
divestitures and reorganizations require a high degree of security, which might not be available
from permanent employees of the firm, especialy if the situation affects them.

ROLES SERVED BY CONSULTANTS

There are severd different roles that consultants assume when interacting with clients. The firm
should discuss gppropriae roles with the consultant prior to the beginning of the engagement.
Based on the work to be done, the consultant may assume one of the following roles:

Advocate. The consultant can serve as ether a process advocate or a content advocate. A process
advocae atempts to influence the methodology of the problem-solving efforts. A content
advocate attempts to influence the choice of goals and the means for attaining them.

Infarmetion Spagaid. This is the traditiona consultant role. The client is respongble for defining
the problem and the extent of the engagement, while the consultant is responsible for carrying
out the project based on the client's previously-defined parameters.

Traing (Educator). In the role of atraner, the consultant helps the client understand and utilize
new technologies, methods or processes.

Problem-Solver. In this role the consultant works closdy with the client, as a peer who has specid
skills and knowledge, to define the problems and help solve them.

Facilitator. The consultant functions not as a participant but as one who identifies alternatives and
makes the appropriate link with resources to solve the client's problems.

Fad Findg. This is a research role and can include both primary (observation) and secondary
(prepared statistics, reports, analyses, etc. ) research work.

Prazs Caunda. The consultant's magor focus is on the interpersonad and group dynamics
affecting problem resol ution.

Observer. In this role, the consultant asks a series of questions that help the client clarify and
confront problems and make decisons. The consultant does not communicate idess or make
recommendations to the client and is not responsible for the outcome of the project.

Whatever role is chosen for the consultant in the engagement, it should be based on his or her
gudifications. For example, a consultant whose primary skill is andytica might be best quaified for
afact finder role, rather than arole as a process counselor.



PREPARING THE FIRM TO WORK WITH A CONSULTANT

FUNDAMENTAL GUIDELINES

In order to achieve a successful consulting engagement, the following fundamental guidelines should
be observed:

Hande Cavpany Prdders in Thar Infang. Don't dlow a problem to become so serious as to be
unmanageable before calling in professiona help. No one can help aterminally ill patient.

|sdate the Prddem to be Addresssel_In order to identify what type of assstance is needed, or which
consultant is best for the engagement, the company must first have a cler understanding of the
nature of the situation and its scope.

Ddinethe Expated Outcamed the Engagarant. Define the problem or opportunity, including the reason
for undertaking the project and an estimate of the potentid benefit to be achieved. The definition
aso should include information about the conditions for the problem's resolution, the end results to
be achieved and any company rules or limitations within which it must be solved.

Inteviev Paetia Cauitants Cardully. The consultant should possess objectivity, dso be well qudified
to meet the requirements of the project in terms of experience, organization and resources. The
"chemistry" that exists between the consulting team and the client's personnd with whom they will
work also deserves consideration.

Chak Rdaexs Of particular interest during the reference check should be the degree to which the
consultant has had experience directly related to the proposed engagement. The organization should
aso decide if number of referencesto check and whether references other than those volunteered by
the consultants are to be contacted.

Examne Prqoosals Thaaudly. Each consultant's proposd should be reviewed and compared with the
others submitted. Use the proposal of the consultant selected to draft contract language, including a
well-defined scope of work and specific deliverables or end results of the engagement.

Agee an Mutud Obligetians The dient and the consultant share responsbility for defining the
purpose, scope, time and cost of the study. Findings and recommendations devel oped during a study
have practical application only if the client understands them, challenges them and accepts those that
are best suited to the firm's needs.

Prepare Yaursdf to Wak With the Canadtant. In order to produce a successful end result, review the
naure of the problem, the company and the consultant in comparison with the work to be
undertaken. To prevent the development of rumors and morale problems, inform the staff about the
purpose of the project, its reaionship to ther job assgnments and the importance of their
cooperation.



Kep theLinessd Camunictian Opan. The consultant will need free access to ideas and information of
the dlient's management and staff. Management should keep abreast of the project's progress and
problems and support the consultant's work. Hold periodic meetings to assess progress and make
certain that the anticipated results of the study are reasonable and attainable. The staff should be
instructed to cooperate fully and politey with the consultant that will speed the progress of the
project and therefore reduce the intrusion into the employees dally routine. A single, strong liaison
point through which the consultant can obtain necessary staff assstance may help smooth the
process as well.

Capturethe Canadtant's A dviee Make the best use of the consultant during the engagement and ensure
that the firm absorbs as much of the consultant's knowledge as possible.

Ad o the Caaltant's Renmmendiatiass The fina decison and respongbility to take action are the
firm's. Make sure that the recommendations that are accepted are implemented or no change will
take place. At suitable intervas, reports might be required to monitor the progress being made in
installing or implementing the recommendations.

Mexare the Readts When an engagement is completed, evduate the cost of the consultant and
measure the part that the client's staff played in making the project a success . In some cases, savings
may be evident immediately. In others, the changes may not pay off until sometime later and then
only as one of many contributions to the company's success. Some of the positive signs to look for
include the following:

- The engagement was carried out with minimal disruption within the organization.

- The cost and time estimates were realistic.

- The recommendations were complete, timely and realistic.

- The consultant's recommendations have been implemented.

- Staff members received new knowledge and have become more valuable to the organization.
- Y ou would use the same consultant again.

DEFINE AND PREPARE

Problem Definition

Before engaging a consultant, first investigate the nature of the problem. Performing a preiminary
anaysis will help identify the actud (as opposed to the gpparent) problems confronting the firm. In
addition, this will help determine where to look for help. Money and effort have been wasted or
misdirected because managers have focused upon how to reach a solution to what seemed an
obvious problem, rather than first penetrating the symptoms to find the deficiencies which need to
be remedied.

Generdly, apreliminary analysis consists of the following three steps which will assist in defining the
problem.

1. Collect and andyze the facts, making sure to separae important and relevant information
from superficia and irrelevant data.



2. | dentify what has crested and is sustaining the problem. The solution often becomes gpparent
when the causes are known.

3. Determine the conditions for solving the problem and achieving the desired results.
Preparing this information provides two distinct benefits:

1. It identifies specific areas of expertise which are necessary to address issues facing the firm,
and

2. It provides an outline against which to measure the consultant's performance in accomplishing
the goals of the engagement.

After the preliminary analysis has been performed, the firm must decide whether its staff can address
the problem effectively and economicdly or if it needs the expertise of a consultant. It should be
noted, however, that the biggest contribution a consultant often makes is to help the client define
problems or opportunities. The client's initid conversation with a consultant should disclose
whether a situation has been properly defined.

Define the Objectives

A thorough review of the nature of the problem facing the firm is essentid to determining the
objectives of the proposed project. Without a thorough review, the objectives can be inadequately
defined or ingppropriate to address the problem. Make sure that the objectives that are assembled
for the proposed project are reasonable and measurable. If the objectives are not reasonable, it is
unlikely they will be atained. If the objectives are not measurable, no one will know whether they
were actually attained.

COMMIT TO THE PROJECT

Although consultants offer many advantages, Stuaions occasondly arise in which hiring a
consultant may not be the best course of action. These usudly occur when the project or problem is
not sufficiently defined or when management is not totally committed to the engagement. To avoid
the disappointment that can result under these circumstances, remember these four rules:

1. Ensure tha both management and staff have a cler understanding of the project's
objectives.

2. Secure an organizationa consensus to proceed with the project so tha there will be no
financial or organizational surprises.

3. Recognize the risk of change which might result from the project and obtan an
organizetiond commitment to implement the recommendations resulting from the
engagement in good faith and on atimely basis.



4. Prepare the firm to provide ongoing support during and after the project. Many consulting
assignments require client personnd to be retrained and to supervise the program after
implementation to ensure its success.

THE CLIENT'SROLE
It is important to remember that smply signing a contract does not guarantee a successful
consulting engagement. As a result, the consultant and the client must understand their respective

roles and responsibilities.

Employee Briefing

At the outset of the engagement, management should explain why the consultant has been retained,
and employees should be briefed before the genera announcement is made. The briefing and
announcement should indicate genuine management support for the project, pointing out the
consultant will be making requests on employees time and the degree of cooperaion and
confidence that is expected of them. Fallure to establish this understanding creates uncertainty and
speculation, and impairs the ability of the consultant to function effectively.

Company Liaison

Many clients assign an executive or a committee to work closdy with the consultant during the
engagement. The liaison will help to bridge any gap between the management consultant and
members of the client's staff. This liaison activity is particularly important since it provides for one
or more members of the client staff to be deeply involved with the project and to be able to
interpret and support its activity long after the consultant has | eft.

Open Relationship

It is dso important that an open relaionship be mantained to ensure that the consultant has ready
access to needed working papers. In addition, it is important that management be available to the
consultant when he or she asks for time to review progress, clarify information that has been
developed, or resolve temporay difficulties. The qudity of the find andyss will be in direct
proportion to the level of openness the client affords the consultant.

Absorb the Knowledge of the Consultant

Since firms pay consultants not for their labor, but rather for their skills and knowledge, make sure
the company absorbs as much of the expertise of the consultant as possible. This god can be
atained through a number of methods, depending on the nature of the engagement. One method
might be to build atraning and education aspect into the engagement. If this method is employed,
perhaps the firm can avoid hiring a consultant to complete asimilar project in the future.

Another method might be to assign a staff member to work closdy with the consultant for the
purpose of observing and learning his or her techniques. Make sure that the person assigned to the
consultant is attentive, asks questions and takes notes, but not to the degree tha it becomes a
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hindrance to the consultant. Regardless of the method used, be sure to participate in the project
from the outset and |earn as much as possible.

Engagement Progress and Follow-Up

During the engagement it isimportant to hold periodic meetings to review the progress being made,
to evauae the thinking of the consultant and to see that the anticipated results are reasonable and
attainable. The findings and recommendations should be continudly discussed informaly with
management to make certain management understands the reasoning behind them. The consultant
should dso be prepared to explan what dternative solutions had been consdered and why they
were discarded.

THE CONSULTANT'SROLE

Consultants solve problems by andysis and synthesis. They seek relevant facts about the problem to
determine its causes, then fit dl the parts of the problem together for an overview. Once this is
done, the consultant can determine the end results tha can be achieved, develop and consider
alternative solutions and recommend the best one.

Andysis

The consultant's first objective is to determine the conditions that have created and are sustaining
the problem. Since this is best achieved by reviewing client working papers and other materid, it is
best for the consultant to use approaches and techniques that foster an open, trusting relaionship
with the client. After thoroughly reviewing the organizationa stuation, the consultant can begin to
develop alternative solutions that may provide answers to the problem.

Recommendation

After the andyss is completed, the consultant should sdlect the most timely, practicd, and
gopropriate solution. It is best tha the consultant work closely with management a this stage in
order to reach agreement with the firm on the acceptability of the solution. The consultant should
provide an outline of wha needs to be done, by whom, and in wha sequence so that the
recommended solution will be understood by everyone.



FINDING AND SELECTING A QUALIFIED CONSULTANT

FINDING A CONSULTANT

Conducting the Search

An individud firm may have difficulty finding a qudified consultant due to a number of factors.
Unfortunately, since there are no external standards or controls, "consultant” can mean whatever the
service provider wants it to mean. Further, there are many types and sizes of consulting firms
ranging from independent consultants to nationd firms. Metropolitan telephone directories may
prove difficult and frustrating to use since directories seldom indicate the qudity or capabilities of
individua consulting firms. Complicating this problem of sheer numbers is the fact that many firms
in specidized professons (such as some nationd public accounting firms) now reach out into
generd conaultation. To the list of consulting firms dso must be added the myriad of individua
consultants, including growing numbers from the ranks of academia and retirement.

In addition, there are a variety of public resources available to firms that might not possess the
financial resources necessary to engage a consultant (depending on the type of assistance required).

The smdl business development center, manufacturing extenson centers, business resource centers
and the Service Corps of Retired Executives can provide technicd assistance in marketing,
management, finance, internationa trade, government procurement, energy management and
commercidization of technology-related products. (Check with the loca chamber of commerce or
your regionad economic development organization for information on the avalability of these
resources.)

Referral Sources

Although the consultant search process sounds foreboding, there are many sources management can
consult for assstance in selecting a consultant. The organization's atorney, accountant, or banker
may be a good source for referrds, as well as associations the company may be involved in.
Executives of other organizations with similar interests also can provide |leads. For a broader view of
the possbilities, companies can contact the Council of Consulting Organizations a 230 Pak
Avenue, Suite 544, New Y ork, New Y ork 10169, or by phone at (212) 697-9693.

Additiona referrd sources may include the Yellow Pages or directories of professond consulting
organizations such as:

PATCA - Professional and Technical Consultants Association

ACME - Association of Consulting Management Engineers
IMC - Institute of Management Consultants
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It is important to remember that each client-consultant relationship is unique. Therefore, the
usefulness of any referra source is only as good as his or her persona experience with a given
consultant.

HIRING A CONSULTANT

Selection Process Summary

The following outline describes a systematic approach to help afirm select the appropriate
consultant for its needs. A more detailed discussion of each activity is presented following the
outline.

1. Define the Problem

2. |dentify Potential Consultants

3. Conduct an Initial Screening Process

4. Conduct Interviews

5. Review Proposals

6. Check the Consultants References

7. Review Project Costs and Consultant Fees

8. Make the Final Selection

9. Prepare and Sign a Contract

Define the Problem

Perhaps the most important step in working with a consultant is defining the problem facing the
firm. The firm's own internal inspection is required to determine whether a consultant is actually
needed or not. For specific information on how to define the problem, refer to Chapter Two,
"Preparing the Firm to Work with a Consultant.”

|dentify Potential Consultants

Defining the problem will assist in determining the kind of consultant required for the engagement.
In addition, the search for a qudified consultant may assst in further defining the goas and
objectives for the engagement. For information on how to find a qudified consultant, refer to
Chapter Three, "Finding and Selecting a Qualified Consultant.”

Conduct an Initial Screening Process

As a third step, the firm should conduct a brief screening process of the consultants whose names
were recommended. This screening process can be accomplished most efficiently by contacting each
consultant referred and requesting background information and names of recent dlients as
references. Each consultant's background information should be reviewed to determine if the
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consultant's expertise and experience are compatible with the nature of the needs of the firm.
Overdl, during the initid screening process, the firm should ask consultants to answer the following
questions:

- How long has the consultant been in business?

- What are the backgrounds of the consultants who will be assigned to work on your project?
- What standards of professional conduct and practice does the consultant follow?

- What kinds of clients has the consultant served?

- Hasthe consultant had experience that is applicable to the problem?

- How much of the consultant's business is repeat business?

Conduct Interviews

Upon conclusion of the screening process, management should sdlect the two or three consultants
whose experience comes closest to matching the dtuation as defined, and they should be
interviewed. Each of the find candidates should aso be asked to submit a proposa which should
generdly include a definition of the work to be performed, the nature of the problem, a schedule of
activities, and an explanation of the consultant's fees.

Management should determine that each consultant (not just the consulting ffrm) displays a
thorough familiarity with the situation and can suggest a few other possibilities or points of inquiry
regarding the problem. A persond interview conducted prior to the find sdection will better enable
the firm to reach conclusions regarding the consultant's personality, flexibility, and other issues, such
as.

- Image and style.

- Attitude, mood and manner.

- Objectivity.

- Professionalism.

- Results oriented attitude.

- Communication skills.

- Typeof fact finding questions asked.
- Confidence and openness.

Review Proposals

Sudy the proposds in terms of the consultant's understanding of the problem, the suggested
goproach, probable benefits, and the particular experience and ability of each consultant to meet the
requirements of the engagement. Also, consider the qudifications of the individuas working on the
project.

The amount of detall contained in a proposd will vary widely from stuation to Stuation, but should
generally address the following topics:

- Déefinition of the problem or opportunity.
- Theobjectives, scope, and nature of the engagement.
- Theareasto be reviewed/covered by the engagement.
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- A recommended program for accomplishing the work.

- Thegenera methodsto be used.

- A statement of who will perform the work activities.

- Anestimate of the time required to complete the engagement.

- Anestimated fee for professional service and out-of-pocket expenses.

The proposa should dso include an indication as to when the consultant can begin the engagement
and adescription of the billing method. Occasionaly, a proposd may outline in some detail the first
phase of the engagement and describe future phases in more generd terms. This often happens
when the stuation requires an initid study before an agreement can be reached on actions that may
be required to address the problem(s) identified.

Check the Consultants References

It isimportant to check the consultants references carefully. The number of references checked and
whether the firm should settle for only those references volunteered by the consultants are matters
of judgment. It may be risky to settle for a single reference because it could be an individud
consultant's only good reference. Ask for a list of severd recent clients where the consultant
completed smilar assgnments and randomly sdlect some to contact for references. Of specid
interest should be the results obtained, the honesty and tact with which recommendations were
made, and the ease with which the consultant worked with the organization's people. Additiond
areas to consider when conducting reference checks include:

- What was the nature of the work done by the consultant?

- Didthe consulting staff demonstrate professional competence, objectivity and integrity?

- Didthe consultant work constructively with client personnel?

- Did one or more principles spend sufficient time supervising the work?

- Were the solutions complete, timely, practical and suited to the client's specific needs?

- Wasthe suggested course of action the most effective and economical in the client's opinion?
- Wasthe work accomplished within reasonable time and fee limits?

- What was the operating impact of the consultant's work in the client organization?

- What isthe overall evaluation by client executives of the value of the consulting engagement?
- Would the client retain the consultant again?

Review Project Costs and Consultant Fees

It isimportant to review each of the consultants' proposed cost and fee structure with the scope and
complexity of the proposed project. The find sdlection should be equdly based on cost and quality
of the services to be provided. For more detaled information on consultant codsts, refer to
"Consultant Fee Structures,” below.

Make the Final Selection

Once each consultant's experience has been confirmed and his or her references checked, the find
selection should be made. Each consultant's approach to the problem, its solution and its fee should
be taken into account. The project cost should be considered an investment. In consulting services,
the important factor is the result. A good job is worth the cost; a poor one is not, no matter how
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dtractive the price may be. Measure wha the project is expected to achieve as a return on
investment. Compare the qudity and contractud performance of a consultant to the available funds.
In addition, the following criteria should a so be considered:

- Breadth of experience which encompasses and goes beyond the situation as defined.

- Demonstrated ability of the consultant to complete assignments within budget and on
schedule.

- Demonstrated ability of the consultant to develop practical recommendations and to have
them implemented successfully.

- Demonstrated ability of the consultant to work with people diplomatically and effectively,
with the least disruption of ongoing operations.

- Thetrust and rapport established between management and the consultant during initial
contacts.

Findly, it is important that the firm mantan a written record of its evauation of individual
proposals and the selection rationale as justification for making the final selection.

Prepare and Sign a Contract

It is extremely important that the parameters of the engagement be set out in writing. Without a
written contract, the project can veer off course, client and consultant roles in the project can
become blurred and project costs can skyrocket.

CONSULTANT FEE STRUCTURES

Good consulting services are not inexpensive. However, consulting fees should be messured against
the depth and breadth of the proposed project. When caculating fees, a consultant will include the
principa costs involved in the assignment, such as:

- Saary of people working on the engagement, including technical and clerical staff time.

- Travel, materials and supplies.

- Special research.

- General overhead costs, which include the usua expensesinvolved in the operation of a
professional office.

Because of many variables, it is not possble to establish standard fee schedules for consulting
sarvices. The consultant's level of education, experience, variety of work and area of specidization
are some of the main factors to consder. Consultants with established reputations and in-depth
expertise may demand higher fees than those less well-known and with less experience. Typicaly,
four general methods of consultant pay are utilized: negotiated per diem or hourly rates, contingency
fee, lump sum or fixed price, and "cost plus. "

Negotiated Per Diem or Hourly Fees

As a practicd matter, negotiated rates will only gpply when hiring consultants as individuds. The
consultant's rate will be based on the number of days or hours required to complete the engagement
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. When using this method, consultants will generdly dso submit an estimate of the tota fees. If a
specific estimate is not gppropriate for the given gtuation, the consultant may submit a bracket
guotation. A bracket quotation quotes a minimum and maximum fee, with the understanding that
the work will be accomplished within this range unless unforeseen conditions arise or the situation is
redefined.

Contingency Fee

With this method, the consultant's fee is contingent on the achievement of certain gods or dollar
vaue of benefits to the client. Care should be exercised before entering into a contract caling for
this type of fee arrangement to ensure that the consultant's independence and objectivity will not be
impaired. The integrity of the project should not be jeopardized by too much emphasis on short-
term "results" to the detriment of long-term change.

Lump Sum, also called Fixed Price

This is usudly a contract for a sum that includes both per diem fees and out-of-pocket expenses,
dthough some contracts distinguish between the two. With this method, the consultant must
estimate the time, expenses and overhead involved using past experience in similar work as a guide.

"Cost Plus"

This type of contract is based on an estimated cost for the project plus any additiond expenses.
"Cosgt plus' contracts will result in greater expenditure because of most organization’s to revise or
add to the work of the consultant and the consultant's tendency to relax administrative controls.
The only red advantage of the "cost plus’ consulting contract to the firm is when a project covers
new or uncertan ground or involves substantia cost hazards for potentia consultants. Actudly,
these ingtances will prove be few if the firm and the sdlected consultant discuss the problem
thoroughly and the manager receives and agrees to a detailed task schedule and cost estimate in
advance of the final cost determination.

Compensation

The primary point to consider is whether the consultant's compensation is directly related to the cost
of providing agreed-upon services (scope of work) rather than to an arbitrary yardstick. Some other
points to remember when considering the remuneration of the consultant are:

- Don't confuse direct and indirect expenses.

- Clearly set out the method of payment and relate it properly to the scope of work.

- Make sure the contract covers certain contingenciesif the project is abandoned.

- Don't agree to an indefinite or contingent payment based on the consultant's future action.

- Make sure the consultant is solvent.

- Establish provisions for additional work, including unreasonable and unforeseeable time
overrun of the engagement.

- Work with the consultant to agree on a maximum cost for performance of the work
indicated.
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Should Y ou Salicit Bids or Negotiate?

Consultant sdlection can be gpproached through two methods. First, bids can be solicited ather at
large or from selected consultants. Under this process, bidders are notified by the client as to the
generd scope of work and time schedule of the project and asked to submit their proposas. It is
important to note that the cost of the consultants proposds is only one of the issues to be
considered in the selection process. The lowest bid is not necessarily the best bid.

The second method of sdection, direct sdection, involves negotiation with a single consultant.
Under this method, the client solicits only one bid (from the consultant sdlected), based on the
parameters of the proposed project. After submission of the bid, the consultant and the client then
negotiate until afinal agreement is reached.

The best method for sdecting a consultant is actudly a combination of both methods. It is worth

the firm's time to solicit proposds from a number of consultants and competitively review them.
This hybrid method will ensure that the client receives the best service for the cost.
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PREPARING THE CONTRACT

SUMMARY

Contracts /Agreements

Because unwritten agreements may lead to misunderstandings and dissatisfaction, a formd written
document that accurately describes the terms of the engagement should be prepared . As such, it
should address the following issues:

- Relationship of the consultant and the client.
- Required client support.

- Statement of capabilities.

- Obligations of both parties.

- Terms and conditions.

- Actual costs/fees.

- Invoicing/payment schedule.

- Guarantee.

- Termination conditions.

Note that the contract should include termination conditions. These should indicate under what
gpecific circumstances the client may terminate the assgnment as well as how the consultant can
withdraw if circumstances beyond the consultant's control interfere with the successful completion
of the engagement. These options are seldom exercised if clear communication is maintained during
the course of the work.

ELEMENTSOF THE CONTRACT
The dements of a consulting contract are essentidly the same as the dements of the consultant's
proposd, after modification based on the company's needs and negotiation on the consultant's fee

structure. A description of the major sections of a contract follows.

Background/Problem Explanation

This portion of the proposa should be written in a narrative fashion, with the purpose of providing
aclear understanding of the nature of the problem and relating it to the industry of the client where
gopropriate. The narrative should indicate tha the consultant took time to review the Stuation
rather than just restating the findings of the client's original review of the problem.

Scope of Work

The scope of work should clearly state the gpproach to be taken by the consultant and outline the
process in chronologica order. The scope should dso detall how each task in the process is related
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to or leads to subsequent tasks. Enough flexibility should be left in the scope of work to dlow for
minor changes in the direction of the project without requiring changes to the contract and scope of
work after it is signed. Make sure tha the needs identified in the company's initid review of the
problem are reflected in the contract in the form of a well-defined scope of work and concrete
deliverables which address the underlying cause of the problem, not just the symptoms.

Scope of Work Outline

The following outline lists the principle components of a scope of work for a consulting
engagement. A more detailed discussion of each of the components follows the outline.

1. Project Summary
A. Objective of project
B. Scope of project
C. Categories of improvement expected by company
(Organizational management, operation management, shop management, resource
management/capital equipment)

2. Approach
A. Review and assessment
B. Design activities
C. Implementation activities
D. Final report preparation

3. Project Deliverables
A. Written plans for specific company improvements
B. Final report preparation

4. Level of Consultant Effort
A. Expected costs of project
B. Hours of effort
C. Timeframe of project
D. Participants

5. Evaluation
A. Company benefits expected
B. Public benefits expected (jobs created, retained)

Prget Summary. A brief summary of the project should be included in the scope of work for quick
reference. Included in this summary should be the objective and scope of the project, dong with
what areas of the client's business will be addressed by the project.

Approach. The scope of work should also explain the approach the consultant will take with regard to
the project. This section should specificaly detal what research and andysis will be conducted to
determine the nature of the Situation that crested and is sustaining the problem. Also to be covered
under the gpproach is any design work the project might require, including development of
alternative solutions, and what steps will be taken to implement the best solution.
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Prget Ddiveabdles Depending on the project, the deliverables can include any number of items,
ranging from mechanica drawings or designs, computer software, manuds, facility designs, studies
or evauations. Also included in the deliverables should be afina report that details work conducted
by the consultant and outcomes of the project. Additiona steps that need to be taken by the client
to maximize the benefits of the project should be included in the final report as well.

Find Repats The scope of work should detal the type of find report to be submitted, including
both format and contents. This report should review the work conducted during the project and
identify outcomes resulting from that work. Follow-up steps that might be necessary should dso be
addressed in the final report.

Led o Caoaltat Effat. To ensure that there are no future questions regarding the scope of billable
services, the expected cost of the project should be detaled in the scope of work. The totd project
cost should be broken out by line item and justified. Vague items such as project administration
should be reviewed carefully. Payment terms should be set out as well.

Although hourly consultant fees might not be a part of the engagement, it is ill a good idea to
include an estimate of the amount of time required to complete the project. Including this
information in the scope of work will provide two benefits. First, it will demonstrate the consultant's
commitment to addressing the client's needs. Second, by comparing the estimated hours of effort
with the estimated cost for the project, the value of the consultants' services can be determined.

Timelines. The scope of work should aso specify concrete timelines, including "milestone”’ events to
gauge the progress of the project. Pendties should be detailed for falure to meet deadlines. To keep
the project on track, the proposd should include regular progress meetings between the consultant
and client staff.

Participants. The proposd should detall which employees of the consultant will be conducting the
project, what their qudifications are (including resumes) and their level of previous experience
related to the proposed project. The client should insist on meeting al mgor participants in the
project prior to the initiation of the engagement.

The client's role in the project should be specified in the proposd, snce many timesit is crucid that
the consultant have support and active assistance from client personnel to successfully carry out the
activities outlined in the scope of work.

Evaluation

The proposa should clearly state the specific benefits expected as a result of the project and the
sandards by which success of the project will be measured. However, it should be noted that
guantitative measurements of success are not appropriate for al projects. Where a project's objective
is not quantifigble, the criteria for success can be written to require a sufficient level of information
to make an informed decision regarding an issue.
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CONCLUDING THE ENGAGEMENT

EVALUATION

The Final Report

At the conclusion of the engagement the consultant will normaly submit a report that includes
conclusions and recommendations. Review the report thoroughly with the consultant to be sure you
understand it. Then determine whether staff can implement the recommendations done or whether
the participation of the consultant is needed and what the degree of the consultant's participation
should be.

| mplementation of Recommendations

Once recommendations have been accepted, it is the client firm's responsbility to implement them.
Snce some consultants have technica or specidist capabilities that can contribute substantidly to
implementation, they may be asked to continue the engagement as part of ateam effort with client
personned to help achieve the solutions and gods identified by the andysis. If implementation
support is not a part of the engagement, the client should ask the consultant for recommendations
asto other professionals who are able to provide this type of service.

Evaluate the Results

As staed previoudy, when the gods and objectives for the project are reasonable and measurable,
evaduation of the project results is much easier. The project evauation should cover many aress,
including an andysis of the project's impact on the firm. A thumbnail indicator of the success of the
project is the number of the consultant's recommendations that were implemented, modified or
rejected.

Intangible results aso can be measured to a degree. Consider evaluating the following:

- The impact of the project on the company'sinternal relations.

- Discovery of problems or opportunities that were unknown previougly.

- The amount of the consultant's knowledge that was assimilated by the staff.
- Generation of new ideas or approaches on the part of the staff.

Thistype of evaduation usudly is not very meaningful until a reasonable time has passed. Depending
on the nature of the project, ayear may not be too long to wait until evaluating the usefulness of the
engagement, due to long implementation timelines and other factors.

Measurable project objectives can be used to obtain a more immediate evauation of the success of
the engagement. The following criteria can be used to evaluate the engagement's results:
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- Were the objectives set forth in the proposal met?

- To what degree did the engagement have an effect on the situation that prompted it?

- Was the work accomplished according to the timelines in the scope of work? If not, were
extensions agreed to in advance by both the client and the consultant?

- Was the cost of the engagement approximately the same as stated in the consultant's
proposal ?

- Did the consultant plan the work carefully and make consistent progress?

Project Follow-up

It may prove hepful to suggest a review with the consultant, a year or so &fter the project is
completed, of recommendations which were accepted, why others were not, and how the accepted
recommendations worked out. Quch reviews result in better consultants and more sophisticated
clients.

WHAT TO DO WHEN THINGS GO WRONG

Although the vast mgority of consulting engagements are conducted and completed with no
problems, occasondly situations do arise which must be corrected in order to produce a successful
engagement. These situationa can be classified into six categories.

Project L ength

Consulting projects are not "cut and dried" issues. Project completion can be delayed by new
information, new requirements may be placed on the consultant, and so on. As aresult, the project
length must necessarily be flexible. However, it should not be flexible to the extent that it dlows the
consultant to ow the progress of the project for reasons unrelated to the project. If it gopears that
this might be the case, determine a deadline date for project completion. Make it clear that the client
will not pay for work which continues past the due date. If the project is not completed, follow
through with the scheduled deadline, pay the consultant for the work completed and terminate the
engagement.

Project Scope

Many times, a consulting engagement will be expanded due to one reason or another. When the
scope of the project must be expanded, make sure that the changes to the scope are agreed upon
and the contract amended as necessary. Make sure that any additiona charges resulting from the
expanded scope are spdled out as well. If the additiond work to be done is not directly related to
the origind scope of work, create a separate project with its own scope of work. Whatever the
gtuation, make sure the new activities are spelled out in writing rather than defining the project as it
goes aong.

Deliverables

One of the most important aspects of any successful consulting engagement is clearly defined
objectives and boundaries, including specific project ddiverables. Without these basic parameters,
the project can eadly get off track by missing deadlines, lacking forward progress or going over
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budget. If these symptoms begin to gppear, meet with the consultant, further define the scope of
work, lay out specific corrective action to be taken, including when and by whom, and determine
how to get the project back on line. It may dso be hepful to schedule specific milestones and hold
regular meetings to assess the progress of the project based on the new deadlines.

Another stuation might result from less than clearly defined project objectives and ddiverables.
Without strict parameters and specific deliverables, what the consultant produces may not be what
was outlined in the contract. If this hgppens, the client is not mandated to pay the consultant for
what was provided. Further, the client has the power to demand that the deliverables conform to the
contract specifications. To avoid this type of Stuation, make sure that the contract states that
payment will be made upon your approval of the work, not upon submission by the consultant.

Project Finances

It is strongly recommended that the client limit project expenses in the contract. A clause of this
nature will clearly define the situation for both the client and the consultant. If, during the project,
you become suspicious of an expenditure for the project, ask to see a detalled account of the
consultant's expenses for the project. If the expenses seem out of proportion when compared to the
scope of the project, demand a justification of each expense.

Not dl project financid problems are the cause of the consultant. It is possible tha the financid
situation of the client might change during the course of the engagement. If the firm is unable to pay
for the consultant's work, inform the consultant immediately. Generdly, the consultant will be
willing to work with the client to conclude the engagement quickly and provide something
meaningful for the money dready spent. This might include a report of progress and findings to
date, generd recommendations or partid solutions. Whatever is provided can serve as anew starting
point after the client's financial situation improves.

Recommendations

As mentioned earlier, successful implementation of the consultant's recommendations is up to the
firm. Implementation can be either carried out with the consultant involved or by the client on its
own. Where they are not involved in the implementation, consultants can only provide
recommendations for solutions to problems. If you find that the consultant's recommendations are
not providing the desired results, contact the consultant to discuss the implementation steps. Maybe
the implementation has strayed from the origina intent of the consultant. Whatever the case, the
best srategy is usudly to include the consultant in the implementation stage because the
implementation will be more likely to stay on track if the consultant is involved. Further, the
consultant will have a stake in the successful implementation of the recommendations.

Clients do not dways agree with the consultant's recommendations . However, the client is paying
for the consultant's advice, not for the consultant to tell the client what he or she wantsto hear. The
consultant is only obligated to tel the client what he or she thinks should be done, what the risks
are, and what the rewards might be. It is then up to the client to decide whether to implement the
recommendations.

22



Professional Ethics

Professional ethicsis an important issue in the consulting business. It is unethical for a consultant to
enter an engagement with a competitor of a current client. If this has happened, and there is
potentid danger for the firm, explan the stuaion to the consultant, recover any proprietary
information ill in the possesson of the consultant, pay him or her for the work completed and
terminate the engagement.

A related breach of professond ethics is the consultant's theft of materid of information from the
client. Thisis an extremely rare situation. This activity can take a number of forms, including writing
articles or case studies based on confidentid information, disclosing proprietary information to
competitors or potentia clients or retaning interna documentation for future use. If this stuation
has occurred, inform the consultant that he or she may not engage in this type of activity. If the
consultant does not immediately cease, end the engagement and contact an atorney regarding lega
remedies. To help avoid stuations of this nature, make sure that a confidentidity or nondisclosure
clauseis contained in the contract with the consultant.

CONCLUSION

If the problem has been properly diagnosed, if the consultant has been selected carefully, if the firm
has worked as a team with the consultant in solving its problem, and if the firm implemented the
consultant's recommendations, the firm can expect to receive measurable benefits from using a
consultant. Remember, however, that a consultant can't solve the problem, but can only suggest the
best solution and urge the firm to take action. The final decision and responsibility to take action are
thefirm's.
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