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Now that consulting revenues are up again, it feels
good to have put the pain of the recession behind
and to focus once again on growth. But let’s not

put the pain so far behind us that we ignore the risk of our
revenues collapsing once again. History shows that a con-
sulting downturn will come for each of us again, and
when it does it will come with stunning speed.

In a recent article (“Lessons in Revenue Risk Manage-
ment,” C2M 16:2, March 2005),
Ford Harding and Gary Pines
delineated the sources of rev-
enue risk, including having too
few clients, a single channel to
market, too few rainmakers, and
too few services. This follow-up
article looks at ways to manage
revenue risk so that you don’t
lose all you’ve gained in an upswing in a sudden and un-
expected downturn.

Making Risk Real

You have a six-month backlog, utilization rates are high, you
are scrambling to add staff, and you’ve just turned down an
assignment for lack of capacity that you would have liked to
take. A revenue collapse seems improbable, and focusing on
a possible downturn seems, at best, a waste of precious time.
This is exactly the reason that most revenue collapses come
as such a surprise and why we are so unprepared for them:
No one will face the prospect of them, because they don’t
seem real. But you must make revenue collapse seem real if
you want anyone in the firm to take it seriously. There are
several tools to make it more so.

Scenario Planning

Advocates of this approach recognize that the future can-
not be known and thus construct alternative futures based

on the long-term effects of possible social, technological,
economic, environmental, and political changes (often
shortened to STEEP). Insights gained have helped compa-
nies like Royal Dutch Shell prepare for alternative possi-
ble futures and to respond quickly to events that have
been foreseen in the construction of hypothetical future
worlds. Several sources on scenario planning can supply
more details.1

Years ago, one of the authors
conducted a survey of past
clients of a scenario-planning
firm to determine what value
they had received from scenario
projects. A primary benefit these
clients cited was an increased
sensitivity to risk. Risks that
seemed unimaginable in the

short term were made believable through this long-term
planning process. As time went by, some of the long-term
risks turned out to be more short-term than clients had
imagined. And the users of scenario planning were pre-
pared for them.

We also know of several large professional firms that
have used scenario planning to foster a what-if perspective
about potential changes in the market and among the
clients served. Professional service firms that have taken
the time to put effort and thought into scenario thinking
are usually rewarded with nonobvious insights about fu-
ture revenue risks and at least the early glimmer of ways
in which they might deal with them.

One strength of the approach, then, is its track record.
But there are some inherent weaknesses, too. First, it is
most suitable for large firms because of the time and skill
required to complete a future assessment. Leadership may
conclude that acting on the scenarios will have too much
of a deleterious effect on near-term initiatives, revenues,
and profits, despite the inherent risks that inaction may
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First, bring risk out into the

open. Then, address the 

demons one by one.



imply. Because of the resource commitment required, few
firms keep the planning process up to date. Second, sce-
nario planning requires thinking beyond deductive rea-
soning, so creativity and leaps of faith are often required
in order to think longer term. Not all consultants are com-
fortable with that kind of thinking.

Prediction Maps

Eileen Shapiro and Howard Stevenson have developed a
tool called a Prediction Map that provides a simplified
means of accomplishing much the same ends2 (see Figure
1). You are asked to plot events on a 2x2 matrix that
might have an impact on your revenue flows in terms of
their level of uncertainty and degree of impact.

Prediction mapping helps prioritize your risk manage-
ment but, like scenario planning, tends to be a one-time
or infrequent rather than ongoing effort.

Opportunity Funnels

A more short-term approach to making risk seem real that
has been used successfully by several professional services
firms is to adopt a multistage opportunity funnel that is
sensitive both to time in stage and to stage conversion.
Most firms’ opportunity databases, used to monitor and
manage the flow of new business opportunities, tend to
provide information on the client name, project size, and
probability of conversion to new business. They usually
don’t provide information on “time in stage”—with stages
including, for example, early discussion (opportunity
identified), stated interest in addressing an issue (oppor-
tunity qualified), project design and fee discussion (pro-
posal outstanding or equivalent), and awaiting decision.

Ask yourself three questions about your opportunity
management process:

• Do I have a sufficient number of stages in my opportu-
nity tracking system to provide enough midterm clarity to
understand what the future may hold? “Proposals out-
standing” is rarely sufficient.

figure 1. Prediction Map
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A surprising number of events that go ignored fall into
the high-impact, low-uncertainty quadrant. Shapiro and
Stevenson call this the Wallpaper Zone, because like wall-
paper, the risks in this quadrant are all around us, but we
fail to see them. These are generally risks that no one wants
to face, like the potential loss of a key rainmaker due to
health problems, or the loss of a key account because our
services are no longer needed there. A little attention to
such risks can sometimes greatly reduce the probability and
degree of revenue downturns. It is particularly important
that risks in this quadrant be made real and get addressed.

Most people worry about the upper-right quadrant,
characterized by both high impact and high uncertainty.
Certainly, risks in this quadrant warrant attention, too.

We recommend brainstorming with the full consulting
staff (in small firms) or a representative cross-section of
the staff (in large firms), and coming up with a list of rev-
enue risks to plot on the Prediction Map. Small teams can
then be assigned to analyze each risk or set of risks. Fig-
ure 2 provides a worksheet for doing so. The teams can
then report on their assessments with the clear responsi-
bility of making the risks seem real yet manageable to oth-
ers in the firm.

figure 2. Sample Risk Assessment Worksheet

Event Sudden loss of Trigestis Pharmaceuticals 
business

Quadrant High Impact, Low Uncertainty

Possible Causes 1. Company acquired.
2. CEO retires and is replaced by 

president.
3. Logical conclusion of our work.
4. Moratorium on consultants.

Indicators 1. Press gossip, i-bankers visit.
2. Retirement expected in two years.
3. Current project runs 8 more months.
4. Concerns expressed about consulting 

expenditures.

Effects 1. Loss of 50% of practice revenue.
2. Staff reduction of 15–25 people.
3. Loss of bonuses, raises, promotions.
4. Practice at risk.

Risk 1. Increase effort to diversify client base.
Management 2. Strengthen relationship with president.
Actions 3. Seek business with ethical drug unit.

4. Stress project’s ROI.



• Do I understand what is happening to the duration
of opportunities in each of these stages? An impending
slowdown can be caught if the far-upstream stages
begin to show a lengthening of the period before move-
ment to the next stage in the process. To gain this
knowledge, you must keep track of time-in-stage data.

• Are conversion rates between any two stages deteri-
orating? If you begin to see a degradation of the conver-
sion rates, the number of opportunities you must
pursue to maintain your revenue flow increases.

Because of the resource commitment required, few
firms keep the planning process up to date. By monitor-
ing conversion speeds and rates, you can sometimes get
early warning of an impending revenue decline, allow-
ing you to take preventive measures. Figure 3 provides
a diagram of such an approach to monitoring opportu-
nities.

Mitigating Risks

Only if the risks seem real will management be willing
to address them. Management can then choose which
of the risks deserve attention and select the best ap-
proach to mitigate each one. Standard approaches3 in-
clude:

• Zero tolerance or taboo. A few risks are so potentially
devastating that they must not be tolerated. These gen-
erally include risks to the firm’s reputation for honesty

and objectivity. So, for example, Marvin Bower fired a val-
ued consultant at McKinsey on the spot because the consul-
tant had recommended the creation of a new position to a
client and then suggested that he be hired to fill it.4 In con-
trast, Andersen account personnel were able to bypass the
firm’s quality control procedures in order to keep clients at
Enron happy. Had there been no tolerance for such
shenanigans, Andersen might still be with us today.

• Maximum or minimum limits. In other cases, setting
maximum or minimum limits is a more suitable way to
manage risk. Some firms, for example, will not let any sin-
gle client claim more than a set percentage of the firm’s an-
nual revenues. Maintaining such a position when a major
account wants more of your people’s time can be difficult,
but they hold to it. Other firms set minimum investment
levels in new services or in the time staff spends learning
how to develop business. One of the strategy consulting
firms, for example, tried to ensure that it was investing 
a minimum of 3% of its staff time and resources in the 
development of longer-term impact initiatives. Those ini-
tiatives might include new services, new markets, or
awareness-building efforts for the firm—but the payback
was intended to be multiyear, often with little of that re-
turn, if any, occurring in the current year. Unless the firm
made that level of investment, management feared it
would be too oriented to short-term profit maximization,
thereby exposing itself to long-term revenue risks.

• Avoiding precursors. Some risks can be managed by
avoiding overconcentration in a rainmaker, client, service,
or channel in the first place. The consulting arm of a large
technology firm generated about 80% of its revenues from
the rainmaking efforts of its partners. The head of the unit
recognized that the fastest way to grow revenues was to
harness the energies of the company’s account executives
to look for new consulting opportunities. He and his lead-
ership team devoted their energies to winning over the ac-
count executives by servicing their needs well and
educating them on opportunities to look for. Over the
next two years, revenues doubled for the consulting arm,
the new opportunities coming overwhelmingly from the
account executives. And the consulting work drove a
much larger flow of downstream revenues for the corpo-
ration. “Today, 70% of our work originates from [the ac-
count executive] channel. I worry that our people are
becoming too reliant on it and that it will account for an
even larger portion of our business. You never want your
consultants to lose the ability to go out and get their own
work.” For this reason, he devotes time at every manage-
ment meeting to asking what the partners are doing to
generate new business on their own.
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Opportunities Projected
8 x 60% conversion,
30 days’ duration

Opportunities Identified
5 x 60% conversion,
30 days’ duration

Opportunities Qualified
3 x 67% conversion,
30 days’ duration

Proposals Outstanding
2 x 50% conversion,
30 days’ duration

figure 3. Velocity-Sensitive Opportunity Tracking

 



• Economic and cultural incentives. Finally, you can put
incentives in place to reward revenue-risk mitigating be-
havior. If, for example, your firm sets aside funds and time
for new services development, it must decide how to ac-
count for this investment. One firm capitalized the invest-
ments associated with the best of these initiatives,
subsequently writing off the investment against the next
two years of profits. This had the short-term effect of in-
creasing current profits and prospective bonuses by reduc-
ing current year expenses. That treatment, in turn, allowed
the firm to recognize and reward those individuals—
whether leaders or staff—who drove the best initiatives.
Whether you use this approach or another, you must en-
sure that the economic and cultural incentives recognize
the considerable efforts of individuals who contribute to
the firm’s long-term health and welfare—that is, to the mit-
igation of long-term revenue risks.

Revenue risk, often ignored, can be managed. And
should be. n
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