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Are youlooking to improve your profit margis?( Dondt say no)

If you are like most people in your position, you always look for ways to increase revenue and improve
the profitability of your business.

I bet you are also curious t®eehow you stack uagainstyour industryQ léey businessnetrics.

By 202, the globalservices sectois estimated tagrowto an 8 trillion-dollarindustry*.

But according tahis crispnew benchmarkkrom SPI Researchow much of that revenue is translated

into profit for your business will depermh whether your business processes are optimiaed your

0 dza A kvelfdQitalisation.

The differencdsevidentA y (G KS NI & dzf (i asiormafSenficésiMaturdyBenbldmark: t N2 F S &
Whilethe consultancies and services organisatitimet displayedhe most optimised business

processesnustered a result (EBITDA)2H.6 % in 209, the companien the back row only managed
result of4.4%.

The report also clearly shows that growth in terms of headcount or revenuet ishat defines the best
of the best in the consultancy amiofessionakervices game.

Rather, companies that evolve their bus@s processes and work smartemn boasbof significantly
higherbillable utilisation higherrevenue growth more projects delivered on time and budget, more
guoteswon andless time spent on administration

In fact thesecompaniedisplayhigher performance imrverysignificant KPI
This isno surprise to us in the PBfessional Services AutomatiofPSApusiness

We are witnesigthis maturity journey time and again when our clients grdlet just in size or
revenue But also,in professbnalism and maturity.

Seeing the transition when they learn the actual value of their time and expertise; when they begin to
tune their business accordingly, boosting project margins, saying yes to the right clients and no to the
g NB y 3 TaliSvwh)weove what we do here at TimelLog.

It is my hope that providing you with this report can be a first step for your business towards climbing
the maturity ladder and increasing your profit margins.

0’ aél PerHenrik Nielsen

|:;{“ g\ﬁ’ )
v 4 CEO, TimeLog A/S

~

1 ProfessionaBervices Global Mark@pportunities and Strategies to 202Phe Business Research Company
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TimeLog Professional Services Automatiorsoftware for optimising your contract to
cash workflow

TimeLog's cloutbased PSAoftwareis buit for consultancies and professional services businetbsgs
needan easyto use integrated standard solution for managing, optimising and automating the entire
contractto cash workflow.

TimeLog comprisésne and expense trackingroject managementautomated invoicingresource
managementndproject accountingThesolution integrates witlthe most popularbusiness solutions
including financial systems, ERPs, salary solutions, expense management tools and more.

Our solution provides you witimvaluable insights into your business and lets you:

Improve the accuracy of quotes based on reliable data
Achieve global overview of key business metrics in real time
Gain overview of resource workload

Improvecontribution margins

Optimise profit

Reduce time spent on administration

Analyse business processes

Invoice and track project finans@ multiple currencies

Manage multiple legal business entities in one solution

Mix main contract, adebn deals and recurring servicertmacts in a single project
Manage compensation structuse

Manage employee utsation and margins

Exploit strategic advantagandrefine strategy based on analysis
Financially control complex customer contracts

X IyR YdzOK Y2NBo®

=4 =4 =4 4 —-f -4 -8 -8 A -8 -8 oa oa o
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How TimeLog will help yowuring your maturity journey

¢ AYS[ 23Qabuiktd gravind ydu budirkess evolveall without expensive technical
implementation.

Our system offers multiple tiers, packagiugd add-ons making TimelLddealfor largeenterprise
clients as well as small and medium sized businesses.

More than software

However, all the fancy tools in the world are worthless, if you do not exploit their potential. That is why
TimeLog is committedbthelp you every stepf the way.

Here are a few of th&oolswe useto support you throughout your journey:

1 Onboarding & implementation services tailored to your needs (no mandatory onboarding fee,
though)

Unlimited free support for all usethirough chat, emailandphone

User training through webinars, custom-gsite training and seminars

Facilitated networking and knowledgharing groups among our clients

Annual conference(so far in Denmark and Sweden)

Interactive guides

Online help cente blog, ebooks, whitepapers and email newslettes with hands on tips &
inspiration

=A =4 =4 -4 -4 =9

About TimeLog

TimelLog is a Nordigaafompany with850customers and 2,000+activeusers in 15 countries around
the world.

The company was founded in 2001 Byunder& Executive Business Develop8gren Lund

Today we are +40 passionate TimeLoggers working out of offices in Copenhagen, Stockholm & Kuala
Lumpur.

IN2019,¢ A YS[ 23Ua Odza 2 Y SNBLOGYOD throu@iSdrr solutiah2 G F £ 2 F €

%

Want to know if you canoptimise yourcontract to cash workflow?

( ) Book your free
Assessment
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Chapter 10 Report Summary

Service Performance Insight (SPI Research) is proud to introduttérteenth-annual Professional
{ SNBA OSa al ( dzNPorioena decidé @kheve Nearched, benchmarked and built a
maturity model to:

2 Help professional services (PS) executivtebunderstand how their organization compares
to others that are both similar in size and scope of work, as well as to the broader professional
services market; and,

2 Provide an objective, fadtased framework for performance improvement that helpsgaimt
the areas that will provide the greatest impact.
LYy wnntZ {tL wSaSINOK RS@St2LISR (GKS t{ alddaNAGE a
framework. It is now the industreading performance improvement tool used by 0@&;000service
and project-oriented organizations to chart their course to service excellence.

Smooth Sailing in 2019!

For Professional Service organizations, 2019 was a year of smooth sailing with improvement in most
major metrics. Stand out KPIs include revenue growth (10.6%) and revenue per consultant and per
employee which reached new 4iine highs! Equally importanattrition eased somewhat giving firms a
bit of respite from the
on-going skilled talent

war. Table 1: Fivgear PS Key Performance Metrics
¢KS t{ al i dineee I AT | 20D |

model helps executives
compare and analyze
their own performance
so they can build

Annual PS revenue growth 10.2% 9.0%| 8.0% 9.7%  10.6%
Annual PS headcount growth 78% 65% 93% 7.7% 9.0%
Percentage of billable personne 70.4% 74.6% | 75.5% 72.8% 73.3%

consensus around the Employeéttrition 12.9% 13.6% 12.4% 13.9% 13.2%
actions to take, and Annual revenue per consultant| $198 $205 | $196 | $206 $207
where to startwhile Annuatevenue per employee (k  $157 $163  $159 $166 $170

guantifying the benefits
of change. Analyzing
the benchmark data by
vertical market,
geographic region and organization size gives PS executives an accurate comparison to their peers and
GKS YFENJ SO G tFrNBSO h @S NJ markingisarveysiovevittie past-thitten O 2 Y LI
years.

Profit (EBITDA %) 15.5% 14.2% 16.8% 18.5% 15.2%

Source: SPI Research, February 2

Change is constant in professional services with each year bringing new geopolitical, socioeconomic and
technology disruption. After all, without disruption and change, professional services would not exist,
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because clients would not need expert help to navigate new opportunities and landmines. Over the

past thirteen years of benchmarking, Service Performance Insight (SPI Research) has seen great change
in the marketplace, particularly in the evgrowing adption of integrated, clouébased business

applications which have helped firms wring ever higher levels of productivity and profit out of this labor
based business.

I ySI NI NSBO2NR ydzZYoSNJ 2F NBalLRyRSyi(a o6mmuahin O2YLIX Si
the number of participants, data accuracy improves and enables us to expand coverage into more sub
verticals and geographies. This wealth of data means the depth, breadth and accuracy of the
benchmark continues to expand. This year we havefgigntly improved the statistical depth and data
validity for architects and engineers, accountancies and marketing and advertising firms. We also
garnered input from a host of new PS segments such as VARDaathment Contractor€very year

SPI Reseeh has worked to broaden the survey to reach more geographic regions so that it truly
represents a worldwide performance survey. While we have not achieved all our goals, we are told this
benchmark is the gold standard for the consulting industry. used by well ove85,000billable

professional services organizations to benchmark their operations and gain insight into ways they can
improve.

Figurel: Annual PS Revenue Growth vs. Headcount Growth

12%

m Revenue H Headcount
10%

8% -

6% -

Annual Revenue Growth

4%

2%

0% -

2015 2016 2017 2018 2019

Source: SPI Research, February 2

Productivity improvements are critical in professional services. As the global economy continues to hold

up, organizations in every industry are having to work harder to achieve higher productivity, without

adding substantial cost. Headcount growth leeg leading indicator for revenue growth. For the first

GAYS Ay (GKAA O0SYOKYIFN]lQa KA&aU2NEBZ t{ KSIRO2dzyid 3N
expected, this led to strong revenue growth in 2018 (9.7%). In 2019 revenue growth grew to a near

record high of 10.6% while headcount growth surged to 9%.
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The Rise of the Services Economy

The world has
become services Figure2. US Bureau of Labor Employment Projections-20Q0)
driven. The service

sectoris both the . Tech Sector Output and Erpployment
Projected average annual percent change in output and employment
largest and the in selected industries 2010 - 2020

fastest growing

component of the Output

U.S.economy

Ffty yearsago,

servicesaccounted

for 60%of U.S. Employment

output and

employment. 0% 1% 2% 3% 4% 5% 6% %
Today, the service ™ Computer systems design industry ™ Professional, scientific and technical services ™ All industries

sector'sshare of Source: Bureau of Labor Statistics 2(
the U.S.economy

has risen t@0%. Look under the hood of almost any industry and you will find traditional healthcare,
financial services and manufacturing companies looking to grow services as a predictable and profitable
revenue stream.

This unprecedent growth in the services economy is not without its own set of challenges as new
business models and buying preferences emerge. Service providers are exploring subscription, usage
based and managed services pricing and billing models, hoping to secwigyartients and predictable
revenue streams.

Revenue Growth

Continues! Figure3: Annual Revenue Growth by Geography

14%

m Americas mEMEA mAPAC

Professional service
revenuegrowth
continued with a
surge to 10.6%. Five
year average
revenue growth now

12%

10% 10.8%  10.9%

8%

6%

Annual Revenue Growth

4%

stands a9.6%. -

Surprisingly, EMEA "

has reported the w17 w18 2019

strongest revenue Year

growth for the past Source: SPI Research, February 2

three years. In the
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Americas, revenue growth is strong and growing. This year Asia Pacific rep@arteddkest revenue
growth at 7.4%a sharp decline from 2018.

Underlying top level year over year revenue growth, we see uneven sector performance dyigitie
organizations focused on the cloud, security, IOT, analytics and artificial intelligencergpeg

significant growth while more traditional segments like architecture, engineering and construction are
seeing consolidation and price pressure. Management consulting revenues surged this year to 11.3%.
Now is the time for all PSOs to carefullaleste their markets and positioning to ensure they stay

ahead of the curve and to seize emerging market opportunities before they become mainstream and
commoditized.

Figure4: Annual Revenue Growth by PS Industry Segment

18%

16%

14%

12%
10%

8%
6% |

Annual Revenue Growth

4% |
2%

0%

2017 2018 2019
mAE m|T Consult = MgmtCon. = Soft. PS mSaaSPS

Source: SPResearch, February 20:

Profits Decline!

Overall PS sector net profit (EBITDA) declined from its highest ever reported ceiling of 18.5% in 2018 to
15.2% in 2019 (Figufg. Buoyed by cloud consulting net profits of 23.7%, more and more service
providers are adding cloud consulting competenceegriab some of the fairy dust.

Figure5 shows embedde&oftware andSaaS R3scontinued their profit dominancat 23.1% and
23.7% down from record profits in 2018 of 26.2%s a whole, mbedded service organizations (within
product companiesgontinueto record stronger profits than their independent counterparts. ESOs
averaged1.3%EBITDAn 2019down slightly from 22% in 201Bidependents reported EBITDA of
13.6% in 2019dramatically lower than their record profit of 228%62018.

Figure5 shows tle wide disparity in reported net profit for the five largest verticals represented in this
benchmark. Across these segments, profit declined significantly from 2018 with IT Consultancies
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reporting the largest falloff with a profit decline from 16.6% iri2@o 11.9% in 2019. The fastest
growing segment, embedded cloud (SaaS) PS, produces the best nj28gi¥$based on high demand
and the ability to deliver remotely. With more input from architect and engineering firms, along with a
commensurate improveent in the construction industry, their profits at 17.6% are the highest among
independent firms.

Figure5: Net Profit (EBITDA) by PS Industry Segment

30%

25%

23.1% 23.7%

20%
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Rl Ee—

12.99, 13.5%

& Amortizat
2
S

5%
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Earnings before Interest, Taxes, Depreciation

2017 2018 2019
mAE mIT Consult = MgmtCon. mSoft. PS ®mSaaSPS

Source:SPI Research, February 2C

By geography, net profit declined significantly in all regions as the war for talent led to increasing
personnel costs which were not matched by a commensurate rise in realized bill rates. Asian Pacific
headquartered firms had a tough year with the lowesgional revenue growth (7.4%) and very low net
profits of 5.4%. As
growth has slowed
across Asia, consulting
firms have seen their 0%
prOﬁtS decline 18% ®mAmericas WEMEA  WAPAC

precipitously.

Figure6. Net Profit Comparison by Geographic Region

16%
5 1% 143% 14.8%
e 12%
Show Me the 2 10% n
S
Money! a
2 6%
4%
For anyone who wants 29 -
to know how money is 0%

2017 2018 2019

made in a labobased
busines, you need to
look no further than at
workforce productivity. Despite legions of tirsaving devices and technology, no one has yet found a
way to make an hour longer than 60 minutes, nor have they discovered how to make a day last more

Source: SPI Research, February 2
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than 24 hours. Buvhat the PS industry is finally discovering is the secret is to work smarter not harder.
This means PSOs are reducing the time and annoyance of administrative tasks like entering time and
business expenses or writing and continually updating projetisteports. No more endless resource
scheduling meetings. No more entering and reentering reams of data into an endless series of
disconnected spreadsheets. Instead of getting on an airplane at the crack of dawn on a Monday
morning, and returning tireénd exhausted on a Friday night, consultants can now work virtually from
the comfort of home.

As shown in Figuré, PS profit levelled off from 18.5% in 2018 to 15.2% in 2019 while average billable
utilization increased significantly from 69.7% to 71.Méar over year revenue growth climbed to

10.6%, the highest level of revenue growth the industry has reported since 2012 when the professional
service sector surged after the recession. Employee attrition had been climbing steadily since the
recession® 13.9% in 2018 but this figure improved slightly to 13.2% in 2019. All in all, 2019 was a
fantastic year in Professional Services with improvement in most of the key metrics.

Figure7: Growth, Profit and Utilization

20% 72.0%
18%
16%
14%

71.5%
71.0%

12% 70.5%
10%

Growth & Profit

70.0%

Billable Uitlization

8%
0,
- 69.5%

4% 69.0%
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

—Growth —Profit —Util

Source: SPI Researdfgbruary 202(

The War for Talent Intensifies!

In 2019 the war for talent intensified. US unemployment declined to 3.7%, the lowest it has been in 50

8¢S NA® Ly SYLX 28YSyld Aa S@OSy t26SN) F2NJ 2204& NBI dzA
skilled talent, firms are brandishing their reputations as a great place to work by offering not only more

money but also a host of other benefits including-giaring, 401K matchingworking from home,

parental leave and generous tiradf policies inclding sabbaticals. Headcount growth expanded from

7.7% in 2018 to 9.9% in 2019. Fig8provides a snapshot of headcount growth by industry segment.

Not surprisingly, the greatest headcount and revenue growth was reported by SaaS PSOs.

© 2020 Service Performance Insight D wuwitimelog.com 6


http://www.timelog.com

Service Performance Insight
2020 Professional Services M

Figure8: Year over Year Headcount Growth by Industry Segment
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Source: SPI Research, February 2

On the bad news front,
the average time to
recruit and ramp new e
employees grew to 121.1 %
days, up from 117.3 days
in 2018. Total attrition
(both voluntary and
involuntary) declined
slightly from 13.9% to

Figure9: Employee Attrition by Geography

10%

8%

Annual Attrition

6%

4%

13.2% (Figur®). Asia w

and the Americas have o wir 018 1o

historically reported the ®Americas  MEMEA  MAPAC Year

highest attrition. Attrition Source: SPI Research, February 2

is undoubtedly one of the

most vital metrics to

watch, as the cost to

replace a valuable employee can be more than $150,000.

Smooth SailingPredicted for Professional Services in 2020

The theme forthe 2020 SY OKYF N] A& a{Y220K {lAfAy3ed ! ff fSI R.
the new decade 2019 was a terrific year in Professional Services with stable revenue and headcount

growth, facilitated by expanded adoption of PS specific business daaptisanost notably CRM, PSA

and HCM. Revenue yields per consultant and per employee increased to $207K and $170K respectively

due to mprovements in utilization andill rates. Sector profit declined from its-éiine high of 18.5% in

2018 toa more sustaiable15.2% in 2019. Profits declined due to a downturn in IT Consulting,

Accounting, Staffing and Managed Services EBITDA.
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Despite continued turbulence over global trade with China; Brexit; and intensifying pamdecurity
concerns; times are stijjood in PS, with plenty of interesting work and abundant client challenges.

SPI Research sees a new millennial workforce, nursed on technology and instant global communication,

take charge. Knowledge workers around the world are increasingly becomirgomnsultardlike with

heightened expectations for measurable work effort and output. Younger employees are far less loyal

and more likely to frequently change employers than the baby boomers they are replacingotkfe

balance, diversity and giving tlaare important considerations which are slowly making an impact of

GKS t NEFSaarazylt {SNBAOSa aSOil2N) K26SOSNJ 1KS Ay Rdz
male employees with an average age36fl years.

Businesses and business models aimd upended by a move to usabased consumption,

subscription billing and managed services with aln2®86 of sector revenue coming from these

recurring revenue models. Millennial and line of business buyers demand ease, access and instant
gratification Yet the ag®ld professional services business model based on applying specialized

knowledge and skills to solve complex problems persists and thrives. Transformation is coming slowly to

this industry, with incremental improvements seen in productiviigowledge capture and repeatable

frameworks; we are not yet seeing revolutionary changes. If anything, the world of professional services

Aad 0SO2YAYy3a Y2NB FGGNYOGAGSs: y2 f2y3aSN) a2 F20dzaSR
armies of devidpers. Employees are now able to focus on more meaningful business process

improvements and truly impactful transformation and change management.

The professional services market continues to grow. Napdh demand is seen and clients seem

content toengage specialized service providers in traditional wggsused on project outcomes but

still based on traditional time and materials pricing although subscrigiesed and managed service
contracts are gaining momentum. PS organizations must ridestohallenge by packaging and
productizing their services, making them easier to sell and buy. The trick is being able to move quickly
to multi-element contracts and usag®ased pricing without losing your shirt.

Technology ecosystems are emergingeeferred platforms as buyers seek to minimize complexity and
amplify application integration. Winners are coalescing around Amazon, Google, Microsoft or the
Salesforce platform so they can ride the waves these goliaths have created all while assuring new
customers of their ability to plug and play nicely with partner applications within the same ecosystem.
Service providers have coalesced by ecosystem while working hard to establish meaningful
differentiation.

¢2RIFI&> RAAaOdza aA 2y acoth&up in modkt pyofessional yeRvices CoxferdatinidS ¢
because establishing the firm as a fantastic place to work is the most important element in attracting
and retaining a high caliber workforce. The key to success is having the best talent availaptar® c
and deliver new opportunities. Top performers understand they must create a compelling vision of the
future and quickly hire and support employees to bring that vision into reality. Now is not the time for
PSOs to rest on old skills, competen@ad systems, more than ever before they need to be bold and
disciplined to seize new solutions and technologies before they become mainstream.
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The pace and magnitude of technology change at times seem insurmountable but somehow millions of
consultants fiid a way to stay abreast of this mounting complexity to make sense of it all for their

clients. New technologies continue to transform the professional services market, and nowhere is this
more evident than in the security, mobilartificial intelligenceand collaboration (SMAC) space. These
solutions, many of which are embedded in core business suites such as Enterprise Resource Planning
(ERP or Corporate Financial Management (CFM)); Client Relationship Management (CRM); Professional
Services Automatio(PSA); and Human Capital Management (HCM); are becoming increasingly critical

to the success and growth in professional services. Professional Services is an employee driven market
and providing the best tools that provide the best insight underliepaafiormance improvements.
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Chapter20The Professional Services Maturi

SPI Research has spentr a decaddenchmarking varying levels of operational control or process
GYlFGdzZNRGeé¢ G2 RSG S Napp/opriatéd feBavidddfdr RibfedsioSaNJedvides Oa | Yy R
Organizationdased on their organizational lifecycle stage. fimelamentalquestions SPI Reseh

was seeking to answer when the PS Matwiienchmark was first conceived remain our primary focus:

D What are the most important focus areas famofessional services organizatioffisSOs) as their
businesses mature?

D What is the optimum level of matudt 2 NJ O2y i NRf |4 SIFOK LIKIF&S 2F |
D Can diagnostic tools be built for assessing and determining the health of key business
processes?
D Are there key business characteristics and behaviors that spell the difference between success
andfailure?

A

The original conceptbehifdt L wSa S| NOKRRASE ¥ al & diNa GRy @SadA3alL 4GS o4
increasing levels of standardization in operating proceaselsmanagement controls improve
customer satisfaction and Table2: Maturity Matters!

financial performanceThe

2020 P I G dzNR G & u _ Maturity | Maturity | Maturity
demonstrates that increasing Key Performance Measuremen Level 2 Level 3 | Level 4

levels of business process Percentage of respondents 54.8% 25.0% 20.3%
maturity do indeed resulin Yearoveryear change in PS revern  8.3% 12.3% 14.8%
significant performance Deal pipeline / diookings forecast ~ 156% 190% 220%
improvements(Table2). Employee billable utilization 61.3% 77.6% 84.2%
In fact, SPI Research found that projects deliveredtone 68.0%  84.8% @ 91.8%
high levels of performgnce Annual revenue / billable consulte ~ $124 $230 $293
Iheaa::jee]::]ir;)]?(r)i:z,do with Annual revenue / employee (k) $89 $186 $251

PS EBITDA 7.5% 15.1% 21.0%

organizational alignment,
effective business processes Source:'SP| Research, February 2
and disciplined execution than

"time in grade." Relatively young and fagirowing organizationsam and do demonstrate
surprisingly high levels of maturity and performance excellence if their charters are clear.

Further improvements accrue when their goals and measurements are aligned with their mission, and
they make the investments they need indat and systems to provide visibility and appropriate levels of
business control. Of course, it certainly helps if they are alsepesitioned within a fastgrowing

market.

¢tKS O2NB (SySi 27 &dvite and propdorientedbriadiatiandak etersucdess
GKNRdAK (GKS 2LIWGAYATLFGA2Yy 2F FAOS { SNOWAOS t SNF 2 NXI
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Leadershipg Vision, Strategy and Culture
Client Relationships

Human Capital Alignment

Service Execution

o krowndE

Finance and Operations

Within each of the Servideerformance Pillars, SPI Research developed guidelines and key
performance maturity measurements. These guidelines cut across the five service dimensions (pillars)
to illustrate examples of business process maturity. This study measures the corrbkttieren

process maturity, key performance measurements and service performance excellence.

Service Performance Pill ar skE

Thirteen years ag&Pl Research
developed anodel that segments and
analyzes a PSO into five distinct areas 0
performance that are both logical and
functional We call the five
underpinning elementService
Performance Pilla's 6 SO dza S
the foundation for all professional
services organaions(Figurel0):

1. LEADERSHIR/ISION,
STRATEGY AND CULTUYEGE)

Figureld Ser vi ce Per for mance Pil

v
2
5
= 5
9 =
° i)
o
s &
= =
K
o

Human Capital Alignment
Service Execution
Finance & Operations

aunique view of the future and the Service Performance Plllars
role the service organization will
play in shaping it. A clear and Source:SPI Research, February 2(

compelling strategy provides a focus for the organization and galvanizes aEffeative strategies

bring togethertarget customers, their business problems, and how a solution solves those problems
differently, uniquely, or better than its competitorgzor a service strategy to be effective, the role

and charter of the service orgaation must be defined, embracedommunicatecand supported
throughout the companyDepending on whether the service strategy is to primarily support the

sale of product, or to drive service revenue and prgfgervice organization goals and

measurements will varyLeadership skills and competencies must mature as the organization

matures./ dzf G dzZNB A& GKS dzy g NAGGSYy Odzali2Yaz o0SKIGA2NER
3 YSE FT2N) RSOA&AZ2Y YI1AY3IT &ifiNazrdcesses indugeR  LI2 6 S NID

setting strategy, business planning, goal setting and management.

2. CLIENT RELATIONSH(Marketing and Salgghe ability to communicate effectively with
employees, partners and customers to generate and close business adéaln Effective client
management involvedeveloping a clear and compelling-iemarket strategy which defines target
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This pillar encompasses all aspeatsnarketing, lead generation, quoting and selling solutions as
well as contract management and partnering. The core business processes performed in the client
relationships pillar include marketing, selling and the entire quote to cash business process.

3. HUMAN CAPITAL ALIGNMEHuman Resourcgshe ability to attract, hie, retain and
motivate a highquality consulting staffwith changing workforce demographitalent
managemenhas increased in importancédighcaliber employees represent the essen brand

and reputation of the firm PSOs are starting to adopt hybrid on andsbifre staffing models which
put increased pressure on customiacing staff to develop client relationships and more carefully

define client requirementsDemands for camr planningskill developmenand flexible work
optionshave intensified.The core human capital management processes include recruiting, hiring,
training, compensation, performance and career management.

4. SERVICE EXECUT.IE&hgagement/Delive)the methodologies, processes and tools to
effectively schedule, deploy and measure the quality of the service delivery process. Service
execution involves several factors: fraesource management, to delivering projeatsa
predictable and acceptable timeasime, to reducing cost while improving project quality and
harvesting knowledgeProcesses include resource management, capacity planning, project planning
and quality control, knowledge management and methodology and tool development.

5. FINANCE AND OPER®@NS (CFQthe ability to manage services profit and lasgo generate
revenue and profit while developing repeatable operating processes. The finance and operations
pillar focus on revenue, margand cost andhe financial contractualand IToperating proesses

and controls required to run a profitable and predictable business.

Professional

Themodel is built on the same
foundation as theCapability
Maturity Model (CMM), which
has been adopted for software
development; but is specifically
targeted bward billable PSOs,
that eitherexclusively sell ah
deliver professional services
complementthe sale of products
with senices Figurelldepicts
maturity level progression and
outlines primary characteristics
for each maturity level:

Services MaturityE Model
Figurell Services MaturityE Model
Optimized
Institutionalized
Deployed
Piloted
Initiated

Heroic

30%

Ad-hoc
processes

Level 1

Functional
Excellence

25%

Processes start
to become
repeatable

Level 2

Project
Excellence

25%

Standard set of:

Level 3

Portfolio
Excellence

15%

Aligned metrics
and controls

Level 4

Soure: SPI Research, February 2(

Collaborative
Excellence

5%

Focus on
continuous
improvement

Level 5
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® TLbLGL! ¢95: (APPROXIMATEIEY 30% OF PaO®aturity Level 1,
processes are ad hoc afidid. The business environment is chaotic and opportunistic, and the
focus for a PSO is primarily on new client acquisition and reference building. Often professional
service employees at this level are chameleonable to provide presales support oday and
develop interfaces and product workarounds the next. Success depends on the competence and
heroics of people in the organization, and not on the use of proven processes, methods or tools.
Practices and procedures are informal, and quality is daseindividual experience and aptitude.
[ SOSt m 2NBFYyATlIGA2ya INB 2FGSy OKFNIOGSNART SR |

e TtL[h¢95 &C)] b/ ¢L hYAPPROXIMATELY[25% QFPEOS)
maturity level 2 processes have started to becompeatable Best practices may be
demonstrated in discrete functional areas or geographies, but they are not yet documented and
codified for the entire organization. Basic processes have been established for the five Professional
Services &formance Pillars, but they are not yativersally embracedOperational excellence
and best practices may be discerngihin functions but not across function®y Level 2
individual Functional Excellence should have emetde key areas.

e T59t[h, 95 at wh W9:(APPROXIMATELYR5% QFP asaturity
level 3,the PSO has created a set of standard procemsg®perating principles for all major
ASNIAOS LISNF2NYI yOS LAXdeziaNB Yoldai aNBAyTSa | ESA3a dhay R adl
established and started to enforce financial and dyadbjectives on a global basis. Processes have
been established to fous on effective execution and there is spotlight on alignniEtiveenand
acrosdunctions. By level 3 project delivery methodologies and quality measurements are in place
and enforced across the organization.S @St o 2 NAI y AT I (i AQly 49 Ba&Rtdit Ry BE
with a consistent, repeatable project delivery methodology.

=MEE0t Lb{¢L¢! ¢Lhb! [ L%95 &t hAPPROXMATELY15% OF HSO%)/ 9 £
at maturity level 4, management uses precise measurements, metrics and contr@fetively
manage the PSOEach service performance pillar contains a detailed set of operating principles,
tools and measurements. Organizations at this level set quantitative and qualitative goals for
customer acquisition, retention and penetration, addition to a complete set of financial and
guality operating controls and measurements. Processes are aligned to achieve leverage. The
portfolio is balanced with a focus on project selection and executi@vel 4 organizations should
SEKAOAG ARt PRIDS2( Sy OS¢ o

® Tht¢lLal%95 &/ h[(APPROXWIATELY:S9E0F PROSAturity level 5
executivesdcus on continual improvement of all elements of the five performance pikars
disciplined, controlled process is in placeneasure and optimize performance through both
incremental and innovative technological improvements. Quantitative preicegsovement
objectives for the organization are established. They are continually revised to reflect changing
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business objectives anused as criteria in maging process improvementnitiatives are in place
to ensurequality, cost control and client acquisitiorThe rough edges between disciplines,
functions, and specialties have been smoothed to ensure unique problems can basettire
quickly without excessive bureaucracy or functional silbsvel 5 organizations areisionary and
collaborativeboth internally and with clients and external business partners.

Over the pastlecade, oveB5,000PSOs havstudiedthe PS MaturityModel® andnow usethe

M

conceps and key performance measuremefit® LJA Y L2 AYy d GKSANI 2NBFIYyAT I GAZY

develop improvement plans to advance lagpareas.

SPI Research summarizes individual PSO Figurel2 Service Performance PilMa t ur i ty
performance in a SPlder chart (Figa®. The
maturity scorecard provides a measurement for
each organization in comparison to the
benchmark maturity definitions and peer
organizations. It provides amnvialuable tool to “
analyze current performance and prioritize future g"o"ei'a‘;z ri-. \ \
improvement initiatives.

Leadership

This graphical depiction of the Service TR b |/ ,

A A « Service \ \ -~/ / Human Capjtal i
t SNF2NXIF YOS tAf ] NAEU 0€ Y kelution \~ ~/  Aignme® Y I O f
executives to quickly scorecard their
2NEFYAT F A2y Qa ghdSeNFeashdy | vy OS | y R RS SPIResearch, February 20;
relative strength and weakness.

(0p))
Q¢

Building the Professional Service¢a t u r Motley E

With core benchmark information gleaned across all primary business funcB®d$keseardbuilt the
t NEFSaarzyl t { SNa defdnineslogamzhtiorialémairitar2 4y Bilfart and
provides guidance to advance to the next level (T&ple

Table3: Performance Pillars Mapped Against Service

Level 1 Level 2 Level 4 Level 5
Initiated Piloted Institutionalized Optimized

Initial strategy ist PS has become a | PS isanimportant Service leads produc PSis critical to the
support product | profit center but is | revenue and margin | PS is a vital part of th company. Service
sales and provide subordinate to source, but channel | company. Solution | strategy is clear.

%_ reference product sales. conflict still exists. selling is a way of life Complimentary goals

> customers while | Strategy is trive | Services differentiate PS is included in all | and measurements ar

g providing customer adoption| products. Leadership strategy decisions. | in place for all functior

g workarounds to | and references development plans a Succession plans are Leaders have global
complete immatul profitably. Leaders| in place.daders have place for critical vision and continually
products. Leader focus on P&L and | strong background & leadership roles focus on renewal &
ar e fdo e| clientrelationships skillsin all pillars. expansion.
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Human Capital
Alignment

Service Execution

Finance and Operatio

Level 1
Initiated

Opportunistic. Nc
defined solution
sets or Go to
Market plan.
Focus is on new
customers and
reference building
Individual heroics
no consistent
sales, marketing (
partnering plan or
methodolog\o
consistent
estimating, quotin
or contract
managesmt
processe#d hoc,
oneoff projects.

Hire as needed.
Generalist skills.
Chameleons, Jac
of allTrades.
Individual heroics
May perform
presales as well
consulting deliver
and project
management

No scheduling.
Reactive. Ad hoc.
Heroic. Schedulin
by spreadsheet. N
consistent project
delivery methods.
No project quality
controls or
knowledge
management.

The PSO has bee
created but is not
yet profitable.
Rudimentary time
& expense captur
Limited financial
visibility and
control.

Level 2
Piloted

Start to use
marketing to drive
leads. Multiple sale
models. Start
investing in sal
training, CRM &
sales methotbgy.
Start measuring
sales effectiveness
& client satisfactior
Start developing
partners and paet
programs. Some
level of proposal
reviews and pricing
control.

Begin forecasting
workload. Start
developing job and
skill descriptions &
compensation plan
Rudimentary caree
pahs. Start
measuring employ:
saisfaction

Skeleton
methodology in
place. Centralized
resource mgmt.
Initiating project
mgmt. and technici
skills. Starting to
measure project
satisfaction and
harvest knowledge

5 to 15% margin. F
becoming a profit
center but still
immature finance
and operating
processes.
Investment ©FM
and PSA to provide

Service Performance Insight
Ser vi

Professi

onal

Level 4

Institutionalized

Level 5
Optimized

Marketing, inside sals
solution sales with
defined solution sets.
CRM integrated with
financials and PSA.
Deal, pricing and
contract reviews.
Partner plan and
scorecard. Tight
pricing ad contract
mgmt. controls. High
levels of customer
satisfaction.

Resource, skill and
career management.
Employee satisfactio
and engagement
surveys. Training
plansAligned goals
and measurements
with compensation.
Attrition <15%

PSA deployed for
resource and project
management.
Collaborative portal.
Earned Value Analys
Project dashboard.
Global Project
Management Office,
project quality review
and measurements.
Effective change
management.

15 to 25% margin. P
opeates as a tightly
managed P&L.
Standard methods fo
planningesource
mgmt., time & expen!
mgmt., cost control &
billing. In depth
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CRM, P8, ERP/CFM
integration provides
360degree view of
client relationships.
Business process,
vertical and horizonte
solutions. Vertical
client centers of
excellence. Top clier
and prtner programs.
Global contract and
pricing management.
Key partner
relationships. Strong
customer reference
programs.

Business process an|
vertical skills in additi
to technical and proje
skils. Career ladder
and mentoring
programs. Training
investments to suppc
career. Low attrition,
high satisfaction

Integrated project ant
resource managemel
Effective scheduling.
Using portfolio
management. Global
PMO. Global project
dashbard. Global
Knowledge
Management. Globa
resource managemel

PS generates > 20%
overall company
revenue & contribute!
30% margin.

Welldeveloped financ
and operations
processes and contrg
Systems have been

Executive relationship
Thought leadership.
Brand building and
awareness. High
customer satisfaction.
Integrated sales,
marketingnd
partnering programs.
Consistent, high qualit
marketing, sales,
contract management
and pricing processes
systems and
measurementsigh
quality references.

Continually staff and
train to meet future
needs. Highly skilled,
motivated workforce.
Outsource commaodity
skills or peak demand
Sophistated variable
on and ofhore
workforce model

Integrated solutions.
Continual checks and
balances to assure
superior utilization anc
bill rates. Complete
visibility to global proje
quality. Multi
disciplinary resource
management.

> 30% margin.
Continuous
improvement and
enhancement.

High profit. Integrated
systems.

Global with disciplinec
process controls and
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Level 1 Level 2 Level 4 Level 5
Initiated Piloted Institutionalized Optimized

Unpredictable financial visibility. | knowledge of all cost implemented for CRN optimization. Complet

financial May not have real | at the employee, sub PSACFMand BI. IT | integrad financial,
performance. time visibility or BI| contractor & project | integration and real = CRM, resource
Rudimentary Standard Library o level. Processes in | time visiiji. Systems management, contrac
contracand risk | Contracts and place for contract have been and pricing systems,
management. Statements of Wor management, légad | implemented for processes and control
pricing decisions. contract managemen
legal and pricing
decisions.

SourceSPI Research, February 2020

Why Maturity Matters

{tL wSaSINDODK 0StASPSa 6ARS adzLIR2 NI F2NJ GKS t{ al i
measuring performanceMaturity is determined through alignment and focus both withiand across

functions. For example, although financial measurements@irprimary importance, they are equally

weighted and correlated with leadership and sales and quality measurements to ensure organizations
improve across all dimensions, not just in terms of financial performance. However, if the organization

is profitmotivated (which most are), increasing maturity levels do show up in significant béitem

profit. Figurel3 highlights major key performance measurements by maturity level and should alone be

an important reason why PS executives should look deepewusitay it to increase profits.

Figurel3 Professional Services MatufitfProgression

Level 1 Level 2 Level 3 Level 4 Level 5

Initiated Piloted Institutionalized Optimized

Firms 152 129 128 77 27
Year-over-year change in PS revenue 7.9% 8.7% 12.3% 13.6% 18.1%
Bid-to-win ratio (per 10 bids) 4.42 5.00 5.61 5.71 7.11
Percentage of referenceable clients 50.9% 63.7% 81.4% 90.6% 94.3%
Employee billable utilization 55.5% 68.2% 77.6% 83.3% 86.9%
Projects delivered on-time 60.6% 76.7% 84.8% 91.1% 93.9%
Project margin 28.8% 32.7% 37.0% 41.4% 51.2%
Annual revenue per billable consultant (k) $88 $167 $230 $285 $313
Profit (EBITDA %) 4.4% 11.1% 15.1% 19.4% 25.6%

Source:SPI Research, February 2020
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Pillar Importance and Organizational Maturity

¢KS NBadzZ# 6a yR Ayairakida 3IFFLAYSR Ay GKS LIl ad GsSto
hypothesis thaservice organizations must develop a balanced and holistic approach to improving all

aspects of their business as they matur8Pl Research hdscovered that the emphasis on individual

service pillaperformance shifts as organizations mature. Excellémosly one specific service

performance pillar does not create overall organizational sucgeather it is theappropriate balance

and alignment within and across performance pillgra/hich leads to sustainable success.

513 firms are represented in this year's survey, however, not -
) A ) ) . Growth Surveys % Blanks Blanks

every firm answered every question. Therefore, if a firm did not " - 2o 2R
answer a specific question no analysis will be conducted on its
. . . Under -10% 29 44% 10.2% 10.2%
impact. The following table shows the correlation of EBITDA

. . -10% - 0% 2 05%  140% 14.0%
(profit) and Annual revenue growth. This table compares all of
the surveys with those that answered this specific question. 0%- 5% W] A ] 15.5%
SP| Research will eliminate the 21 firms that did not complete ~ %%-10% (G| B 2] [T18:3% 1B3%
this questions and therefore the EBITDA is 15.4% vs. the 0= e S Il it
actual survey average of 15.5%. We do this because showing ~ 15%-25% "o 18T% 137% 13.7%
blank answers does not really provide value to the reader Over 25% 9 58%  17.1% 17.1%
(unless there is a high percentage of blanks). TotallAvg. 53 1000%  155% 15.4%

Table4 depicts the relative
service performance pillar Tabled: Service Pillar Importance by Organizational Maturity Level

|mpor‘Fan(?e by :
organizational maturity

level. Many professional Leadership
services organizations are
established without an

initial focus toward Human Capital Align.
optimizing performance.

Client Relationships

Service Execution
PSOs begin with the goal of

establishing a @nt and Finance and Operatiol
reference base. They may
be operated as a cost
center or as an adjunct to the product function to establish alpha and beta customers and to provide

early product feedback. Initially they often perform presales, training, quality assurance arnzeser

delivery tasks. They hope to deliver services that are both profitable to them as well as valued by their

Ot ASyiGasx odzi Ay NBFrfAlGezr GKS& (G11S GKS LRarAdGA2y
Level Imaturity is on building client references and recruiting highly skilled generalist consultants who

are experienced enough and flexible enough to perform heroic feats to ensure early customer success.

SourceSPI Research, February 2(

Byl evel Z although primary focus is still to createference customers, more emphasis is placed on
human capital alignment for recruiting and ramping skilled employees, partners and contractors.
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Serviceexecution focus is on developing repeatable
project delivery methods and quality processes. At| Figurel4 PS Performance Pilldér€ore KPls
these early stages, many embedded professional
services organizations have a strong prodadiiten
focus and the role of the service organization is
subordinateto products. Conflicts between service
profit, client success and driving product revenue are
often characteristic of Level 2 embedded service
organizations.

* Revenue « Strategic

+ Projectmargin clarity

« Discretionary + Communication
spending « Alignment

« EBITDA « Employee confidence

* Resource « Service
mgmt. packaging
* Knowledge S T « Sales pipeline

mgmt. .| « Clientmix
* Projectmgmt. + Reference
* Quality clients

delivery

By the organization must move toward a
more balanced focus on all elements of the busines
by investing in systems, operating processes and
repeatable methods to sustain growth and ensure
quality. Level 3 maturity should be the aspirational
target of all PS organizations because it is at level 3
that an ongoing, profitable and sustainable siness Source SPI Research, February 2C
has emerged. At level 3 the charter of the PS
organization is clear. If the organization is an embedded PS organization within a product company, PS
has a seat at the executive table and is seen as adding value that transcends product implementati
integration and customization. Increasingly, embedded PS has become a critical component of ensuring
customer adoption and may play a leading role in driving product management direction and strategy.
Independent Level 3 PSOs are financially andatjmerally strong with a clear focus on targets markets

and sustainable, repeatable business processes and quality controls. They have built a compelling,
differentiated portfolio which is brought to life by specialized, knowledgeable consultants. ABleve
heroics and firefighting areo longerthe standard way of doing business as disciplined management
systems, controls and integrated systems ensure predictability and repeatability.

+ Ramp time
+ Employee satisfaction
« Attrition

« Billable utilization

“

o™
™an Capital AVEN™

At Level 4the organization has implemented structured business psses and utilizes integrated
AYVF2NNYIGAZ2Y adéadasSya (2 aadaNBE GKSNBE Aa a2yS OASs
true industry leaders in their target markets. They have developed a unique and differentiated culture
which attracts indusy-leading consultants and clients. More than average firms, Level 4 organizations

are extremely transparent. They typically have strong management controls and visibility into all facets

of the business by providing dynamic, réiale access to empowecdeteam members. Level 4

organizations continually expand their horizons and boundayi@bether it is through geographic,

vertical market or technology platform expansion.

Finally, at_evel Sthe organization is running very efficiently, and the focusni€ontinual improvement

and innovation. Level 5 firms are the Be§the-Best. They are excellent in all functional areas but

have transcended functional excellence with a collaborative, knowledge and intellectual property centric
focus. Very few fins achieve sustained Level 5 performance.
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Chapter3 0 Survey Demographics

Professional Services is one of the fastest growing segments of the global economy due in large part to
the fact that companies in all other vertical industries are increasingiyonircing and outasking their
non-core businesfunctions,processes and technology to specializedviceproviders.

Today, the global professional services industry is made up oR&waillion firms with combined

annual revenues of more thar8%rillion. It is also highly fragmented as the t6@0 largest firms (each

with more than 5,000 employees) account for lesart 5 percent of that revenue. This finding has
positive implications for the growth potential of professional services firms: there is room in the market
for innovative and effective newcomers that can effectively harness skilled talent to providelsgseti
insights and knowledge.

Firms in the professional service industry provide accounting, advertising and marketing, architectural,
management consulting, engineering, IT, legal, and research services. These companies provide the
knowledge and skillsf their employees, typically on a project basis, where an individual or team is
responsible for the delivery of high value services to the client.

Each year SPI Research has expanded vertical market coverage to include additional specialized service
segments to depict the nuances and metrics which pertain to these@&NIi A O f & ® {tLQa 02
yearincludesValueAdded Reseller§/ARs)Government Contractoandd 2 1 KSNE 6 KA OK Ay Of dz
healthcareymanaged service providerandresearch and devefoment organizations. This year the

benchmark also provides more-glepth analysis of thaccountingarchitecture, engineering and

marketing and advertising segmentThe legal industry is the only major professional services market

which is not coveregh this report as the requirements, processes and systems used by the legal

industry tend to be very specialized.

Unlike other industries, Professional Services is almost 100% a knowledge andlpsmalandustry.
The developed regions of North Ameri&urope and AsiRacific are rich in this resource. Growth in
this segmentlependson concentrated efforts to attract andeployskilled talent in the most proven
efficient and profitable ways to sharpen the business performance of professional sdinites

For this benchmark, SPI Research survé&ji&billable Professional Services Organizations (PSOs) from
October through December 201 The following sections outline the key markets which comprise the
global professional services industry and tka@awn the 208 survey demographics in several key areas
(market, organization size, and geographic region) to help PS firms compare their individual results to
the benchmark.

The Global Services Market

According tdGartner,who tracks IT spending (including Communications Services but excluding Business
Services and nolT related Professional Services), Worldwilspending is projected to total $3.7
trillion in 2019, an increase of 0.4% from 2018. This is the lowest forecast growth in 2019 so far. Global
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IT spending is expected to rebound in 2020 with forecast growth of 3.7%, primarily due to enterprise

software pending.

G¢KS aft26R26Y Ay L¢ aLISYRAY3I AYy uHnmd A& y2i SELISO
NEOS&aaArz2y FyR O2YLI yASa OdzidAyBhnbdvidloveRk/resRakch ONB i A 2
vice president at Gartner.

Tables: Worldwide IT Spending Forecast (Billions of U.S. Dollars

2019 2019 2020 2020 2021 2021
Spendmg Growth (%) Spendmg Growth (%) Spendlng Growth (%)

Data Center Systems 2.5

Enterprise Software 457 8.8 507 10.9 560 10.5
Devices 675 5.3 683 1.2 685 0.4
IT Services 1,031 3.7 1,088 55 1,147 55
Communications Servi 1,364 -1.1 1,384 15 1,413 2.1
Overall IT 3,732 0.4 3,872 3.7 4,018 3.8

SourceGartner, 2019
¢t2RIFeQa O2YLX SE 3S2LRtAGAOIt SYy@ANRYYSyld KI a LldzaK
organization® LINA2NRAGe fAadd h@SNItf ALISYRAYy3I 2y aSOdzNA
projected to grow 41.2% over the next five years.

IT spending growth is being driven by the rest of the world catching up on cloud spending. The U.S. is
leadingcloud adoptiorand accounts for over half of global spending on cloud. In some cases, countries

that Gartner tracks lag one to seven years in cloud adgptioN> 6§ Sa ® G C2NJ LISNRELISOUA BS:
behind the U.S. on cloud spending is the United Kingdom, which only spends 8% on public cloud

services. An interesting outlier is China, which has the highest growth of cloud spending out of all

countries. Wile China is closing the spending gap, it still will not reach U.S. levels by 2023.

The North American Professional Services Market

SPI Research uses the North American Industry Classification System (NAICS) to andlgzetiiees

market. The primary Professional Services designation is NAICS 54xx which definegeRgaigtas
G¢K2aS Ay (KAA &dz & S&&seswikrShimdn Safitalisythe Mmajadinpyt.SThese LINE O
establishments provide the knowledge and skills of their employees, often on an assignment basis,

where an individual or team is responsible for the delivery of high value services to the client. The

individual industries of this subsector are defined based on the particular expertise, training and

credentials of the services provider (Talie € @®

Per the most recent US Census, combined professional, scientific, and technical services (NAICS 54xx)
revenies reached 3.9trillion. In addition, substantial professional service revenue is generated by
software (NAICS 5112); Data Services (NAICS 518) and Employment Services (NAICS 5613). Including
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these segments, the US professional service industry gerteegiproximately $4L trillion in revenue in
2018 and employe&2.2million USbased workers.

Table6: Vertical PS Markdisthe North American Industry Classification System

5112

518
5411

5412

5413

5414

5415

5416

5417

5418

5419

5613

Software

Data Services
Legal

Accounting/ Tax
Prep/ Bookkeeping
Payroll

Archtiectural,
Engineering and
Related Services

Specialized Desigr
Services

Computer Systems
Design Services
Related Services

Management
Science and
Technical Consultir
Services

Scientific Research
and Develop.
Services

Advertising and
Related Services

Other Professional
Scientific, Technice
Services

Employment
Services

Software publishing, both publjurissate software companies. Total revenue is reported. F
typically represents ~ 20% of revenues.

Data processing, hosting and related services

This industry is comprised of legal practitioners known as lawyers or attorneys-gimwgol
primarily engaged in the practice of law. Firms in this industry may provide a range of ¢
specialize in specific areas of law, suchiral ¢aw, corporate law, family and estate plannii
patent law, real estate law, or tax law.

This industry comprises establishments primarily engaged in providing services, such &
accoumntig, designing accounting systems, preparing financial statements, developing bt
preparing tax returns, processing payrolls, bookkeeping, and billing. Accountants are c
they have and maintain competency in their field.

This industry comprises establishments primarily engaged in planning and designing re
institutional, leisure, commercial, and industrial buildings and structures by applying knt
design, consttian procedures, zoning regulations, building codes, and building material.

This industry group comprises establishments providing specialized design services (e:
architectural, engineering, and computer sysgms des

(IT Consulting)This industry comprises establishments primarily engaged in providing e
field of information technologies through one or more of thetfoiliesir(@) writing, modifyin(
testing, and supporting software to meet the needs of a particular customer; (2) plannin
computer systems that integrate computer hardware, software, and communication tec
onsite managemetd operation of clients' computer systems and/or data processing fa
(4) other professional and technical cenelpteeeradvice and services.

(Management Consuliing)is industgpmprises establishments primarily engaged in provi
advice and assistance to businesses and other organizations on management issues, ¢
and organizational planning; financial planning and budgeting; marketing objectivesam
resource policies, practices, and planning; production scheduling; and control planning.

This industry group comprises establishments engaged in conducting original investiga
systematic basis trgnew knowledge (research) and/or the application of research findii
scientific knowledge for the creation of new or significantly improved products or proces
(experimental development). The industries within this industry groun dhe defisedf the
domain of research; that is, on the scientific expertise of the establishment.

(Marketing and Communicaiidis}$ industry comprises establishments primarily engagec
creating advertisingoblic relations campaigns and placing advertising in periodicals, ne
radio and television, or other media. These firms are organized to provide a full range c
through thouse capabilities or subcontracting), includingeatiieesenvices, account

management, production of advertising material, media planning, and buying (i.e., placi

(Other PS)This industry group compestblishments engaged in professional, scientific,
technical services not listed above.

Staffing, temporary employment, placement and employment search services

SourceUS CensuandSPI Researclrebruary 2020

ces

Tables7 and8 provide a rollup of 2017 US Census data for these NAICS codes. There are 178,072 firms
in these market segments; only 76,445 (42.9%) employ more than 20 people the remaining 57% employ
less thar0 people. In other words, the industry is dominated by very small firms particularly in
accounting; legal; management consulting and staffing.
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Table7: 2018 NAICServiceRollup(Firms)

Employees in % of total emp. in

Firms with over firms with over firms with over 20

NAICS Market Firms 20 emp. emp.
5412 | Accounting 16,880 3,253 451,605 48.5%
5418 @ Advertising/Marketing/PR 8,040 5,196 1,050,920 81.1%
5413 | Architecture/Engineering 33,342 13,727 2,259,335 70.6%
5415 | IT Consulting 14,696 14,044 2,813,675 82.4%
5411 | Legal 27,626 9,326 1,050,035 52.3%
5191 | Managed Services/Hosting 3,438 1,899 783,405 90.5%
5416 | Management Consulting 32,054 14,466 2,515,955 61.4%
4234 | PS within HWNetworking 4,108 2,379 838,355 91.4%
5112 | PS within Software compa 3,048 2,204 992,600 93.1%
5417 Research & Development 7,480 2,693 752,785 85.4%
5613 | Staffing 22,720 5,674 2,609,315 91.9%

Other PS 4,640 1,584 219,495 31.1%
Total / Average 178,072 76,445 16,337,480

SourceUS CensuandSPI Researclrebruary 2020
Table8: 2018 NAICServiceRollup(Employees and Revenue)

5412 Accounting 931,964 $150,974 $161,995 $267,515
5418 Advertising/Marketing/PR 1,296,126 $224,111 $172,908 $250,592
5413 Architecture/Engineering 3,198,556 $609,802 $190,649 $263,351
5415 IT Consulting 3,415,991 $763,861 $223,613 $300,211
5411 Legal 2,006,503 $266,641 $132,888 $147,654
5191 Managed Services/Hostin 865,414 $194,080 $224,263 $371,560
5416 Management Consulting 4,095,715 $683,053 $166,773 $224,379
4234 PS within HWNetworking 916,913 $407,691 $444,634 $702,765
5112 PS within Software compz 1,066,639 $298,919 $280,244 $384,198
5417 Research & Development 881,203 $177,775 $201,741 $330,497
5613 Staffing 2,839,441 $309,472 $108,990 $163,485
Other PS 706,861 $97,194 $137,500 $219,846
Total / Average 22,221,326 $4,183,571 $188,268

SourceUS CensuandSPI Researclrebruary 2020
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PS MaturityE Bench Demodaphice r t i ¢ a l Mar ket

¢CKS Hnanwn t{ al (i dieiastcomprerensidek Y I
global study of the professional services industry as it is based or
513 participating organiz@ns representing over 27200
consultantgFigurel5). The percentage of completed surveys
representinghe top 14 vertical market segmentis as follows

1. IT ConsultingSystems Integrators and developerd7.9%,
143 firms representing 96,000 consultats;

2. Software PSService divisions within software companges
14.2%, representin@ 3 firms and ~43,000 consultants;

3. Management Consulting Management consultanciesl3.3% representing8 firms and ~
15,000 consultants;

4. SaaS PSService divisions within softwaes-a-service providerg 10.7%6 representing5 firms
and ~31,000 consultants;

5. Architects and EngineersArchitects and engineeis8.6% representingt4 firms with ~19,000
architects and engineers;

6. ValueAdded Resellersesell hardware, software and provide technology services, training and
support¢ 4.1% representin@1 firms with ~1,200 consultants;

7. Marketing, Advertisingand PR Advertising, marketing, communidéa firmsc¢ 2.7%
representingl4 firms and ~ Z,000 consultants;

8. Accountancies Accounting firmsg 2.7% representind 4 firms with ~11,000 accountants and
auditors;

9. Government Contracting Firms providing professional services to Government ageqcie®%
representing 8 firms with- 8,000consultants;

10. Healthcare/Medical/Pharma/Biotech 1.6% representin@ firms with ~5,000 projectbased
professionals;

11. Research & DevelopmenR&D organizations 1.4% representing firms with ~8,000
consultants;

12. Hardware (and Networking) PSService divisions within hardware and networking
manufacturers; 1.2% representing firms with ~4,000 consultants;

13. Staffing: Staffing organizations 0.6%representing3 firms with ~1,000 consultants;

14. Managed ServicesProvide hosting and managed and outsourced sendd® 6% representing
3 firms with ~1,00 consultants;
15. Other PS business optimization, trainirg9.0% representingl6 firms and ~13,000
O2yadz GFyidaT ahiKSNI t {séch asyeQamndaif&cturingconktdidtioni & LIS &
and organizations thagither did not squarely fit into other specific professional services
verticalsor lacked enough observations worth analyzing
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Figurel5 Vertical Market Distribution
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Source:SPI Resaah, February 2020
Table9 shows participant demographics for the p#sirteen years. Historically, IT consultancies have
been the largest participating market, closely followed by PS within software firms.

Table9: Number of Participating Firms by Vertical Market (2007 thro@)gh 201
2007 | 2008 | 2009 | 2010 2011| 2012 | 2013 | 2014 2015| 2016| 2017 | 2018 2019
Sso| 13 24 50| 67| 61| 69 115/ 86| 190 133 103| 155 14

IT Consulting P 3| 1,209

PS within Soft. ESO 34 66 89 57 56 45 45 a7 89 57 45 78 73 781

Mgmt. Consult. PSO 2 12 22 22 31 34 24 27 68 46 45 75 68 476
Arch./Engr. PSO 0 0 4 6 7 8 6 10 50 35 153 100 44 423
Other PS PSO 2 13 30 22 13 31 21 24 13 46 49 62 62 388
PS within SaaS = ESO 0 0 18 19 26 23 16 13 43 41 29 70 55 353
Advertising PSO 0 0 0 6 10 11 6 4 12 9 8 20 6 92
PS within HW/Ne, ESO 1 3 12 9 10 9 4 4 16 6 6 12 14 106
Accounting PSO 0 0 0 6 2 4 1 5 13 9 8 19 14 81
VAR ESO 0 0 0 0 0 0 0 0 14 14 4 14 21 67
Managed Service ESO 0 0 0 0 0 0 0 0 17 8 4 9 3 41
Res. & Dev. PSO 0 0 0 0 0 0 0 0 15 7 0 4 7 33
Staffing PSO 0 0 0 0 0 0 0 0 9 5 2 4 3 23
Total 52 118 225 214 216 234 238 220 549 416 456 622 513 6,092

Source: SPI Research, February 2020
Tablel0shows 345 surveys came from independent firms while 168 came from ESOs (Embedded

Service Organizations within product companies). North American headquartered firms dominated the
study with 414 surveys while 75 came from EMigAdquartered firms and 24ame from Asia Pacific
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(predominantly Australia and New Zealand). The average size of organizations in the benchmark is 530
PS employees.

TablelQ Survey Participant DemographigsOrganization Type and Geographic Region

22 513 168 345 414 75 24

Surveys 6

Size of PS organization (employ 625 530 504 543 464 857 654
Annual company revenue (mm) | $228.2 | $203.2| $293.8| $160.0 $197.3 $214.0 $268.3
Total P$evenue (mm) $92.8 $83.8 $71.8 $89.6 $71.1 $149.6  $97.9
YoY change in PS revenue 9.7% 10.6% 11.3%  10.3%  10.8% | 10.9% 7.4%
YoY change in PS headcount 7.7% 9.0% 9.9% 8.6% 9.1% 9.8% 5.9%
% of employees billable 72.8% | 73.3% 735%  73.2% 72.8% /| 76.0% | 73.8%

% of PS redelivered by 3pdrties  11.7%  10.6% 95% 11.2% 10.8% 10.9% 7.8%

Source: SPI Research, February 2020

Figurelé Regional Demographics
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Source: SPI Research, February 2020

By organization size, trmmallest andargestorganizatiors grew the fastest and addesignificantPS
headcount(Tablell). Thelargestrelied the most heavily on subcontractors to generateremental
revenue. In the highgrowth professional services world, mergers and acquisitions are increasaegly

as one of the fastest ways to augment growth and to expand into hot new service and technology
segments. Increasingly, the largest firms are augmenting their capabilities in SMAC (Security, Mobile,
Analytics and the Cloud) while also investing irre@rgirategic and industrjocused practices.
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Tablell Survey Participant DemograpHhigsOrganization Size

Key Performance Indicator (KPI)l Under 10| 10-30 316100 | 101-300 | 301-700 | Over 700

Surveys

Size of P8rganization (employees) 5 20 65 200 500 3,237
Annual company revenue (mm) $12.7 $56.0 $60.3 $225.1 $232.7 $786.1
Total professional services revenue $3.1 $9.5 $18.6 $41.5 $84.6 $459.2
Yearoveryear change in PS revenue  13.0% 10.4% 10.8% 8.8% 9.5% 12.5%
Yearoveryear change in PS headco 7.5% 7.6% 9.2% 8.6% 10.1% 11.8%

% of employees billable or chargeal 72.6% 74.5% 74.7% 72.9% 68.9% 73.2%
% of PS revenue delivered bya3tigés  10.7% 10.8% 10.7% 9.9% 10.5% 11.8%
Source: SPI Research, February 2020

Tables 12 and 13 further analygethe survey demographics by vertical market, highlighting the markets

surveyed.! OO2NRAY3I (2 GKAa &SFkNRa adaNBSexz {F+{ t{ o0SYOo
reportedthe highest year over year PS revenue growth at 16.1%. They were followed by management
consultancies (11.3%); VARS (11%) and IT Consultancies (10.9%).

Tablel2 Survey Participant Demographics by Vertical Market

Software Mgmt. SEERS Arch./
ITConsult
Key Performance Indicator (KPI) PS Consult Engr.

Surveys

Size of PS organization (employees) 673 593 224 556 425
Annual company revenue (mm) $175.0 $376.3 $126.3 $275.4 $71.6
Total professional serviegenue (mm) $108.6 $99.0 $57.0 $48.0 $70.3
Yearoveryear change in PS revenue 10.9% 8.5% 11.3% 16.1% 6.4%
Yearoveryear change in PS headcount 8.9% 7.2% 9.9% 15.1% 5.6%
% of employees billable or chargeable 76.5% 73.3% 73.8% 72.5% 74.4%
% ofPS revenue delivered bypartles 12.1% 10.8% 10.6% 10.3% 11.0%

Source: SPI Researdtgbruary 2020

In 2017, PS industry hiring reached artiate high with a 9.7% increase in headcount. In 2017, for the
first time, we saw PS headcount growth exceedenue growth. All of this hiring led to ebullient PS
revenue growth of 9.7% in 2018 as all those new employees contributed to a surge in revenue. In 2019
the industry again experienced neagcord hiring with 9% headcount growth and strong revenue

growth (10.6%).
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Tablel3 Survey Participant Demographics by Vertical Market

Advertise. Other
Key Performance Indicator (KPI) / Mktg / .
21 14 14 8 73

Surveys

Size of PS organization (employees) 58 777 1,214 1,002 422
Annual company revenue (mm) $25.1 $105.4 $511.9 $197.2 $203.4
Total professional services revenue (mm) $9.2 $65.2 $276.7 $197.2 $59.5
Yearoveryear change in PS revenue 11.0% 9.8% 10.4% 7.2% 10.8%
Yearoveryear change in R8adcount 8.6% 11.3% 9.1% 5.6% 7.8%
% of employees billable or chargeable 76.0% 67.7% 71.8% 75.6% 66.8%
% of PS revenue delivered byaBtigs 6.8% 8.3% 8.3% 16.6% 8.9%

Source:SPI Research, February 2020

Type of Work Sold

SPI Research analyzes the type of work sold, (Tahl@echnology and IT consulting represent almost
one-half of the work sold by ESOs. ESOs are no longer just selling implementation, integration and
customization on either a time and materials or fixed priced basis; now those services, just like software,

FNB 60SAy3a a2tR ala I ASNWBAOS:® 9{h &adz0 AaONRLIIAZ2Y

heightens the need for PSA or projdised accounting solutions. Providers must not only track labor
and utilization costs but also ensure those coseswithin committed subscription cost levels.
Additionally, systems must now support complex malément contracts and billing.

Tablel4 Type of Work Solay Organization Type and Geographic Region

Business / management consul  24.7% | 23.8% 15.1% 28.0% | 23.3% 27.0% 21.3%

Technology or IT consulting 347% 39.4% 44.7% 36.8% 38.3% 40.7% 53.7%
Subscription services 7.6% 8.3% 14.9% 5.0% 8.7% 7.1% 3.7%
Managed services 9.5% 9.0% 8.6% 9.2% 9.4% 9.2% 3.1%
Staff augmentation 5.2% 5.5% 4.4% 6.0% 5.5% 4.4% 8.3%
Hardware, software or equipme 4.3% 4.5% 7.0% 3.3% 4.6% 4.3% 3.5%
Other 14.0% 9.6% 5.3% 11.7% 10.2% 7.3% 6.4%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Source: SPI Research, February 2020

In Europe, and Asia, the percentage of technology consulting was significantly higher than business or
management consulting. As the North American technology services market matures, service providers
are shifting theifocus to add business process optimization. Expect the same shifts to occur in EMEA
and Asia Pacific as the business matures giving way to a higher percentage of strategic multi
dimensional consultancies.
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Tablel5 Type of Work Solady Organization Size

Key Performance Indicator (KPl) Under 10| 10-30 316100 | 101-300 | 301-700 | Over 700

Business / management consulting 41.4% 28.0% 21.1% 20.0% 17.9% 20.1%

Technology or IT consulting 32.2% 40.1% 44.7% 38.4% 36.6% 37.0%
Subscription services 3.1% 6.2% 7.4% 9.6% 12.2% 11.9%
Managed services 8.3% 6.9% 7.9% 9.8% 12.4% 11.1%
Staff augmentation 3.9% 2.6% 4.4% 5.3% 12.9% 7.9%
Hardware, software or equipment 6.2% 3.2% 2.6% 6.2% 4.0% 6.3%
Other 4.9% 13.0% 12.0% 10.8% 4.1% 5.6%
Total 100.0% 100.0% | 100.0% 100.0% 100.0% 100.0%

Source: SPI Research, February 2020

The breakdown of services sold becomes even more interesting as organizations are parsed by size.
Smaller firms tend to sell more business or management consulting than the larger firms as the vast
majority of management consultancies are quite smallhfietogy consulting lends itself to economies
of scale whereas expert strategic or operational management consulting relies on specific domain
knowledge and expertise which is not easily amplified across large project téansganizations

grow, subscripon and managed services make up a larger proportion of revenue.

PSO Type

Many of the concepts and uses of professional services described in this report also exist within-product
driven organizations. Thug,t L wS & S I N Kembeddediserlidér§aninaSodJES®) to

describe the rapidly expanding market for service organizations within product companies. Within
professional services, thagtest growingegment is software and IT servigegyurel?).

Figure 17 Independent vs. Embedded ®yr@rg Surveyed (200¥201)
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Source: SPI Research, February 2020
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There are more tha@5,000software, hardware|Tand Managed &vices companies in the United

States more than 99 percent are small and meditgized firms (i.e., under 500 employeed)isTiotal

includes software publishers, suppliers of custom computer programming services, computer systems

design firms, an#lanaged Services providerBhis segment of the PS industry draws on a highly

educated and skilled Usased workforce obver 5.4million people. Figurel7 showsover two-thirds of

GKAA @SIFIND&a o0SYOKYFN] LINIAOALIYGA INB AYRSLISYRSY

SPI Research analyzes billable PSOs in several ways with a focus on two macro gggdepdadents
and embedded P&ganizations:

Independent Professional Services Organizations (PS@d¢¢pendent PSOs sell, deliver, and

invoice for professional services to external clients. Clients hire systems integrators, IT consultancies

(Sls); Valuddded Resellers (VARs) andrMged Service providers (MSPs)to implement or integrate

technology based on their strategic competence or specialized industry or product knowledge. Clients

hire management consultancies to provide strategic insight, guidance, facilitation and coaching.

Independent PSOs typically provide expertise, knowledge, skills and business practices that are more
specialized than those found within internal organizations. In this study a majority of the independent

PSOs were IT consultancies, Systems Integratis)saiSVARs, with the remainder representing

Management Consultancies (MCs), Accountants, Marketing and Advertising firms and Architects and
Engineers. Healthcare services including staffing; management consulting; technology and business

process consultig represents one of the fastest growing sectors as the healthcare industry is forced to
automate and improve patient reporting. The participating PSOs represented a broad spectrum from

some of the largest independent service providers in the world toeexély small, independent regional

FYR &LISOAFfdGe aSNWAOS LINBPBJARSNEO® ¢KS @lFaid Yl 22NR
Embedded Services Organizations (ESEBDs operate much like PSOs; however, they are part of a
productdrivenorgad T | G A2y ® ¢CKS YIF22NAGe 2F 9{h LI NIOAOALI yi
technology but many of the largest ESOs like IBM and HP services provide global IT consulting, managed
ASNIAOSa | yR 2dzi a2 dzNOAyY 3 yradictsl BoatRe@adl o Bikize #3Qs,K (1 KS A
OKSANI LINAYFNE OKIFNILISNI Aa (2 &adzO00SaafdAZfe AYLI SYSy
embedded PS has expanded to include client adoption with a focus on reducing time to value. While

they are focuse@n professional service revenue and profit, they are often asked to perform non

billable presales, proof of concept and customer satisfaction services at little to no charge. They enable
external clients but must also support internal sales, supportemgineering constituencies. At

maturity levels 1 and 2, their primary focus is on project delivery and building a reference base. For

ESOs, lead generation, marketing and sales are primarily provided by the product sales organization
howeverastheymahNB = Yl yeé FFNB aGFNIAy3 G2 RSOSt2L) GKSANI 2
this survey a majority of the ESOs were part of independent software and cloud vendors (ISVs). The
embedded PS organizations in this study provide PS for some of ¢festi@nd besknown cloud

vendors. Overtime the charter for embedded cloud PS has shifted from a cost center to a profit center.

Cloud PS organizations are now measured on implementation, packaged subscription services, churn

and recurring revenue. Alnsball legacy oipremise software providers are moving to the cloud. SPI

Research shows both ggremise and SaaS results.

SPI Research uses this segmentation because independent consultancies must fymadsskégsg and
backoffice operations for finance, operations, facilities, IT and recruiting in a way that embedded
organizations generally do not. Independents incur a higher cost of operation than captive (embedded)
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organizations do. However, the faling chapters will demonstrate independent PSOs generally
outperform their embedded counterparts because their sole focus is on deliveringghaglty services
at a profit. Independents generally are focused on client delight and service revenue aimdanwth,
versus embedded wherthe goals of delivering profitable services maysbiordinate to customer
productadoptionand driving incremental product sales

Organization Size

The average size organization in the
t NETSAAA2YFE { SNDA OSEIEE PEAFPRSES . sy Ok Y N
was 530 PS employees thisyealK A & & S| NDR A

survey is based on firms who employ@aeer
270,000consultants worldwide making it the 1,501 - 5,000
most comprehensive study of the Professional
Service industry.

701 -1,500

301-700

Figurel8 highlights survey distribution by PS
headcount. The largest percentage of firms
have between 31 and 100 employees, which
has been the case for several years now.
Embedded services organizations averagé
PS employees whereas independents Under 10
averagedb43. Firms headquartered in EMEA " o o o
averaged57PS employees; the Americas Percentage of Observations
averagedd64and AsiaPacificaveraged54 SourceSPI Research, February 20
PS employees per firm. Software PS
organizations averagesbB3PS employees, highlighting the importance of embedded PS within these
organizatons. IT consultanci€673 and Management consultanciez?2d) also had a substanti®S
workforce. Architect and engineering firms averaged 425 employees while marketing and advertising
agencies averaged 1,214 PS employees.

101-300

Organization Size (people)

31-100

10 -30

Headquarters Location

SPI Resechworks with professional servis@rganizations from around the world and encourages

them to participate in the benchmark survey. Survey participation from firms headquartered outside of
North America (Europe, Middle East, AfricBR MEA andAsiaPaciic (APag) represented 20% of the
survey.(Figurel9).

It is important to note that regardless of where the organization has its headquarters, a significant
number of employees may reside outside of the headquarters location. This is especially texgdor
organizations. Therefore, the benchmark does reflect global organizations with a worldwide PS
workforce.

© 2020 Service Performance Insight D wuwitimelog.com 30


http://www.timelog.com

2

Service Performance Insight
020 Professional Ser vi

Figure 19 Headquarters Locati@Region
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Source:SPI Research, February 20

Total Company Revenue

ces

In this survey, many of the PS organizations are part of a larger enterprise that also sells a variety of
other products and services. Many of the independent professional service providersedl products

or the responding group is an individual
practice within a larger firm. Many
technology service organizations have
multiple lines of business which may include
management consulting, managed services,
outsourcing and staffing. Therefoiigjs
important to note total annual company

NBE @Sy dzS o Ly GKA&a &8
organization generated $203 million in total
revenue including $83.8 million in PS revenu
(Figure20). The percentage of total revenue
produced by PS represented.8% this year.
The % of overall PS revenue contribution ha
been steadily increasing, reflecting the
AYLRNIFYyOS 2F GKS yS
ASNDAOSE 802y2Ye o

Figure 20 TotalCompanyRevenue
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The global PS market is primarily comprised o
firms with less than $50 million in revenue, but
SPI Research works especially hard to survey

larger professional services providers to better

understand the dynamics impacting their
businessaand how they can improve
organizational performanc@~igure21).

Embedded PSOs averaged $71.8 millioRS
revenue and the independents averagé®b.6
million. The average across all 513 participant
was $83.8 million compared to $92.8 Million in
2018 and $57 million in 201 y (i KA &
survey firms headquartered in the Americas
produced $71.1M compared to $149.6M for

EMEA and $97.9M for APac headquartered

fFigure 21 Total Professional Services Revenue
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firms.

Year over par change in PS Revenue

For the past five years, PS annual revenue growth has avera@fgd19.2019, annual PS revenue

growth climbed to 10.6% up fro®v7%in

2018 and 8% in 2017.

Figure22 YearoverYear @ange in PS Revenue

Interestingly, almost all PS subsegments
reported strong revenue growth. The slowest
growth was reported embedded hardware
and networking providers at 3.5%. %8of the
firms grewrevenuesby over D% (Figure?2).
31% of the firms grew revenues by less than
5% and 21% grew revenues by 5 to 10%.

Independent providersveraged 10.%
revenue growthwhereas embedded service
providers grew 811.3%. Firms with less than
10and more than 700 employees grew the
fastest at 12.%a Firms with fewer than 100
employees experienced higher revenue
growth than firms with between 100 and 700
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employees who reported less than 10%

growth. This is an important metric to watch as growtlhia sector increased this year despite reports

of consolidation and price erosion in slower growing segméiiis. professional services market can
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absorb growth rates of 5% to 10% through
efficiency gains and better management of
external subcontractors without significant
increases in hiring. However, when growth
rates rise above 10%, professional services
organizations must add fufime employees

Yearoveryear change in PS Headcount

2017 saw a surge in headcount growth which
tapered off slightly in 2018 but rebounded in
2019. Typically, headcount growth trails
revenue growth by approximately 3 percentage
points. In 2019 we saw the spread between
headcount (9.0%) and revenue growth (10.6%
shrink with another surge of hiring (Figuza).
Despite hiring increases we have not seen

Figure 23 YearoverYear Gange in PS Headcount
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significant wage inflation.

Percentage of Employees Billable or Chargeable

ces

SPI Research found the percentage of billable employees grew from 72.8% in 2018 to 73.3% in 2019
(Figure24). PSOs have worked hard to eliminate mewenue producing positions but the span of

management control has remained fairly

Figure24 Percentagef Employees Billdd

constant at 1:10. Independents reported 73.29
billable employees compared to 73.5% for
ESOs. The EMEA region reported 76.0%ef th
employees billable; APAC 73.8% and America
72.8%. Organizations with 30 to 100 employe
reported the highest billable percentage

[=)

(74.7%). By vertical, IT Consultancies and VAR

reported the highest billable percentage (76%).

Excessive nchillableheadcount creates a tep
heavy organization or is a symptom of poor
sales and marketing effectiveness and/or poor
systems. But as in all things PS, there is a
delicate balance that must be maintained. Non
billable headcount and time is a necessary
comporent ofleadership andleveloping
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infrastructure, systems and tools which support
growth, consistency and quality.
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Percentage of PS Revenue Delivered by Third Parties

Figure25 shows the distribution of survey
responses in terms of the amount of revenue

Figure25 Percentage of PS Reeliiered by 3rparties

generated by thireparty resources. The Over 30%
average percent of PS revenue generated by
subcontractorsvas 10.6%, down from 12.6% 20% - 30%

in 2017. ESOs ude thirdparty workforce to
generate 9.5% of revenue, whereas
independents reported 11.2%. APac used a
third-party workforce for 7.8% of revenue;
the Americas 10.8%. By vertical, R&D used
the most outside subcontractors at 18.2%.
Subcontractor use grows@portionately None

with organization size. | | |
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Chapter4 0 Best-of-the-Best

SPI Research annually conduatslepth analysis of the top 5% of PS Matuityenchmark participants

G2 dzyO20SNJ 0KS NBlFaz2ya F2NJ G§KSANI &dzZLISNX F G A BS LISNF
Y2RSt 0 2NBIYAT (A2 yaithe | S8SH é0 S-SHUH NI VS RO IaNBSTadiat | dzR A
andin-depth interviews with their lead service executive.

In this year's benchmark, SPI Research nametoth25 firms, each scoring 20 or above (out of 28)
the PS Maturity a 2 RS @ ¢CKS F2tft26Ay3 aSOlA2ya KAIKEAIKIG a
preforming organiations to the rest of the survey participants.

Introducing the 2020 Best-of-the-Best Service Organizations

Acorio

Acorio is a cloud consultancy on a missiondeliver on

{ SNWAOSbhb26Qa LINRPYAA&ASS ALK A
unparalleled expertise throughout your entire Service
Management journey. Acorio is a twetime Bestof-the-Best
Winner.

dzA R+F y OS

Marci Parkerc VP ofProfessional Services

ttSIrasS G(Stf dza | 62dzi &2dzNJ FAL LX A AKYS

We grew close to 50% in 2019, with overachievement on our
sales goals. We continue to define and improve the operations of

our productline aligned practicesand have cemtlized the management of odelivery department
learning. We also now have a fornwplality department and are working to implement quality
measures into every aspect of our business.

We celebrated 86 successful cligmbject completions and maintaineaur externally measured 9.3 out

of 10 customer satisfaction scor&/e were recognized for the third year in a row as the #1 firm to work
for in Massachusetts by the Boston Globe. We also were recognized by Inc as one of the top places to
work in the natian.

Please tell us why your firm is a great place to work.

Acorio is a great place to work because of its collaboration, diversity, and eclectic environment.
9PSNE2YS KIFa |y 2LILRNIdzyAde G2 €SFENYy FTNRY 20KSNRa
experience with anyone who is interesteddditionallytK S O2 YLJI y& Qa YA aaizy Aa Of
communicated ofterg resulting in everyone working towards the same goals. Much time is spent with
managers ensuring that each employee is aware of weekly priogitidshat their needs are heard.

Please tell us about the top challenges your firm is facing in 2020.
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Continued faspaced growth to keep up with our client demands
Continue to push on quality while growing, with a goal to increase our CSAT even higher
Inaease the size and dollar value of customers and projects

9t SO GS 2dzNJ GoONXYyRéE AY GKS YIENJSGLEFOS (2 YIGOK 2

Advoco

Advocois a leading Enterprise Asset Management (EAM) consulting services company that has
seencontinual growth since its founding in 2002. By optimizing our cliefts 6 dza Ay Saa LISNF 21|
through an improved application and implementation dhfor EAM Advoco forms a trusted

partnership and meets the complex needs of leading organizations
around the world.Advoco isa three-time Bestof-the-Best Winner.

Steve Brindleg Founder and Partner
tfSFAaS GStf dza | 62dzi @2dz2NJ FANX QA

Meeting our 2019 revenue goal after having a slowc@& celebrated by
taking the entire company angpouses/partners for a long weekend in
Cancun, Mexico!

Please tell us why your firm is a great place to work.

We value culture above growth and profggshough by doing so we actually
grow and are profitable!! We promote balancing the stress of a clicinf
consultancy with company fun: Christmas trip to Cancun; we make wine in Sonoma CA (picking the
grapes, though fermentation, barreling and bottljngwice yearly fithess challenges; Advefoo-Good:

our support for charitable/nosprofit organizationsvarious office events throughout the year.

Please tell us about the top challenges your firm is facing in 2020.

Recruitment is going to be key for us in 2@28specially in Q1. We have a strong backlog of work that
we are currently understaffed to be bto deliver onwithin the necessary timeframes. We have a
proven recruitment proces$ut finding the right people, hiring them and getting thérained and able
to deliver our services takes time. To help address this we have brought on board a sécetadfH
member who is initially focused purely on recruitment.
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Coveo

Coveomakes business personal. As the pioneers of clbaded Alpowered search and

recommendations, Coveo has always been driven by making the lives of our customers easier. Coveo is
dedicated to helping organizations deliver more personalized experiencegales by ensuring that

every customer, partner and employee has contextually relevant
information at every interaction Coveo is a twdime Bestof-the-
Best Winner.

Alain BouchardVice President, Professional Services and Technical
Support at Coveo

tfSIrasS (Sftf dza | 02dzi @&2dzNJ FANY LX AaKYS

2019 was a phenomenal year for Coveo. In addition to securing $22
CDN in funding to accelerate our growth, we launctwed game
changing products last yeaZoveo for ServiceNow and Coveo B@B
Commerce. Coveo for ServiceNow enables every ServiceNow customer to index content within and
outside the ServiceNow ecosystem, and then predlid¢tat content is relevant for the user. With Coveo
for Salesforce B2B Commerce, Coveo is redefining the@fBierce market by enabling more efficient
and effective Apowered buying experiences.

Our products and work also received industvigle recognition this year. Thanks to the hard work of our
incredible employees, partners and customers, we were recodrazea leader in both the 2019 Gartner
al 3A0 vdzr RN yi F2NJ Lyairdakd 9y3aiySa [yR ¢KS C2NNBa

2 KI G ¢ S @musliof hhid yedr is the success our customers have been able to achieve. While some
companies are struggling®oYLX SYSy i | yR 4SS NXadzZ §a FNRY GKSANI A
stand out. Tableau, for example, saved $18M after applying Coveo Al to their customer experience. A

leading financial services company generated $1.5M in revenue in just one qafteteusing Coveo

Analytics to develop a targeted search advertising campaign. A top ten retailer using Coveo for

Commerce (launching in January 2Q28jported that after implementing Coveo, their online store saw

an 8.4 percent increase in revenue, tréaisg to millions of dollars.

These customer successes arget someof the many reasons why our company, due to the incredible
demand from the market, also underwent a significant expansion in 2019, hiring about 50 employees
per quarterin2019 andopdny 3 | ySg 2FFAOS Ay az2yiNBFIftQa A02yA0

Please tell us why your firm is a great place to work.

The people. Anyone who has been through the Coveo recruiting process can attest to how carefully
Coveo selects our employeeand it shows. Covelaas built a culture where passionate, collaborative

and creativeriski I { SNB 02YS (2 UGKNAGSO® Lyy20FGA2Yy A& y2
SOSNEGOKAYT 6S R2d 2KSGHKSNI AlGQa alLlRyaz2NAy-didevdzSoS
hackathons, we push ourselves to constantly innovate and grow. As Presiddoyi@zr and CTO

[ FdzNBy G {AY2ySldz tA1Sa (2 areésx aLFT Al B6SNB Sl ae
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Please tell us about the top challenges your firm is facing in 2020.

Our missbn and vision of helping every company win in théakk-all economy is what drives us every

day, but remaining lasdibcused can be a challenge in a rapidly growing market with a product in high
demand.2 KAf S 20G§KSNJ O2 YLJ y A Sa myhedia civbiBge aF geNdistiagtddbyy A O a é
other diversionary projects, our focus will always be on our customers.

Guidewire Software

Guidewire exists to deliver the industry platform that P&C insurers rely upoadapt and succeed in a
time of accelerating change and to ensure that every customer succeeds in the journey.

Mike Polellec Chief Delivery Officer

ttSIFasS Sttt dza | 62dzi &2dzNJ FTANNQa LX A AKYS

Guidewire Professional Services accomplishments in 2019 were in
ddzLILI2 NI 2F 2dzNJ O2YLJ yé Qa LINR RdzOl
premise software tde a cloudnative platform. We kicked off the
journey to transform the services offerings, methodology and
engagement model provided to our customerédditionally, we
completed the consolidation of several PSA and Customer Support

platforms, rolled out a new contract management system in support o %
Professional Services contracts, and further strengthened our 2
employee engagement through multiple initiatives.

2y TNRY

Please tell us why your firm is ayreat place to work.

Guidewire Professional Services is a great place to work because we have maintained our deeply held
core values of Integrity, Rationality and Collegiatiroughout the history of our company. We are also
viewed by our customer base and internal stakeholders as key advisors, which provides for a rich and
meaningful experience for our employees. Additionally, we have a very open and meritocratic culture
which allows for transparent communication, deep collaboration and promotes a collegial environment.

Please tell us about the top challenges your firm is facing in 2020.

Our top challenge for 2020 will be to continue to help our customer base transformusage of our
products from a selfnanaged model to aloud-basedsubscription modelWe will further develop our
professional services organization, engagement model and delivery strategy to accelerate this
transformation.
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Integrated Project Management

Integrated Project Management Company, Inc. (IPM a leading project management consulting

firm specializing in planning and implementing strategic and critical projects in the life sciences,

KSFf KOOI NBZ YR O2yadzYSNJ LINPRdzOGa &aSOG2NERD® hdzNJ f
capabilitesandt S3F 08 (y26ft SR3IS GgAGK LtaQa LINRGSY | oAfAl
and buyin to achieve project objectives. Since our inception in 1988, IPM has served more than
400clients, from Fortune 100 companies to startups, and completed nearly 4,00¢epts. IPM is

a four-time Bestof-the-Best Winner.

Timothy J. Czech, Chief Financial Officer, IPM

ttSFasS GStf dza | 62dzi &2 dzNJ FANY LX A AKYS

The IPM mission has always emphasized sustainable succass and
most importantlyr its people.Noli 2y f & RAR HAM®D
first year in business, but also the first time our company exceeded
200 family members. This growth inspired IPM to look for a new
home after three decades in the same office. In April 2019, we
moved to a newly renovateddeadquarters designed to maximize
collaboration across our seven offices and 115 cl#es andeflect
our commitment to continuous improvement. Our new home better represents who we are and what
we want to achieve.

KA NI @&

2019 was also a special year as weeieed the National Malcolm Baldrige Quality Award. The award is

the highest level of recognition for performance excellence in the U.S., and IPM is only the fifth

O2yadzZ GAYy3a O2YLIl ye G2 I OKASOS (GKA& NBOSQIYyAlGAZ2Yy &A
honored to be the recipient of the 2019 Better Business Bureau of Chicago and Northern lllinois Torch

g NR F2NJ alNySGLX FOS 9iKAOa ¢AGK GKS FSSRol Ol GK

Thanks to the Baldrige process, in 2016 we implemented a societattmyetric to meaningfully track

2dzNJ STF2NIa G2 AYLI OO GKS g2NI R 2SS RSFAYSR a420AS
420AS80e UGKNRdAAK &a20AlLfX SYy@aANRYYSyidlfts IyR SO2y2Y
medium, or high scorbased on those three areas. We were excited that our societal impact index

increased by 5% in 2019 but are most proud that the indest profitabilityt serves as our guiding light

for business decisions.

Another milestone reached in 2019 relates to our Net Promoter Score (NPS), a key metric of customer
satisfaction and engagement. IPM achieved a wolégs NPS of 71, far exceeding the consulting
0SYOKYIN)] 2F SEOStt SyOS gheétsopre and refléctsthowing prikeh & G 2 NA O f
providing unmatched quality, caring, and value to our clients.

Please tell us why your firm is a great place to work.

Culture is an easy buzzword to employ, but actually establishing and maintaining a caringdviakres
culture is much more difficult. IPM would not be where it is today without the dedication to nurturing
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our culture. With offices located across the U.S., IPM holds quarterly staff meetings to secure time the
entire company can be together. IPM haemal mentoring program; social committees to encourage
more relaxed quality time together; Centers of Excellence to provide consultants with guidance from
subject matter experts across the company; and our Knowledge and Process Management team
facilitates customized training. We have an internal philanthropic program named Project Mercy where
one office selects a different charity for the company to support each quattés allows us to make

an impact in our communities as well.

This culture of carings also evident in the benefits we seek for our family members. We support
employees through an extensive range of health benefits and services; training and development
priorities which allow for training hours per year per person to exceed most Fortddedmpanies;

and most recently through what we call the Gift of Time, which is the closing of all our offices for the
week of Christmas so people have more time with their families. These examples and other measures
ensure our employees are challengedpyided growth opportunities, and treated with respeEurther
proof of this commitment to our family members is in the awards earned in 2019 that were based on

employee feedback Fortune Magazine DNB I G t £ I OS G2 22N] Qa wnamdp . Sai

2019 Best Workplaces in Consulting & Professional Services; as welhsfhic&ga Business Best
Places to Work in Chicago.

Our employees themselves are really the heart and soul of IPM. Our MasiBeliefs expressly state

our people are our most important asset and our differentiator. The IPM family consists of individuals
with diverse backgrounds and experience who put our values to practice and consistently go above and
beyond for our colleagueslients, and communities. We believe our identithigh-performing leaders
passionate about making a lasting impact and empowering othexsruly special.

Please tell us about the top challenges your firm is facing in 2020.

hyS 2F Lt aQa edR ghauking iShyidipedpildhd Nauii culture of excellence, family,

and uncompromising integrity. However, a few factors make recruiting one of the top challenges for IPM
in 2020. Unemployment in the United States is the lowest in 50 years, whichsrf@aka smaller pool of
applicants. An extremely competitive job market means those going through the interview process are
being enthusiastically pursued by other companies as well. And balancing supply and demand across
four industries, ten service lingand seven locations adds a difficult twist to the recruiting process

how to fulfill our strategic and operational needs without missing out on extraordinary candidates or
having those top performers on the bench. However, we believe the IPM family gndaamh make a
compelling case and we look forward to our continued growth and success.
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Kinsmen Group

To provide our customers the perfect experience by applying our passion for engineering
information management to help them make better decisions, reduce risks, get higher returns on
their assets, and improve safetKinsmen Group is aro-time Bestof-the-Best Winner.

Brian Sallade; CEO

tft SFasS GStft dza | 02dzi &@2dzNJ FAI LX AaKYS

& Stuck to the strategic plan and continued significant
growth, ranking #135 on the Inc 5000 list of fastest
growing private companies in the United States

& Successfully delivered 100% of our projects, on time and
on budget with excellent customer feedback;

& Invested in the development of new tools for data
migration, managed admin services, and information
handover;

2 Continued establishing ourselves as thought leaders by
speaking at industry events.

Please tell us why your firm is a great place to work.

2 Our team members have skills and experience that support complete trust, reliability, openness
and accountability throughout the organization;

& Management support is always availakldown to the smallest projects;

2 We reward our employees for accomplishments andtomer service;

2@ We provideaflexible workingenvironment;supportive of family life and actively encourage the
WYLbQ O6FFYAf&O FAaLISOUT

2@ We encourage each other at all times as we learn from our mistakes and openly work to resolve
them;

& Simply put, we ca.

Please tell us about the top challenges your firm is facing in 2020.

2 Continued movmentto the cloud by our customers requires new skills;
& Changing face of large projectsve drive a more agile approach to realize benefits faster;
& Maintaining high growth rate requires further investment in people, processes and systems
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Logical Design Solutions (LDS)

Logical Design Solutions (LDS) is a management consultancy
specializing in digital strategy andesign for global organizationsWe
partner with clients to envision and design emerging digital
ecosystems. Our work can be found wherever business ecosystems are
complex and changing, and where the human element is of critical
importance.LDS is a nietime Bestof-the-BestWinner.

Bruce Lovenberg, CPA Chief Financial Officer

Pl ease tell us about your firmds | i s hme

2019 was a tremendous year for Logical Design Solutions (LDS) as we fac
set of new challenges for our clients ware going through daunting
organizational and digital transformations. Here are some of the highlights:

& Transforming our service offerings to better align with our cl@needs for digital transformation
consulting

& Leading to new service offerings irganizational design and governance consulting
2 Continued marketplace growth in management and strategy consulting

o Completed one of the most aggressive digital transformations with a client in the utility industry

0 Added one of the largestealthcare industry clients to our portfolio

o Established a whole new breed of best practices in the design of worker experiences where new
work practices and the humamachine relationship is taking centarii  3S Ay 2 dzNJ Of A Sy
business operations

o Creatdnew, modern organizational design standatidat arebeing adopted by our Fortune
500 clients

0 Thought Leadership published in national business and technology media

o Talent acquisition moved us to establishing presence in emerging tech center citiesrékéoT

o Established new progressive talent acquisition practice

Please tell us why your firm is a great place to work

A few years ago, LDS embarked on a Great Place to Work initiative with the intent of being recognized

by the Great Place to Work Institu(€PWI). Using the principles of the GPWI, we created a foundation,
LI FOF2NY AT €2dz oAttt GKIFIG O2yiGAaydzSa (2 oS (KS
The principles are:

& Trustis the defining principle of our greabrkplaces

@ Trust b created through’ | y | 3 S ErBdibilitpandthe respectwith which employeeseel
they are treated to the extent tavhich employees expect to heeated fairly

& Our workplace engenders a degreepoide and levels of authentiwonnection
andcamaraderighat employees feel with one another

a Our workplace will achieve organizatiomg@lals together by inspiring, communicating
andlistening
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We will have employees who give their persobastby thanking,developingand caring

We will work together as a team / famiby celebratingand sharing our accomplishments
We will hire, assimilate, develop and promote talent thae culturally aligned critical thinkers
Our Talent is our Brand

8 8 8 &8

This led to three main focus areas over the last ygpgnboarding & assimilatioprogram 2)
performance & development and 3) health & wellness.

Onboarding & Assimilation As it pertains tanboarding and assimilation, we want to ensure that our
newest employeeknow and understand the commitment we are making to them. This program
requires that we communicateur commitment to ensuring that they know and understand witnet
goals and expectations afer their first 12 months, what the key milestomearkers/achievements are
during this journey and real time feedback/mentoring along the way. As always, timely and direct
feedback during this time is critical to ensure that we are aligned in partnership along this roadmap.

Performance & Developmentin consideration of the changing, complex and ambiguous nature of our
work, we have a focus on enhancing talent development progrétgswant to ensure that we have the
right talent in the right roles and that their areas of expertise continue to evolvesapend.

Health & WellnessOurS Y LJt 2 Be&ltS anwellness is a priority to us at LDS. We continuously make
a concerted effort to ensure that we think about their needs, work/life balancecsadall health Every
year we take great pride in the campgas we develop.

Overall, each of the three areas of focus contribute to the culture at ADSall, a weHinformed,
aligned, professionally nurtured employee is a happy employee and a contributor to the culture at LDS.

Please tell us about the top chienges your firm is facing in 2020.
In 2020 we have three main focus areas that will help remediate challenges we find to our organization.

1. We will recruit where talent liveg recruiting great talent is always a challenge in these
competitive hiring timg, but we have proven that we can assimilate talent when talent is
outside the boundaries of our workplace. Our experience this year gives us the confidence that
S Oy 32 $gKSNB (I fSyid tAdSa yR 0SS &adz00Saa¥d
contribution to the business.

2. Continuous evolution of our thought leadership and positioning to have it consumed through
more national channels our strategy for the next several years is to strengthen our
marketplace positioning as the most significant playethe business transformation space,
where business transformation includes contexts of new work design in the homaahine
relationship. Contributing to the dialogue of the future of work is paramount to our brand and
differentiation from much largerampetitors.

3./ 2yUAydzS (2 S@2ft @S 2dz2NJ YSGUK2R2ft23& G2 o6SGGSNI &
business, organization and worker desgga dzNJ Of ASy i aQ OKFffSy3asSa I NB
our ability to be forward thinking in common practidibst solve these complex problems will
RSTAYS 2dzNJ 0dzaAyS&aa UGKNRdAAK2dzi GKS HauwnQaod
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Maryville Consulting Group

Maryville Consulting Group is a management consulting firm that helps companies transform into
technologyenabled businesses. We deliver consistent strategy execution to assist organizations
through every stage of their transformation journey.

Joey Blomkec Practice Director, Digital Operations

ttSFrasS GStft dza | 62dzi & 2dzNJ FANY LX A AKYS

In 2019, Maryville Consulting Group had the opportutitgelebrate
its 25" year of enabling Fortune 500 client success across the
globe. Our focus o strategy execution and engineering services

brought with it organic growth of 20%+ to our consulting team, /
revenue and earningsa  NE @A f £ SQa wnmgp 61 a \ At " S| OK 2
four pillars of Impactful Leadershipccount ManagementHigh

Impact Offering and Operational Excellence.

Impactful Leadership
@ ¢CKS &a0NIGS3IAO0 LINIYSNBKALA 6SQ@S aamed & oA 0K dzy
programs at WaskJ, SLU, UNC and UVA.
2@ Our focus on collaboration was further enabled by mwestments in video conferencintipe

institution of regular town haltsa peer mentorship program and an increased internal travel
initiative to connect our remote and HQ colleagues.

2 We increased our learning opportunities with a significant increasmitdraining funding and
introduction of an alaccess online training platform.

Account Management

2 We retained and grew our top accounts, increasing average account tenure to over three
years. In each of those accounts, we continue to find opportunit@sontribute in new ways via
outcomeoriented projects.

2 We drove client success through collaboratively defined and executed capability roadmaps,
clearly outlining quarterly objectives and metrics.

2 Many colleagues were provided the opportunity to takeamtount leadership roles in 20%9
demonstrating engineers and consultants alike have the ability to build trusted advisor status
with Fortune 500 clients.

Highimpact Offerings

& Strategy engagements led the way for new accounts in 2019, setting up ougg®&th through
multi-year roadmaps paired with continual value execution work.

& Our offerings backed by three transformation acceleration discipiifeoduct Management,
Digital Operations and Technology Business Management, all saw double digit gre@ii9m
with GSuite sponsorship in about 2/3 of our accounts.

& Technology vendor relationships with ServiceNow (Elite Partner with highest CSAT in North

America), Apptio (Partner of the Year 4 Years in a Row) and Nuvolo (largest services partner)
grew; weestablished new relationships with Celonis, Coupa, Okta, SailPoint and Tanium.
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Operational Excellence
2 Our move to an industdeading technology platform for 401k, Benefits and Payroll was paired
with a 66% increase to our company 401k match.
2 Our controlleship function reduced time to financial close by over 50% in 2019, increasing the
ability for financials to provide relevant data to decision makers throughout the organization.

2 We established an office and grew headcount in Minneapolis, while plannéngrtwth of our
next market in Q4 2020.

Please tell us why your firm is a great place to work.

Maryville is a great place to work because great people work at Marysittéude, aptitude and work
ethic are the top competencies we evaluate when considedandidatesEach team member joins
Maryville to be challenged, they stay because their peers make every challenge exciting, every day
enjoyable, and every outcome rewardingetting the bar high allows the team to build trust and show
vulnerability¢ everyone that is at Maryville belongs at MaryvillEhat is uncommon and it is hard work.

Maryville has a focus on the value of each individual on the team and a desire to build upon his or her
strengths@ 2 dzQf € 2F G Sy &SS 2 dzNEiwih récénNBEskdiatelhiesSon ofiens 2 NJ A y 3
engagements and internal initiativedt is a privilege to work alongside such bright future leaders.

In a recent pulse of our largest consulting practice, colleagues anonymously answered a Q4 survey with
the following responses:

@ MnuE: altl SR GKSe& 0Sft ASOferfdinkiigld al NEQGATE SQa Odz i
® 95%ardYLINBAaSR gA0GK GKS LISSNARA GKS2QNB Fof$S g2l
® ppr 0STASOSR al NBEGAETES A& | dzyAljdzS LI I OS g 2
throdz2 K RAaOdzaaAz2yada (GKSeQ@S KIFIR gAGK LISSNEH
We believe our collaborative environment, our excellent tenure, and our-péforming culture make
Maryville a top place to work for consulting and engineering leaders.

2
2

Please tell us about the top challenges youni is facing in 2020.

Our top challenges include growing our team, evolving our offerings, and messaging our suddesses.

are in a tight labor marketGrowing our team requires a continual focus and investment in our

colleagues.We took a look abur benefits in 2019, increasing our 401k match, improving our parental

leave policy, and increasing paid time off for every member of the teamrengthening our benefits is

important, but to grow our team, we are challenged to provide continuous grapiiortunities to each

of our team memberg, professional growth is what drives retention most at Maryvilie. 2020, we

Ydzad O2yliAydzS (2 LI IFOS GSIY YSYOSNR Ay LRaAGAZ2YAE
while providing the appropriate cohthg and guidance to drive succes$swe succeed at growing our

people, all other challenges will be faced with confidence.

In 2020, we must address the market by evaluating and building new practices that complement existing

skills and presentexistim@@f A Sy da ¢AGK FRRAGA2YyIE YSIya o® f SOSNI
success with €€evel sponsorship has provided us the opportunity to evaluate new offerings in

collaboration with clientg, a position we feel provides us with unique advantage.continue our
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IANRPGUGKTI al NEOAffSQa wnun NBI dzA NBa -deinarkegplaR&W 2 v & (i NI
the agility to adjust the plan when necessary.

Lastly, we are challenged in comprehensively messaging our su€esezputation wih current and
past clients is stellag they are our growth engine, as they provide our main referral source for new
accounts.¢ I 1S I 2271 FG 2dzNJ 6S0aA0GST 2dz2NJ £ 01 2F 2dzi

%

0
see that marketing is not a core aagility or focus forourfirmLy HAnHAn X 6SQff @g2NJ] G2
discipline around messaging our success and presenting ourselves as the Hehadryour clients
know us to be.

2

2020 is a year that we look to sustain our excellent 2019 growtls Q five to énéet these challenges
FYR 20KSN&R ¢S R2y Qi T2 NXBasS Spedoiming Qe Ndd Budipg@upéndzNJ O 2 f
the solid foundation set over the past 26 years of client enablement.

Navis

Navis, a part of Cargotec Corporation, is a provider of operational technologies and services that

dzy t 201 3ANBFGSNI LISNF2NXYIFyOS IyR SFFAOASYyOe F2N) GKS
carriers. Navis combines industry best practices with innovatiechnology and worletlass services to

enable our customers to maximize performance and reduce risk. Whether tracking cargo through a

port, automating equipment operations, or managing multiple terminals through an integrated,

centralized solution, Na provides a holistic approach to operational optimization, providing

customers with improved visibility, velocity and measurable business
results.

Christian Weinbrenner
VP Global Professional Services

For more than 25 years, the Navis Services team @as bn the front
line of container terminal operations providing more than 300
terminals around the world with knowledge, dedicated consulting
services and on the ground expertise.

Pl ease tell us about your firmbs top accompl i shme

In2019we launchedb A & ocn al ylF 3SR { SNBAOS&AD ¢ LIAY3I Aydz
terminals globally, the offering provides subscriptiossed services around key areas of TOS success,

including cloud hosting, monitoring, upgrades, application mamnege and operational reviegs These

ySé6 aSNBAOSA I NBE RSaAIYySR (2 -BryKucogsd with Qdlzadir@ae8 NB Q S
Navis products. As part of a more holistic approach to working with terminals, Navis launched Navis 360
Managed Servicewith the goal of helping customers make the most of their terminal investments. By

providing a suite of offsite services, guaranteed by an SLA at attractive and predictable pricing, Navis 360
Managed Services provides valuable support for N4 TOS implatioers, terminal IT Infrastructure
YIyFr3aSYSyld |yR odzaAySaa AyaSttA3asSyoS yR FylLfedAao
and technology resources, freeing up customer resources to focus on the business of running their
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terminals. We also intduced the concept of a Center of Excellence (CoE) with dedicated restarces
our Global Terminal Operators.

At the same time, Navis Professional Services migmateéinancialForc®SA to theightningUl.
FinancialForce and Lightning do give us a lot more freedom to improve the user experience for our
Project Managers and Consultants. It has accelerated our use of FinancialForce and has improved our
utilization in the 2nd half of 2019 by 8%. Besides thiesjmplemented a Project Status object allowing

us to report on the changes from reporting period to reporting period with timestamps, rather than
having long text summaries within the reporting fiektlditionally in 2019Navis acquired two

companies ad we are in the processf migratingthem to use FinancialForce as the main PSA tool.

Please tell us why your firm is a great place to work.

Navis and our Professional SeegTeam lives by its four Guidimginciples for Success (GR3)stomer
Obsessedk-orging the Future, Better Together and Smart Operatddavis is, therefore, a company

that people aspire to work for; and is a place where our employees are able to have fun and grow.
Success, standing sibg-side with our customers, is personal. Wdibee our mandate as market

leaders is to blaze a trail into the future, championing the innovation our industry needs. We believe
continuous learning, growth and development defines us. We leverage our differences because diversity
makes us strong. We heVe in being nimble enough to respond to the dayday, but visionary enough

to see the big picturewith our services growth strategy, veee activelyForging the Future of our own

work environment, provide new career opportunitiedichhelp us to be een moreCustomer

Obsessed.

Please tell us about the top challenges your firm is facing in 2020.

Our main challenge in 2020 will be to accelerate our growth as a company, which includes Professional
Services. The growth of our Services business will erdhy offerings like our 360 Managed Services,
OneTerminal (an offering with KALMAR), Training, CoE, and our new service offerings from our
acquisitions. All of these areasll require new servicefferings and have an impact @ur standard
business modl driven today by thetilization of our resources. Hosting our applications in the Cloud
will be a large focus of our 360 Managed Services in the next years, which requires an
organizationatransformation within the Services Organizatidrurther to the service offerings side,
Navis will invest in providing altoject content from FinancialForce in 2020 via our Navis Customer
Community to allow full collaboration with our customers online. Insteadistfibutingproject content

via email or other tods, the aim is to consolidate all of this in a Community. This will allow our Project
Managers to focus on delivering even more value to our customers\hiting weekly status reports
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TopStep Consulting

TOP Step Consultingiproves business efficiency and productivity for Professional Service
operations by providing consulting and implementation services for Professional Services
Automation software. TOP Stp Consulting is éen-time Bestof-the-Best winner having wonthe
award every year it has been givei©ongratulations!

Ron Breaux President and CEO

Pl ease tell us about your firmds ol i shme

Top Step continued to focus on P&Avices and sales strictly limited to
NetSuite OpenAirTop Step added our first ever ftilne sales team to
continue to focus on selling both licenses and servid®e.have built a
strong license sales pipeline that will provide additional growth in
2020. Our revenuegrew over 20% from 2018 to 2012019 was the top
revenue producing year in the histoo§ the company!! Continued to
build our team of consultants with talented dedicated profession&s.
organized the company into a new managementicture to focus on
supporting and mentoring team members. Successfully rebranded the company for a fresh look and feel
that has benefited our presence in the market. Continued growth of our markeffogts to continue

our monthly webinars and increasgiblic education.Named Besbf-the-Bestby SPI Research in 20

for the 10th straight year!!

Please tell us why your firm is a great place to work.

Satisfaction of constantly solving customer challenges on a daily #dgiays opportunities to laa

new things from ceworkers and customers alikéstrong management teams with open communication
providing a strong support model with constant communicati@pportunities for learningiew
technologies and expanding skills. Flexible work schedulesraridfrom home model but still

connected to your team members.

Please tell us about the top challenges your firm is facing in 2020.

We are focused on growing license selling opportunities as a Solution Provider NetSuite pafenare
alsofocused on continuing to work with NetSuite Alliance teams and other NetSuite partners to grow
our services busines3.op challenge is always to continue to add new team members to help us grow
and contribute to making more happy customers. We will cargito focus on Top Step brand though
continued marketing efforts and new marketing campaigh'e. are also focusing to maintain our high
customer satisfaction model to add additional oversight to ensure successful projgatéinue the
growth of Top Stejn a healthy way foour customers and employees.
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VEP Consulting

At VFP Consulting, we implement clob@dsed business applications to help businesses streamline
operations and become more efficient. We beliemethe power and convenience of a single cloud
platform that provides a 360view of your business.

Stephanie Picardi, CEO

tfSFasS GStf dza | 62dzi
accomplishments in 2019

2019 was a standut year for VFP Consulting in
Y2NB stea GKLy 2y8s 8
business grow in leaps and bounds. With a
strong focus on operational excellence, VFP has
experienced an average of 45% growth per yeat
since 2016Becoming a FinancialForce Partner
of the Year was undoubtedly the biggest
highlight of ouryea? SQ@S It a2 YIFIAYydarAySR I adNRBy3 F20dza 2y I
company retreats and incentives for the entire VFP team, and expanded both our sales and leadership

team. As a resultye reached an exciting new company milestone: our team is now 20 strong!

Please tell us why your firm is a great place to work.

G +£Ct [/ 2yadAZ GAy3as 6S (y29 6SQONB y20iKAYy3 gAlK2dzi
a huge focus on making i®uour culture revolves around something a lot more personal than free beer

and foosball tables. Our approach is straightforward: a company needs to have a good sense of their

values. The overall health of an organization includes alignment, engagement, &nNXza G @ L G Qa & K.
concepts that drive our leadership team daily to support our team in achieving consulting

excellencel 1 Qa F2dzy RFGA2y Il f>X YR AF ¢S yS3tSOG Az GKS
living our core valuesisourtopprioi @ G *Ct X |yR A0Qa K2¢g 6SQ@S ONB
G2RF@® &/ 2YAYy3 Ayid2 62NJ ¢ Aa (GNHz & a2YSUOKAyYy3 2dzNJ
matter where they're currently located in the world.

Please tell us about the top challeges your firm is facing in 202Q

Our challenge this past year has been ensuring VFP maintains its cultural and operational excellence
GKAETS INRBGAYI NIXLARfE&d 2S5Q@0S Ay@SadSR I 20 Ay 2N
vision of becomig the geto consulting firm for quotdo-cash implementation and industry best

LIN} OGAOSad ¢KNRdAzZZK GNIAYAY3a YR RS@St2LIYSyd oYl A
equipped team) and continuing to carve out configuration and etduO G A 2y & dzLILI2 NI X 6S Q@
YEAYGFEAYSR 2LINI GA2ylf SEOSttSyOS |yR ljdz toaie &SN

in 2020 by implementing new methods for staying eefective and efficient when performing these
activities. The VFP teamisgrd Y3 | YR 6SQNB O2y FARSY(d Y2@Ay3 Ayi(?2
growth and development!
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Pillar Performance

tKS F2tft26Ay3 aSO0A2ya KA-g#eBed profesdsiokabserddsi dzf 6a 2F G
organizations (PSOs) and compares their resuitts the rest of the survey participants.

Demographics

Tablel6 compares the25 Best-of-
the-Best performing PSOs to the
other 488in this year's survey.

Bestof-the-Best organizations tend -
to be morespecialized than the Number of firms
average firm in the benchmark. Size of PS organization (employees) 791 517 53%
¢KAd &SI NDRBsaré 2 L) ASNIE@PEISING (mm) $220.4 $2022 9%
largerthan average firms, wit@91 || Total professional services revenue i $136.7 $81.0 69%
PS employees compatfto 517for Yearoveryear change in PSrevenue  19.3% 10.2%  90%
therest. ¢ KA & & Sof-thek a -
Best are dominated by North

American headquartered firms with
230f 25based in North America % of PS revenue delivered bhya3ties 11.8% 10.6% 12%

Tablel6 Bestof-the-Best ComparisodDemographics

Yearoveryear change in PS headcou  14.4% 8.7% 65%
% of employees billable or chargeab  85.8% 72.7% 18%

and2 in Western Europe. Seven Source:SPI Researclrebruary 202(
are embedded PS organizations
within fastgrowing cloud and enterprise software companies. Ten&meonsltanciesspecializingn
enterpriseclass solutions for compléX problems most includehigh-growth cloudimplementation,
migration,integrationand transformatiorservices They serve a wide variety of industries with
specialized expertise and deeprdain knowledgeFourManagement consultancieene Marketing and
Advertising firm and onéAccountancynumbered in the Besbf-the-Best.

¢ KA A @& Sof-thekBast areSBaiacterized by high growth, profit, and high levels of client
satisfaction. Every y& we find the best fins are also the fastest growinQn average, they grew year
over year PS revenue Bp.3%;almost twicethe revenue growth of average firmsl0.26). Yeaover-
year employee headcount growth was also impressive dt4bbcompared to 87% growth for average
firms. For these fastgrowing firms their top challenge is finding and growing the talent they need to
sustain theirdynamic growth while maintaining a culture of excellentiee Besfeatureda much higher
percentage of Blable empoyees(85.8% compared to 72.7% for average firms).

Leadership

The leading firms are highly specialized. They conatnbn specific higigrowth technology or IT
segments or vertical industries. The executives ofgedorming firms are seasoned professionals
often with a track record of founding and growing multiple prior consulting organizations.
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Leaders at the best firms foster a work environment thatis dnd wellmanaged with ample rewards
and career progression. Because employees understand and share in the success of these organizations,
the atmosphere is one of collaboratiptrustand loyalty.

ér(?currlng tvheme fArom VthIAS Tablel7. Bestofithe-Best ComparisoéiLeadership Pillar (1 to 5 Scale)
eSIFNRa fSIFRSNE
sense of communit.y. The Key Performance Indicator (KPI)
leaders Of_ the top flrm.s {_ﬂe Innovation focused 4,32 3.67 18%
seen as visionaries within the

- . 0
markets they serve, they see Well understood vision, mission and stri  4.52 3.91 16%
their role as one of truly Confidence in PS |eaderShip 4.68 4.03 16%
helpingimprove the lives of Effectively communicates w/employees| 4.48 3.85 16%
their clients and employees. || gmployees have confidence in PSO's ft ~ 4.56 3.97 15%
The.y select clients and Goals and measurements in alignment| 4.28 3.78 13%
projects because they share o . e and flexibl 5
the same valueswhether it is Embraces changamble and flexible 4.28 3.82 12%
change or desire to make a Source SPI Researclrebruary 202(

difference througheading
edgeprograms. Their sense of pride acmmmitment comes through in the organizations they have
developed.

Leaders discussed the importanceboilding a unique, employeeentric culture which in turn becomes

I a2dz2NOS 2F O2YLISGAGADBS RAFTFSNBYGAbhingasyfohg LYy (2RI
reputation as a great place to work and grow is paramount to building brand awareness and success.

While each leader discussed the importance of client success, they also discussed the importance of

creating engaged employees to carry oe ttulture and position the firm for the future. A key area of
differentiation is that top firms significantly invest in employee developmém. average, they provide

11.5days of employee training compared @.2 days for average firms.

Tablel7 compares the leadership metrics of the highest performing organizations with the remainder of
the survey. The highest differential scaseheir innovation focus. Leaders take on challenges that
others are not able to handle, and they invest in thaufetwith a focus on innovation. Leaders are clear
and decisive in defining their vision of the future and their place in the universe. Strategic clarity is
further cemented by abundant communication which manifests in confidence in leadenstiippust
Leading PSQuailltivate egalitarian, notierarchical, flat organizations in which all employees are vested
in the success of the firm as well as their own seling. Their focus on innovation means they strive to
continually stay ahead of the pack, intiag in new technologies and ideas long before they become
mainstream. Their clarity of purpose provides a powerful foundation for their unique cultures which
support and accelerate market differentiation, in turn leading to strong employee confidenbe in t
future and customer loyalty

© 2020 Service Performance Insight D wuwitimelog.com 51


http://www.timelog.com

Service Performance Insight

2020 Professional Services

Client Relationships

Many2 ¥ { KA a -oBtiSeiBéska not efhpldy traditional solution sapeple. The independent IT
and management consultancies depend on their regional practice leaders to be the chief rainmakers in
their region or domain. Although practice leadere aharged with developing a book of busingksy

are also charged with personal billability goals to ensure they continue to be recognized experts in their
field. Independent Bestf-the-Best firms expect their practice leaders to be consultants fisie to

truly add value to client relationships. Repeat business and referrals are the primary source of new

business, a strong testimony ' . ' o
to superlative client Tablel8 Bestof-theBest ComparisodClient Relationships Pillar
RN < Pformance indicator (KPI) |
. Key Performance Indicator (KPI Best Rest
Their percentage of reference v (KP1) ---
. . 0,

clients is88.8% compared to Total annual number of active clients 23%
only 71.2% for average firms. | Revenue from current clidbtsstingervices 57.4% 51.6% 11%
The embedded PS@simarily Revenue from current cliddésw services 16.0% 17.3% -7%
rely on the product sales Revenue from new logo chéntisting service 19.2% 19.5% -2%
force. They have forged a Revenue from new logo cliéesy services 7.4%| 11.5% -36%
strong partnership with Bidto-Win ratio (per 10 bids) 679 5.19 31%
product sales and have built Deal pipeline relative to gtr. bookings forec  250% 177%  41%
sales tools and service i

. Sales cycle (days: qualified lead to contrac 94 87 -8%
packages to guide and shape S : . . .
consulting engagements. Average service discount given 6.5% 7.6% 15%
These service paages enable Solution development effectiveness 4.33 3.69 17%
the product sales force to Service sales effectiveness 4.17 3.58 16%
position and quote services, | Service marketing effectiveness 383 318 21%
leading to higher product and | pgcentage of referenceable clients 88.8% 71.2% 25%
service attach ratesPS is

L Source:SPI Researclrebruary 202(
regarded as a significant and

growing source of toine company revenue, not a necessary ekilmany cases, their lead seméc

executive is also responsible for global support, professional services and account management with the
title of Chief Customer Success officer, acknowledging the important role services plays in ensuring
client success. A relatively new set of methtias emerged for embedded PS, focused on customer
adoption. The cloud PSOs measure not only the number of licenses, seats and recurring revenue but
also the depth of client adoption and engagement by building dashboards and scorecards which depict
clientusage, adoptiomnd churn.

lfyzad Fff -di-tkeiB&st reiSdn SEMiapplicatiris to improve their sales and marketing
effectiveness.17 of the top 25use Salesforce.com as their CRBeveral firms credited the tight
integration between theiCRM and PSA applications as a catalyst in building collaboration between
sales and service deliverffhey have instituted consistent sales processes and bid reviews to ensure
they are focused on the type of projects they are most likely to win and tataia pricing and contract
terms within guidelines. Because they are the premium supplier in theirdeéied markets, they

. 52
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often do not have to compete for business. They are chosen based on referrals, their demonstrated
competence, and high levels afistomer satisfaction. When they do compete, they are far more likely
to win as their win ratio i§8% compared t&2% for average firms.

Survey results revealed the percentage of revenue from new client2@:8% for Besbf-the-Best

firms compared to 29.5% for average organizatjongicating the best did a better job of nurturing and
upselling their existing client basé.eaders give higher marks for sales, marketing and solution
development effectiveness. Interviews revealed leaders do not have the schism between sales and
service delivery which is so apparent in many PSOs. Sales and delivery collaboration praghered hi
win ratios, larger sales pipelines and more reference customers.

Human Capital Alignment

Talent is a primary focus and hot tofae all service firmsln an increasinglgompetitivetalent market,
top performing firmsare becoming laseiocusedon their employment brand. Organizations are
embracing technology to help reinvent the workplace with knowledharing, team building,
transparency and collaboration at the core of their continuous learning cultures.

Tablel9 compares Human Capital Aligpent pillar key performance indicators between the Bekthe-

Best organizations and the remainder. The table shows more employees would recommend their firm
as a great place to work; they receive higher levels of training investment and are moréolikely

understand and take advantage of career advancement opportunities. They also are paid more plus they
receive a host of additional
benefits includingtO1K

(retirement plan) matching, Key Performance Indicator (KPI)

family leave sabbaticalstop

Tablel2 Bestof-the-Best ComparisodHuman Capital Alignment Pillar

) Percentage of workforce that is male 57.0% 60.1% -5%
notch medical coverag —
. Employee annual attritmsiuntary 7.2% 8.6% 16%
employee ownergip, spouse
inclusion in company trips and Employee annual attritiomoluntary 45% 4.7% 4%
time and money investments | Recommend company to friends/fam8y (1 - 4.83 435 11%
in giving back to their Days to recruit anice for standard positions. ~ 57.0  62.2 8%
communities. Days for a new hire to become productive ~ 47.4  60.2 21%
Each top firm emphasized the| Guaranteed annual training days / employe  11.50 9.18| 25%
importance of culture. Culture | weHunderstood career path (1 to 5 scale) 4.16 3.28 27%

goes way beyond establishing
a mission statemenq it must
be unique and inspiring to
attract the type of consultants Source:'SP| Researclrebruary 202(
FYR Ot ASyidia GKS FTANXY O y -obtBeiBést invk D Debn recagniged as2 T G K A
. Sal t | Oyother judlicatichdJnaovative employergagement programs include

annual company retreats; generous healthcare and parental leave policies; flexible work schedules;

Employee billahilization 85.4% 70.9% 20%
Annual fully loaded cost per consultant (k)  $149  $125 -19%
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health and wellness programs; significant investments in employee training and career development
and a consistent focus on fuream-building, collaboration and communication.

Top performing firms place a premium on high quality recruiting anb@arding programs resulting in
FILAGSNI NBONHZA GAY 3 YR NIYLAYy3 GAYSa O2Y0AYSR gAGK
They invest a lot in them and expect a lot from theBillable utilization targets of the best firms

average85% or higher compared to 70% for average firms. This means top performing consultants bill

300 more hours per year than those at average firm&ccording to Best Place to Work research, a key
determinant of consultant dissatisfaction is not excessive voilkrs but having to deal with

bureaucracy, meetings and timeasting activities

The leading firms use a variety of innovative recruiting strategfesm establishing strong partnerships
with local universities, to attracting more senior consultantsrirtheir competitors. Just as in selling,
referrals are a key source of new hires because the best and brightest invite their friends to join them.
Once on board, the best firms offer new hire orientation aneboarding programs which include
shadowingand mentoring to quickly bring new hires up to speed. Leading firms have discovered they
simply cannot rely on stealing top talent from their competitqithey need to grow their own. Several
firms recruit from local universities (MIS and Engineerimg)) then invest over 90 days in teaching new
hires both the industry and technology. This strategy, although initially expensive, results in qualified
consultants who can hit the ground running after theirlooarding program has been completed.

Other faginating recruiting strategies include personality testing for cultural fit, communication and
organizational skills in addition to technical knowled&everal firms are starting specialized programs
to attract and groom the next generation of female saoftants. In an industry dominated by males,
savvy firms realize the vast potential from attracting and growing a diverse workforce.

Top firms also invest in helping consultants build their own networks and commugitiey encourage
theiryoungconsii I yia (2 o0dZAfR AGNRy3I O02tftS3aAS FyR ySig2N]
talents but also as a source of recruiting and business referrals. With young millennial consultants,
continuous learning is a perquisite which means top firms undedstanployee career and knowledge
aspirations and ensure top performers are assigned to the projects, clients and geographies they are

most interested in.

Wdza & FAYRAY3 GF Syl fiheBestiirms fgcRsazHok tamping 40d empléy&el NI &
training to develop a qualified workforce. Some create rotational assignments to give their employees
greater exposure to otheechnologiesand clients Employees who are continually learning and

expanding their knowledge base tend to stay with their employer. When the work is not challenging or
interesting, morale suffers, and attrition rises. Several of the smaller firms are 100% girtwaher

62NRAZ (KS& R2yQl Ay@Sald Ay SE Liessdn ey afidqlaktdriyh G A S &
meetingsand company retreattb enhance communication and team building.

Service Execution

Table20 compares service execution metrics between Bestof-the-Best organizations and the
remainder. High quality service execution is what really sets top performing PSOs apartenttey
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be highly disciplined in all

facets of service execution. | Table20 BestoftheBest ComparisodService Execution Pillar
The table points ouleaders

tackle larger, more mission Key Performance Indicator (KPI)

critical projects. Their projects Average project staffing time (days) 10.30 9.76 6%
require more staff for longer

Number of projects delivered per year 313 601 -48%
eriods of time. Given the
P . i Average revenue per project (k) $490 $145 238%
scale and complexity of their
. i 0,

projects remarkablythey are Average project staff (people) 5.92 3.94 50%
able to dellver most Of them AVerage project duration (months) 7.92 5.43 46%
on-time and onbudget. They || Projects deliveredtone 92.2% 785% 17%
deliver projects with quality Average project overrun 74%  92% 19%

and integrity and are far more
likely to use a standardized
delivery methodology which

Use a standardized delivery methodology  80.4% 66.6% 21%

Project margin for time & materials projec  45.6%| 35.0% 30%

_ _ . . . - 0 0 0
results in more projects Project margin for fixed pricgcts 44.0% 34.7% 27%
delivered ontime, fewer Average project marfisubs, offshore 41.5% 26.4% 57%
project overruns andewer Source:'SPI Researglrebruary 202(

project cancellations. Because
the Best firms deploy the best consultants and effectively use PSA to exceed client expectations, every
facet of their projectsare more profitable.

The Besbf-the-Best make money on every aspect of the business kiggth subcontractor margins
(41.%%0); high time and materials project margid$.@%); and higher fixed price project margins

(44.0%). They makea lotmore money on both time and materials and fixed price projects; but they also
excel in the judicious usd subcontractors, only using the best outside resources while ensuring they
make margin on them. Leaders focus on all aspects of quality service delivery, with higher marks for
resource management, estimating; change control processes and knowledge maageocesses.

Becausevery leader relies on a PSA application they can build and reinforce project delivery standards
which result in precision execution and high levels of quality, productivity and profitability. They credit
their PSA with improving resource, project managain time and expense capture and billing, leading

to higher levels of billable utilization anddnA YS LINRE 2S OlG 02 Y Libf$ha-Redtyvagre ¢ KA &

uniform in their commitment to developing standardized methodologies. In addition to repeatable
processes and templates, they are focused on measuring quality and client satisfaction. Most estimates,
proposals and changes go through a rigorous evaluation to ensure proper risk management and margin
analysis.

PSA applications used by the Befthe-Best include: FinancialForce PSA (10); Projector PSA (3); SAP
(3); Kimble (2); NetSuite (1); Deltek (1); Connectwise (1) and Other (3).
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Finance and Operations

Despite their altruism and spirit of giving back to their employees and communtie&dstof-the-Best
know how to make money;
they are focused on financial

success ®ia means of growth KeyPerformance Indicator (KPI)

The Professional Services EBITDA 23.3%  14.6% 59%

al GdzZNAGe& a2RSft : -
. . . Annual revenue per billable consultant (k $276 $203 36%
overweights financial success

Table21 Bestof-theBest ComparisodiFinance & Operations Pillar

meaning the leaders in this Annual revenue per employee (k) $237 $165/ 43%
survey were much more Quarterly revenue target in backlog 55.6%  44.0% 26%
profitable than ther peers. Percent of annualenue target achieved | 105.6%  92.8%  14%

Table21 shows the enviable
financial results from this

Percent of annual margin target achieve 105.8% 88.7% 19%

- A ~ L . Revenue leakage 3.66% 4.60% 20%
€ S | NXdi-the-Besi. U : : :

% of inv. redone due to error/client rejeci 2.8% 2.4%| -16%
They produced significantly Days sales outstanding (DSO) 43.4 46.0 6%

more net profit (B.3%
compared to #.6%) than
average firms in the
benchmark. This high level of Source:SPI Researglrebruary 202(
profitability is derived from

more revenue per employee, project and consultant. The Bés¢he-Best can be characterized as
running a very tight financial ship as they are appropriately metrics driven and hawémwealisibility to
all facets of the business.

Quarterly ndaillable expense per employe  $2,260 $1,684 -34%
Executive retine wide visibility 4.00 350 14%

They are frugal with norssential expense. In particular, they refrain from overspending on fancy
offices and norbillable travel, preferring to invest in the skill and career development of their
employees.The leaders enter each quarter with significy more revenue in backlogb.6%), which
creates greater financial stability and predictabilityThey are much more likely to have achieved both
their annual revenue and margin targets which shows they are running solaatedand predictable
busines.

The Bestof-the-Best PSOs Use anthtegrate PS Applications

Table22 depicts the level of commercial business application use and integration for top performing

ces

organizations versus the rest. In all dominant business applications categories, top performers invest

more in business applications and do a better job of iriéigg them. Because they use these
applications to run the business, they are much more satisfied with the application infrastructure.

lff GKAA @SHFNRAE (G2L) LISNF2NXSNAR KIF @S RSLX 228 SR
partially integratedwith their PSA application for billing and revenue recognitdn the financial side

of the business, they rely on Deltek; NetSuite; Microsoft Dynamics; QuickBooks; Financi&Reacet
Sage/Intacct.
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17 of 25use Salesforce as thei
CRM. Other popular CRM Table22 BestoftheBest ComparisodBusinessApplications
solutions include Deltek;

Microsoft and NetSite.

Corporate financial management solution 100.0% 94.5% 6%

One of the secrets to success

of the Best is thaall of this Satisfaction with financial solution 3.88 3.81 2%
8 Sl NDa 2 ude IS N Commercial CRM solution 84.0% 86.8% -3%
commercial PSA. The PSA | satisfaction with CRM solution 3.87 404 4%
solutions used are: Deltek; | crys integrated with CFM 5220 48.8% 7%
Netsu't_e/ Op?nA'r’ Pro’?Ctor Commercial PSA 96.0% 84.2% 14%
PSA; FinancialForce; Kimble
, , ; . 10
and SAP Satisfaction with PSA solution 3.84 3.87 1%
PSA is integrated with CFM 66.0% 53.3% 24%
Best-of-the-Best Level of CRM and PSA Integration 56.0% 46.6% 20%
Conclusions Commercial HCM solution 76.0% 67.6% 12%
o .. Satisfaction with HCM solution 3.90 3.50 11%
Each year it is inspiring to — _
meet with leaders of the Best HCM is integrated with CFM 35.7% 31.2% 15%
_the- i7ati Use a commercial Bl solution 62.5% 52.2% 20%
of-the-Best organizations.
They are justifiably proud of Satisfaction with Bl solution 4.33 3.84 13%
the unique Pragssional Bl is integrated 52.8% 44.1% 20%

Services organizations they
have built, but their pride is
focused on their employees and client results, not on themselves. An area that sets the leaders apart is
their in-depth knowledge of their markets and solutions. They understand and Viaikglity to all

aspects of the business.

Source:SPI Researclrebruary 202(

More than average firms, they are truly passionate about building an exceptional organization, not just
for today, but for decades to come. They are willing to honestly look at themselves and the business

and m&e changes to ensure they continue to be the premium firm. Their sterling reputation for
delivering high quality results is a key ingredient in their success as most often new business comes from
referrals.

I FTS¢ 27F (-&4iha-BedtBdveNdB@ 6. AS/ayliSaNd-@ar,d&@H tiNdughout the great

recession and now again when the consulting market is hot. The independents have aligned themselves
with the latest and greatest technologiesd methods They are constantly reinventing themselves to
ensure they are on the cutting edge of the best solutions for their markets. The leaders of the

embedded PSOs have a seat at the executive @Bl is seen as a critical element of the business and a
major source of revenue, profit and client produciogption.

Excellence is within the grasp of all PS organizatidns it takes hard work, determination and
constant vigilance. Service Performance Insight finds it gratifying that leading organizations rely on the

t{ alddNAGExn OSYQKVSHY YEY (AdA KR LEIFRINYIYyOS® a,
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Chapter5 0 Professional Services Business Applications

In a business climate driven by technology, disruption and skilled talent shortages, professional services
organizations must themselves become technology enabled. In the past, PS technology use was
confined to operations and service execution, it now hasome mandatory, extending virtual

workspaces, enhancing collaboration and knowledge sharing, providing the basis for effective recruiting,
hiring and employee engagement and furnishing the tools for planning, budgeting, forecasting and
analyzing. Topgyforming services organizations have deployed integrated business applications across
all aspects of the business, giving them unprecedented visibility and control to see and take advantage
of business changes in raahe.

Technology understanding ange, has become a strategic imperative to exploit globalization and drive
market growth. Barriers to entry are being lowered as faster, nimbler, more technebogy firms

seize top clients and markets. In this climate, new entrants focused on nicleesfjspunctions and
underserved constituents can quickly grow and make an impact on larger, more entrenched players. At
the same time, consultants are demanding e&syise, contextual, socially aware systems which mimic
the applications they use in thegpersonal lives. Mobile is no longer a nice to have, it has become a
strategic imperative to reach an increasingly global and virtual client base and workforce.

¢KS INBgOK SyaayS 2F GKS g2NI RQa S OBageipedpleKl & AKATF
centric services businesses. These businesses rely on gragst Enterprise Resource Planning (ERP),

also known as Services Resource Planning (SRP), applications to manage the financial aspects of the firm.
These solutions automate core busin@gsecesses such as quete-cash, resource and talent

management, time capture and billing, and provide the #t@ak visibility necessary to improve

organizational efficiency and effectiveness.

Services firms are uniquely peogiléven organizationsThey depend on the knowledge and skills of a

talented workforce to sell, staff and deliver a range of services typically on a project or contract basis.

The fundamental financial requirements of serviz®sed businesses are very different from classic

manuacturing and supphkghain focused ERP applications as they must include functionality for

managing resources (people) and projects (tasks). Increasingly, poajged ERP application providers

also add rich talent management capabilities to supportugirg, onboarding, compensating and

rewarding the employees who are the core asset of serbrsed businesses.

l'a GKS g2NIR SO2y2Yeé KlFa &AKAT(Skenéddirmsarey Sg al a | &
increasingly bundling hardware, software, irite O dzI f LINR LISNI & | y R -0021/S&Rdzt G A Y
2NJ aYFyF3SR ASNDAOSAE: odzyRf Sad ¢2RI&Q& | O02dzydAy
range of contracting, pricing, staffing and billing models. In this arena, the new breed ocbelsea

projectbased ERP vendors excel as they were not only born in the cloud but so too were their
technologyintense early adopter clients. They have built in support for reldment contracts and

subscription billing from the gego.
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This chapter pvides PS executives and software application providers insight into the level of market
adoption, integration and satisfaction with core Professional Services business applications from this
@S| NDa oSy OKI¥ bty is ibtdaidiSdadbe an enall application market adoption

survey and should not be relied on as su@he solutions highlighted in this chapter help PSOs optimize
operational effectiveness through increased visibility, streamlined business processes and cost
management.

Primary Professional Services Business Applications

The primary business applications used by Professional Services organizations are:

D CorporateFinancial Managemen{CFM) or Enterprise Resource Planning (ERFg
fundamental solution required to accurately collect and report financial transactions.

D Client Relationship Management (CRM)he automation of client relationship processes to
improve sales and marketing efficiency and effectiveness.

D ProfessionalServices Automation (PSAJhe initiation, planning, execution, close and control of
projects and services through the management and scheduling of resources that include people
(both internal and partners), materials and equipment.

D Human Capital Managemnt (HCM) Talent management solutions for recruiting, hiring,
compensation, goal setting and career and performance management which rely on integration
with and extracts from the employee database.

D Business Intelligence (BIfhe assembly and use ofarmation to improve decisiomaking.

Figure26 Core Professional Services Business Applications

@=) Sell m=) Staff =) Deliver

-

Professional Services

Client Relationship
Management (CRM)

Human Capital
Management (HCM)

Automation (PSA)

Plam |

Business Intelligence
(BI)

Service Performance Plllars

Corporate Financial
Management (CFM)

Source:SPI Research, February 2020

3291109

Both embedded and independemirofessional services organizatiomsgjuire similar functionality The

service industr® a
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complexityand growth2 ¥ (2 Rl @ Qa & S NaEcenfuStedbedadelifgf Spedalréd K| &
applications along with an increasddmand for reatime information.

Quote to Cash

Ly d2RlI&Qa SO2y2yvyeéx OlFlakK Fft2¢ NHA Sao 9OSNE 2NHIY
financial position and maximize profitability and liquidity. In sereigented organizations this process

begins with a client quote and ds once payment is received and the money is in the bank. This macro
LINEPOSadaa 2F O2y@SNIAy3 alfSa 2LJJ NIdzy A i x8d aKyzE2 LI
and its optimization is essential for financial wiediing. The power of moderrubiness applications is

that they provide workflow, rules, alertepprovalsand reporting that mimic best practices in business
management. Decades ago, services businesses had few viable options as they were forced to build

their own, or substantiallyustomize manufacturingriented applications, to handle projects and

resources. NowRrojectBased ERFlient Relationship Management (CRiviYl Professional Services

Automation (PSA) solutions provide modules that support essential business procedsengithe

ONR G A OtofO GIKdz2 iBIRPZYS&aa 0 CA IdzNB

Figure27. PrimaryQuoteto-Cash business processsgan multiple departments

Strategy Communicate Lead Manage Report

Source: SPI Researdfgbruary 2020

PSA solutions are designed to integrate core business processes across the organization so that each
department has a clear understanding of their roles and measurements and how they impact the

2 NH | y A bverdlabgity t@ succeed. Success can barusf in many terms, such as growth, profit,
guality, streamlined operations or reduced administration and rework. Regardless, when everyone
works with the same set of information and is focused on the critical path to quality completion of
projectbased vork, results tend to improve.

Figure28 shows quoteto-cash is a series of interrelated processes supported by client relationship
management (CRM), PSA and enterprise resource planning (ERP) modules. To optimize these
fundamental business processeseeutives rely on the integration of essential business applications to
provide visibility, transparency and control. Although each of these applications are offered on-a stand
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Figure28 Quoteto-cash process
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PS Solution Adoption

Ly G4KAa &SI NRa
Financial ManagementThe abundance of high quality, affordable clnated solutions has enabled
greater numbers of PSOs to
adopt commercial business

e ey
. . Solution 2017 208 200
largenumber of firms still rely ---

Table23 Commercial Soloh Adoption

on antiquated homegrwn Corporate Financial Management (C  95.1% 96.6% 94.8%
applications and spreadsheets. Client Relationship Management (CF  76.5% 83.5% 86.7%
. . i i i v 0 0
Qoud-based applications are Professional Services Automation (F 67.3% 76.2% 84.8%
outselling norcloud by a Human Capital Management (HCM) ~ 55.9% 61.2% 68.1%
factor often-to-one. Cloud Business Intelligence (BI) 37.3% 47.0% 44.7%

solutions are especially
important in the professional
ASNIAOSAE aSOG2NE a G2RI&Qa @A N poydes lddated dcdassii A y 3
the globe, not collocated in physical offices. The cloud has enabled PS executives and workers at all
levels greater mobile access to the information they need to improve visibility and management control
of resources and projects.

Source: SPI Researdfebruary 202(

CRM adoption surpassed PSA adoption six years ago, whenbalsed CRMpplications, primarily

from Salesforce.com, became the standard. CRM usage is often misleading as firms may only purchase a
limited number of sales seats whereas they require PSétifumality (and licenses) for all billable

members of the organization. More and more firms are also investing in Marketing Automation to
generate leads, track prospects and build the brand and Corporate Performance Management
applications for capacity @aresource planning along with budgeting and forecasting.

This year we aw a significant jump in commercial PSA adoption frof6.2%t084.8% { t L Qa
benchmarking studies show the undeniable impact PSA has on all aspects of service execution. Effective
resource management manifests in better staff retention, higher levels of billable utilization and
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significant improvements in atime, onbudgé project delivery. Time and expense capture and billing
simply cannot be managed effectively with antiquated spreadsheets.

Human Capital Management (HCM) applications have experienced the greatest growth in PS adoption
in recent years.As newcloud basd powerful HCM applications have come to market expect to see
adoption continue to rise to equal or even surpass PSA. It only makes sense that people, the crown
jewels of the consulting profession, will benefit from applications which empower emplogeaariage

their own skill and career development. Further, HCM solutions provide benefits in improved recruiting
and learning management which can be significant as the averagegef@s more than 2% of total

revenue on recruiting and another 1 to 2% oaihing. HCM applications are starting to provide

powerful learning management platforms so employees have a single system of record to enhance skills
and manage certifications and credentials

Remote service delivery and collaboration tools have becpraealent, enabling consultants to work

on client projects and machines from anywhere. These powerful tools have ushered in the wave of

virtual project delivery which has radically improved consulting productivity. Interestingly, knowledge
management sti lags other application areas despite the productivity and quality improvements it

provides. A plethora of opesource knowledge and collaboration solutions are starting to encroach on
aAONRa2F0Qa {KINBt2Ayld & G§KS RRACaydJyaiopping tRedistS R3S
Standalone Bl applications are losing marsttare across the PS industry because new Atrtificial

Intelligence, Reporting and Analytic functionality is now built into core business applications, erasing the
need to buy astandalone Business Intelligence solution.

Fgure29 Commercial Solution Adoption

CFM 94.8% Commercial Adoption

CRM 86.7% Commercial Adoption

PSA 79.7% Commercial Adoption

HCM

68.1% Commercial Adoption

BI 52.7% Commercial Adoption No Solution

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Percent of Organizations Surveyed
Source: SPI Researd¥ebruary 2020

91 OK &SI NJ Priofessiond Sebricds M&t @I Benchmarlquantifies the benefits achieved
by services organizations with solutions that integrate Client Relationship Management and financial
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processes, Human Capital Management and financial processes, and Professional Services Automation
and financial processes. Of course, the systems themselves are only part of a broadédérm
commitment to behavioral change that fosters collaboration andaced communication,

coordination and quality management.

Figure29 compares the adoption of commercial solutions versus homegrown, and organizations that
still rely on spreadsheets. The table shows less 8arof the organizations surveyed do not have
formal CFM or accounting solution, meaning they probably use Excel and email to run the business.

Table24 compares business solution adoption and satisfaction along with the lefiebotial
managementERPintegration. The Americas usage BRP surpasses that of EMEA and APAC. Recently
European and Asia Pacific headquartered firms have made big investments in PSA with their usage of

PSA now surpassing or equaling the Americas. Understandgplication satisfaction is highly

correlated wih usage. Typicallgpplication satisfaction improves as business applications become more
widely adopted PSA an@l satisfaction surpassed all other solutions this year. HCM continues to

receive the lowest overall satisfaction ratings because our r€3&ar a K2 ga YdzOK 2F |/ aQa
has not been fully deployed or adopte&ffective HCM usage requires effective talent management
processesdncluding change management along wigadership training and development

Unfortunately,the role of human rgources has not yet become strategic for many consultancies.

Table24 Business Application Use by Organization Type and Geographic Region

Key Performance Indicator (KP 2019 ESO PSO Americas EMEA APac
Commercial CFM solution used =~ 94.8% 95.2% 94.5% 96.0% 89.9% 87.5%
Satisfaction with CFM solution 3.81 3.70 3.87 3.83 3.66 4.05
Commercial CRM solution 86.7% 97.5% 81.3% 87.8% 77.8% 91.3%
Satisfaction with CRM solution 4.03 4.13 3.97 4.05 3.88 4.00
CRM is integrated with CFM 49.0% 64.2% 40.6% 52.1% 34.5% 40.0%
Commercial PSA solution 84.8% 92.7% 80.9% 84.5% 82.6% 95.8%
Satisfaction with PSA solution 3.87 3.82 3.89 3.85 3.96 3.83
PSA is integrated with CFM 54.1% 53.1% 54.7% 56.6% 40.0% 52.5%
Commercial HGglution 68.1% 79.6% 62.4% 69.8% 58.2% 66.7%
Satisfaction with HCM solution 3.53 3.56 3.51 3.56 3.40 3.24
HCM is integrated with CFM 31.4% 32.5% 30.8% 30.8% 26.7% 56.3%
Commercial Bl solution 52.7% 59.0% 49.7% 52.4% 51.5% 62.5%
Satisfaction with Bl solution 3.87 3.75 3.94 3.85 3.86 4.17
Bl is integrated with CFM 44.7% 49.1% 41.9% 46.1% 41.9% 30.0%
CRM / PSA integration 47.1% 63.4% 39.1% 49.5% 29.3% 60.4%

Source: SPI Researdfebruary 2020
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The level of solutiomdoption ismuchhigher within embedded PS organizatiofsable24 shows CRM is
significantly more prevalent in embedded service organizations than in independents (PSOs), but this is
to be expected because embedded service organizations (ESOs) tenthtgdyeand have a strong
productoriented sales force who are responsible for bringing services into deatsluct companies

tend to value and invest more in IT than independent service providers.

As one might expect, Tab®s shows higher levels obtution adoption as organizatiorexpand And for
the most part, greater solution integration with core financials atgweases as organizations get larger
Even with the proliferation of affordable and ea®yuse cloud solutions, the smallest orgatinns will
always lag in their adoption rate §PI| Research has seen adoption increaa# gize organizationsThis
table highlights the importance professional services organizations have placed on building a strong
financial application infrastruare to enhance visibility and management control resulting in higher
productivity and profit.

Table25 Business Application Use by Organization Size

Key Performance Indicator (KPI Under 10  10-30 31-100 101-300 301-700 @ Over 700
Commercial CFM solution used 75.9% 96.5% 95.5% 98.3% 97.7% 98.4%

Satisfaction with CFM solution 3.76 3.96 3.84 3.71 3.81 3.82
Commercial CRM solution 59.6% 82.4% 90.1% 90.9% 95.2% 95.0%
Satisfaction with CRM solution 3.93 4.11 4.01 4.05 4.15 3.92
CRM is integrated 38.2% 38.8% 44.4% 54.7% 57.3% 62.5%
Commercial PSA solution 62.3% 77.9% 90.2% 85.2% 97.7% 92.1%
Satisfaction with PSA solution 3.85 4.07 3.77 3.80 4.18 3.73
PSA is integrated 43.1% 48.5% 49.1% 63.4% 57.9% 60.0%
Commercial HCM solution 32.1% 49.4% 70.0% 82.4% 83.7% 83.9%
Satisfaction with HCM solution 3.21 3.63 3.49 3.63 3.33 3.62
HCM is integrated 21.2% 31.8% 18.7% 34.6% 37.5% 49.0%
Commercial Bl solution 32.1% 37.0% 52.7% 59.3% 60.5% 75.0%
Satisfaction with Bl solution 3.67 3.88 3.86 3.93 3.91 3.86
Bl is integrated 36.0% 34.6% 40.1% 47.9% 48.5% 57.8%
CRM / PSA integration 32.7% 39.8% 52.2% 48.7% 57.4% 47.7%

Source: SPI Researdfebruary 2020

Table26 shows embedded services organizations (Software/SaaS/Hardware PS) have higher adoption
rates than independents almost all categoriesGenerally, these organizations are part of a larger
technologyfocusedproduct organizationlarger organizationtend to rely more heavily on business
applications to improve performanceArchitects and Engineeesxd Management Consultancies
reportedlower levek of application usage across moategories. This idearly an improvement area

for these segments.
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Tabe26 Business Application Use by Vertical Service Market

Software Mgmt.

Key Performance Indicator (KPI)  IT Consult SaaS PS Arch./ Engr.

PS Consult
Commercial CFM solution used 97.8% 95.9% 83.1% 96.3% 100.0%
Satisfaction with CFM solution 3.98 3.61 3.82 3.71 3.72
Commercial CRM solution 90.6% 97.2% 79.0% 100.0% 56.1%
Satisfaction with CRM solution 4.04 4.11 3.96 4.06 3.52
CRM is integrated 35.8% 62.9% 42.7% 68.8% 37.0%
Commercial PSA solution 88.6% 93.1% 78.1% 90.7% 57.1%
Satisfaction with PSA solution 3.99 3.88 3.78 3.70 3.56
PSA is integrated 52.2% 52.2% 54.7% 46.7% 66.7%
Commercial HCM solution 69.9% 73.5% 56.3% 94.1% 50.0%
Satisfaction with HCM solution 3.57 3.53 3.14 3.70 3.44
HCM is integrated 28.8% 34.5% 36.0% 28.8% 28.0%
Commercial Bl solution 57.8% 52.9% 46.0% 55.1% 29.3%
Satisfaction with Bl solution 3.99 3.72 3.86 3.79 3.73
Bl is integrated 48.2% 50.0% 34.3% 35.9% 44.4%
CRM / PSA integration 50.0% 61.0% 33.1% 70.9% 17.0%

Source: SPResearch, February 2020

Table27 showsmarketing and advertising and government contractors all have CFM applications while
Accountancies and Management Consultancies reported the lowest CFM adoption.

Table27. Business Application Use by Vertical SetMarkeContinued

Key Performance Indicator (KPI) VAR Account MarCom Gov. Cont.  Other PS
Commercial CFM solution used 90.5% 84.6% 100.0% 100.0% 95.7%
Satisfaction with CFM solution 4.05 3.91 3.25 4.38 3.78
Commercial CRM solution 94.7% 72.7% 70.0% 50.0% 88.4%
Satisfaction with CRM solution 4.20 4.11 3.89 3.67 4.16
CRM is integrated 65.8% 50.0% 66.7% 66.7% 47.3%
Commercial PSA solution 95.0% 83.3% 76.9% 50.0% 89.7%
Satisfaction with PSA solution 3.63 3.60 3.67 4.00 4.08
PSA isntegrated 72.2% 72.2% 50.0% 66.7% 51.7%
Commercial HCM solution 57.9% 72.7% 81.8% 62.5% 62.3%
Satisfaction with HCM solution 3.33 3.83 3.89 3.67 3.58
HCM is integrated 22.7% 58.3% 38.9% 37.5% 29.8%
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Key Performance Indicator (KPI)

Commercial Bl solution
Satisfaction with Bl solution
Bl is integrated

CRM / PSA integration

Solution Satisfaction

Table28 showsapplication
satisfaction (1: very
dissatisfied to 5: very
satisfied) Satisfaction with
CRM tops the list followed by
PSA and BI. Satisfactimvels
arerelatively low for CFM and
Human Capital Management.
Human Capital Management
perennially receives the lowes
satisfaction ratings because

2020 Profe

VAR Account MarCom
78.9% 50.0% 54.5%
3.88 4.00 3.40
71.4% 41.7% 16.7%
59.5% 46.4% 14.3%

Service Performance Insight

ssional Services
Gov. Cont.  Other PS
28.6% 56.5%
4.25 3.90
50.0% 41.0%
0.0% 48.6%

Source: SPI Research, February 2020

t

Table28 Solution Satisfaction

Client Relationship Management (CRN
Professional Services Automation (PS.
Business Intelligence (BI)

Corporate Financial Management (CFI

Human Capital Management (HCM)

3.87 4.02 4.03
3.89 3.85 3.87
3.86 3.74 3.87
3.95 3.84 3.81
3.59 3.64 3.53

Source:SPI Researclrebruary 202(

these applications have for theast part remained standalone with limited integration with either CFM

or PSA.

Corporate Financial Management (CFM)

Corporate Financial Management (CFMpance and Accounting,
(ERP or SRPis the primary application required to accurately
collect, bil and report financial transactionsCFMcollects and
manages all financial information (expenses, invoices, etc.) to
provide management reporting and visibility into total service
revenue, cost and profitability. Projedtiven, human capital
intense lusinesses like professional services have unique financ
management requirements including support for complex contra
types and billing arrangements. Revenue recognition is also
complex and must conform to local accounting and taxation rule
while providing support for multicurrency, multilingual
transactions for global firms. Seamless integration between the
system of record (PSA) for managing resources and projects ang
the financial management solution for payroll, expense
management, invoicing, rewiue recognition and project

accounting is critical.

© 2020 Service Performance Insight
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Corporate Financial
Management (CFM)

Activity Based Management
Asset Management
Cash Management
Collection Management
Contract Management
Financial Analytics
General Ledger
Internal Controls

Lease Management
Payables

Planning and Budgeting
Property Management
Receivables

Revenue Management
Risk Management

Treasury
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Figure3Q Corporate Financial Management (CFM) Solution Used

Zero

Workday
Homegrown

Unit4

None
Oracle/PeopleSoft
SAP

Deltek

Microsoft Dynamics

Sage Intacct
Other

NetSuite
FinancialForce
QuickBooks

T T T T T
0% 5% 10% 15% 20% 25%
Percentage of Observations

Source:SPI Researclrebruary 2020

Project and servicebased extensions to enterprise ERP applications started to appearinithd S mddpn Qa
at the same time standlone Professional Service Automation (PSA) solutions supporting resource

scheduling and time capture and billing became available. Over the past twenty years, project

accounting, resource management and time capture bifithg modules have been added to many ERP
applications. Now most projettased ERP providers also add Human Capital Management (HCM) or

talent management extensions to accentuate the important role that recruitment and engagement of a

talented workfor& Kl & Ay G2RIFI&Qa SO2y2Yed { dzLJLJ2 NIi F2 NJ & LJS
revenue recognition rules for subscriptions, time and materials, vimgkocess, deliverablesased or

percentage completion are important projebased ERP extensions. Arehis, Engineesand

Government Contraairs requirepurchasing modules and ceglusaccounting formaterials and labor

pricingas well as support for DCAA expense compliance.

¢tKA&a @SFHNRA adz2NBSe AyickBodkR73 RinahBl&drd@iNetSuite; N2 Y M 1 H
Sage/Intacct and 32 Deltek financials clients. QuickBaglerénniallythe leading financial solutiofor

small and medium sized PSOs with 20% of survey respondents usigickBooks marketharehas

not declined despite the plethora bcosteffective lowend solutionghat havecome to market with the

project accounting and resource management functionadggded

by PS firm¢Figure30). Client Relationship
Management (CRM)
Client Relationship Management (CRM)
Client Analytics
CRM supports the management of client relationships and is Marketing
designed to improve sales and marketing effectiveness. CRM Iza“"erTe'atiO"ShiP Mgmt.
automates lead, contact and camign management, sales S;Tgsosas
pipeline,territory and contracimanagement. Many CRM Service

applications also provide powerful call center functionality for iss
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management; cdhandling; trouble ticketing and problem resolution. CRM allows PSOs to track clients
through the engagement (bid to bill) lifecycle, and to specifically target customer segments and offers by
understanding details of the relationship. CRM suppartalysis by client, geography and portfalio

Figure31 Client Relationship Management (CRM) Solution Used

Unitd

Oracle/Siebel

Sugar

SAP
Sage/SalesLogix/ACT
NetSuite

Homegrown

Deltek |
Microsoft Dynamics

None

Other

Salesforce.com m

0% 10% 20% 30% 40% 50% 60% 70%
Percentage of Observations

Source: SPI Researdtgbruary 2020
Figure31 shows Salesforce.com dominance once again usthby 606 of the organizations surveyed.

MicrosoftDynamics CRMas Table29 Impactd Client Relationship Management (CRM) Use
gained share to move intd'2

place, closely followed by CRM | CRM Not
Deltek. Key Performance Indicator (KPI) |  Used Used

Survey responses (commercial CRM)

Table29 compares
organizations using CRM to Yearoveryear change in PS revenue 11.4% 6.7% 70%
those who do not 13%of the % new client revenue 32.5% 22.1% @ 47%

organizations surveyed do not| | peal pipeline / quarterly bookings fore ~ 187% 150%  25%
use any type of CRM solution.

As the table shows, CRM

Quarterly revenue target in backlog 44.9% 42.9% 5%

. L . Annual revenue per billable consultar $213 $174 @ 23%
benefits organizations in terms
0,
of growth. CRM users Annual revenue per employee (k) $176 $140 25%
experienced significantly Project margin 36.0% 32.6% 10%
greater revenue and Source: SPI Researdtgbruary 202(

headount growth. Theyave
larger sales pipelines, more revenue from new clientsmode backlog. CRM users report larger, more
profitable projects resulting in significantly more revenue per consultant and emplayeeoved sales
effectiveness leads to aare efficient use of resources down the lineoftability is clearly enhanced
when CRM is integrated with PSA and the CFM application.
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Table30further depictsCRM
impact, comparing those Table3Q Impact® Commercial CRM Integration
organizations not using CRM

usingstandaloneCRM, and Key Performance Indicator (KPIl)| Used Integrate Integrate

then to organizations using Survey responses (commercial CRV
CRM integratedvith the core Yearoveryear change in PS revenue,  6.7% 10.9% 11.6%
financial solution. This table | veamveryear change in PS headcou  5.7% 9.0% @ 10.3%
highlights the benefits New clients 221%  26.6%  35.5%
organizations receive as they :

Quarterly revenue targbaiklog 42.9% 45.3% 45.7%

move fromno CRM to

nonintegrated CRM to
integrated CRMuith Annual revenue per employee (k) $140 $166 $179

Annual revenue per billable consulta ~ $174 $206 $214

significantly higher growth, Source'SPI Researctrebruary 202(
especially in their ability to
land new clients With a stronger sales pipeline, revenue yields soar for billable consultants because
there is a predictable and stdg stream of work. These benefitederscorethe importance of providing
greater visibility and improved alignment between sales and service delivery. These benefits are
amplified as organizations grow.

Professional Services Automation (PSA)

Profession&Services Automatioprovides the systems basis for _ _
initiation, planning, resource management, scheduling, execution ProfeSS|ortaI Services
close and control of projects and services. PSA provides a resou[RALSIUEUCINETSY
and project dashboard including the demand forecast. It helps Collaboration

manage service delivery by overseeing opportunities, staffing, Invoicing

project management, and collaboration. PSA is typically the syst@ERER TN ENEREEI

of record for resource skills, competencies and preferences with [ et

. . h | d datab It d Project Analytics
integration to the employee and contractor database. It is use Project Costing

collect time and expense by project and resource down to the tas =G ELERE N

level, so it is the system of record for resource utilization and Resource Management

project cost and estimating.

Time & Expense

Most PSA applications now offer billing modules with some level of revenue recognitigpebgf

billing methodc time and materials, work in process or fixed price. They also support accurate time and
expense capture. PSA extensions for the construction industry include modules for material costs and
procurement. Although PS4 still focusd on enabling projeetand serviceslriven organizations to

better plan, staff, execute and collect all relevant information related to projeckmsbecome much

more than that. It ha become the core solutidior business planning with a view of thegbgrojects,

best clients, best services and best people to translate the business plan into reality.
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This year adoption of a commercial PSA expanded 8.6% from 76.2% to 84.8%. PSA satisfaction
remained relatively unchanged year over year with a satidiaa rating of 3.87 out of 5 (77%).

Figure32 showsFinancialForce garnered first place this yasithe most adopted PSA solution with
approximately33% (63firms) of the surveyProjectoris the seconemost prevalent solution with 9%
(48firms). Kimble is third with 6.5% (32 firms). Mavenlink is tied with NetSuite in fourth with 4% (20
firms). Deltek and Krow are tied in sixth place with 3.2% (16 firms). None (15.2% or 75 firms) and other
(9.5% or 47 firms) are still two of the most prevalent ansaaterestingly, the averagsize of the
organizationghat do not use a PSAdgiite large atl43PS employeesAs the PSA market has matured,

we see solution providers coalescing by ecosystem. FinancialForce, Kimble, Mavenlink and Krow are
part of the Salesforce ecosystem and AppExchange. Microsoft Dynamics, Timelog and
UNIT4/Assistance PSA are focused on the Microsoft platform. NetSuite is now owned by Oracle and is

Y2@AYy3A AGaA | LILX AOFGAZ2YyAa (2 hNIOfSQa /f2dzR LYFNI &

Figure32 Professional Services Automation (PSA) Solution Used

Oracle/PeopleSoft
Workday

Timelog

Upland
ConnectWise
SAP

Unit4

Microsoft Dynamics
Krow

Deltek
NetSuite/OpenAir
Mavenlink
Homegrown
Kimble

Other

Projector

None
FinancialForce

0% 5% 10% 15% 20% 25% 30% 35%
Percentage of Observations

ource:SPI Researglrebruary 2020

Table31 compares PSOs using PSA solutions to those that do not. The results in this table are very
powerful. Professional Services Automation solutions continugit@ significant operational
performance benefits, yieldg higher revenue and profit for professional services organizatidie

use of PSA is on the rise due to the need to better manage projects and resources, especially in more
technical discipling, as ithasbecome increasingly difficult to find, hire, retain and deploy talent. PSA
solutions help match the right resources, with the right skills at the right tontbe right projects PSA
solutions yield several core benefits to PSOs, but mastatives only need to look to thé% increase

in billable utilization asa primaryreason to select PSAlust start to multiply what a 4% improvement

in utilization means to revenue improvements. For a-pefson PS organization, 4% translates to 8,000
more billable hours per year. With average bill rates of $200 per hour, the PSO can produce $1.6M in
incremental revenueAlmost all key metrics improve with PSA adoption. As shown in the table these
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systems pay for themselves
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with substantially higher
consultant revenue vyields,
better project margins and
more bottomline EBITDA
profit.

Table32 highlights the
benefits of integrated PSA
versus standalone PSA. Again
the results demonstrate
integrated PSA enables
organizations to operate at
higher levels of efficiency.
Perhaps most notable in this

Table31 Impactd Professional Services Automat{@®SAUse

PSA PSA Not
Key Performance Indicator (KPI) Used Used

Survey responses (commé&rsial

Yearoveryear change in PS revenue
Employee billable utilization

Use a standardized delinethodology
Annual revenue per billable consultant
Project margin

Profit (EBITDA%)

10.7% 9.7% 11%
72.2% 69.2% 4%
67.8% 66.4% 2%

$213 $181 17%
36.3% 31.7% 14%
15.6% 13.9% 12%

Source:SPI Researclrebruary 202(

table is thealmost 5%ncrease

in billable utilizatioras PS©
movefrom spreadsheets to
PSAo integrated PSA

Because the delivery of
services is where PSOs make

their money, and because PSA

is the primary applicationsed
by project managers and
others responsible for services
delivery, it is easy to
understand why the
operational and financial
benefits are so significant. SP
Research has always
recommended organizations

Table32 Impactd CommerciadPSAlntegration

PSANot | Used, No{ Used,
Key Performance Indicator (KPI)| Used | Integrated Integrated

Survey responses (commercial CRM
Yearoveryear change in PS revenue
Yearoveryear change in PS headcou
Deal pipeline / quarterly bookings foi
Quarterly revenue target in backlog
Employee billable utilization

Annual revenue per billable consulta
Annual revenue per employee (k)

Project margin

9.7% 9.5% 11.2%
7.6% 9.0% 9.3%
146% 180% 193%
41.3% 43.6% 46.1%
69.2% 70.7% 74.0%
$181 $196 $224
$141 $157 $187
31.7% 34.1% 37.6%

Source:SPI Researclrebruary 202(

with more than 20 employees

utilize PSAWith the affordablecloud-based solutions now
available, PSA should also be considered by smaller organizatiol

Human Capital Management (HCM)

Human Capital Management (HCM) solutions (also knovtaleist
management solutiongjive employers the tools to efféeely
recruit, hire, onboard, trainevaluate and compensate employees.
By tracking performance, skills and career progression, HCM hel
companies create and maintain a highrformance workforce. Key

© 2020 Service Performance Insight
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Human Capital
Management (HCM)

Workforce Planning
Recruitment

Career Development
Rewards

Performance Management
Workforce Management
Reporting and Analytics
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software modules includpayroll, recruitingemployee learning, skillsackingand certifications
compensation, performance management, policy compliance, and succession planaah of which
help organizations manage personnel growth and development.

HCM benefits the PSO by maintaining a datalmdskills, benefits and pay rate information that is used

for resource scheduling, recruiting and performance and career management. Effective HCM solutions
provide rich applications that allow consultants to manage their own careers and skill development
(training) and bid on the projects of greatest interest for them.

Figure33 shows that HCM has made significant strides in PS adoption. Five years ago, HCM was used by
less than onghird of PSOsy 2 ¢ A G Aa dzaSR 0@ cy: aRtbpninkedshare f ( K2 dz3
at 27% (131 firms). HCptevalence among the largest PSOs is significBiné average size of the PS

organization using HCM is 588 consultants compared to 352 fousers. w cloudbased solutions

offer power and flexibility, helpm companiesnanagethe entire employee lifecycl#om recruitment

and hiring through trainingp retirement.

Figure33 Human Capital Management (HCM) Solution Used

NetSuite

Ceridian

Deltek

Unit4

Oracle/Taleo
Microsoft Dynamics
Sage

Ultimate
SAP/SuccessFactors

FinancialForce

Homegrown
Workday
ADP

Other

None

0% 5% 10% 15% 20% 25% 30%
Percentage of Observations

Source:SPI Researclrebruary 2020

Of the solutions highlighted inth&sS | N & 06 Sy, Wérkday ldid EinahcialForce (now partnering
with ADP for HCMgre leadersSAPSLccessfactors; Ultimate and Sage not far behindHCM usage

will continue to grow within serviceentric organizations asalentis their most valuablasset. Most of

the solutions found in this benchmark are providedfioyncialsolution providers, who generally offer
integration with other applications in their suites.

Table33 highlightsthe significant benefits of HCM by comparing those orgaitinatwho use it versus
those who do not.The table highlight$1CM is critical for large organizatiortseyimprovementsshow
upin faster growth, larger pipelines, stronger backlog and higher per person revenue Vi€lds has a
powerful impact on net pfit with an average bottorine profit of 15%Higher billable utilization
occursbecause the right people with the right skills are available to do the work. Laagsgament
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span of controfeduces the
cost of nonbillable
management and enhances
the bottom-line. HCM
solutions provide greater
visibility into employee skills,
preferences, training and
careerpotential. It helps
ensure equitable
compensatioris an integral
component of pay for
performance and reward
systems.

Talent management is central
to PS performance as the skill
and attitudes of the consulting
workforce provide tangible
evidence of consulting value.

Professi
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Table33 Impactd Human Capital Management (HT3é)

HCM HCM Not
Key Performance Indicator (KPIl)| Used Used

Survey responses (commercial CRV
Number of PS employees
Yearoveryear change in PS revenue
Yearoveryear change in PS headcou
Deal pipeline / quarterly bookings fol
Days to recruit and hire for std. posit
Days for a new hire to become prodt
Employee billable utilization

Annual revenue per billettesultant (k)
Annual revenue per employee (k)
Profit (EBITDA %)

588 352 67%
$93.4 $50.6 84%
11.4% 9.2% 23%
186% 171% 9%
61.1 64.4 5%
57.4 62.8 9%
72.6% 70.4% 3%
$216 $190 14%
$177 $156 14%
16.0% 14.0% 15%

Source:SPI Researclrebruary 202(

And with better management

of personnel, PSOs can ensur
talent is on staff and available
when needed, with helps the
organization grow faster.

HCM solutions, in conjunction
with PSA, drive greater billable
utilization, which results in
higher revenuger employee
and profitability. Most of the
new breed of clouébased

HCM applications offer mobile
accesdgrom anywhere, making
it easy for employees to keep
their profiles and timeoff
requests upto-date. Several
HCM vendors are adding rich
predictive analytics, providing

visibility into levels of

Table34 Impactd CommercidHCMntegration

HCMNot | Used, No{ Used,
Key Performance Indicator (KPI)| Used | Integrated Integrated
153 156 65

Survey responses (commercial CRM
Size of PS organization (employees)
Yearoveryear change in PS revenue
Deal pipeline / gtr. bookings forecast
New client % of total revenue
Employee billable utilization
Revenue per project (k)

Percent of annual revenue target acl
Percent of annual margin target achi

Profit (EBITDA %)

352 378 526
9.2% 11.1% 10.9%
171% 187% 198%
29.7% 30.1% 32.8%
70.4% 12.7% 73.7%
$134 $180 $205
91.5% 94.7% 95.3%
89.0% 90.2% 90.9%
14.0% 15.1% 15.7%

Source:SPI Researclrebruary 202(

employee engagement tprovide early warning foemployees o are likely to quit. Their recruiting
tools are very powerful with oubf-the-box integration to all the top job sites.
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Business Intelligence (BI)

Business Intelligence integrates information from core business

applications to improve strategic ayals, demand and capacity Business(ll?)r:;elligence

planning, budgeting, forecasting and financial planning. BI
solutions continue to increase adoption in PS@isether they are B

ffered tanéhl t0ol it of the busi licati Activity Based Management
offered as stan ong. ools or pa o. e usme.ss app |c§ ions Balanced Scorecard
themselves for reporting and analysigs professional services Business Intelligence
organizations mature, Bl becomes a more critical tool to provide Demand Planning
reaktime visibility to all aspects of the operatian allowing Financial Analysis
executives to spot trends and take corrective action early. It als
an important solutiorfor annual planning, as PS executives try to uncover areas where additional
growth and profit can be extracted.

Just as we have seen in all other categories, the legacy Business Intelligence stalwarts are being
challenged and eclipsed by hungry new, barthe-cloud contenders like Snowflake, Tableau and

Looker. Atthe same time every major software provider is looking to add Atrtificial Intelligence and Data
Analytics to their platforms. The winners will be those that combine power with ease of use and the
ability to easily integrate and transverse vast amounts of data across platforms.

Figure34 Business Intelligence (Bl) Solution Used

Deltek

Informatica

Sage/MAS

Adaptive Insights
SAP/Business Objects
NetSuite
IBM/Cognos/SPSS
Oracle/Hyperion

Homegrown

Other

Microsoft

None

20% 25% 30% 35% 40% 45%
Percentage of Observations

0% 5% 10% 15%

Source:SPI Researclrebruary 2020

Figure34 shows relatively low adoption levels of Business Intelligence in this year's survey, similar to
previous results. None, Microsoft, other and homegrown are the most prevalent Bl solutions. Of the
application suite providers, Oracle/Hyperion and NetSuB#)/Cognos/SPSS; SAP/ Business Objects and
Workday/Adaptive Insights each have a wide following.
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The results inTable35
highlight some of the core Table35 Impactd Business Intelligence (Rlye
benefits organizations have

While each improvement is Key Performance Indicator (KPI) Used Used

impressive growth in both Survey responses (commercial CRV

revenues and headcount stand Size of PS organization (employees) 698 279 150%
out. The factis Bl is a strategiC vearoveryear change in PS revenue  10.6% = 10.4% 2%
solution that helps PSOs plan, Yearoveryear change in PS headcou  8.8% 9.1% -4%
budget and forecaghe )

s Ay o P New chenL% of tota{J revgnye < 32.1% 29.3% 9%
0dzaAy Saao Lua oKL

ATE Fyrteara F Deal plpelme/qtr booklngs forecas1 191% 171% 11%
model Capacity and resource PrO]eCt duration (n‘mﬂnthS) 23.9 20.3 18%
plans to achieve optimal Project margin 355%  35.2% 1%

results. Source:SPI Researclrebruary 202(

Application Integration Table36 Impactd CommercidBl Integration

While the core business

solutions support individual BINot | Used, No{ Used,
departments in their efforts to Key Performance Indicator (KPl)| Used | Integrated Integratec
become more productive and Survey responses (commercial CRV

profitable, as these solutions | Size of PS organization (employees) 279 409 724
are integrated with the core Yearoveryear change in PS revenue  10.4% 9.8%  11.1%
financial management solution
(ERP) they create additional

insight and valu€Figure35).

For instance, CRMtegrated
with CFMprovides sales Annual revenue per employee (k) $166 $172 $175

Yearoveryear change in PS headcou  9.1% 7.7% 9.8%
Revenue per project (k) $139 $185 $207
Annual revenue per billable consulta ~ $198 $212 $222

executives with the insight Project margin 35.2% 33.6% 37.2%
necessary to develop a pricing
strategy,supporting the
highest probability of winning the bid with maximum profitability. Without this integration, it would be

much more difficultto conduci KA & G&LJS 2F Fylfearaod ¢t2RIF&8Qa t{ha
functional silos as the las between sales, delivery and finarimrome blurred.

Source:SPI Researclrebruary 202(

It is also important for applications to communicate with each other. PSA, integrated with CRM,
provides vigility from the sales pipeline to the resource schedule, ensuring the right resources are
available when needed. Withtegrated HCMhuman resources, recruiting and resource management
all benefit from visibility into idemand skills, consultant prefemces and career aspirations.
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Table37 showsmixedlevels of
AYGUS3aANY GA2Y Ay | Higark38 SugcBskldddids on intatepartmentatooperation
benchmark.SPI Research
believes integration between , + Backlog _
. i . + Time & expense « EBITDA » Services offered

CRM, PSA and core financials is| - Project margin Service + Compeitive

ey . i * Invoicing Delivery positioning
an essential ingredient in  Market expansion
superlative performance.

* Revenue / Emp.

) . L Accounting
Integration provides visibility to & Finance
all parts of the organization and
. . « Employee cost * Mktg. & Sales cost
helps break dowmrganizational * Recrithire - Pipeline
. * Pay Human Marketing « Bid price
silos. * Benefits Resources & Sales + Client profitability

+ Training
Achieving client delight and profi
in professional services requires
tight coordination between
demand and supply which can only be achieved thrantggrated business applicationdany firms
that have worked with SP| Research over the past several years have concentrated on application
integration as they have learned its benefits and worked with their vendorssare the integration
happens.

Soure: SPI Researclrebruary 202(

P$s are waking up to the Table37 Solutionintegration with Core Financials
necessity of coordinating sales

integration improves customer| Professional Services Automation (F 62.5% 56.9% 54.1%
satisfaction and defines quality cjient Relationship Management (CF 41.3%  47.7%  49.0%
execution.Typically, Business Intelligence (BI) 50.0% 40.2% 44.7%

application suites, such as :
. . Human Capital Management (HCM)  35.9% 32.2% 31.4%
Deltek, FinancialForce,

Microsoft, NetSuite Workday Source:SP| ResearglFebruary 202(
and 3\P offer outof-the-box
integration between their core business solutions making a@&gfree view of clients and projecs
reality.
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Chapter6 o Leadership Pillar

Growth, growth and more growth. Each year SPI Research

finds a direct correlation between growth and success in

Professional services. Given that the PS industry is built on

application of unique knowledge and domain expertise it is

sometimes hard tainderstand why the growth dynamic is so

AYLRNIFyYyGo® .dzi X Ad Aao L NIDA OSa
world of technology, leading firms create dominant market

positions. There is a compounding effect of how customers make decisions, the networks and
ecosystems that are created, and the ability to scale as a firm that means there is a significant advantage
for the companies that grow the fastest. By establishing madading positions, premium PS firms

win the best deals and turn those deals intodljlsatisfied clients who continue to buy and provide
referrals. They become known as innovators in their markets. They produce tangible results and harvest
the knowledge gained to do an even better job the next time. They build a culture which emtiaies
values which further attracts prospective consultants and clients who identify with those attributes.

But growth comes with a price. The unique knowledge, vision and passion that a consulting leader

brings to founding a hot new firm must be nuréar and continuously kindled within new employees.

The leader must simultaneously learn to let go and grow at the same time. -M&naging does not

work in PS, cultivating a reputation and repeatable skills, competencies and processes does. Most
indeperdent consulting firms can easily grow from 20 to 50 consultants, but after that things get more
interesting. This is when firms must move from heroic to repeatable and founders must move from

doers and fire fighters who wear all the hats to leaders addAvi2 y I NA S & ® ¢tKS fSIRSNA
transition must have the courage to bring in new talent who can take the firm to the next level.

la LINPTFSaarzylf aSNBAOSa 2NHIFyATIFGA2ya 3INRg> fSHR
topic ower the past twelve years has shown a powerful correlation between financial success and

confidence in leadership. In small organizations, leadership by walking around works just fine. But as

the organization grows in size; scope and complexity; geograjipersion, communication and

alignment become issues. PSOs must implement policies to ensure communication, collaboration and
alignment do not suffer with expansion. Systems and processes must be implemented to provide real

time visibility and manageent control.

Leadership development, succession planning and funding growth are big challenges for independent

PSOs. Many consider mergers and acquisitions to augment organic growth. Employee ownership is a

viable option as the founder nears retiremerit. OKA ST O2y OSNYy Aa a4l 24 aid
0dzAt RAYy3 | FANXY F2N) G§KS ¥Fdzi dzZNBEKE ¢c-oftS nc 2ga
leadership style for each level of maturity.

08
A K
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Table38 The Leadership Maturity Model

Service Performance Insight
Ser vi

Professi

onal

Leadership

Leadership Styles by Maturity Stage

Levell
Initiated

Initial strategy is t(
support product
sales and provide
reference
customers while
providing
workarounds to
complete immatur
products. Leader:
arefidoer so

The Entrepreneur.
Leaders are
fdoer so.
companies, PS
leaders are
technically
competent and
directly perform
engagement
activities in additic
to recruiting and
ramping new
consultants.
Typically, they
possess stronger
technical than
business or
leadership skills.

Level2
Piloted

PS has become
profit center but i
subordinate to
product sales.
Strategy is to dri\
customer adoptic
and references
profitably. Leade
focus on P&L ant
client
relationships.

The Generalist.
The emerging P<
leader must start
to focus on HR,
Finance and
Operations while
nurturing close
relationships witt
clients and
partners. At this
stage, setting
strategic vision
and strategy are
less important
than strong
operational
management
skills.

PS is an important
revenue and margin
source, but channel
conflicstill exists.

Services differentiate
products. Leadership
development plans are
in place. Leaders have
strong background &
skills in all pillars.

The General Manager
By the deployed stage
the PS leader must st
to focus on setting visi
and strategy and forgil
strong partnerships wi
clients and the cress
functional leadership
team. The PS leader
must exhibstrong
operational and proce!
management skills. He
must have a strong
background in sales,
finance and operation:
Focus at this stage is |
recruiting strong
functional leaders to
scale the organization

Level4

Institutionalized

Service leads product
PS is a vital part of th
company. Solution
selling is a way of life
PS is includein all
strategy decisions.
Succession plans are
place for critical
leadership roles

The Strategist. By the
institutionalized phas:
the PS leader has
developed a strong
leadership team and
institutionalized
operating processes i
all five service
performance pillars. +
primary focus is
strategy, business
planning and
establishing strategic
partnerships and
alliances. At this stag
he must nl
and fAcommu
must be able to attrac
and retain high qualit
functional leaders.

Source: SPI Research, February 2020

Level5
Optimized

PS is critical to the
company. Service
strategy is clear.
Complimentary goals
and measurements ar
in place for all functior
Leaders have global
vision and coniily
focus on renewal &
expansion.

The Leadership Team
As the PS organizatio
matures, the leader
becomes more stratec
and able to effectively
communicate and
inspire. Afunctional
areas have strong,
sustainable operating
processes. His focus
on ensuring alignmen
within the organizatior
while continually forgi
new business
partnerships. The
leadership team
constantly focuses on
innovation and
operational excelien

Leadership challenges are much the same but also very different in embedded PSOs. These

2NBI yATF(iA2Y A

SEA

aid a2

Sy & dNB

iKS

4dz00S & a ¥ dz

They are not given the latitude to develop services for serviaks, Hut rather must serve the best
Ay GSNBaAGa
In embedded PSOs the primary leadership challenge is one of charter conflict and forging cross
functional relatimships. Embedded PS executives are tasked with developing-guatity consulting

business, but consulting is subordinate to product proliferation and adoption. A new, more strategic

27

iKS O2YLI yeQsa

LINE RdzOG a3 SOSYy AT

role is emerging to drive client adoption and optimization. This retjuires significantly greater
alignment with sales, support and product development so collaboration and-tealting skills are
paramount.
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The Leadership Index

It is impossible tavork in Professional Servicaad conclude that leadership doestnmoatter. Most of
usintuitively understand S RS NBA K A LIDt fevk studies Mave béed &e to quantify its benefit.
This study does just thaSPIResearcthas developed a Leadership index that focuses on the most
important aspects of leaderghito measure its impactYouwill be as astounded as we were to discover
that great or poor leadership permeates every facet of PSO performhance

For several years, SPI Research has askedes of questions regarding various aspects of professional
senices vision, strategy and leadership including confidence, clarity and alignment. Strategic decisions
set the direction and tone for the PSO and affect all functions because vision and strategyide

goals and objectives, the types of clients to persilne types of services to offer and the

interrelationship between functions.

The leadership questions have evolved into eight core questions that examine how various dimensions
2T £ SIFRSNBAKALI AYLI OG LISNF2N)YI y O hasgettSofipudzSa A2y a |
organization in terms of how well it operates {&ry ineffectiveto 5: veryeffectived € Y

1. The vision, mission and strategy of the PSO is well understood and clearly communicated

Employees have confidence in R&dership

It is easy to get things done within the PS organization

Goals and measurements are in alignment for the service organization

Employees have confidence in the future of the PS organization

The organization effectively communicates with employees

The orgairation embraces change, it is nimble and flexible

The organization focuses on innovation and is able to rapidly take advantage of changing market
conditions

{tL wSaSlI NdéderéhigBdedd S&Re | NJay 1 Ay3 (GKS | 3aANBIILGS £ SRS
guestions bysurvey participant. The minimum scdia the leadership index would be eight, if the

adzZNISe LI NI AcOerylidefiectivéa (F20NS RS F6OWK 2 F (GKS SAIKEG 1jdzSadAz2
nns AF (KS LI-wlyaffectivedBy éachduestionS R & p

© N gk v

As statisticians, a perfect day is when a key performance measurement clearly correlates with most

measures of performance. Well, the dimensions of leadership are one of those perfect statistics. As the
leadership dimensions improveo do all major key performance metri@ble39). One might expect

G/ 2yFARSYOS Ay [SIFIRSNEKALE YR a/2yFARSYOS Ay (KS
strategy but the truly remarkable finding around leadership is that all the major operational metrics

revenue per person, utilizatig project margin and ofime project completion improve as well. Itis

amazing how strategic clarity permeates all aspects of operational performance. If the strategy is clear

and compelling, peoptased organizations will find a way to accomplish it.

With strong leadershigemployees understand K | tequidied of them, and can go about conducting
their daily business with confidence their walpportscorporate objectives Strong leadership helps
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employees get on the same pageorkingtoward a comnon goal. Happyemployees are more
productive anddeliverhigher levels of client satisfaction and profitability

The Bble depicts the percentage of survey respondents by overall leadership index rating compared to
key operational
measurements. As Table32 Impact Based on Leadership Maturity Scores
shown in the table,

effective leadership Key Performance Indicator (KPI) 26-30 | 31-35 | 36-40

has a powerful impact | Percentage mfspondents 19.2%  18.6% 37.3% | 24.9%
on all aspects of Yearoveryear change in PS revenue 7.2% 8.0% 11.4% 14.7%
performance. % of employees billable or chargeable | 67.0% 72.9% 74.1% 76.3%
More than any other Deal pipeline / quarterly bookings foreci 151%  166%  180%  218%
factor, good, or poor | giatowin ratio (per biis) 472 503 535  6.02

leadership impats all
facets of the business

driving stronger
growth, higher billable Wellunderstood career path for all empli  2.75 2.86 3.43 3.97

Percentage of referenceable clients 67.4% 63.5% 72.2% 79.8%
Recommend company to friends/family 3.60 4.03 4.54 4.92

utilization, better on Employebillable utilization 71.5% | 67.4% 72.1%  73.8%
time project delivery, Projects deliveredtione 70.5% 79.0% 80.7% 83.0%
more winning Use a standardized delivery methodolo( 54.6% | 63.9% 70.8% 73.2%
proposals and higher Annual revenue per billable consultant (  $202 $198 $211 $221
levels of customer A | | 5 167 153 173 186
satisfaction. The nnual revenue penployee (k) $ $15 $ $
reverse is also true. Source:SPI Researglirebruary 202(

Poor leadersan

sabotage crosfunctional alignment, leading to organizational alienation, functional silos and chaos.

Leaders who are not able to transition to more strategic roles can create heroic, reactive organizations
characterized b¥irefighting, infighting and burnout. Many togerforming organizations have reported
FRRAY3I {tLQa fSIRSNAEKAL) [jdzSaidAazya (2 GKSANI SYLX 28
employee confidence in leadership. This year, independent firms gave higher marks across the

leaderdip dimensions than embedded service organizations particularly for clarity of vision and ease of
getting things done.

Leadership Issues

When things go wrong, it most often starts at the top and then cascades downward throughout the
organization, ultimatey showing up irpoor financial performance. Eliminating the root causes of
dysfunction and inefficiency gilong way toward driving organizational success. The most common
leadershipissues facing PSOs include:

D Unclear strategyg lack of clarity aroundiarget markets, target clients and why we win. Inability
to capitalize on market opportunities due to lack of alignment, lack of employee engagement or
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leadership and cultural issues. No leverage to drive repeat sales, limited competitive
differentiation, poor sales, marketing and service delivery execution.

D Lack of alignment; unclear service chartersparticularly a problem for embedded service
organizationg; with conflict between driving revenue and margin versus helping the overall
company achieve stobjectives of market expansion and client adoption.

D Silosg exist in all companiesthey usually occur in the choppy waters between groups or
FdzyOllA2ya ¢6KSNBE NBalLRyaAoAtAdGe yR I O0O02dzyil oAf
responsible for dxiing new service revenuess it sales or delivery? How can disconnected
processes and poor handoffs be improved?

D Reactive not proactive; because the organization lacks réiahe visibility into all facets of the
business|eaders must rely on past busss performance rather than being able to spot trends
and take advantage of them in reilne. Running the business by spreadsheet makes
administrationoverly burdensome with endless roundsesfor pronemanual spreadsheet
inputs. Managers have no &b to analyze and recalibrate to take advantage of changing
market conditions leading to missed targets and a demoralized workforce.

D Skillsimbalance i KS t 23A 0t SEGSy&arz2y 2F 2NBFYATFGAZ2Y I
X y2i & Sviefan geliverdinbt bieing able to deliver what has been sold. Not enough
or too many people with the right skills, excessive 4hillableheadcount, sukpar utilization
difficulty inrecruiting, ramping, retaining aridability to quickly, easily staffrojects.

D Immature processesg disparate or poor systems and tools. Inconsistent project methods; lack
of tools and intellectual property leading to low repeatability and inability to drive efficiency and
reuse.

D Poor quality and customer satisfactiogFailed projects, cost overruns, difficulty securing
references. No quality review processes and/or poor project visibility into budget to actuals.

D Poor financial performance All of the above factorg lack of strategic clarity, poor alignment,
silos, and of oubf-date information contribute to reactive, rearview mirror business forecasting
and planning. The net result is revenue and margin below targets, poor forecastingacy,
unpredictability and high levels of risk.

Well understood vision, TabledQ Impactd Well understood vision, mission and strategy

mission and strategy

Well understood

Clear leadership direction and
effective bidirectional

communication are critical 1:Very ineffective 0.8% -0.6% 775% @ 31.0% -34.3%
success factors. Employees || 5 53% 7.1% = 69.6% 31.6% 10.4%
";’lho lack an ‘_mqerSthd'ng of 3 173% 7.6% @ 72.6% @ 34.6% 15.8%
the VvISion, missin an

strategy have no ability o 4 52.4% 7.9% = 73.4% 35.6% 14.3%
work toward realizing it 5:Very effective 24.2% 13.5% 76.4% 39.3% | 18.6%
whereas those who Total/Average 100.0% 9.1% 73.8% 36.0% 15.0%

comprehend, espouse and

vision, mission
andstrategy

Survey | Headcou

% of emp

Project

Billable | Margin | EBITDA

Source'SPI Researclrebruary 202(
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ddzLIL2 NI GKS 2NEFYAT I GA2yQa YA&aaAazy sAff 62N)] GANB
mission and strategy directly correlatedth the percentage of billable employeesin ratio, attrition
and propensity to recommend asgreat place to work

Confidence in PS leadership

The tools for effective Table4® Impac® Confidence in PSeadership
leadership, clarity of purpose
and alignment exist within all
service organizations. By
investing in these critical
aspects, service organizations

Confidence in PS Survey | Revenue Employee Project
Leadership % growth | attrition [ margin

1:Very ineffective 1.0% 1.5% 30.1% | 66.0% 25.0%

canmanage their own destiny_ 2 4.1% 6.8% 16.1% 67.8% 28.3%
SPI Research continues to 3 12.6% 7.0% 15.4% @ 72.8% 35.7%
discover most key 4 52.6% 10.5%  13.0% 80.3% 35.9%
performan® measurements | o\ ery effective  29.7% 13.4%  11.4% = 82.6% 38.0%
improve as confidence in

Total/Average 100.0% 10.7% 13.1%  79.4% 36.1%

leadership increases.
According to survey results,
few other factors have the same impact on the overall health and-mesilg of the service organization
Poor leadership creates a negative spiral effiettigh attrition, low morale, poor employeengagement

T which in turn lead to low levels of client satisfaction and poor financial resitadership is a critical
aspect of growth. As millennials become dominant in the workforce, effective leadership is ritioed cr
than ever before. Younger workers need more guidance, handholding and constructive feedback to
hone both their technical and interpersonal skills.

Source:SPI Researclrebruary 202(

Ease of getting things done

P| Research asked Tabled2 Impactd Ease of getting things done
participants whether it was
easy to get things done within
their organization, meaning
minimal red tape, able to

Ontime
Ease of getting| Survey | Revenue | Headat. | project | Project
things done % growth delivery| overrun

. . . 1:Very ineffective 1.0% -1.0% 0.0% 58.0% 27.0%
quickly and easily assign ) . . . .
qualified resourceswith 2 5.9% 8.4% 6.8% 69.4%  12.3%
Organizationshat provide an 4 48.1% 11.5% 9.7%  815% 8.4%
infrastructure thatsupports 5:Very effective 20.3% 12.6% 10.6% 82.7% 8.2%
employee productivity Total/Average  100.0% 10.7%  9.1%  79.3%  9.0%

enhance both employee
satisfaction and financial
success.

SourceSPI Researclrebruary 202(
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Table42 showsa majority of firmsreported it is relatively easy to get things done. As ease of getting
things done improves, so do other metrics includiegenue and headcount growth, eéime project
delivery and minimized overruns.

Goal and measurement alignment

Another survey question asked, "Are goals and measurements in alignment for the service
organization?" Alignment speaks to a clearly articulated strategy with goals and measurements
NEAYF2NDOAYy3 GKS 2NEBFYAT FiAZ2ZYyQa

purpose and stimulating Table43 Impactd Goals andneasurement alignment

action. Alignmentor lack of

. L Goals and Ontime | Ann.rev./
alignment has a significant measurement project | consult.
impact on bottomline alignment delivery (k)
performance. Lack of 1:Very ineffectiv.~ 1.0%  0.0% 270 | 66.0%  $81
alignment emanates froma | i3 6.7% 83% 502 75.0%  $191
lack of clarity and conflicting

L . 3 24.4% 7.0% 5.13 75.2% $204
or too many priorities. It is
characterized by low levels of 5 Syl du 530 | 81.0%| $207
employee engagement and 5:Very effective 20.9% 10.1% 5.61 82.5% $221
functional silos or factions Total/Average 100.0% 9.1% 528  79.4%  $207
The h|ghest performing service SourceSPI Researchrebruary 202(

organizations exhibit clarity of

purpose and alignment around a succinct set of core values and initiatfeective measurements and
compensation reinforce those values, linking strategy to executfashown in Tdb 43 goals and
measurements in alignment had a profound impact on headcount growth, win ratiemerproject
delivery and annual revenue per consultant.

Employees have
confidence in the PSO's Table44 Impactd Employees haveonfidence irihe PSO'suture
future

The | | of | Employees havg Ontime
e level of employee Confidence in | Survey| Revenue | Client| Employee| project
confidence in the future of the PSO's Future attrition | delivery
PS organization has a 1:Very ineffectiv. 1.4%  2.5% | 67.9% 15.4%  54.3%
significantimpact on almost all 5 3206 5.0% 61.9%  14.8% 72.8%
key performance
. . 3 17.6% 6.5% 64.2% 14.7% 76.4%
measurements. Firms with
4 49.3% 10.7% 72.4% 13.1% 80.2%

the highest levels of employee
confidence experienced the 5:Very effective| 28.4% 14.4% 78.3%  12.2% 81.8%
highest levels ofevenue Total/Average  100.0% 10.7%  72.2% 13.2% 79.4%
growth, were more ofn seen
as a great place to work, and

Source'SPI Researclrebruary 202(
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experienced lower attrition and more projects delivereatime. Capping it all off, they were also more
profitable.

G¢KS g2NIR t20Sa | oAYyYySNE asSSvya G2 oS +y
organizations with the highestlee2 ¥ SYLX 28SS O2yFTARSy OSo !
FNA&ASE I NRPdzyR GO02yFARSYOS Ay (KS TFdzi dzNBE |
organizations propel employees to have confidence inftitere, while low confidence is indicative of
organizations in turmoil or going through massive change as they reposition themselves to take better
advantage of the future A key consideration for firms that experience low to no growth is how to
reposition themselves onto a growth path while maintaining employee commitment.

LILINE LIN.
S a OK

|.
1
a GdeLno

Effectively communicates with employees
wSaLR2yRSyila ¢6SNB FalSR (2 NIGS aG2dz2NJ 2NBESOs1 | GA2Y

reported better Table45 Impact Effectively communicates with employees
communication than

independents Talk may be Effectively

cheap but without communicates| Survey| Revenue| Client | Emgoyee | project

with employees growth | reference| attrition

bidirectional communication,
employees quickly become 1:Very ineffectiv. 0.6% -3.3% | 78.3% = 20.5%  45.0%

disenfranchised. Creaty an 2 59%  9.0% 66.3% 13.6%  73.4%
effective communication plan | 3 19.3%  9.1% 68.0% @ 13.5% & 76.0%
should be part of any 4 53.3% 102%  72.1%  132%  80.8%

improvement plan. Poor or
no communication has a

profound impact on employee
engagementclient Source:SP| ResearclFebruary 202(

5:Very effective, 20.9% 14.3% 77.9% 12.6% 81.2%
Total/Average  100.0% 10.7% 72.2% 13.2% 79.3%

satisfactionand attrition.
Project overruns and their negative consequencesex@erbated by poacommunication.

Embraces changed nimble and flexible

Change is a way of life for 21st century professional services organizations. One of the primary reasons
why more and more companies otask IT, accounting, law, architecture, strategy and marketng

specialized PS organizations is that the pace and amount of chandgecamitalcomplexity is

impossible to keep up with, so they must reply on external consultants and specialists. Each leadership
dimension impacts all other leadership dimensiongmiNe organizations that can easily adapt to

change have higher levels of billable employees and are considered better places tolwerkurvey

shows nimbleness and adaptability diminish as organizations grogvglue that binds superlative
leadershipscores is always executive réelh YS @A AAO0Af A& ® bdzyo SNBE R2y Qi
invest in integrated systems to allow them to see and take advantage of market changes instantly.
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Table46 Impactd Embraces changeaimble and flexible

Embraces
change nimble | Survey % of emp. Client
and flexible ) billable ref.
1:Very ineffectiv 1.4% 1,125 3.6% 67.1% 72.9%
2 7.1% 718 6.4% 70.9% 68.1%
3 23.0% 640 7.8% 73.5% 69.3%
4 43.1% 523 8.8% 73.5% 71.7%

5:Very effective 25.4% 265 11.8% 75.8% 76.7%

Total/Average 100.0% 507 9.1% 73.8%  72.2%

Innovation focused SourceSPI Researchrebruary 202(

Innovation is a hot topic these
like Apple have created new

| Rec. to
markets and d.estroy.ed leaders Innovation Deal Client family&
like Research in Motion who focused win ratio| pipeline | reference| friends
were not able to see and 1:Veryineffecty  1.6% 419  131%  71.9% | 3.57
NBalLR2yR ua2-F g7~ "~ '
_ e oA~ . . 2 9.2% 5.01 148% 66.4% 3.77
0 I a. S R 8 -F dZU dZN\B qD LA NS B SN | TNWAY TN n y u o

0, 0, 0,
the science of innovation 3 26.3% 5.05 172% 66.2% 4.12
likely to take risks and have a | 5:Very effective, 19.6%  6.02 203%  77.1% 4.79
high tolerance for failure. Total/Average  100.0% 529  182%  72.2% 4.38
In professional services, SourceSPI ReseargliFebruary 202(

innovation comes from
exploring and embracing new business models, processes and technologies to improve productivity and
guality. To the extenthought leadership can be considered a component of innovation, PSOs excel at
innovation. The benchmark results depict the importance of striving for new and innovative solutions to
problems. Innovative organizations provide employees with the confidenkeow the organization

will be around for years to come, and they will be continually challenged and personally grow as the
organization expands. Innovation focus @ nrganization size dependent. Bedtthe-Best PSOs report

I O2NB O0SARSFaAG2VUINBNEY | yesgKSNBE o CKA& 2NHFYAT
empowerment, embracing innovation. Any employee with a great idea, at any level, can build a

business case and receive funding and support to tackle internal problems or create ndansolut

Almost 65% of survey participants gave high marks for innovation. With innovation, billable utilization

grows and attrition declines.

© 2020 Service Performance Insight wuwitimelog.com 86


http://www.timelog.com

Service Performance Insight
2020 Professional Services M

Steps Taken to Improve Profitability

Table48 depictsimprovement priorities In 2019 the number one and two improvement priorities are
AYLINRGAY3I WYFNJSGAYIQ YR GKS WazfdziAz2y LER2NITF2f A2
organizations are dealing with business model disruption. Traditional time and materialscopfize

O2y 4N Ola INB IAQAY3A gle (2 alLIe& +a @2dz 32¢ &dzwao
O2y iGN Olla 6AGK ASNBAOS tS@St INBSYSyidao WL YLINE @
organizations are reexamining their marketing strategied looking to both expand and consolidate

their solutions portfolio. Improving sales effectiveness is a perennial challenge and opportunity because

it is so difficult to develop business development experts. In professional services the best solution

sellers tend to be the best and most knowledgeable consultants as they bring value to executive
NEflGA2yaKALIA FyR OFy ljdzAOlte aasSaa OfASyd AaadzsS
FYR (G22faQ Aa | LINR 2 NXcéilénze comis withiknoivikddyelzeffRctivel\s ® /| 2y a dz
harvesting that knowledge and making it accessible is a worthy endeavor.

Table4d8 Steps Taken to Improve Profitalijtprganization Type and Geographic Region

T T T T

Surveys

Improve marketing effectiveness 3.89 4.03 3.91 4.09 4.03 411 3.92
Improve solution portfolio 3.77 4.02 421 3.93 4.02 4.07 3.88
Improve sales effectiveness 3.95 3.95 3.98 3.94 3.93 4.13 3.71
Improve methods and tools 3.83 3.87 4.03 3.79 3.9 3.81 3.58
Improve hiring and ramping 3.76 3.9 3.9 3.9 3.82 3.63 3.92
Improve utilization 3.82 3.76 3.77 3.76 3.76 3.83 3.58
Expand business models NA 3.44 3.64 3.34 3.43 3.58 3.33
Reduceonbillable time 3.53 341 3.44 34 3.44 3.27 3.29
Increases rates 3.29 3.27 3.10 3.35 3.27 3.33 3.00

Source: SPI Research, February 2020

Table49 shows the steps to improve profitability change as organizations grow. For the smallest
2NHIFYATFGA2y&aS GKS ydzYoSNI 2y S LINA2NRAGE A& WAYLINRO
AYLINRGSYSY(l LINA2NRGE F2N GKS (SIONBSSlY SENEIOy AT (1 A2y

Tabled2 Steps Taken to Improve ProfitabilifyDrganization Size

Key Performance Indicator (KPI)} Under 10| 10-30 316100 | 101-300 | 301-700 | Over 700

Surveys

Improve solution portfolio 3.94 4.13 3.96 4.10 3.84 4.07
Improve marketing effectiveness 4.02 4.18 4.08 3.95 3.98 3.93
Improve sales effectiveness 3.83 4.01 3.98 3.91 3.93 4.00
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Increases rates 3.19 3.26 3.33 3.20 3.27 3.33
Improve hiring and ramping 3.40 3.87 3.83 3.98 3.71 3.72
Improve methods and tools 3.83 3.99 3.84 3.93 3.62 3.87
Improve utilization 3.58 3.83 3.78 3.86 3.56 3.75
Reduce ndbillable time 3.11 3.39 3.43 3.47 3.40 3.57
Expand business models 3.10 3.40 3.39 3.41 3.49 3.95

Source: SPI Research, February 2020

Tables50and51 further analye the steps to be taken to improve profitability by vertical market. IT

[ 2yadzZ GFyOASa INBE O2yOSYdNrdAy3a 2y WAYLINRBOAY3I YI N
Sast {ha INB O2yOSNYSR 4AGK WAYLINRGAY3I (KS azfdzirazy
into a cogent solution portfolio, making it easier to sell and buy solutions.

Table5Q Steps Taken to Improve Profitabidifyertical Market

Software Mgmt. SaaS Arch./
: IT Consult
KeyPerformance Indicator (KPI) PS Consult PS Engr.
143 73 68 55 44

Surveys

Improve solution portfolio 4.11 4.25 4.08 4.30 3.19
Improve marketing effectiveness 4.14 3.91 4.27 3.81 3.90
Improve saledfectiveness 4.02 3.93 4.09 3.94 3.69
Increases rates 3.43 3.04 3.30 3.11 3.71
Improve hiring and ramping 4.00 3.76 3.82 3.96 3.67
Improve methods and tools 3.92 3.99 3.80 4.11 3.57
Improve utilization 3.91 3.82 3.71 3.66 3.79
Reduceonbillable time 341 3.49 3.34 3.40 3.45
Expand business models 3.60 3.66 3.06 3.58 2.95

Source: SPI Researdfgbruary 2020
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Table51: Steps Taken to Improve Profitabidifyertical Market

Advertise. Other
Key Performance Indicator (KPI) / Mktg / .
21 14 14 8 73

Surveys

Improve solution portfolio 3.90 3.50 3.64 3.43 4.10
Improve marketing effectiveness 4.10 3.58 3.91 3.43 4.10
Improve sales effectiveness 4.10 3.42 4.09 2.86 4.00
Increases rates 3.14 3.00 3.09 2.57 3.17
Improve hiring and ramping 3.71 3.50 3.73 3.57 3.49
Improve methods and tools 4.05 3.50 3.82 3.43 3.77
Improve utilization 4.05 3.42 3.64 3.29 3.55
Reduce ndpillable time 3.33 3.42 3.73 2.86 3.42
Expand business models 3.57 3.50 3.55 3.00 3.46

Source:SPI Research, February 2020
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Chapter7 0 Client Relationships Pillar

The Client Relationships pillar focuses on the activities

associated with business development and client

management. Finding and retainingstomers is a primary 2
means of growing a business and is always one of the top

challenges for PS firms.

In this chapter, SPI Research providesR&eSales and

al N SGAy3 al &laznkih statisticd $h@ning the

benefits of sales and marketingviestments. Thishapterexaminesservice saleand marketing
effectiveness, win ratios and the impact of building a robust sales pip&inee referrals are a primary
driver of repeat busines§SPI Research also explores the correlation between clidisfaction and
business success.

Cultivating new and repeat clients is the lifeblood of the service industry. Professional services

organizations are in business to provide knowledge, expertise and guidance. Their sales and marketing
organizations mustiefine target marketsand solutionsoy understanding t A &ey ¢hallénges. The

job of service sales and marketing is to generate awareness and identify and close opportunities.

Services are intangible, so service sales and marketirsy demonstrate2 Y ONB 1S LINRP2F 2F (K
knowledge, experiencalifferentiationand quality

Table52 highlights the five levels of maturity in the Client Relationships pillar. As sales and service
delivery processes mature, organizations move from selling anythidgaerything to anyone, to a
more careful and selective approach to client select&miution creationdeal capture contract and
pricing management, reference building and partnering.

Table52 PS Sales and Marketing Maturity Model E

e

Opportunistic. No = Start to use marketing to = Marketing, inside CRM, PSAFMintegration Executive
defined solution set: drive leads. Multiple sales sales, solution sales provides 36fegree view of relationships and

ﬁ or go to market plan models. Start investing in with defined solution client relationships. Busine client advisory boar

ﬁ Focus is oclosing sales training, CRM & sale sets. CRM integrate process, vertical and Thought leadership

g deals andeference = methodology. Manual with PSA. Deal, horizontal solutions. Vertic Brand building and

'% building. Individual = integration with PSA. Star pricing and contract centers of excellence. Tof awareness. High

Ky heroics, no consiste measuring sales reviews. Partner pla cliett and partner programs customer

1 sales, marketing or effectiveness & customer = and scorecardlight = Global contract and pricin¢ satisfactio

% partnering plan or = satisfactiont&t developing pricing and contract management. Key partner Integrated sales,

= methodology. Ad partners and partner mgmt. controls. High relationships. Strong marketing and

O hoc, oneff projects. programs. Some level of | levels of customer | customer reference partnering program;
proposal reviews and prici satisfaction. programs. High quality
control. references.

Source:SPI Research, February 2020
¢tKS STTSOlAGPSySaa 2F GKS 2NEHIFIYyATFGA2yQa altSa | yR
pipeline;bid-to-win ratios; discounts; client satisfaction and the length of the sales cycle. Effective sales
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and marketing organizations continlialincover new opportunities while ensuring existing customers
O2ylAydzS G2 0dz2 FyR NBFTFSNW ¢2RIFI@Qa adz00Saa¥FdzAd t {
taking charge of its own destiny by investing in sales, marketing and service packaging.

\
Client Relationships Critical KPlIs

Deal pipeline relative to gtr. bookings forecast Bid-to-Win

200%

190%
180%
170%

160%
150%
140%
130%
120%
10%

100%

2017 2018 2019 2017 2018 2019

Client References % Revenue from new logo clients
5% 35%

Td%

T3%

T2%

%

70%

\ 2017 2018 2019 2017 2018 2019 /

Table53 shows whydtdprovingmarketing andalesS T F SO G A @Sy S & in@rovanient pribrig.l @ &
Perenniallysales, marketing and solution development effectiversssres are some of the lowest in

the benchmark Dissatisfaction with service marketiogntinually makes the top of the dissatisfaction

list as PS organizations are never satisfied with the number and quality of leads generated by marketing

or the quality of referencesThese are subjective quest®im which survey respondents are asked to

Yhte the effectivenes®df sales, marketing and solution development. Althoughsthguestions

revealed dissatisfaction, the objective sales metrics were not as conclusive. They show mixed results

with morewinsandlarger sales pipelines along with slight improvement in the length of the sales cycle

but a declinen customerdeferenceabilityQ
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Tableb3 Client Relationships Pillay&ar trend

5 Year
Key Performance Indicator (KPI) 2015 2016 2017 2018

New clier® of total revenue 28.6% | 283% 29.7% | 242% 6 29.7% 6 30.8%
Winto-bidratio (per 10 bids) 4.97 4.95 4.85 4.80 4.92 5.27
Deal pipeline relative to gtr. bookings forecas 179% 172% 189% 174% 181% 181%
Sales cycle (dagstalified lead to contract sign 89 88 92 90 89 87
Average service discount given 6.9% 7.7% 7.7% 4.9% 6.7% 7.6%
Solution development effectiveness (1to 5 s 3.60 3.59 3.47 3.52 3.64 3.72
Service sales effectiveness (&dal®) 3.52 3.58 3.42 3.42 3.53 3.61
Service marketing effectiveness (1 to 5 scale 3.21 3.29 3.07 3.20 3.25 3.21
Percentage of referenceable clients 72.1% | 704%  715% | 74.7%  71.9% K 72.2%
Time & materials % of work sold NA = 46.8% 55.4% 49.9% 43.8% 47.6%
Fixed time / fixed fee % of work sold NA  39.7% 38.9% 40.7% 38.9% 34.1%
Shared risk / performamased % of work sold NA 6.4% 2.8% 2.2% 2.6% 2.3%
Subscription services NA NA NA NA NA 7.7%
Managed Services NA NA NA 44% 10.3% 6.7%
Other NA 7.2% 2.9% 2.8% 4.3% 1.6%

Source:SPI Research, February 2020
An examination of the type of work sold shows a decline in fixed price contracts in favor of managed
aSNWAOS O2yiNI Olao { SNYAOS LINPOARSNA | N5 y2¢ 27F7F
annual contracts to drive more predictable, recurringerue.

PS Sales MaturityMo d e | E

F'a LI NG 2F GKS t{ {FfSaSh ReRearddcusds Srikayysiitcess lcriledaNahd @  a 2
processes associated with PS sales, marketing and partnering. SPI Research charts its definitions of sales
maturity levels and show how they progress as the organization enhances the knowledge and practice

of solution &lling resulting in superior client value (Tab.

The table depicts PS sales maturity progression. As organizations enhance their solution selling
capabilities, methods, systems and tools, overall sales effectiveness improves. These efforts pay for
themselves in higher percentages of sales quota achievement; better sales forecasting accuracy;
improved pricing and estimating accuracy resulting in fewer project overalwsier sales cycles due to
better deal qualification; larger deals; more PS rawe by account; larger pipelines and significantly
strongerreference clients.
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Tables4

PS Sal

es Maturi

2020

ty Model E

Professi

Service Performance Insight
onal

Ser vi

T e b e

Opportunistic ani
instinctive with a

adoption.

Dedicated solution sellil
teams. Repeatable

measurement.

Consistent solution selli
methods & tools reinfor:

business value.

Solution and value
selling is a way of

Ad Hoc, Piloted, Experimental, = Deployed, Basics in | Institutionalized, Visionary, Agile,
Opportunistic, Pockets of Excellence Place for All Key in the Company Innovative,
Heroic Elements DNA / Fabric = Continuous Renewe
and Improvement
Handcrafted Limited replication or  Clear, valdeasel sales  Cliententric, high Partnerships exgth
<} projects, unique, codification of service = and marketing message value services most strategic,
& | highly dependen solutions. Point produc developed for product/ developed and forwardhinking
z on individual teal solutions primarily focus vertical /geographic packaged. clients to develop ar
51| member skills.  on rapid implementatior audiences. Some level Demonstrated, enhance leading edq
6 Starting to focus on client value and ROI measurable services. Solutions

deliver clear and
significant value.

Established thought
leadership and trust

hoc service process for point solutic and supported in CRM.  life with appropria advisor at highest

| offerings. No Implementing sales Solutiowriented best measurements an levels. Continual

4| consistent sales methodology, reinforcec practices. Consistent = controls with fully —investment in

= methodology. CRM. Reusable propos estimating and risk integrated improving and

= Variatin in pricin¢ boilerplate. Informal evaluations. Bid supporting systerr expanding service

3 methods. proposal roles and-self = qualification criteria. and ools. portfolio as a meanf

Q - ; S .

=1 Inconsistent governing proposal tear Standard contracts and Sophisticated market expansion.

218 proposals, quote Standard price list and = statements of work. Cle selling strategies = Effective proposal
contracts. Limitel discount autfity. roles, responsibilities ar including quantifie center delivers timel
to no investment Developing standard timelines. Sales client value with  highquality estimate:
in sales training, estimating tools. organization trained to = improved KPIs an proposals, contract
methods or tools effectively sell solutions positive ROI. and risk reviews.
Ad hoc and Partner plan in place, bl Solution sets designed Codevelopment Coopetition. Partne

g opportunistic conflicts still exist. Defir with partners in mind  with partners. contribute to

‘=1 without clearly  patner programs to (defined roles and Partners are conpany's overall

E defined roles. extend market reach.  deliverables for prime, integral part of service innovation b

hybrid, sub). Top partne
program.

service packaging
and rollout.

providing SME
feedback and insigh

T g Ad hoc reference Client reference progral Proof, testimonials and Client advisory Strategic clients are
E’)_, | requests. No established to extend | references to support = board influences = company and servic
5 ’gv formal program. market reach. solution client value. roadmap evangelists.
6 = Heroic. Consistent, ongoing participates in bet

satisfaction measures. = programs.

SourceSPI Research, February 2020

PS SalesEffectiveness Metrics

Service sales effectiveness is a subjective question but typically refers to the percentage of salespeople

who achieve quota and the probability that the sales organization will achiefarésast andargets.

SPI Research askedpesdents to rank the effectiveness of the service sales organization on a scale

from 1 to 5 with 5 representing perfection (TallB). Saleeffectiveness has a profound impact on all

aspects of PS but unfortunatedy76 of respondents give sales effectiveness a failing grade of 1 or 2;

bz IAPS Al f SA STTFS BUMGGkESs dfeckivgness highinarisO2 KB 42 € S N.
awverage rating of sales effectiveness improve®161 (72.2%) fror8.53 (71%) last year

© 2020 Service Performance Insight 93

ﬂ wiww.timelog.com


http://www.timelog.com

Service Performance Insight
2020 Professional Services

ESOs gawdightlyhighermarks for
sales effectivenes863or 72.6%)

than independents (&1 or 72.2%). : ,
} Service sales | Survey| Rev Deal Client
By geographyiAmericagjave the effectiveness % growth | pipeline| Backlog| refer.

highest score of B3 (72.6%) and | o1y ineffective . 1.3%  7.5% 125% 45.0% 71.3%
APAQjave the lowest of 36

Table55 ImpacH ServiceSalesEfectiveness

Ineffective 7.4% 8.1% 136% 34.8% 68.2%
(69.29%).

Neither 30.6% 9.7% 166% | 37.1%  67.8%
PS Marketing Maturty Effective 50.0% 12.0% 181% 42.5% 71.0%
into a services economy with Total/Average  100.0% 11.4% 176% 40.7% 70.5%
services like health care, SourceSPIResearch, February 20

technology and consulting
representingsome ofthe hottest areas of growth. Marketing services is an important skill, and a tough

one, for businesses tmaster. Without a tangible product to show and tell customers about, service
marketers must be adept at pulling together all the pieces of the marketing mix to demonstrate value

for their target clients. Services are inherently intangible, are consuimadtaneously at the time of

their production, and cannot be stored, saved or resold once they have been used. Service offerings are
unique and cannot be exactly repeated even by the same service provider for the same customer.
Service marketing has beoe a big business with a focus on establishing the services brand, generating
awareness and leads while providing powerful tools and collateral to support service sales and delivery.
Service marketing typically produces customer case studies and clgmadmials. The move to social
marketing has accentuated the role of marketing in building awareness. Marketing also focuses on

ONI YR 0dzZAf RAY3 YR O2y@SeéAay3a (KS SaaSyoS 2F G4KS

Relationships Are Key

In service marketing, because there is no tangible product, relationships argbiodly with the services
sales force and clients. Service marketers must listen to and understand the needs of customers and
prospects to identify theompelling reasons they buy and what attributes they most care about to build
differentiation for the firm. The role of service marketing is to identify target markets and clients and to
position the firm and its solutions in a differentiated way whil@orting the sales force with lead
generation and reference building activities. In many organizations, service marketing is also
responsible for developing customer references, testimonials, case studies and client advisory boards.

Services Marketing ersus Service Lifecycle Management

A key finding from this benchmark is most PS organizations are confusing service marketing with service
lifecycle management. Service marketing is clearly an aspect of service lifecycle management, but most
often does nb encompass the truly transformational elements of building a services portfolio comprised
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of repeatable sales and service delivery methods and tools, which we include in the larger scope of

service lifecycle management.

Table56

PS Mar k eLeveln g

MaturityE

Service Performance Insight

Professi Ser vi

onal

Ad Hoc,

Opportunistic,

Piloted, Experimenta Deployed, Basics ir Institutionalized, in

Pockets of Excellenc

Place for All Key

the Company DNA

I T T N T TS R TR

Visionary, Agile,
Innovative, Continuous

Heroic Elements Fabric Renewal and Improveme
> Handcrafted Limited replication or Clear, valdeased Cliencentric, high = Partnerships exist with m
=1 projects, unique, codification of service sales and marketing value services strategic, forwatdnking
‘>° highly dependen| solutions. Point prod messages for produ developed and clients to develop and
== on individual teal solutions primarily vertical, geographic packaged. enhance leading edge
28 member skills. | focused on rapid audiences. Some le! Demonstrated, services.
o implementation. of client value and K measurable busine
measurement. value.

Tactical. Limitec Campaigdriven, Programmatioa Strategic and globe Brand, thought leadershiy

to no investment| focused initiatives. comprehensive. service portfolio and innovation are
o in service Service marketing Service marketing | reflects and suppor established and supporte
=1 marketing. includes collateral, wi targeimarket and brand and industrie through all marketing
X< and irperson seminar  segment focus to Service portfolio | activities.
g and other promotions establish management and | Wigh brand value.

None. Lack of

organizational
definition.

(@)

= [=
=

E S
= =
CD'cU’
0%8_
£ &
(3} O
|_

service marketini

No budgeting for
service marketini
Business plannir

with voice of the
customer for specific
service offers.

Organizational structi
includes borrowed or
rotational roles to
support service
marketing efforts.

Budgeting includes
service marketing cos
andprojected results.

differentiation.

Permanent service
marketing roles
defined, staffed and
funded.

Budgeting process
fully incorporates
service marketing

strategic marketing
efforts aligned.

Effective service
marketing leadersh
and management.

Service marketing
and portfolio
planning is a

Source:SPI Research, February 2020

Service marketing
organization is strategic ¢
continually pacts
company's Success.

Decisions to fund service
marketing are based on
complex, reliable busines

=
]
o
- C
QT
o - ; ; : )
=i | does not Business planning investments, revenu strategic componer modeling levers as part g
’g g incorporate capabilities are base( profit planning. of annual budgetin( budget plan. Service
I=-7 | service marketin| on individuals' Mature business process. marketing business plan
g 5 Ad hoc, one off,  €xperiences. planning capabilities justification is mature
g impact not comprehensivactbased,
measurable. insightful.

SPI Research recommends organizations start with service markdtirigling a compelling website
and online brand,creating lead generation campaigns, sales tools, service descriptions, service

packages and valdgased presentations. Each of these activities will add value to the organization and
will start to build branedawareness and generate leads. After the ofgation gains success and traction
with service marketing it will be in a better position to tackle true service lifecycle management, which
not only involves sales and marketing but also extends to product management and service execution
with repeatabledeliverytools, methods and systems.
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Service Marketing Effectiveness

Having a service marketing focus is not enough. Marketing must dearleffective online presence,

thought leadership, lead generation campaigns, sales tools and sales enablemeyt@NB I &S (G KS TA
brand awarenesand toshowcase thought leadership and bring in qualified leads. The most successful

t{ YIFENJSGAYy3 SFF2NIla NBIdANBE | aidNXaG§S3aaAdO F20dza G2

Marketing should be charged with
ONRYIAY I GKS F AN IPoRch JerpigeMarkefjinggffectiveness

strategy to life through effective

positioning. Without a seat at the : SITel[EE
) ] ) Service duration
executive table, marketing will be marketing Survey Deal
relegated to tactical lead effectiveness % pipeline
generation and sales support Very ineffective.  4.8% 4.65 = 150% @ 76.5%  23.7
activities. Effective marketg Ineffective 17.4% 508 169% 655%  19.7
requires dedicated, skilled Neither 382% 538 @ 162% 69.4% 21.8
personnel along with sustained :
. Effective 31.0% 5.27 191% 73.8% 30.9
funding.
Very effective 8.7%| 5.66 210% | 74.0% 53.3

SPI Research asked how effective
service marketing was on a scale of
1to 5, with 5 representing Source:'SPI Research, February 2(
excellent (Tabl&7). Marketing effectiveness has consistently been given an even worse score than
sales effectiveness. This year marketing effectivededied from apoor score 083.25(65%) in 2018

to 3.21(64%)More than20% of organizations give marketing effectiveness a failing grade of 1 or 2. For
the 40% of firms who gave their marketing efforts a strong score of 4 or 5, marketing has a positive
impact on win ratiossize of the sales pipeline, client refereratglity and project durarionMarketing is
certainly worth the expense if it is wedtaffed, fully funded and strategically positioned.

Total/Average = 100.0% 5.28 176% 70.8% 27.1

Solution Development Effectiveness

Solution developmeteffectiveness requires consistent PS and Sales executive funding and support. Ad
hoc teams of benched consultants cannot be effective in developing a compelling and meaningful
solution development strategy and prograrBased on th&ervice Lifecycle Management Maturity

Modelt benchmarkyery few organizations are effective at service productization. Creating an effective
and efficient solution development process is a difficult underigkiMost firms are struggling to do

this because solution development crosses over traditional functional boundaries and requires cross
organizational collaboration and change. Getting all the constituent groppafessional services,

sales, marketingoroduct management and channel partnersn the same page to create compelling
solutions for targeted markets istaugh but worthwhiletask.

Solution development requires significant leadership, organizational commitment, moneyneging
change managment. SPI Researdtelieves that the following are critical success factors for
instantiating and sustaining a successful solution development program:
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Articulated and understood services strategy;
Service productization program vision;
Executivesponsorship;

Market-driven focus;

Global company adoption of program;
Resource commitment;

8 8 8 8 8 8 8

Crossfunctional participation; and
2@ Common sales and delivery method, tools, and templates.
SPI Research asked how effective solution development was on a scale of 1 to 5, with 5 representing

excellent(Table58). Solution Development effectiveness higlitionally been given a lower score than

sales effectiveness but higher
marks than marketing Table58 Impact ServiceDevelopmenEffectiveness

effectiveness. This yeaverall
solution development effectiveness

. Solution

was rated higher than sales development Rev Deal | Client
effectiveness with a score of 3.72 effectiveness growth | pipeline| refer.
compared to 3.61 for sales Very ineffective|  2.0% 2.0% | 130% | 66.0%  78.3%
effectivenessand 3.21 for Ineffective 52% 8.8% 159% 70.3% 83.1%
marketing effectiveness:or the Neither 27.3% 9.8% @ 165% 68.2% 86.5%
65.5% of firms who gave their _

. Effective 49.6% 11.3% 180% 70.5% 91.0%
solution development efforts a
goodscore of 4 or 5, solution Very effective 15.9% 16.9% 199% | 76.9% 96.4%
development had a positive impact = Total/Average = 100.0% 11.5% 177% 70.8% 90.0%
onrevenue growth, the size of the Source:SPI Research, February 2¢

deal pipeline, client reference
ability and targé margin achievement.

Survey Results

The following section reviews and analy2620 P& | (i dzNA& (G & x 6 Sy O KY3padtitipati & dzf G a
Professional services organizations. In this section SPI Research a2@gkest Relationship key

performance neasurements that are critical for measuring sales, marketing and solution development
effectiveness.

The percentage of overall revenue from new clients is an important indicator of market expansion. A
higher percentage of new client revenue shows the ongzation is expanding beyond its installed

base. The size of the deal pipeline, the percentage of revenue from new clients, the length of the sales
cycle win ratios and the percentage of reference customeats improved year over yeain fact, the

only dient relationships metric which declined this year was discount percentage which grew from
6.7% to 7.6%Table59).
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The Bidto-Win ratio shows the number of winning proposals for every 10 proposals submitted. Itis a
strong indicator of the level of capetition and portends market saturation when the win ratio declines
below 5, indicating firms are winning less than 50% of their opportunities. The win ratio improved year
over year from 4.920 5.27. This is the bestver win ratio reported indicatinglenty of demand!

Table59 Client Relationships KPIs by Organization Type and Geographic Region

622 513 168 345 414 75 24

Surveys

Revenue from new clients 29.7% 30.8% 39.3% 26.8% 31.9% 26.0% 28.2%
Bidto-Win ratio (per 10 bids) 4.92 5.27 5.29 5.26 5.35 4.78 5.52
Deal pipeline / gtr. bookings forec  181% 181% 193% 176% 183% 173% 179%
f:r'ﬁrsa‘é%’g;rfﬁgs qualified lead t g4 87 101 81 89 82 75
Service discount given clients 6.7% 7.6% 11.5% 5.7% 8.0% 6.4% 4.4%

Percent. of referenceable clients| 71.9% = 72.2% & 68.2% | 74.0% @ 73.2% | 67.9% @ 67.9%
Solution development effectivene  3.64 3.72 3.65 3.75 3.72 3.76 3.71
Service saledfectiveness 3.64 3.61 3.63 3.61 3.63 3.59 3.46
Service marketing effectiveness 3.53 3.21 3.11 3.26 3.23 3.10 3.29

Source:SPI Researclrebruary 2020

The size of the deal pipeline is an important predictor of future reverliie size of the deal pipeline in
comparison to the quarterly sales forecastmained the same this year as last at 181¥able59

shows the size of the deal pipeline compared te tluarterly bookings forecast is stronger for ESOs
IndependentPSO pipelinenproved nicely from 173% to 1768y geography the deal pipeline is
strongest forthe Americasand weakest foEMEA which is consistent with the global economic outlook.

The kvel of discounting is an indicator of increased competitionslowing demand. Average
discountsincreased from 6.7% to 7.6%n services, discounting has a direct impact on profit as it is
impossible to make up price concessions with volutB8Osonsstently report higher levels of
discounting, longer sales cycles and fewer client references than independents.

By organization size, the deal pipeline is strongesB8@fY to 700 persolrganizations and weakest for
the smallesi{Table60). The smallgt firms tend to live deal to deal with limited future visibility.
Interestingly, client referencability tends to decline with organization sizhile level of discounting
increasesFor small firms, making every client a suc@ss reasonable pricisa business imperative.
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Table6Q Client Relationships KPIs by Organization Size

Under 101- 301- Over
Key Performance Indicator 10 10-30 | 31-100 300 700 700

Surveys

Revenue from new clients 32.3% | 325% 342% 27.1% 29.1% @ 27.7%
BidtoWin ratio (per 10 bids) 5.31 5.21 5.28 5.23 5.35 5.35
Deal pipeline relative to gtr. bookings forece 142% 172% 179% 198% 202% 191%
Sales cycle (days: qualified lead to contract 74 80 90 94 87 93
Service discount given clients 6.6% 6.2% 7.5% 6.3% @ 10.5% 10.8%
Percentage of referenceable clients 75.1% | 74.6% | 72.6% | 70.1% | 67.3% | 72.2%
Solution development effectiveness 3.76 3.63 3.64 3.75 3.76 3.93
Service sales effectiveness 3.24 3.60 3.70 3.63 3.55 3.82
Service marketing effectiveness 2.72 3.21 3.11 3.32 3.24 3.70

Source:SPI Researclrebruary 2020

By verticalembedded Software and SaaS PSOs and Government Contragored the strongest

deal pipelinswhile accountancies and VARSported the weakest. Government Contractors and
Architects and Engineers reportélte highest levels of client referenaility while embedded

Software PSO®ported the poores(66%) Service discountingas highest for embedded Software and
SaaS ESOs and lowest for Government Contractors (21%f)ength of the sales cycle is longest for
Government Contractors and softwar8@8s and shortest for accountancidabless1 and62 show key
client relationships metrics by vertical market.

Table6l Client Relationships KPIs Wgrtical Market

Software Mgmt. Arch./
Key Performance Indicator IT Consult PS Consult | SaaS PS Engr

Surveys

Revenue from new clients 28.0% 39.8% 28.3% 46.5% 16.8%
BidtoWin ratio (per 10 bids) 5.08 5.34 5.71 5.14 4.99
Deal pipeline relative to qtr. bookings forec 181% 190% 172% 217% 174%
Sales cycle (dagstalified lead to contract sig 82 104 78 100 79
Service discount given clients 6.9% 12.2% 5.2% 12.6% 4.2%
Percentage of referenceable clients 72.4% 66.0% 76.3% 69.3% 78.3%
Solution development effectiveness 3.71 3.71 3.89 3.79 3.51
Service sales effectiveness 3.59 3.60 3.66 3.77 3.70
Service marketing effectiveness 3.24 3.02 3.22 3.23 3.40

Source:SPI Researglrebruary 2020
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Table62 Client Relationships KPIs Wgrtical Market

14 14 8 73

Surveys 21

Revenue from new clients 34.2% 28.5% 29.2% 23.9% 27.4%
BidtoWin ratio (per 10 bids) 5.17 4.90 5.08 4.75 5.62

Deal pipeline relative to gtr. bookings foreci 155% 141% 168% 217% 173%
Sales cycle (days: qualified lead to contract 96 66 73 112 89

Service discount given clients 7.5% 5.5% 3.1% 2.9% 6.8%
Percentage of referenceable clients 77.4% 67.0% 68.3% 80.0% 70.7%
Solution developmeffiectiveness 3.65 3.73 3.92 3.50 3.68
Service sales effectiveness 3.52 3.82 3.42 3.67 3.49
Service marketing effectiveness 3.14 3.55 3.33 3.17 3.16

Source:SPI Researclrebruary 2020

Type of Work Sold

IT consultancies (143 firms) and embedded PS within Software and SaaB 138} y I 6 SR (G KA & @& S|
benchmark, so it is no wonder th89.4% of the work sold was IT or technolampnsultingwhile 23.8%

was management consultingdoth embedded and independents are delivering more business and

management consulting encroaching on the pure play management consultancies.

Table63 depicts the types of work sold by embedded and ipeledent service providers and by major
geographic regions. This year ESOs deliveselddlof their work as management consulting, showing
the shift towardsmore business process consulting, away from technical consulting. They also have
been growing theisubscription anananaged service revenues.

Table63 Type of Work Sold by Organization Type and Geographic Region

Business / management consultir  24.7%  23.8%  15.1%  28.0% 23.3% 27.0% 21.3%

Technology or IT consulting 34.7% 39.4% 44.7% 36.8% 38.3% 40.7% 53.7%
Subscription Services 7.6% 8.2% 14.9% 5.0% 8.7% 7.1% 3.7%
Managed services 9.5% 9.0% 8.6% 9.2% 9.4% 9.2% 3.1%
Staff augmentation 5.2% 5.5% 4.4% 6.0% 5.5% 4.4% 8.3%
Hardware, software or other equi 4.3% 4.5% 7.0% 3.3% 4.6% 4.3% 3.5%
Other 14.0% 9.6% 5.3% 11.7% 10.2% 7.3% 6.4%
Total/Average 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Source:SPI Researclrebruary 2020

© 2020 Service Performance Insight www timelog.com 100


http://www.timelog.com

Service Performance Insight
2020 Professional Services M

Today many IT consultancies have equal numbers of business analysts and technical coqabkgnts

focus on business process improvement and streamlining cumbersome business processes. Increasingly
technologyfocused PS providers are adding industry dathain experts to ensure horizontal

technologies can be adopted and modified to reflect the unique needs of vertical industry clidmas.

underlying technologiethemselveso longer requireextensivecustomization and integration; they

have become easr to install and integrate with standard data loaders and connectors. Ensuring user
FR2LIGAZ2Y KlFa 06S02YS GKS LINAYIFINEB O2yOSNYy 2F SYO6SRR
understand business processes and what business users want and neddetasir adoption.

Technology consulting now includes workflow mapping, business process modelling, rollout plans and
administrator and endiser training allwith a focus on user adoption.

Table64 Type of Work Solay Organization Size

Under 101- 301- Over
Key Performare Indicator 10 10-30 | 31-100 300 700 700

Business / management consulting 41.4%  28.0% 21.1% 20.0% 17.9% 20.1%
Technology or IT consulting 32.2% 40.1% 44.7% 38.4% 36.6% 37.0%
Subscription Services 3.1% 6.2% 7.4% 9.6% 12.2% 11.9%
Managed services 8.3% 6.9% 7.9% 9.8% 124% 11.1%
Staff augmentation 3.9% 2.6% 4.4% 5.3% 12.9% 7.9%
Hardware, software or other equipment res: 6.2% 3.2% 2.6% 6.2% 4.0% 6.3%
Other 4.9% 13.0%  12.0%  10.8% 4.1% 5.6%
Total/Average 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Source:SPI Researclrebruary 2020

Table65 Type of Work Solay Vertical Market

Software Mgmt. Arch./
Key Performance Indicator IT Consult PS Consult | SaaS PS Engr.

Business / management consulting 10.1% 13.6% 69.2% 13.1% 22.8%
Technology or IT consulting 62.9% 50.2% 10.8% 45.2% 6.7%
Subscription Services 5.2% 12.3% 3.8% 20.1% 0.5%
Managed services 8.7% 9.8% 4.5% 8.0% 18.6%
Staff augmentation 7.4% 4.7% 4.9% 2.2% 2.3%
Hardware, software or athaipment resale 4.5% 7.5% 2.5% 3.0% 1.9%
Other 1.2% 1.9% 4.4% 8.4% 47.3%
Total/Average 100.0% 100.0% 100.0% 100.0% 100.0%

Source:SPI Researclrebruary 2020

Managed service revenue has increased slightly over the past five years from 7.3% in 20% ito
2019 but this increase is not as dramatic as we would have expedibd.greatest shift has been in the
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rise of subscription services, growing from 2.4%ewenue three years ago to 8.2% this year. Expect
subscription revenues to continue to climb as vendors are increasingly pricing a combination of
KFNRglNB> a2Fiol NBx O2yadzZ GAy3 FyR &dzLILIR2 NI &l a |

Tables5 and 66 depict the business mix byktical segmentsnlthis benchmark, staff augmentation
has been increasing each year to 5.5%. It appears that every segment provides some level of
GLINE GARAYIAKNBYGAYIE | LISNB2Y 2NI oly]l 2F K2dz2NE Ay

Table66 Type of Work Solay Vertical Market

Business / management consulting 23.2% 30.0% 32.1% 34.5% 23.4%
Technology or IT consulting 40.4% 27.5% 35.9% 35.5% 27.3%
Subscription Services 7.2% 23.2% 3.6% 0.5% 9.1%
Managed services 3.5% 9.5% 5.9% 7.9% 10.4%
Staff augmentation 3.2% 3.0% 2.6% 9.4% 8.7%
Hardware, software or other equipment res 15.3% 2.1% 3.9% 6.0% 3.5%
Other 7.1% 4.6% 15.9% 6.3% 17.6%
Total/Average 100.0% 100.0% 100.0% 100.0% 100.0%

Source:SPI Researclrebruary 2020

Interestingly the types of consulting organizatiomgho derive a significant portion of revenue from
managed services are architects and engineers (18.6#§eTirms focus on annual contracts and

retainers where they outsource entire business proces$ésst SaaS embedded ESOs have started
adding manage service offers as they otisk elements of running their applications for their clients.

For many independents, the promise of managed services as a source of annuity revenue has not been
fully realized because the technology manufacturers themselves beabbed these opportunities by
offering better economies of scale and enhanced security.

New Client Penetration

SPI Research believes at least 30% of annual revenue should come from new clients for PS organizations
to grow. This studydemonstrates the strong correlation between growth and profitability

The bottomline is PS organizations musinstantly expand their markets, clies#nd solution

repertoire to stay in touch with market changes and ahead of the competition. New clients allow PSOs
to reap the benefits of previous client experiences and knowledge without the baggage détang
relationships in which both provider and client may have become complacent. New clients provide the
opportunity to expand knowledge, skills and servi€Esble67).
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Table67 Impact Percentage of Business from New Clients

Service Performance Insight

Professi

onal

Ser vi

Percentage of Revenue | Headcount| Size of Client Employee
| newclients | clients Survey % growth Growth Pipeline | Reference attrition EBITDA

Under 10% 14.7% 8.8% 9.2% 156% 75.7% 11.5% 14.6%
10%- 20% 17.0% 8.4% 7.6% 188% 75.2% 14.1% 15.8%
20%- 30% 20.3% 9.8% 8.6% 178% 72.3% 13.0% 13.8%
30%- 40% 12.9% 9.1% 7.6% 190% 68.6% 13.8% 16.0%
40%- 50% 8.8% 12.9% 8.0% 185% 72.8% 13.2% 9.7%

Over 50% 26.3% 14.2% 11.5% 189% 69.4% 13.1% 18.3%
Total / Average 100.0% 10.8% 9.1% 181% 72.1% 13.1% 15.4%

Source:SPI Research,

February 2020

Primary Target Buyer

\ Primary target buyer depicts the title of key buyers such as CEO, CEO gGQIfBlisimess or Purchasidg.
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the primary target buyer is most likely to laeline of Business executive, as business leaders take charge
of their applications and wrest control from the IT organization.

Table68 Impactd Primary target buyer for services

for services growth clients ratio pipeline margin EBITDA
9.9% | 12.1% 30.3% 5.26 156% 39.6% 11.6%

COO 7.4% 12.4% 31.4% 5.35 178% 38.8% 18.6%
ClO 20.8% | 11.8% 30.9% 5.20 185% 35.8% 13.0%
Line of Business 45.0% 11.0% 31.2% 5.26 183% 34.4% 16.6%
Purchasing 0.6% 9.2% 21.7% 5.50 150% 21.9% 18.9%
Other 16.4% 6.5% 31.5% 5.31 186% 38.4% 15.0%
Total / Average 100.0% 10.6% 31.0% 5.27 181% 36.1% 15.3%

Source:SPI Research, February 2020

Table68 correlates primary buyer type with other key metrics. Without knowing other aspects, it is
hard to come up with definitive best practices, but this analysis does reveal some interesting
comparisons. This year selling to th@@ CIO and Line of Businesecutiveproducedthe bestresults
with strong revenue growth and the best net margins.
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Bid-to-Win Ratio

Bidto-Win ratiomeasuregshe number of wins per ten bids. The-BieWin ratio is a powerful metric for
judging sales and marketing effectiveness but must be analyzed in conjunction with the size of the
pipeline; the length of the sales cycle and the cost to pursue the bid.

If the Bidto-Win ratio is too high, it
may be an indication that the
organization is not aggressive

Table62 Impact Bidto-win ratio (per 10 biyis

Ann.
enough in targeting new clients anc Ontime | rev./
AW RS e VA Bidto-win ratio | Survey| Revenue Headnt. | proect | consult
it is an indication the firm is (per 10 bids) gowth _ delivery (k)
competing in a commoditized 1-2 wins 7.9% 3.8% 5.2% 74.1% $170
market or is not welpostioned or 3-4 wins 29.5% 9.8% 7.8% 77.8% $195
is not doing a good job of qualifying 5-6 wins 33.9% 11.7%  9.7%  79.1% $218
deals. The best deals are those tha 7_g wins 21.4% 11.8% 9.9% 81.8% $221
do not require a bid (sole source) | o g ying 7.3% 13.7% 12.0% @ 82.9% $210

because the client has done
business with the firm before and
knows they will do a good jOb, or Source:SPI Researclrebruary 202(
they are so clearly the premium

suppler that no one elseneedbe considered.

Total/Average = 100.0% 10.7% 9.0% 79.2% $208

Table 69 showsthe positive impact of improving bid to win ratios through better deal qualification;
reference selling; improved positioning to target the right markets and clients; and improving overall
guality and client satisfaction resulting in more and better redés. This year the optimal ratioaser8
wins with the highest revenuand employeeagrowth; best ontime project delivery and almost the
highest revenue per consultant.

The bidto-win ratio has climbed nicely over the past three years to 5.27, theekigthis metric has ever
been. Several factors may be at play to cause such a rise in win ratios, including less competition, more
specialized services, higher demand and better positioning. Whatever the root cause, service providers
are certainly reapig the benefits with the best overall client relationship metrics reported over the past

5 years.

Deal Pipeline Relative to Quarterly Bookings Forecast

The deal pipeline as compared to the quarterlgkings forecast provides insight into sales effectiveness
and future revenue. The size of the deal pipeline shows direct correlation to all major growth indicators
¢ revenue growth; revenue per billable employee; percentage achievement of annual remdnue
margin targetsand billable utilization.
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Agoodsign of growth ahead is Table7Q Impact Size of deal pipeline
that more than 5%6 of benchmark

participants reported their deal Project

pipeline was two times or larger revenue| duration | Ann.rev.
than the forecast Survey | Revenue targetin| (man
Deal Pipeline % growth | backlog| months)

Table70illustrates the positive

impact of a strong sales pipeline o
revenue growth; back|og; project Same as forecas 30.6% 10.2% 36.4% 22.4 $200

Less than forec{y 13.4% 7.3% 38.0% 20.9 $173

size and revenue per consultant. | 2x forecast 30.8% 10.8% 48.9% @ 26.9 = $220
As shown in Tablél, the average 3X forecast 18.3% 12.2% 49.7% 28.9 $225
size of the deal pipeline remained | 4y forecast 6.8% 17.0% 55.6% 461 = $221

unchanged year over year at 181%
which is higher than the fivgear
average of 179%. ESOs reported Source:SP| ResearglFebruary 202(
extremely healthy pipelines of

193% of forecast while independents
reported leaner pipelines of 176%; but

independents saw their pipelines grow el Tzaine 2019

year over year. SPI Research found
Total Survey 181% 181% 0%

organizatons from the Americas had
the strongest (183%) deal pipeline Embedded services organizatic 199% 193% -3%

Total/Average = 100.0% 10.8% 44.2% 26.4 $209

Table71l Yearoveryear changé Deal Pipeline

relative to quarterly bookings forecast,| Independent serviceganizations 173% 176% 2%
while those from EMEA had the Americas 182% 183% 1%
weakest (173%). Pipelines grew inthe gpmea 178% = 173% 3%
Americas but decreased in EMEA and APac 187%  179% 4%
APac. .

IT Consulting 187% 181% -3%
By vertical, ESOs within SaaS compani pg yithin Software Company ~ 182%  190% 4%
reported the largest pipelines and the :

Management Consulting 168% 172% 3%
strongest growth. Clearly Cloud

. . . . ithi 0 0, 0,

Application providers are prospering as "> Within SaaS Company (D || AL |
companies in all industries retool and | Architecture/Engineering 158%  174%  11%
transform their application Valueadded Reseller (VAR) 243%  155% = -36%
infrastructure from ompremise to the Accounting 147% 141% 4%

cloud due to lower cost of ownership
and superior functionality and ease of
use. VARS; IT Consultancies and Accountancies reported diminished sales pipelines which predict
increasing competition and potential commoditization.

SourceSPI Researclrebruary 202(
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Length of the Sales Cycle

The length of the sales cycle
measures the time it takes to move

, Table72 Impactd Sales cycle (days: qualified lead to contraat)sig

a qualifiedlead to a signed
contract. Sales cycle length is a
leading indicator of demand as
sales cycles elongate when the

. . . Under 30 days 57% 145% 25.8% 112% 85.9%

economy is contracting and shrink
when the economy is expanding. ~30- 60 days 21.8% 10.0% 31.1%  161% 80.9%
60- 90 days 29.3% 10.3% 30.9% 176% 78.9%

Table72 shows roughly 57% of

90- 120 days 23.8% 11.4% 31.9% 186% 78.4%

respondents reported sales cycles
of under 90 days while the other 120- 150 days 10.5% 10.9%  31.6% 204% 76.3%
43% reported sales Cycles |onger Over 150 days 9.0% 9.3% 27.7% 234% 75.8%
than 90 days. Shorter sales cycles| Total/Average 100.0% 10.7% 30.7%  180% 79.1%

have a positive impact on revenue

Ontime
Deal | project
pipeline | delivery

New
clients

Rev
growth

Survey
%

Sales cycle

Source:SPI Researclrebruary 202(

growth and onrtime project
delivery, but longer sales cycles appe

to increase the size of the deal pipeline.Table73 Yearoveryear changé Length of ales cyclgdays)

Table73 shows year over year changes
in the length of the sales cycles. ESOs
reported longer sales cycles while
independents reported shorter. By
geography, the average sales cycle
decreased with the sharpesdecrease
reported in APac.

Significantly shorter sales cycles were
reported by architects and engineers
and accountancies; portending
increased demand and shorter
purchase decision cycles. ESOs within
enterprise software companies
reported the longest das cycles.

Total Survey 88.8 87.4 -2%
Embedded services organizatic  98.3 100.8 3%
Independent services organizat  84.2 81.2 -4%
Americas 90.2 89.3 -1%
EMEA 82.3 81.8 -1%
APac 80.8 74.6 -8%
IT Consulting 83.2 81.8 -2%
PSwithin Software Company 103.8 104.0 0%
Management Consulting 75.7 78.4 4%
PS within SaaS Company 97.0 100.2 3%
Architecture/Engineering 90.0 78.5 -13%
Valueadded Reseller (VAR) 105.0 96.0 -9%
Accounting 82.8 66.0 -20%

Source SPIResearchFebruary 202(
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Sevrvice Discounting

Average service discount depicts
the average discount or price | Table74 Impact Service Discounting
concession from list price.

_ _ o Project
In professional services, it is more duration
difficult to develop a pricing Average Servicg Survey Deal | (man
. Discount % pipeline | months)| EBITDA
strategy than in produebased
organizations. It is easy to do None 223% 5.66  183% @ 254 = 15.2%
comparative shopping at a grocery|| Under 5% 21.2% 5.41 181% 23.2 13.9%
store or for products ofiine. In 5%- 10% 328% 502 180% 255  14.8%
professional services, pricing is
. . . 10%- 20% 16.1% 5.36 174% 28.9 18.3%
more art than science with wider
Variab"ity in terms of cost 20%- 30% 5.6% 4.28 184% 29.5 14.0%
estimates proposlsand pricing. Over 30% 1.9% 538 238%  46.8  10.6%

Professional services executives
cannot just look at epected
project cost, sales forecasts, or
some other keynetricto set pricing. Supply and demand definitely come into play. The more unique

Total/Average = 100.0% 5.26 181% 26.2 15.1%

Source:SPI Researclrebruary 202(

the offering; the more demonstrable . .
9 . Table75 Yearoveryear changé Service Discount
the return on investment; the larger
required skillsthe more premium
L Total Survey 6.7% 7.6% 13%
pricing is warranted.
_ _ N Embedded services organizatic 9.8% 11.5% 17%
P_aSt Wn_ ratlos.are C_mlcal_ but must be Independent services organizat 5.3% 5.7% 9%
viewed in conjunction witpast and :
. . . . Americas 6.7% 8.0% 20%
projectedproject margirsto determine
the optimal pricing strategy. EMEA 6.9%  6.4% 1%
Professional services executives shoulc APac 7.1% 4.4% -38%
not mind losingoids when they hurt IT Consulting 7.2% 6.9% -4%
YENBAY 065S0Fdzas a0 psyitin Software Company  10.1% 12.2%  21%
pricing rar.ely resf"ts N wHin ] Management Consulting 4.8% 5.2% 9%
partnerships. If firms are continually -
. S PS within SaaS Company 11.2% 12.6% 13%
asked to discount pricing it is a sure
sign that something is wrong. Either Architecture/Engineering 2.0% 4.2% 108%
they have not properlglemonstrated Valueadded Reseller (VAR) 4.3% 7.5% 75%
their value, @ they are moving into a Accounting 8.8% 5.5% -37%
commodity markeor they have not Source:SPI Researglrebruary 202(

done a good job of differentiating their
services
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There is absolutely no way service organizations can make up in volume the amount they lose per deal
because margins are too thin and there &sway to recoup hours worked at cheap rat@sable75

shows 76% of organizations discount less than 10%. Those organizations who discount heavily (greater
than 20%) understandably saw their net margins decrease significantly.

Although limiting discourihg mightimpact growth, it enhances bidin ratios, billable utilization, on
time project delivery and client referenebility. Firms who refrain from discounting do a better job of
using standardized methods and tools, resulting in fewer project omsrRrofit is the fuel that drives
expansion. While not every project achieves its desired profitability goal, one or two rhasiay
projects can quickly undermine all profit.

When creating a large bid, all costs including sales costs should be meastamgdiew projects are

delivered precisely on time and on budget, so change control is an important element of pricing. If a
client demands pricing concessions, scope must be contained, but the client must also understand and
accept the risks. Best mtices in pricing include creating a dedicated proposal center to ensure all
proposals are of the highest quality. Bid, estimate, pricing and contract reviews are all good investments
which pay dividends by improving project margins and reducing th@fiskerruns and losses.

Referenceable Clients

The percentage of referenceable clients depictgptreentage of clients who would act as a reference.
It is a strong quality measurement and has a positive impact on all business aspects.

The percentage of reference clients
is considered one of the most
important KPIs in the professional

1%

Table76 Impact Percentagef "referenceable" clients

. . Project

services sector. Client references % of
have a strong correlation with i 4 billable
service sales effectiveness; the i attrition util.
length of the sales cycle; ease of | ;. 4er 5004 141% 474  13.9% 69.8% 22.5
getting things donend whether

50%- 60% 12.0% 5.03 14.6% 72.5% 25.8
employees would recommend the
PSO as a great p|ace to work. The | 60% 70% 14.3% 4.82 12.5% 68.5% 27.0
relationship between client and 70%- 80% 20.4% 520 135% 69.9%  25.0
employee satisfaction is irrefutable 80% 90% 18.9% 5.69 13.3% | 74.2% 26.3
Client references are a leading Over 90% 202% 576 11.4% 747%  31.0

indicator of organizational success
As this percentage increases, so
doesthe probability of high levels SourceSPI ResearclFebruary 202(
of growth; better win ratiosand

lower sales costs. Any maturity improvement plan must address measuring and improving client
satisfaction and building references. Best practices includeogtct engagement surveys; @aring
client references and testimonials as part of project closeprocessalong with frequent and

Total/Average | 100.0% 5.26 13.1% 71.8% 26.5
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consistent project quality reviews.
Executive teams should review the Table77. Yearoveryear changé Client references
roject dashboard at weekly meetings

SmdJ immediately assign echutives ?o

managetroubled projects. Total Survey 71.9%  72.2% 0%
Embedded serviagganizations 66.3%  68.2% 3%
Independent services organizat 74.6% @ 74.0% -1%
Americas 72.2%  73.2% 1%
EMEA 69.4% 67.9% 2%
APac 72.5% 67.9% -6%
IT Consulting 72.4%  72.4% 0%
PS within Software Company 65.6%  66.0% 1%
Management Consulting 77.3%  76.3% -1%
PS within SaaS Company 64.5%  69.3% 7%
Architecture/Engineering 76.5%  78.3% 2%
Valueadded Reseller (VAR) 77.9% 77.4% -1%
Accounting 70.0% 67.0% -4%

Source:SPI Researclrebruary 202(

Pricing and Deal Structure

Pricing structure refers to the percentage of work sold by deal structure: time and materials; fixed fee;
performancebased; subscription; managdeservices or other.

Every year, SPI Research has seen a shift in pricing and deal stréstclients have become
increasingly concerned about risk and cost overrtimsy have pushed more accountability to the PSO
through fixed feeand shared risk comticts. Until 2014 the percentage of fixed fee work steadily
increased from 35.5% in 2009 to 44% in 20B82014SPI Researckaw a resurgence in time and
materials priced contractg, signaling increased demand for services. 2014 was the first time ghtei
years that we saw an increase in time and materials pricing from 51.7% in 2013 to 58.8% irb2014
since that time we have seen a steady decline in time and materials priced contracts in favor of fixed
price and subscriptiofpriced managed services.

Managed service contracts bundle hardware, software, services and technology refresh into a monthly
or annual contract price, often with response time and service level agreeniénts.and materials

based pricing puts emphasis on accurate resource managgnime collection and reporting. Fixed

price pricing puts an emphasis on accurate estimates, project costing and change management. Either
way PSA applications are critical to support accurate time and cost capture and billing.
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Table78 Fee Structe by Organization Type and Geographic Region

Time & Materials 43.8% 47.6% 43.6% 49.4% 46.8% 49.8% 52.9%
Fixed Time / Fixed Fee 38.9% 34.1% 339% 34.2% 35.0% 29.9%  32.2%
Shared RiskPkerformance bast 2.6% 2.3% 1.7% 2.6% 1.6% 5.2% 4.6%
Subscription Services NA 7.7% 12.7% 5.4% 8.4% 5.9% 1.5%
Managed Services 10.3% 6.7% 6.1% 7.0% 6.8% 6.6% 6.3%
Other 4.3% 1.6% 2.1% 1.4% 1.4% 2.7% 2.5%
Total / Average 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

SourceSPI Research, February 2020

Table78 compares billing models for embedded and independent PSOs. ESOs have been steadily
shiftingaway fromfixed fee contract$n favor of time and materials and subscription pricing.

Indeperdents have always preferred time and materiedsitracts they are moving away from fixed

price work due to the cost and time overruns which are inherent with fixed price contract. By

geography, time and materials is the prevalent pricing structlg®EApredominantly sells time and
YFGSNRAFEfa O2y (NI OGa fiK2dz3K GKS& IINB 2FGSy aGRI AT
provider than hourly contracts.

Table79 Fee Structure by Organizati®ine

Key Performance Indicator Under 10| 10-30 31-100 | 101-300 | 301-700 | Over 700

Time & Materials 45.6% 52.5% 50.1% 47.1% 44.3% 40.0%
Fixed Time / Fixed Fee 35.5% 36.0% 36.3% 32.9% 33.2% 28.3%
Shared Risk / Performance based 5.0% 1.2% 1.8% 1.1% 2.9% 4.1%
Subscription Services 6.9% 5.3% 4.5% 9.5% 12.5% 12.1%
Managed Services 6.8% 4.5% 6.1% 6.9% 6.4% 11.1%
Other 0.2% 0.5% 1.1% 2.6% 0.7% 4.4%
Total / Average 100.0%  100.0%  100.0% 100.0%  100.0%  100.0%

Source SPI Research, February 2020

Table79 compares deal structure by size of organization. The percentage of managed services and
subscription or recurring revenues goes up proportionately with the size of the organization while the
percentage of fixed price contracts goes down.

By vertical, echitects marketing and advertising firms rely on fixed price contrdCables 80 and 81)

IT consultancies favor time and materials contrg67%) As the SaaS market has become more

mature a greater emphasis is being placed on customer adopon, § I  { FANXYAa F20dza 2V
with subscription pricing which includes the cost of software and implementation servidetsprofit is

not necessarily tied to pricing structure as it is possible to make good service margins with either time
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and materials or fixed price contracts. Accurate estimating, excellent project management, good
communication and change control atee most important elements in ensuring quality services are

delivered at planned margins.

Table8Q Fee Structure by Service Market Vertical

Mgmt.
Consultlng Software PS SaaS PS | Arch./ Engr.

Time & Materlals 60.7% 49.7% 41.1% 36.8% 41.5%
Fixed Time / Fixed Fee 23.9% 29.1% 43.2% 40.5% 52.0%
Shared Risk / Performance bas 1.7% 2.2% 4.6% 0.9% 0.6%
Subscription Services 4.9% 15.0% 6.0% 11.5% 0.2%
Managed Services 8.1% 3.6% 3.7% 5.9% 5.4%
Other 0.8% 0.4% 1.5% 4.5% 0.3%
Total / Average 100.0% 100.0% 100.0% 100.0% 100.0%

SourceSPI Research, February 2020

Table81 Fee Structure by Service Market Vertical

Time & Materlals 53.8% 34.2% 27.1% 44.3% 41.6%
Fixed Time / Fixed Fee 33.3% 27.7% 58.8% 27.3% 32.3%
Shared Risk / Performance ba 3.0% 5.0% 5.4% 3.6% 1.9%
Subscription Services 5.5% 23.1% 4.1% 3.6% 9.1%
Managed Services 4.4% 6.9% 4.6% 10.6% 12.3%
Other 0.0% 3.1% 0.1% 10.7% 2.9%
Total /Average 100.0% 100.0% 100.0% 100.0% 100.0%

Source SPI Research, February 2020
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Chapter 80 Human Capital Alignment Pillar

The shift to a digital economy is fundamentally rewriting the
rules of employment relationships. Technologies like Al

(Artificial Intelligence), Security, Mobile and Analytics are *‘ p——
fueling disruption and change in our personal and professio E E E

lives.

SPRa t{ al GdNAdG&n NBaASI NOK 2 ANI SSy
supports the notion that only a handful (less than 20%) of Professional services organizations achieve
greatness. These leaders are able to quickly seize market opportunities and drine-tlass

performance through the effective use of technology in conjunction with enlightened management and
workforce practices.

Over this same timeframe, real growth in billable hours (utilization) has been miniscule. Almost all PS
productivity growth has comedm the effective use of technology to lower overhead and

administrative costs in combination with the move to virtual {gif€) consulting delivery. PS employees
are working the same number of annual hours (2,080 hours per year) but are working sreotegtt

the use of agile development methodologies; virtual consulting delivery (limiting travel time);
maximizing the ability to muliask across multiple projects while limiting administrative time for time
and expense capture and meetings. They arentakdvantage of knowledge sharing and service
productizing to quickly propel employees to greater levels of expertise and productivity.

Firmsare seekinggounger workers withhot new skillsets but competition to recruit them is fierce.

Millennial workes are less loyal than previous generations, and more inclined to hop between jobs,

which makes retention even hardekccording to &allup poll in 2016, 21%famillennials switched jobs

compared to fewer than 7% job change for older work@tkfirms must learn to manage multi

generational and mukD dzf G dzNJ f $2NJ] F2NDSazx SalLlSOAlLftte airyOS ¢
workforce (241 percent are under 30 yas of age).

N>

Attrition has been increasing steadily over the past ten years and now stand2atet8ent. This is
worrisome for a peopldased businessn 2019 the developed world continued to experienoee of

the strongest job markets in histogywith unemployment hitting &0-year low(3.7%)in the USA clear
differentiator for all service providers is their ability to attract, retain and engage hard to find talent.
Establishing the firm as a gredape to work is now of equal importance with cultivating a reputation
for quality delivery and excellent customer satisfaction.

¢2RI&8Qa O2yadzZ GAy 3 ¢ 2 Nih maestnSultingZours velvsiBdlofitdasaaf &€ O A NI
the clieri Q& A& (&S KNI Ly { K A% of éorSllthild primayiSvgrioffon holi \Eith H ¢ dy
another 5.8%6 described as contingent workers either onshore or dffe new world of consulting work

depends on globalmulti-lingual, multigenerational, multicultural, technically skilledprojectbased

workforce. Analytic, organization and communication skills are fueling this new world of work.
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Top performing organizations continually point to their unique, emplegeteredcultures as the
number one element itheir business succesgulture is defined as the system of values, beliefs and
behaviors that define how work really gets dorféulture brings together the implicit and explicit
reward systems that define how an organizataxctuallyworks in practice, no matter what an
organizational chart, business strategy, or corporate mission statement may say.

SPIResear€ha G I/deMBAYG F € ' E A3y YSyGé LIAETEIFN SyO2YLIl aasSa | f
workforce strategy. Human Capital Aligent focuses on both the peopf@ocesses iad systems

required to recruit hire, ramp,retain and motivate a higlquality consulting wdtforce. The following

table shows how PSOs mature across toenein Capital Alignment pillar:

TableB2 Human Capital Alignment Maturity Model

Levell Level2 Leveld Level5
Initiated Piloted Institutionalized Optimized

Hire as needed. | Begin forecasting Resource, skill and Business process anc Continually staff and

s Generalist skills. = workload. Start career managemen vertical skills in additic train to meet future
'% =] Chameleons, Jac developing job and = Employee to techical and projec needs. Highly skillec
O GE) of all Trades. skill descriptions & @ satisfaction surveys skills. Career ladder motivated workforce.
'=3r<8 Individual heroics compensation plans. Training plans. Gog and mentoring Outsource commodil
g A= May perform Rudimentary caree = and measurements programs. Training skills opeak demand
EBY presales as well ¢ paths. Start aligned with investments to suppol Sophisticated variab
L consulting deliver measuring employee compensation. career. Low attrition, ' on and ofhore
satisfaction Attrition <15% high satisfaction workforce model.

SourceSP| Research, February 2020

Survey Results

¢t2RIF8Qa tNRFSaarAz2ylt {SNBAOSa tSFRSNBR Ydzaid al dzZ NB
younger workforce against the backdrop of a technical labor shortage. Globalization has significantly
impacted workforce strategies with many servim®viders providing hybrid on and edfte resources

TableB3 Human Capital Alignment Performance Indicators tied to Maturity levels

Recommermmpany tiiendgamily (b scale) 3.98 4.26 4.57 4.58 4.93
WeHunderstood career path for all employessa(é) 3.23 3.82 4.13 4.69 4.89
Employee annual attritiaiuntary 11.5% 8.4% 9.9% 4.9% 2.6%
Employee annual attritiomoluntary 5.2% 5.4% 4.6% 3.8% 2.4%
Nonbillable project hours 189 173 117 82 88
Billablgrojechours 1,265 1,376 1,471 1,648 1,557
Employee billable utilization 55.5% 68.2% 77.6% 83.3% 86.9%
PS Profit (EBITDA) 4.4% 11.1% 15.1% 19.4% 25.6%

Source:SPI Researclrebruary 2020
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via regional and global competency centers. Based on technology advances, consulting emphasis is
shifting toward business process and vertical industry expertise however demand for horizontal
application and technic&now-how still remainshigh. SPI Research found Human Capital Alignment
metrics contairsome ofthe highest number of performance indicators with extremely strong

correlation to success meaning, employees, and how they perform once onboard determine success
or failure

4 I
Human Capital Alignment Critical KPIs

Percentage of Employees Billable Days to Recruit, Hire, Ramp
76% 125

W 75.4%

4%

3% 73.3%
72.8%
2%
% [
2017 2018 2019 2017 2018 2019
Total Employee Attrition Employee Billable Utilization
4% 2% |

71.5%

1
"
T0% -
PRI 12.2%
69%
1% - 68% -

\ 2017 2019 2018 /

3.9%
% |
2018

SPI Research analyzed 22 Human Capital Alignment key performance measurements that are critical to
attaining superior employee performance. TaBleportrays trends in human capital alignment. The

chief issues facing PS employers are recruiting (on geatdakes 61.9 days to find and hire); ramping

(on average it takes 59.5 days for a new hire to become productive); and retention. Skilled employees
have more career choices than ever before resulting in high levels of voluntary attrition.
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As the talbe shows, many human capital metrics improved in 2019 but the time to recruit, hire and ramp
new employees grew to 121.4 days (half a year), further exacerbating the war for talent with the high
cost to find and groom new workergositive improvement ishown in lower involuntary attrition

(layoffs), the number of guaranteed training days, wgltlerstood career path and most importantly,
higher billable utilization.

Table84 Human Capital Alignment Pillge&r trend

O —| 2015 | 2016 | 2017 | 2018

Voluntary attrition 7.9% 8.0% 7.6% 8.5% 8.5%
Involuntary attrition NA 5.5% 4.7% 5.4% 4.7%
Recommend company to friends/family (1 to 5 scal 4.19 4.28 4.38 441 4.37
Days to recruit and hire for standard positions 60.5 62.2 60.8 59.9 61.9
Days for a new hire to become productive 57.9 55.4 52.5 57.4 59.5
Guaranteed annual training days / employee 8.92 8.33 7.78 8.83 9.31
Welunderstood career path for all employees (1 to 3.29 3.17 3.20 3.28 3.33
Employebillable utilization 70.6% 70.4% 71.5% 69.7% 71.7%

Source:SPI Research, February 2020

The percentage of companies who would recommend their company as a great place to work declined
slightly but is still good at 87.4%.

Table85 Human Capital Alignment KPIs by Organization Type and Geographic Region

Key Performance Indicator 2018 2019 EMEA
622 513 168 345 414 75 24

Surveys

Employee annual attritiasiuntary 85% 85% 7.3% 91% 85% 81% 10.1%
Employee annual attritiomoluntary 54% 4.7%  4.7%  4.7% 4.9% 3.9%  3.3%
Recommend companiyiémds/family 4.41 4.37 4.34 4.39 4.38 4.34 4.38

Days to recruit and hire for standard po: 59.9 61.9 69.4 58.4 62.5 60.2 58.0
Days for a new hire to become producti 57.4 59.5 73.5 52.8 61.9 50.2 47.6
Guaranteed anntraining days / employe 8.83 9.31 10.72 8.63 9.23 10.04 8.44
WeHlunderstood career path for albgegs 3.28 3.33 3.30 3.34 3.29 3.51 3.33
Employee billable utilization 69.7% T71.7% 70.2% 72.4% 71.5% 72.4% 72.3%
Annual fullpaded cost per consultant (k)  $122  $127  $128  $126  $130  $107  $139
Source: SPI Research, February 2020

Other signs of improvement are shown in more guaranteed training days per employee and
enhancements in career managememverage reported utilizatiorimproved to 71.7%.Embedded PS
organizations reportedan increase in averagatilization from 66% to 7% Table85 summarizes
important talent management questions by organization type and locafibe.table shows
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independents are more likely to refer their firm as a great place to work than their embedded
counterparts. Employees in EMEske lesslikely to recommend the firm as a great place to work than
their global counterparts but they provide more training, reducing time from hire to productivity.

The average time to recruit, hire and ramp a new consultant increased from 117 ttag81 daysn

2019 with the Americageporting the longest recruiting and ramping time of #24 days. Obviously,
reducing the time and cost of finding and ramping new employees has a major impact on growth and
profitabilité ® Ly (i SNIA S Bestofghk Best reve&led inogative dallege hiring and ramping
programsg with intense onboarding programs of three months or more to ensure new consultants are
quicklysuccessful and productive. The needdkitl and leadership developmehas resulté in abig
increase in the days of guaranteed trainingmoving from 3.8 days in 2008 to ov8r3 days on

average in 209. PS organizations of all types and saesinvesting in training to ensure their
workforces remain engaged and qualified by enhagdheir skills.

PS organizations are finally starting to realize the importance of providing employee pategiand
opportunitesci KA & KIF&a fSR G2 | aftA3IKGE AYndNRBodEcxir&y i Ay (KS
LI 6KZ¢ gKAOK KI &e of ZR2dutyoi® $5R%) iREYto 3.8866@Rin 2019.

TableB6& Human Capital Alignment KPIs by Organization Size

Under 101- 301- Over
Key Performance Indicator 10 10-30 | 31-100 300 700 700
55 88 138 119 47 66

Surveys

Employeannual attritieroluntary 5.0% 7.6% 8.7% 9.2%  10.0% @ 10.4%
Employee annual attritiomoluntary 4.0% 4.0% 4.5% 5.2% 5.5% 4.8%
Recommend company to friends/family 4.37 454 4.39 4.38 4.09 4.31
Days to recruit and hire for stapdsittbns 69.0 62.8 59.2 58.5 67.5 62.6

Days for a new hire to become productive 67.2 62.1 57.8 54.4 67.8 55.9
Guaranteed annual training days / employe  9.42 8.33 9.69 7.91 10.34 11.38
WeHlunderstood career path for albgegs 3.10 3.27 3.26 3.33 3.50 3.61
Employee billable utilization 68.8% | 71.4% @ 71.6% | 72.2% | 71.5% | 74.3%
Annual fully loaded cost per consultant (k) $122 $128 $125 $127 $123 $135
Source: SPI Research, February 2020

Table86 shows the human capital alignment scores by organization size. Attrition tends o d#ect

proportion toorganization size as employees feel llegalty and their work becomes more impersonal

This year organizations with 300 to 700 employee®reu the highest attrition (15.5%). One of the

reasons for this is that these large organizations are experiencing the highest numbers of mergers and
acquisitions which often lead to attrition. Management span of control grows proportionately with

orgarization size as larger organizations provide more employee and management support structures.
{YFLff (2 YARAATS 2NBFIYyATIGA2ya 6SNB Y2NB tA1S8te i
employee recommendation scoreSeveral important trends emge as organizations grow in size
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they offer more guaranteed training days and tend to have clearer job descriptions and skill plans which
provide better defined career paths for their employees.

Table87 Human Capital Alignment KPIs by Vertical Market

Software Mgmt. Arch./
Key Performance Indicator IT Consult PS Consult SEEREES Engr.

Surveys

Employee annual attritiamuntary 9.3% 7.0% 9.1% 8.4% 7.1%
Employee annual attritiomoluntary 4.8% 4.8% 4.9% 4.7% 3.8%
Recommend company to friends/family 4.41 4.21 4.45 4.39 4.44
Days to recruit and hire for standard positic 53.4 69.8 61.6 69.3 66.8
Days for a new hire to become productive 51.8 73.1 48.8 76.2 55.4
Guaranteed annual training aagplbyee 9.51 10.79 8.91 10.85 6.79
WeHunderstood career path for albgegs 3.38 3.25 3.48 3.56 3.21
Employee billable utilization 73.1% 69.8% 73.0% 72.7% 71.0%
Annual fully loaded cost per consyltant (k $124 $127 $137 $135 $114

Source: SPI Research, February 2020

Tables87 and88 show keyHuman Capital Alignmemietrics by marketMarketing and Advertising

providers reported the highest attrition (14.2%) while Architects and Engineers reported the lowest

(10.9%). Accounteiesreported thegreatest investment in employee training while Government

Contractors had the leastt takes the least amount of time to recruit and ramp new hires in Marketing

FYR ! ROSNIAaAAY A I yR ( RifbleutligafioBshighest foly Sondulanclesat { 9{ h Q
73.1% while VARs reported the lowest billable utilization at 67.1%.

Table88 Human Capital Alignment KPIs by Vertical Market

Surveys

Employee annual attritiasiuntary 4.9% 7.8% 10.3% 8.8% 10.0%
Employee annual attritiomoluntary 4.9% 6.4% 3.9% 2.3% 4.5%
Recommend company to friends/family 4.62 4.18 4.00 4.33 4.34
Days to recruit and hire for stapdsitibns 72.9 63.8 55.0 50.0 62.1
Days for a new hire to become productive 79.3 55.0 42.5 25.0 63.3
Guaranteed annual training days / employe  10.95 11.04 7.08 3.75 8.26
WeHunderstood career path for albgegs 3.19 3.75 3.50 2.33 3.02
Employee billable utilization 67.1% 69.1% 70.0% 72.5% 71.3%
Annual fully loaded cost per consyltant (k $122 $135 $112 $108 $126

Source: SPI Research, February 2020
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SPI Research asked questions about the age and gender gibtied PS workforc€lrable89). This
benchmark reflects statistics from a global PS workforce of more than 270,000 emplopé&es.
continuestobe @& 2 dzy 3 Y | y Q %6.6 lofths waskfolicekundeage 40 while @%are male.

This yearhe percentage of emloyees under 3@ecreased slightly from 24.7% to 24.14#tile overage

50 employeegncreased from 16.9% to 17.6%mbedded PSsreported slightly younger workforces

than independentss they tend to provide better ehoarding programsind they require tle latest
technical skills. The Americas e oldest workforce with the most employees over(4d.1%) Asia
Pacifidsthe most maledominatedwith 66% male PS employe@$e percentage of females increased
this year from 38%0 40% The Americass leading the way in bringing women into the PS workforce
with 40.5% females.Around the world we are seeing a host of new programs designed to bring women
into the world of technology. Science, Technology, Engineering and Math education programs and
strong Emale role models are starting to make a difference, but a significant gender gap still persists. In
the US, women make 82% of the wage averages paid to men. What happened to equal work, equal

pay?
Table89 Workforce Age and GenderGrganization Typnd Geographic Region

Under 30 24.7%  24.1% | 24.3% 23.9%  23.5% 28.6% | 19.3%
30-40 33.1% 32.6% 35.0% 31.5% 324% 31.9% 37.5%
40-50 25.3%  25.7% | 25.8% 25.7%  25.5% 26.1% | 29.0%
Over 50 16.9% 17.6% 14.9% 18.9% 18.6% 13.4% 14.3%
Average Age (Years) 38.9 39.1 38.5 39.4 39.4 37.8 39.2
Percentage Male 62.0% 60.0% 62.4% 58.9% 59.5% 60.3% 66.0%

Source: SPI Research, February 2020

When comparing workforce demographics by organization size, in general the average age of the
workforce is older for smaller firms as many experienced consultants leave large firms to start their own.

Table9Q Workforce Age and GenderQganizationide

Workforce Age (years) Under 10| 10-30 31-100 | 101-300 | 301-700 [ Over 700

Under 30 15.0% 21.3% 25.3% 24.0% 33.3% 27.5%
30-40 27.0% 31.1% 32.1% 35.6% 32.1% 35.7%
40-50 33.6% 28.7% 25.1% 23.7% 22.9% 21.3%
Over 50 24.5% 18.9% 17.5% 16.6% 11.7% 15.6%
Average Age (Years) 42.4 40.0 38.9 38.7 36.6 37.9
Percentage Male 57.3% 61.8% 59.4% 62.4% 58.3% 58.2%

Source: SPI Research, February 2020

The largest organizations have the highest percentage of employees under 30 as they invest in college
recruiting and hiring. Large firms like Deloitte and Accenture provide an excellent introduction to the
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world of consulting because they provide struadronboarding programs combined with career
planning and skill/position progression. The largest organizations also do a better job of recruiting
women as they are able to provide more flexibility and invest in developing a diverse workforce.

By verti@al market, the big three IT Consulting, Software and Architects and Engineers are heavily male
dominated with almost 65% male employees. Surprisingly thistiiese industries reported more

than 50% female workers! Accountancieaarketing and advertitng and government contractors

have more female employees than malklarketing and advertising firmdave the youngest

workforce with an average age of@&5 years.Management consultancies and government contractors
employ the most over 50 employees. Mating and Advertising and cloud (SaaS) PSOs contain the
most under age 30 employees with almost 1/3 of their employees in their 20s. They also have the
fewest employees over age 50.

Table91 Workforce Age and Gendenmrtical Market

Software Mgmt. Arch./
Workforce Age (ges) IT Consult PS Consult SaaS PS Engr.

Under 30 26.0% 22.5% 22.0% 34.6% 21.7%
30-40 33.4% 35.9% 24.7% 36.8% 30.4%
40-50 26.6% 29.1% 26.0% 18.5% 25.9%
Over 50 14.0% 12.6% 27.3% 10.1% 22.0%
Average Age (Years) 38.2 38.5 41.6 35.7 40.4
Percentage Male 63.6% 64.2% 55.2% 60.5% 63.2%

Source: SPI Research, February 2020

Table92 Workforce Age and Gendenmrtical Market

Under 30 12.0% 26.4% 31.4% 18.0% 19.2%
30-40 33.5% 38.2% 39.5% 30.6% 31.5%
40-50 29.2% 20.9% 15.4% 17.0% 28.8%
Over 50 25.4% 14.5% 13.7% 34.4% 20.6%
Average Age (Years) 42.4 37.7 36.5 42.6 40.6
Percentage Male 62.6% 46.3% 48.3% 43.3% 55.8%

Source: SPResearch, February 2020

Why Do Employees Leave?

Employees leave for a variety of reasons but typically there is a primary catalyst for moving an.

Why do employees leave? Obviously, employees leave for a variety of relsor@y cases there is
primary catalyst which is the reason for moving ofiable93 shows the top reasons why employees
leave. The number one rationaé¢4.2%M & & 6 S0 G SNJ 2 LILJ2 NIl aabattéravérk ¢ KA OK {1 N.
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environment,perhaps better compensatioor more opportunity for adancement® G (86N
iNaSO2yR LI I OS® ahiKSNE cODEINET A T ¥4 IR Id3RES 2 F NIA {3 S 1d2
entirely.

Table93 Why employees leave

Recommeno Ortime
Employee to family/ Billable project
Why employees leav( Survey %|  attrition friends utilization delivery EBITDA

Better opportunity 44.2% 14.2% 4.42 71.4% 78.7% 14.1%
Money 12.7% 17.7% 4.33 72.5% 78.8% 14.9%
Mgmt. dissatisfaction 4.6% 13.4% 3.29 73.8% 74.5% 21.2%
Travel 4.8% 10.4% 4.59 72.7% 86.0% 21.9%
Stress 5.9% 16.1% 4.19 78.1% 76.1% 18.2%
Lack of career advanc  9.2% 11.9% 4.24 67.4% 77.4% 11.4%
Other 18.6% 8.7% 4.66 71.3% 81.7% 15.8%
Total/Average 100.0% 13.3% 4.38 71.7% 79.2% 15.2%

SourceSP| Researglrebruary 2020

& a 2 y i8S thé thirdmost prevalent reason employees leavByounger, less traditional workforce

requires challenging projects; exposure to hot new technologies and leadigg clients plus training,
communication adteamwork to remain engageout mon@ A a 2F0Sy | RSGSN¥AyYyAyYy3
OF NESNJ I RO yOSYSyiGé ol a OAGSR a GKS LINAYINE NBI &
experienced the least growth which would explain why career opportunities are limited.
GalylI3aSYSyid RAZIHENBABIEONG OBf&E | NB Ffa2 YIF22N NBI &2
Management dissatisfaction leads to high attrition and makes the workplace one that employs would

not recommend to their friends and family. With more than one quarter of PS employees inedagé

2T onx fSIRSNBKALI RS@OSt2LIVSyd Ydzad o6S I (G2L) LINA 2N
has a profound negative impact on attrition, employee engagement and billable utilization. The best

firms are intently grooming and growing a new geation of leaders.

Employee annual attritiond voluntary

Employee attrition is defined as the number of employees who left the company, either voluntarily or
involuntarily, over the past year divided by the weighted average number of employees.
Attrition Rate = Number of Attritions/Weighted Average Number of Employees *100

Voluntary attrition, employees who leaweho are not asked to leave, is one of the most important key
performance indtators in the services sector as employees are the most valuable reséumrogal
attrition in the professional services sector has been steadily climbing since the recession ended.

Table94 shows the correlation between voluntary attrition and revenue growth and grofit
demonstratingthe negative consequences of high voluntary attrition rates. As attrition rises, most
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other aspects of performance

suffer. The probability of en | Tabled4 Impactd Voluntary Attrition
time project delivery
decrease.s while project o Employee annual | Survey | Rexenue Client
overruns increase. Remaining EEETtiTe s mV/e NTa =10 % growth Refer | EBITDA
employeesmust pick up the | ;e 10.8% 13.1% 599 = 77.9% 17.2%
pieces from exiting workers
and must quicklgome up to 1%- 5% 28.9% 10.4% 5.52 74.2% 15.2%
speedto reestablish client 5%- 10% 28.2% 9.9% 5.07 70.2% | 15.8%
relationships. Clients are 10%- 15% 18.9% 10.9% 529 68.7% 14.4%
forced to backirack to

. . . 15% 25% 7.7% 9.1% 4.72 69.8%  12.9%
reestablish previous decisions
and vendor commitments. Over 25% 55% 12.4% 4.00 72.1% 15.7%
The costs ohigh voluntary Total/Average 100.0% 10.7% 5.25 72.0% 15.3%
attrition permeateall aspects Source:SPI ResearclFebruary 202(
of the firm. Lower employee
Sy3alF3ASYSyid AyTFtdsSyOoSa GKS FANNQA

ability to recruitnewtop talent. The
very real cost to replace leaving
employees showap in121workdays
on averageto find, recruit, hire and
ramp new consultants. But this lost
time is just the tip of the iceberg, as it

does not measure lost productivity time

for recruiters and managers nor the
impact on the remaining workforce
from taking over work after a valuable
employee has lefivhile mentoring a
replacement hire

SPI Research believes the real cost to
replace a valuable consultant is more
than $150,000 causing a big bottem
line profit impact andnaking it hard to
increase revenue and margins when
firms must bakfill leaving employees.

A

Table95 shows Voluntary Attrition

trends by geography, vertical and size of organization. Year over year, ESOs did a better job of employee

Tableds: Yeatoveryear changé Voluntary Attrition

Voluntary Attrition 2018 2019

Total Surveys

ESO

PSO

Amer

EMEA

APac

IT Consulting

PS withiSoftware Company
Management Consulting
PS within SaaS Company
Architecture/Engineering
Valueadded Reseller (VAR)

Accounting

8.5% 8.5% 0%
8.3% 7.3% -13%
8.6% 9.1% 6%
8.5% 8.5% 1%
7.4% 8.1% 9%
10.8% 10.1% 6%
9.1% 9.3% 3%
7.6% 7.0% -8%
7.3% 9.1% 24%
9.1% 8.4% 7%
7.0% 7.1% 1%
6.4% 4.9% -23%
13.1% 7.8% -40%

Source:SPI Researclrebruary 202(

retention than independents. APac experienced the highest attrition. By vertical, timaylend
advertising firms have the highest attrition and it is only getting worse. Larger organizations experience
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more voluntary attrition than smaller ones, but the impact of voluntary attrition is enormous on the
smallest organizations who reported igsificant jump in attrition.

Employee annual attritiond involuntary

Involuntary attrition refers to employees who are laid off or fired. It is calculated based on the number of
employees terminated within the period divided by the weighted average nuoifleenployees.

Involuntary attrition typically refers to an employer decision to terminate the employee. Reasons for
involuntary attrition include poor performance, excessive absenteeism or violation of a workplace policy
that is considered a terminable offense. Attritialue to layoffs, reduction in force or job elimination is
typically involuntary because the employment relationship ends based on the employer's circumstances,
not the employee's decisiomvoluntary attrition or layoffs may have a temporary positive &oipon

per consultant and per employee revenue yield as well as utilization because available work is
performed by fewer employees. However, the lelegnm effects of involuntary attrition show up in

lower top-line growth and poor employee engagement. Irgstingly, voluntary attrition rises directly in

response to involuntary attrition as
non-impacted employees fear they will Table96 Yearoveryear changé Involuntary Attrition

be next or become disenfranchised
with their prospects for longerm Involuntary Attrition ZuLs | 2o

career growth. Total Surveys 5.4% 4.7% -14%
Table96 shows involuntary attrition ESO 6.2% 4.7% D
trends by geography, vertical and size | PSO 5.0%  4.7% 8%
of organization. Remarkably, Amer 5.4% 4.9% 9%
involuntary attrition decreased in all EMEA 4.9% 3.9% 21%
geographies and almost all sizes and | apac 6.3% 3.3% 48%
types of o.rga-nizations pecause yvork ITConsulting B e 9%
was plentiful in 2019 with most firms

experiencing revenue growth. PS within Software Company 5.4% 4.8% -11%
Accountancieseported the worst Management Consulting 4.4% 4.9% 12%
involuntary attrition at 6.4%. PS within SaaS Company 7.1% 4.7% -34%
These are very encouraging trends Architecture/Engineering 4.3% 3.8% -11%
because the emotional cost of Valueadded Reseller (VAR) 6.0% 4.9% -20%
involuntary attrition is significant for Accounting 7.0% 6.4% 9%

both the terminated employee and his
colleagues. High involuntary attrition
means firms are not hihg their revenue and growth targets or they have done a poor job of
forecasting demand. Involuntary attrition also signifies broken recruiting and new hire reference
checking processes if employees are terminated for cause. With the high cost df fimiding and
ramping a new employee, firing or laying off an employee should be a last resort.

Source'SPI Researclrebruary 202(
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Recommend company to friends/family

wSO2YYSYRAY3 2ySQa O2YLIlye G2 FLYAfe FyR FNASYRA
of employee engagement

Table97 shows the powerful

impact of workplace Tabled7 Impactd Recommend company to friends/family
satisfaction. The good news is
54.3% of the organizations in Recommend compar] Survey | Rev Client Emp. | Project
. to friends/family % growth | refer. | attrition | margin
the survey would highly
. ni 0, 0, 0, 0, 0,
recommend their work Definitely not 0.9% 8.1% 75.0% 14.5% 26.5%
environment. Great places to | = Probably not 34% 95% 56.7% 15.1% 29.1%
work are characterized by high ' pon't know 75%  6.8% 65.4% 155% 32.6%
employee engagement, a
. Probably 33.8% 8.0% 68.1% 14.8% 37.0%
strong culture of achievaent
and confidence in the future. | Definitely 54.3% 12.8% 76.5% 11.8% 36.4%
0, 0 0 0 0,
Table98 shows employee Total/Average 100.0% 10.6% 72.1% 13.2% 36.0%
engagement trends by Source:SP| ResearglFebruary 202(
geography, vertical and size o
organization. The most engaged Tabled8 Yearoveryear changé Recommend company to
employees this year work within VARs, friends/family
The least engaged are accountants.
Lo Recommend company to
Emp!oyee engagemgnt .dlmfnlshes as R
the size of the organization increases.
. Total Surveys 4.41 4.37 -1%
European employees are slightly less
engaged than their counterparts in the| ESO 428 434 1%
Americas and APAC. Employee PSO 4.47 4.39 2%
engagement improved year over year | Amer 4.41 4.38 -1%
for ESOs, VARSs and Accountants. EMEA 4.43 4.34 -20%
APac 4.32 4.38 1%
ITConsulting 4.46 4.41 -1%
PS within Software Company 4.21 4.21 0%
Management Consulting 4.55 4.45 2%
PS within SaaS Company 4.34 4.39 1%
Architecture/Engineering 4.59 4.44 -3%
Valueadded Reseller (VAR) 4.57 4.62 1%
Accounting 412 4.18 2%
Source'SPI Researclrebruary 202(
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Time to recruit and hire forstandard positions (days)
Time to recruit and hire is the length of time in work days from job posting to employment start date.

SPI Research considers the length of time to recruit and ramp new employees to be very important
determinantsin overall perfomance sustainable growtand profit® Gwl YLAyYy 3¢ GAYS Aa C
it not only focuses on making employees productive faster, but also reduces theilfadsie time and

cost of other resources who support the hiring asréboardingprocess.

Most firm not track the full t of

0s . s do _0_ ac . ? uficosto Table99: Yearoveryear changé Time to recruit and hire for
recruiting ard hiring, but it is standard positions (days)
substantial(in many casesver 50% of
the first-year new hire base salgry Time to recruit and hire for
This year the average cost of recruiting standard positions (days) | 20B 2019 | 3
is 10% of total revenueThe most Total Surveys 59.9 61.9 3%
mature firms create a dedicated ESO 62.0 69.4 12%
recruiting function, armed with in PSO 58.9 58.4 1%
depth skill and personality profiles for

P . P . typ. . Amer 59.5 62.5 5%
targeted positions.Since all indicators

. . . -A0
point to a continuingalent shortage ELEA B8 B2 &
for years to comefirms would be well || APac 57.6 8.0 1%
served to examinerad improve their IT Consulting 54.5 53.4 2%
recruiting, onboarding andraining PS within Software Company ~ 62.9 69.8 11%
functions. Recruiting must be closely Management Consulting 62.7 616 206
aligned with the sales pipeline and

9 PP PS within SaaS Company 63.1 69.3 10%
resource management plan.

Architecture/Engineering 67.7 66.8 -1%

Tabled9 shows recrumng time tre«.js _ || ValueaddedReseller (VAR) 65.4 72.9 11%
by geography, vertical and organizatiot A " — 638 110
size. ESOs take longer to recruit than ceounting : : °
independents. Recruiting time is two Source:SPI Researclrebruary 202(

days longer in the Americas than in

EMEA and 4 days longer than APAC. VARs spend the most time in recruiting; marketing and gdvertisin
the least. When compariniipe time required to recruit for standard positions (such as consultants) to
other key performance indicatorss it takes longer to recruit and hire, billable utilization suffers,
becausecurrent employeesnustspend moregime helping with the process, which limitsein own

bandwidth and billable time. Project overruns increase because more seasoned employees are tasked
with hiring and ramping new employees plus new hires are not available to fill required roles and may
make mistakes due to inexperience. A key factor in longer recruiting times is the fact that these

2NHIFYATFGA2y & NBLRNI LR2N gAaroArAtAide G2 GKS &bt Sa
candidates with clearly defined job roles is a good pcact
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Time for a new hire to become productive (days)

Time to productivity is the length of time in workdays from employment start date to the date when
target billable utilization is achieved.

40% of the PSOs in the survey reported
over 60 days for a new consultant to Tablel00 Yearoveryear changé Time for a new hire todmne
. productive (days)
become productive. Weltructured
on-boarding and mentorl.ng programs -
are mandatory for organizations productive (days) 2018 2019 3
planning orsignificgnt growth. Thi§ Total Surveys 57.4 59.5 4%
year the averag§ tl-me for a new hire to £SO 70.7 735 4%
become productivéncreased to 59.5 5 1 ) o
days. Each extra day @mping time is SO 513 528 3%
significant. At 800 per houreach Amer °8.1 | 619 7%
extraon-boardingdaytranslates to a EMEA 58.6 50.2 -14%
potentialloss in revenue per consufia | APac 47.8 47.6 0%
of $1,600 per dayThi.s is one metric IT Consulting 48.3 51.8 7%
that has shown considerable PSwithin Software Company 723 73.1 1%
degradation over the years. ESOs take M c - 563 188 139
longer than independents. PS within anagement Consulting : : e
Saa$S and Software companies take the PS Within SaaS Company 73.2 76.2 4%
longest to ramp employees, averaging| Architecture/Engineering 50.9 55.4 9%
75 days. Smaller organizations take | Valueadded Reseller (VAR) 76.1 79.3 4%
longer than larger ones as they require ' Accounting 58.2 55.0 6%
employees to perform more roles and
have less welliefined onboarding Source:'SPIResearchFebruary 202(

programs.

Guaranteed annual training dayger employee

The guaranteed number of training days per employee per year is the average numbegeitdu
training days per employee.

Like the annual training budget, this indicator, while promised to employees, is not necessarily utilized,
but does reflect the organization's commitment to employee development and shows the organization
is investing irthe future and skill growthof its employees.

Across the benchmark the average cost of training is 1.2% of total revBeatof-the-Best
organizations mandate more than two weeks of training per yédmost 10% of firms provide three
weeks or more btraining per year. Several Bestthe-Best firms put new hires through intensive
three-month scenariebased training programs where they work as a team to develop requirements,
architect and implement realorld solutions. PSOs find investments intbtachnical and
interpersonal skill building pay dividend8ertifications are becoming mandatory in several fields.
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Ly UKA& eS| NRafep0yf %&&IGM%% annual training days / employee
higher numbers of guaranteed
training days positively Rec. to

correlate with net profit(Table Guaranteed training Survey | Revenue| Client | family/
per employee peryei % growth | refer | friends | EBITDA|

101). Access to high quality

attraction driver. Many firms || Under 5 days 195% 9.3% 70.7% 4.16 14.6%
report they bring together the | 5 ;4 gays 40.9% 9.9% 71.8% 439  14.9%
entire consulting team twice a

10- 15 days 20.6% 11.6% 71.8% 4.46 17.0%

year for skillbuilding,
NBAYT2NOAY3I (KSI5-WVdaysLJ ye Qa5% 16.0% 78.0% 457  14.4%
direction and stragthening Over 20 days 6.1% 8.6% 68.8% 471 17.5%
collaboration and team
building. Team meetings give
road warriors a break and Source:SPI Researclrebruary 202(
allow them to establish new friendships and partnerships while rejuvenating. Several of thef-Bwest
Best firms include significant others and spouses in theiuahavents to thank them for holding down
the fort while their roadwarrior partners delight clients.

Total/Average 100.0% 10.5% 72.1% 4.38 15.3%

Wellunderstood career

path for all emp|0yees Tablel02 Impact Wellunderstood career path for all employees

The ser(—?y aSkEd_ if the Wellunderstood Rec. to
organization provides a well career path for all | Survey | Revenue| Client | Emp | family/
understood employee career emp|0yees % grOWth refer. attrition | friends
path, meaning as employees | Strongly Disagree 50% 9.9% @ 73.7% 16.2% 3.48
are hired and move within Disagree 15.1% 6.8% 66.7% 12.5%  3.99

differentroles, is there a
planned next step for their
career progressionf@ble
102)? This KPI is important Strongly Agree
0S0OldzaS Al akKz -~
commitment to employee skill
growth and career
development. Even though this question is subjective, and answered by PS executives, who might have
a bias, the results show how important career developirien

Neither Agree/Disagr, 33.3% 8.7% | 71.8% | 13.5% 4.26
Agree 35.6% 12.8% 73.2% 13.1% 4.65
11.0% 14.3% | 75.6% 12.8% 4.84

Total/Average 100.0% 10.5% 72.1% 13.3% 4.38

Source:SPI Researclrebruary 202(

It shows employees with a welkefined career path arenore likely to recommend their firm as a great

place to work and are less likely to leave. Interestingly, employees work harder and are happier at firms
with well-defined career pathsNumerousstudies have shown that employees become increasingly
productive with longer tenure skeeping them engaged is an investment worth making.

© 2020 Service Performance Insight D wuwitimelog.com 126


http://www.timelog.com

Service Performance Insight
2020 Professional Services M

Employee billable utilization

For simplicity, in this benchmarkneloyeebillableutilization is calculated by diing the totalannual
billable hours by 2,000.

SPI Research defines employee utilization on a 2,000 hour per year basis. This key performance
indicator is central to organizational profitability. Utilization is consistently the most measured key
performance indicator but must be examined in conjunction with overall revenue and profit per person
along with leading indicators like backlog ahd size of the sales pipeline to become truly meaningful.
Utilization is a major indicator of opportunity andvkload balance It provides aignal to expand or
contract the workforce.

To improve margins, PS executives must continually focus on increasing employee billable utilization, as

well as increasing the percentage of billable employéHse primary gai from increased utilization is a

significant incease in net profit. Tab®033 K2 ¢ & GKS | OQldzr f o6y20 GKS2NBGAOI
experienced from increasing employee utilizatidhis year, in terms of EBIDTA, the results favored

organizatiors who reported billable utilization from 80 to 90%. Most organizations (35.9%) target 70 to

80% utilization (1,400 to 1,500 annual billable hours per employee) because this target provides plenty

of room for vacations, training and paid time off withoebtmuch time spent on nchillable activities

like nonbillable travel, administration and free sales support.

Tablel03 Impac® Employedillable Utilization

% of ann.

Employee | Survey| Revenue | % ofemp.| Ann.rev./ | % ofann. margin

utilization % growth billable consult. (k)| rev. target target EBITDA
Under 50% 4.6% 6.9% 48.3% $131 85.6% 82.8% 14.9%
50%- 60% 11.7% 9.0% 65.6% $201 89.9% 85.7% 10.7%
60%- 70% 23.7%  10.2% 72.5% $209 91.6% 88.0% 15.3%
70%- 80% 35.9%  11.0% 75.8% $212 94.1% 90.1% 15.8%
80%- 90% 18.0% 10.7% 79.8% $209 97.1% 93.3% 19.0%
Over 90% 6.1% 15.8% 84.3% $239 99.8% 95.2% 15.2%
Total/Average 100.0% 10.6% 73.8% $207 93.5% 89.6% 15.6%

Source:SPI Researclrebruary 2020

Understandably, firms reporting the highest levels of utilization also deliver the largest projects, making
it easier to keep utilization high without the churn associated with numerous short projects. Running a
growing PS organization at greater than 8@8ization can produce strong profits but may not be
sustainable over the long run due to employee burnout. At the other end of the spectrum,
organizations who reported less than 60% utilization reported the some of the worst metrics. The key
to successs to have the right balance of meaningful work with enough time set aside for skill and client
relationship buildingAlthough PS firms would like to abandon the billable utilization metric (and all the
accompanying time tracking it entails), unfortungt¢here is no other metric which provides as good a
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picture of workforce productivity.
Perhaps as more and more firms shift | Tablel04 Yearoveryear changé Employee Billable Utilization

to subscription andixed price work the

focus on billable utilization witlecline Employee Billable Utilization| 2018 | 2019

but if this is the case firmsustratchet | Total Surveys 69.7%  71.7% 3%
up their focus on project accounting ESO 66.0% | 70.2% 6%
and budget to actual performance. But pgno 71.4%  72.4% 1%

here again, how can budget to actual

i Amer 69.6% 71.5% 3%
performance be measuttwithout
. EMEA 70.1% 72.4% 3%
tracking work effort?
_ | APac 70.0% 72.3% 3%
Tablel04depictsthe annual changeni :
IT Consulting 72.5% 73.1% 1%

billable utilization by type of

organization, geography, vertical and PS within Software Company 67.8% 69.8% 3%

size. Independents bill more hours Management Consulting 71.7%  73.0% 2%
than embedded service organizations.| PS within SaaS Company 64.5% | 72.7% 13%
EMEA headquartered firms said they | Architecture/Engineering 69.9%  71.0% 1%
billed more hours than their ValueaddecReseller (VAR) 64.3% 67.1% 4%

counterparts in the Americas and a¢
but thisis misleading because they
actually averaged onIy 1,390 annual Source:SPI Researclrebruary 202(
billable hours per consultant. IT Consultancies bill the most hours; VARs the least. Billable utilization
increases with organization size as larger firms do not ask employees to perfornrmasamebillable

tasks.

Accounting 73.5%  69.1% -6%

Figure36 Annual fully loaded cost per consultant

Annual fully loaded cost per consultant

Fully loaded cost includes base and variable . s200x
compensation as well as the cost of fringe

benefits and healthcare.
$150Kk - $200k

Average fully loaded employee cost rose to
$127,000 this year. Almost ofthird of firms
reported a fully loaded cost of $100 to
$120,000.Another third reported a fully
loaded cost of $120,000 to $150,000. 4.5%, $100k-$120k
of firms pay employees more than $200,00
51.5% pay $120,000 or less and 48.5% pay Under $100k
more than $120,000. Interestingly, the firm | | | |
that pay the most are also growing the 0%  10%  20%  30%  40% 0%
fastest and rake the most profit (19%). Percentage of Observations

$120k - $150k

-

[72)

Source:SPI Researclrebruary 202(
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Annual Hours Worked

lfglrea 2yS 2F GKS Yz2ald FYyGAOALI G§SR YSGUNAROEA FNRY
breakdown of work hours. Most organizations put a lot of focus on consultant time spent on both
billable and norbillable tasks.Across the benchmark, billable utilizatiancreasedfrom 1428hours

on average in 20&to 1,435in 2019 (Table105). The change in hours from 2018 to 201 ®isiscule

but total work hours decreased 18 hours, a very good trend in fewer overtime hdime biggest

change is the move to more and more-eite service delivery which is the best thing that has ever
happened to the Professional Services industry! For the first time, more hours were delivered virtually
GKFYy 2y GKS Of A S3psiRthe fuiukelcdhshitants valldmyinéel to sehd3heir Avatars
to meet with clients. In many ways, virtual service delivery has not only reduced the travel burn and
burnout which has historically been the life of a consultant, but it has alsoisagtlfy benefited clients
because they can now take advantage of the most talented and best fit consultants, regardless of
location. The ramifications of virtual Professional Services are significant in that it forces PS firms to
establish a strong cfine presence plus it necessitates excellent communication and collaboration.

Tablel05 Five Year ComparisdiVork Hours

Vacation / personal / holiday hours

Education / training hours 77 84 59 80 76
Administrative hours 172 150 132 157 160
Nonbillable bus. dev. sales support NA NA 110 126 117
Nonbillable project hours 213 130 111 151 140
Totalnontillable hours 631 546 577 683 658
Billable houmssite 799 760 863 757 682
Billable hours-sife 640 647 636 671 753
Total billable hours 1,438 1,407 1,499 1,428 1,435
Total hours 2,069 1,953 2,076 2,111 2,093

Source: SPI Research, February 2020

Table 106hows a comparison of hours worked for embedded and independent PSOs and geographic
region. Not surprisingly, EMEA and APac headquartered firms enjoy more vacation time than workaholic
Americans. Embedded organizations waste the most time orailable administrationg endless

meetings and chit chat account for 175 annual hours. EMEA headquartered organizations do the best
job of limiting administrative time at 135 hougsenabling them to take more PTO and training. ESOs

also logged the most nehillable sales support hours at 139 but this is part of their chaderitis OK.
Organizations worked fewer overall hours in 2019 (2,093 versus 2,111) but more of them were billable
(1,435 versus 1,428). By geography, the Americas worked and billed the most hours. EMEA
headquartered firms worked and billed the least hours.
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Table 106 Hours Worked by Organization Type and Geographic Region

Service Performance Insight
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Vacation / personal / holiday hours
Education / training hours
Administrative hours

Nonbillable bus. dev. sales support
Nonbillable project hours
Totalnonbillable hours

Billable houmssite

Billable hours-sife

Total billable hours

Total hours

80
157
126
151
683
757
671

1,428
2,111

76
160
117
140
658
682
753

1,435
2,093

82
175
139
195
749
573
771

1,343
2,092

73
154
107
114
615
734
745

1,479

2,094

73
164
115
145
652
672
772

1,445
2,097

Source: SPResearch, February 2020

94
135
127
120
680
710
681

1,390
2,070

72
163
121
121
685
776
626

1,401
2,087

ces

The number of hours worked esite has been steadily decreasing over the past 5 years. Five years ago,
g SNB
job titles, billable hourswverage 1,49 for independents compared to 143 hours forembedded service
organizations. The average ESO consultant spedsleours @.9weeks) on norbillable project and

business development activities while the independents spamg 114hours.

pc: 2F 62NJ] K2 dzNA

The table shows consultants in the Americas were billableladours; EMEA based consultants billed

the least hours at 1,375 and Asia Pacific consultants billed 1,397 hours. Workaholic Americans take

shorter vacations; spend less time in training; and nmtare on nonbillable administration. This year
EMEA firms invested the mostwacations anéducation and trainingput they also spent the most
hours in nonrbillable business development/sales support. APac firms deliver the most hogiteon
Non-billable administrative time increased year over year to 126 hdixsessive administrative time
usually results from not having enough billable work combined with poor systems and processes.

When examining annual hours by vertical it is clear to seedmestvorst practices. Embedded Software

and SaaS PS organizations spend the mostiltable hours in administration (176 and 167) and ©ion
billable business development and project hours (326 and 268) leading to the lowest number of billable

hours (1,33@nd 1,350) yet they make the most profit because they are able to charge high bill rates.

LISNF 2 NY SR 2y -siieKA8rosQ4llA Sy G Qa

Charter confusion and conflict within cloud software companies means valuable consultants spend an
inordinate amount of time in meetings, performing sales support ametbillable project activities. It is

inevitable that cloud growth rates will have to level off at some point; when they do, they will need to

focus on improving the productivity of their PS organizations.

Accountants take the most time off, with 2&%urs (33 days) but they make up for it with a lot of
overtime (47 hours). R&D organizations, staffing and architects and engineers bill the most hours

(1,640, 1,512 and 1,502 respectively).
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Table 107 Hours Worked by Vertical Market

Software Mgmt. Saas PS Arch./
Hours Worked Consultmg PS Consult Engr

Vacation / personal / holiday hours

Education / training hours 85 86 71 66 46
Administrative hours 134 176 144 167 179
Nonbillable bus. dev. salepport 89 150 156 101 73
Nonbillable project hours 111 185 132 250 131
Totalnonbillable hours 585 761 678 730 585
Billable hours-site 631 652 895 403 943
Billable hours-sffe 866 678 515 947 558
Totalbillable hours 1,498 1,330 1,410 1,350 1,502
Total hours 2,082 2,091 2,088 2,080 2,087

Source: SPI Research, February 2020
Table 108 Hours Worked by Vertical Market

Advertise / Hardware
Hours Worked Mktg / PR| Accounting PS Other PS

Vacation / personal / holiday hours

Education / training hours 89 133 38 34 71
Administrative hours 161 180 177 131 203
Nonbillable bus. dev. sales support 178 124 177 34 124
Nonbillable project hours 113 106 105 40 118
Totalnonbillable hours 708 807 660 399 671
Billable hours-site 672 715 694 609 662
Billable hours-sife 709 605 786 1,071 798
Total billable hours 1,381 1,320 1,480 1,680 1,459
Total hours 2,088 2,127 2,140 2,079 2,130

Source: SPI Research, February 2020
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Chapter 90 Service Execution Pillar

The Service Execution Pillar measures the quality, efficienc
and repeatability of service delivery. It focuses on the core
activities for planning, scheduling and delivery of service
engagements. Regardless of the maturity of every other are
of the PSQx will not succeed unless it can successfully and
profitably deliver services, with an emphasis on quality,
timeliness and customer value.

The Service Execution pillar is where money is made in professional services. Work must be scoped, bid,
sold, ddivered and invoiced in order to generate revenue and maximize project margin. The alignment

of sales, service and finance is critical for success. All prejattd information (time, expense, project
details and knowledge) must be captured to be iiced and to improve the next service delivered.

In an increasingly competitive consulting marketplace, success most often comes down to operational
excellence; with visibility and management controls in place to ensure effective resource and project
management. Done right, gross project margins of more than 60% are possible. Done wrong, project
yields can drop to single digits, or go negative.

Table D9 highlights the maturity levels in the Service Execution pillar, as the PSO moves from basic
NEFI OGADS2Yil REOKE yIRRR 2SO0 RSt AOGSNE G2 3ANBFGSNI STTA
service execution.

Table 09 Service Execution PerformarRillar Mapped Against Service Maturity

Level 1 Level 2 Level 4 Level 5
Initiated Piloted Institutionalized Optimized

No scheduling. | Skeleton PSA deployedfesource Integrated project anc Integrated solution
Reactive. Ad ho¢ methodology in and project managemer resource managemen Continual checks
_5 Heroic. place. Centralized| Collaborative portal. Efective scheduling. | and balances to
§ Scheduling by | resource mgmt. Earned Value Analysis.| Using portfolio assure superior
< spreadsheet. No Initiating project | Project dashboard. Glo management. Global | utilization and bill
w consistent projec mgmt. and technic Project Management PMO. Global project rates. Complete
,8 delivery methods skills. Starting to | Office, project quality dashboard. Global vigbility to global
g No project qualitt measure project | reviews and Knowledge project quality.
n controls or satisfaction and measurements. Effectiv Management. Globall Multidisciplinary
knowledge harvest knowledge change management. | resource managemen resource
management. management.

Source:SPI Research, February 2020
2019 was a very good year from a Service Execution point of view in terms of bettareoproject
delivery resulting in improvedroject margins. The time it took to staff projects elongatedflecting
strong revenue growth that was not matched by enough headcount growth. At the same time, as we
have seen over the past 13 years, projects are getting shorter and smeadideding agile service
RSt ADGSNE dalLINAyidaé FyR (§KS NIB ilaskswdi@us&lltodtsBead T O2 Yy T A
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army of consultants. The good news is the industry has been able to adapt to these changes through
better use of tools like PSA farsource management and knowledge and collaboration tools like Jira

and Confluence. Except for the constant pressure to perform, working in PS is a lot more fun these days
than 20 years ago when a majority of the work focused on plumbing.

-

Service Execution Critical KPIs

Project Staffing Time (days) Project Duration (man-months)
100 - 0
95 25
25
90 20
85 15
2017 2018 2019 2017 2018 2019
On-time Project Delivery Project Margin
80% - 6% |

3%

T8%
2%

30%
T6%

T5% 28%

2017 2018 2019 2017 2018 2019

"l J

Strategic Resaurrce Management for PSOs

Given market growth and an increasing talent shortage, effective resource management has become
critical as the supply of qualified consultants is outstripped by the demand for services. Improving and
maintaining high levels ofllable utilization is a constant challenge requiring a delicate balance between
demand (sales) and supply (delivery).
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Resource management business processes

One of the most important elements of service execution is resource management and schesiling.

ResearclkK & RS@St 2LISR | dawSa2 dzNOSovwh7abld®yY Sy G all ( dzNA G &
Sales Pipelindntegration of the sales project pipeline with resource requirements and

availability.

Resource Managemenihe process for scheduling and deploying resagirc®esource

management can be centralized or decentralized.

Functional InterlockAlignment between the sales project pipeline, the resource management
process, the recruiting process, the human resource onboarding and skill development processes
and theresources themselves.

e

Human Resource Process&ecruiting, onboarding, ramping, and resource skill development.
ResourcesThe consultants and contractors available to deliver projects and engagements.

Table 10 The Resource Management Maturity Model

Level 1 Level 2
Initiated Piloted

Level 4 Level 5
Institutionalized Optimized

()
=
©
=
o

(%]
o

©
0

Sales pipeline an

Reactive or no

Afavorit
consuming manu
scheduling.

Standalone CRM

schedule or availak

resources
requirements.

CRM and resource

and skill requirements by

integration between CRN
and PSA.
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Fully integrated CRM ¢

to dynamically and

recruitingnd resource
skill development.

No scheduling. | Skeleton PSA deployed for resour Integrated project and| Integrated solution
= Reactive. Ad hoc methodology in and project managemeni resource management Continual checks
= Heroic. Schedulir place. Beginning tc Collaborative portal. Earr Effective scheduling. | and balances to
S by spreadsheet. | centralize resource value analysis. Project | Using portfolio ensure superior
5 No consistent mgmt. Initiating dashboard. Global Proje management. Global | utilization and bill
p project delivery | project mgmt. Management Office, proj PMO. Global project | rates. Complete
.Q methods. No discipline. Starting| quality reviews and dashboard. Global visibility to global
aE.) project quality measure project measurements. Effectivi knowledge manageme project qualitjulti
(] controls or satisfaction and change management. Global resource disciplinary resourc

knowledge harvest knowledge management. management.

management.

Optimized and

forecast is and resource management application Resource managemer integrated CRM an
disconnected fror forecast. Limited | deployed. Sales starts | High levels of pipeline| resource
scheduling. visibility into resour forecasting future resour| forecast accuracy. ib management. Sale

visibility into resour

sales resource | skills. engagement. automatically map the| availability and skil
demand forecast sales forecast to Strong analytic anc
or plan. resource requirements query tools.
Reactive resourc| Weekly resource | Centraled resource Centralized resource | Completely

T o broker_ing and broker_ing meetings management fu_nc_tion management function | optimized and

S S barterlng. Sales_ to assign resources handles the majority of | handles resource seamless sales

P=l picks and commil and discuss future | resource requests and | requests and schedule resource

O o . .

€ £ resource projects and schedules. At least many Integrated with HR for| management

o=

recruiting> skill and
career developmer
processes.
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Level 1 Level 2 Level 4 Level 5
Initiated Piloted Institutionalized Optimized

Reactive and ad | Project initiation an Central PMO and resour| Fully integrated systen Global, esite, off
hoc scheduling. | closeout processes management provide and tools to support | site roles. Ability tc

% No visibility to Some visibility into| methodology guidance a career and skill growth view and bid on

o future projects. N future projects. oversight. Ability to inpu Selfservice employee | preferred

= career or skill pla Some ability to plar skill and role preferences portal allows employee assignments.

3 Broad job and express projec Visibility to upcoming to continually maintain Employees have

o requirements but preference Training projects. Reasonable not and update skills and | input to and control

2 limited training or support to improve given for schedule chang preferences. Visibility { over their career ar

= support. skills. Integraid career & skill | preferred assignments skill progression.

2 Firefighting leads development plans. Carer planning and Specialized

S to consultant training. Predictable | horizontal, vertical

®) burnout. schedule. and tecthioal roles.
Career growth. Hig
employee
satisfaction.

Source: SPI Research, February 2020

Which resource management strategy is best?

{tLQa NBaSINOK aK2ga 0GKSNB Yle& y2d44 6S b2yS YI3aAx0
all others. The five strategies that follow enable PSOs to manage talent and fulfill client demands.

Although centralized resource management is thest prevalent strategy, each organization must

create a resourcing strategy that works best for their business, with the ultimate goal of increasing
utilizationandclient and employee satisfaction.

1. Centrallymanagedg Most resource management pundifavor "centralized" resource
management. It provides superior management visibility into the entire project backlog and level
of skills required both today and in the futud@. centralized resource management, a dedicated
resource management team is regpble for managing the master resource schedule and
making staffing decisions based on skills, availability, location, cost, preference, etc. Centralized
YIEYylF3aSYSyd A& GKS Y2340 SFFAOASYG grke G2 YLyl 3S
centraized management produced some of the best results with the best billable utilization as
well as good o#iime project delivery and revenue growth.

2. Local resource managemeugtLocal resource management is the preferred form of resourcing for
young organizatins where the workforce is small enough to foster real esprit de corps, and
employees wear many hats. Smaller organizations can't afford the overhead of a dedicated
resource management function, as relationships and roles are fluid, requiring more latall co
and finesse. Staffing locally also provides the benefit of closer client relationships and less travel.

3. Accountbased¢ Resource management by account may be a good strategy for very large
accounts where there is a strong backlog of projects, bubatiebased resourcing can cause big
issues if account revenue dries up. An example was Electronic Data Systems' (EDS) reliance on
revenue from General Motors. As the relationship with General Motors soured, and its fortunes
began to wane, Electronic Datgs¥ems was left holding the bag. The other drawback to aceount

© 2020 Service Performance Insight m wuwitimelog.com 135


http://www.timelog.com

Service Performance Insight
2020 Professional Services M

based resourcing is that it narrows consultant range of experience as teams are not exposed to
diversebusiness models and client challenges.

4. By horizontal skill se Managing resources byohzontal skill set is useful for developing best
practices, repeatable processes and shared knowledge. For example, many firms have project and
program managers report directly or indirectly to the Project Management Office (PMO). By
building affinity araind "birds of a feather," project managers or specialized consultants can more
easily share best practices and standardize methodologies, templates, etc. As organizations grow,
a horizontal or competenelgased overlay reporting structure can help firms elep repeatable
best practices and deep, shared domain expertise while still enjoying the efficiency of centralized
management.

5. Centers of excellence The current trend towards verticahd offshoreCenters of Excellence
(COE) was pioneered by Accentoker the last decade The advantage of industgpecific
"Centers of Excellence" is the development of daejustrydomain knowledge. In theory, each
Center of Excellence acts as a clearinghouse for specialized knowledge, expertise and solutions.
Clientsand prospects delight in seeing a "Vision of the Future" for their unique industry
challenges. The downside of COE can be excessive overhead, the creation of an ivory tower
mentality along with the inability to learn from emerging new horizontal and ealrtrends.
Further, use of horizontal skills sets and technologies outside the COE can become cumbersome
and inefficient. Centers of Excellence are favored for outsourced consglpadicularly
development and managed service centers where consultamsollocated to maximize
collaboration repeatabilityand quality control while minimizing cost.

Tablelll Impact Resource Management Strategy

Ontime Std. del. Project
Resource Mgmt. Revenue| Billable proj. Project | method. duration
Strategy growth | utilization delivery overrun used | (manmonths)

Centrally Managed | 44.9% 11.3% 73.6% 80.0% 8.7% 68.9% 24.2
Locally Managed 23.3% 9.9% 68.6% 79.0% 8.8% 67.2% 220
By Account 10.9% 8.4% 68.3% 76.5% 8.5% 63.9% 32.9
ByHorizontal Skill S 9.2% 10.8% 72.8% 79.8% 10.5% 69.5% 33.6
Center of Excellenc: 8.3% 9.3% 72.0% 79.4% 8.8% 59.7% 28.2
Other 3.5% 12.5% 72.5% 80.9% 12.7% 70.0% 42.9
Total / Average 100.0% 10.5% 71.6% 79.3% 9.0% 67.3% 26.5

Source:SPI Researclrebruary 2020

To improve utilization, PSOs must improve resource management effectivenetablédl1 shows,

there are pluses and minuses to different resource management strategies. Green shading indicates

4. SERKEE S NBR &K RAbad on yespandds fioSesfims Thingedeh G K S NE

O02YSa 2dzi 2y (2L) 6A0K (GKS KAIKSad ydzYyoSNI 2F aoSai
of different strategies, making it more flexible and responsive. By account resourcing stiaweolrst
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results,becausaesourcesnay behoarded by account, prohibiting redeployment to more lucrative
clients and services.

Survey Results

Table 1.2 shows Byear trends for Service Execution KPIs. The &ievsa mixed bag of

improvements and declines. Peajt staffing time increased due to strong demand and difficulty in
finding talent. Revenue per project improved while staff size and project durations decreased which
must mean better realized bill rates and realized project reven@stime project deiveryimproved
while project overruns increased which must mean the majority of projects were deliverdtherbut
when things went awry, they did so significantly with big overruns on a few projects. Use of
standardized delivery methodologies improveat Inot to the level reported in 2016Project margins

for both time and materials and fixed priced projects were the best reported for the past five years!
Subcontractor margin also improved nicely. Estimating and knowdedgmgement processes
improved.

This benchmark highlights serviegisven organizations have become more focused on efficiency than
they werefive years ago. Project overrugedown as the use of standardized delivery methodologies
increase.Green shading indicates best and reédimg worst annual performance for each metric.

Tablell12 Service Execution Pillay&ar trend

Key Performance Indicator (KPI) 2015 2016 2017 2018

Project staffing time (days) 10.42 8.68 8.94 9.14 9.79
Number of projects deliveregeaer NA NA 399 871 584
Revenue per project (k) $225 $163 $171 $152 $164
Project staff size (people) 4.71 4.17 4.45 4.36 4.05
Project duration (months) 6.19 5.44 6.37 5.71 5.56
Projects deliveredtone 76.1% 78.1% 79.7% 76.9% 79.3%
Project overrun 10.0% 8.4% 8.2% 8.6% 9.1%
Use a standardized delivery methodology 64.5% 71.2% 69.7% 66.1% 67.4%
Project margin for time & materials projects 33.8% @ 355% | 31.7% 34.9% @ 35.6%
Project margin for fixed price projects 33.1% 34.9% 31.8% 34.4% 35.2%
Project margi subs, offshore 26.2% 28.3% 23.1% 25.8% 27.4%
Effectiveness of resource management process 3.60 3.59 3.50 3.63 3.59
Effectiveness of estimating processes and reviews 3.55 3.56 3.56 3.56 3.58
Effectiveness of change control processes 3.45 3.45 3.38 3.45 3.38
Effectiveness of project quality processes 3.58 3.61 3.62 3.69 3.67
Effectiveness of knowledge management processes 3.36 3.23 3.31 3.42 3.43

Source: SPI Researdfebruary 2020
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Tablel13showsESOStaffed faster thanindependentsa reversal from years past. ESOs are taking
more advantage of PSA to help them predict capacity and manage resources. EMEA headquartered
organizations did the best job of dime project delivery.

Tablel13 Service Execution KPIs by Organization Tyb&aographic Region

Key Performance Indicator | 2018 | 2019 EMEA
622 513 168 345 414 75 24

Surveys

Project staffing time (days) 9.14 9.79 9.46 9.94 9.83 9.63 9.57
Number of projects delivered per 871 584 537 607 382 1,823 276
Average revenue per project (k) $152 $164 $177 $158 $167 $132 $214
Project staff size (people) 4.36 4.05 3.71 4.21 4.09 3.87 3.94
Project duration (months) 5.71 5.56 5.20 5.74 5.71 5.07 4.65
Projectslelivered etme 76.9% | 79.3% @ 77.8% | 80.0% @ 78.6% 82.9% @ 79.0%
Project overrun 8.6% 9.1% 9.8% 8.7% 9.2% 8.8% 7.6%
Use a standardized deliveryoahetr 66.1% @ 67.4% @ 71.4% @ 655% @ 68.4% @ 62.4% @ 66.7%
Project margin & Mprojects 349% 356% 353% 357% 36.3% 33.3% 32.0%
Project margin for fipeide projects 34.4% @ 352% @ 355% @ 351% @ 359% @ 32.2% @ 33.5%
Project margin suts., offshore 258% 27.4% 29.1% 26.6% 28.4% 225% 25.0%
Effectof resourceigmtprocess 3.63 3.59 3.53 3.61 3.54 3.73 3.82

Effectof estimating prand reviews  3.56 3.58 3.52 3.61 3.58 3.62 3.57
Effectof change control processe!  3.45 3.38 3.27 3.43 3.37 3.45 3.27
Effectof project quality processes  3.69 3.67 3.53 3.74 3.69 3.65 3.50
Effectof knowledgagmtprocesses  3.42 3.43 3.29 3.49 3.43 3.45 3.39
Source: SPI Research, February 2020

The nature of projects is shifting towards more configuratimorkflow analysisiyser interfaces and

report design away from the complex, custom mega projects of the past making them somewhat easier
to manage and keep within scope. A host of accelerators, configuration, project and knowledge
management tools have come to market to emce knowledge sharing and collaboration while

facilitating more natural oversight, guidance and reade quality reviews to mitigate risks.

Tablel14shows the differences in service execution metrics by size of organiz&istorically the
smallestorganizations staff faster than larger organizatiomg, this year the smallest organizations
struggled to quickly staff projects, however they still managed to do a good job of delivering projects on
time. The number, size and complexity of projectséases proportionately to organization size with

the largest organizations delivering projects averagingnéh months (almost 4 years) but typically-on
time project delivery diminishes with organization size. The downside of larger organizations isishown
decreasing oftime project delivery and increasing project overruns. This chart shows why the
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consulting industry is filled with small boutique firms asjpct marginsand project quality metrics such
as ontime delivery are very respectable for the ahest organizations.

Tablel14 Service Execution KPIs by Organization Size

Under 101- 301- Over
Key Performance Indicator 10 10-30 | 31-100 300 700 700
55 88 138 119 47 66

Surveys

Project staffing time (days) 9.51 7.31 9.31 10.15 10.89 12.97
Number of projects delivered per year 74 89 219 506 469 2,945
Average revenue per project (k) $68 $128 $120 $214 $136 $336
Project staff size (people) 2.46 3.09 3.50 4.64 4.60 6.59
Project duration (months) 4.55 5.22 5.38 5.71 6.08 6.73
Projects deliveredtone 84.0% | 80.3% | 79.7% | 78.1% | 76.2% | 77.0%
Project overrun 7.5% 9.3% 9.2% 8.7% 10.4% 9.6%
Use a standardized delivery methodology 66.1% | 70.0% 70.3% | 64.9% | 65.6% | 64.4%
Project margin for tinmaaerials projects 354% 335% 34.8% 37.5% 39.0% 34.2%
Project margin for fixed price projects 38.7% | 33.4% 34.3% | 35.7% | 37.2% | 34.2%
Project margin subcontractors, offshore 289% 25.4% 255% 29.9% 26.7% @ 28.9%

Effectiveness of resoumegagement process 3.68 3.57 3.62 3.49 3.41 3.74
Effectiveness of estimating processes andr  3.80 3.61 3.48 3.55 3.44 3.74
Effectiveness of change control processes 3.33 3.41 3.24 3.32 3.53 3.69
Effectiveness of profpeility processes 3.71 3.68 3.62 3.61 3.68 3.87
Effectiveness of knowledgmtprocesses 3.62 3.54 3.23 3.39 3.28 3.74

Source: SPI Research, February 2020

Tables115and 116 show service execution metrics by vertical market. Remarkably, many service
execution metrics are very similar across marké&svernment Contractors deliver the largest projects
averaging over $325K. Architects and engineers and VARs deliver thesspraljects, averaging $81K

and $74K respectively. Management consultancies do the bestfjobtime project delivery(81.8%)

while VARs and Sa&50s reported the worst eime project deliveryat 68% Management

consultancies reported the best tirend-materials project margins at 36.8%; VARS delivered the best
fixed price margins (40%) and hardware PS delivers the best subcontractor margins (31.5%). The green
and red shading indicates the best and worst metrics by vertical.
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Tablell5 Service Exetion KPIs by Vertical Market

Service Performance Insight
Professi

onal

Ser vi

Software Mgmt. Arch./
Key Performance Indicator Consultlng PS Consult SaaS PS Engr

Surveys

Project staffing time (days)

Number of projects delivered per year
Average revenue per project (k)

Project staff size (people)

Project duration (months)

Projects deliveredtone

Project overrun

Use a standardized delivery methodology
Project margin for time & materials projects
Project margin for fixed price projects
Project margin subcontractors, offshore
Effectiveness of resource management prc
Effectiveness of estimating processes and
Effectiveness of change control processes
Effectiveness of project quality processes

Effectiveness of knowledgmtprocesses

10.48
228
$193
4.53
5.42
79.1%
8.9%
67.2%
38.7%
36.9%
30.4%
3.62
3.56
3.42
3.62
3.34

Tablel16 Service Execution KPIs by Vertical Market

9.39
698
$211
3.78
5.66
77.8%
10.0%
73.0%
35.5%
35.1%
28.1%
3.72
3.59
3.39
3.59
3.12

7.65
1,484
$156

3.52

5.93

86.1%

7.5%
62.1%
35.2%
36.3%
25.9%

3.77

3.75

3.60

3.87

3.63

Source: SPResearch, February 2020

10.34
374
$187
417
5.51
78.3%
9.9%
72.1%
33.6%
34.3%
30.4%
3.43
3.48
3.27
3.57
3.52

9.82
1,061
$81
3.70
6.46
75.7%
10.5%
72.4%
31.1%
30.0%
17.8%
3.39
3.54
3.32
3.68
3.59

Key Performance Indicator Account MarCom Gov. All
Cont. Others

Surveys

Project staffing time (days)

Number gifrojects delivered per year
Average revenue per project (k)

Project staff size (people)

Project duration (months)

Projectslelivered atime

Project overrun

Use a standardized delivery methodology
Project margin for time & materials projects

Projectargin for fixed price projects

© 2020 Service Performance Insight

9.76
166
$74

2.93

3.30

76.0%
10.1%
71.9%
38.6%
41.0%
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12.50
389
$233
5.50
9.35
69.5%
14.8%
60.0%
37.5%
31.5%

8.27 17.92 9.55
445 47 392
$103 $325 $112
5.75 5.25 3.67
4.08 6.58 5.07
80.8% 82.5% 79.5%
6.5% 7.5% 7.7%
66.7% 33.3% 63.5%
34.5% 15.8% 34.6%
29.1% 40.0% 34.3%
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Project margin subcontractors, offshore 31.1% 26.0% 30.5% 22.5% 25.1%
Effectiveness of resource management pro 3.35 3.90 3.42 3.40 3.48
Effectiveness of estimginegesses and revie! 3.59 3.90 3.58 3.50 3.52
Effectiveness of change control processes 3.06 3.60 3.17 3.50 3.25
Effectiveness of project quality processes 3.41 3.90 3.92 4.00 3.71
Effectiveness of knowledgmtprocesses 3.35 3.90 3.75 3.50 3.40

Source: SPI Research, February 2020

By vertical, management consultancies reported the best overall service execution metrics with high
marks for ontime project delivery; limited project overruns and good change control.

Marketing and advertising agencies deliver hundreds, if not thousands, of small projects per year.
Because of the creative nature of their work their use of standardized methods and tools is very low
(66.7%). The whole field of marketing and advertissnchanging dramatically with the rich brand

building agency retainers of the past giving way to sophisticated mmatlia campaigns combining

search engine optimization with social media. Marketing and advertising agencies are finding they must
do a betterjob of project and resource management. Overall, Government Contractors reported the
lowest service execution metrics with lengthy project staffing time, poor use of standardized
methodologies and the lowest time and materials margins.

Project staffing time

Project staffing times the length of time between contract signing and project team commencement.
This key performance indicator is important because it is an early warning sign of too much @emand
not enough resourceshen it takegoo longto assemble the right team.

The impact of project staffing

time is shown imable117. Tablell7 Impactd Project staffing time
60% of organizations staff in

Ontime
Ie.s.s th.an 10 days. The best Average project | Survey | Billable | project | Project
utilization was reported by staffing time (days)| % delivery| overrun| EBITDA
organizations thattake 1510 | ' yyger 5 days 30.0% 70.2% 82.5% 7.4%  15.8%
20 days to staff projects.
Acros); the benczmjark 5-10 days 29.4% 71.9% 76.3% 9.0% @ 16.1%
average project staffing time 10-15 days 20.8% 71.5% 79.9% 9.5% 14.0%
to 9.79 days in 2019 due to Over 20 days 10.3% 71.5% 76.8% 10.5% | 13.5%
strong demand and limited Total/Average 100.0% 71.6% 79.4% 9.0% 15.3%
reséou;cgs. The-ﬁear average Source:SPI Researclrebruary 202(
is 9.43 days.
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Revenue per project

The average revenue per project is calculated by dividing the total revenue of the service organization by
the total number of projects delivered. This KPI provides insight into the size, scope, and duration of
projects.

PSOs complete many small | Taple118 Impaci Revenue per project
projects along with a few

larger ones, which maskew
revenue per project. Wide

Project Ann.rev./
Average revenug Survey| duration | Billable | consult.

C ; . ject (K % th til.
variability in project size per project (k) 6 | (manmnths) _ ut
stresses resource Under $25k 14.5% 7.4 67.3%  $178
management predictabilit $25k $50k 19.6% 12.6 67.6%  $185

g p y

and may make project $50k $100k 25.4% 215 | 71.6% | $207
management unaffordable $100k $250k 22.8% 256 T74.4%  $224
Most financial metrics || $250k $500k 11.8%  37.2  731%  $229
improve with project size as it
. . $500k $1mm 3.1% 80.3 74.3%  $214
is easier to staff and forecast
large projects. Laer Over $1mm 2.7% 139.6 | 83.3% | $300
2NBFYAT | GA2y4a | TotallAverage | 100.0% 255 71.4%  $208

NE a LJ2 y a S¢ dSFkya G2 KIy Rt S Source SPI Researglrebruary 202(
short, unpredictable projects.
The 5year average revenue per project is $175K.

Project staff size

The project staff size is the FTE number of resources dedicated to prSjecter, more iterative,
Gl 3Af S écausdNiré Scheduding issues but mesult in improved project value and ROI

Interestingly, the best metrics
are shown for projects with 6
to 8 consultants. Across the

Tablel19 Impact Project staff size

Project

ben-chmark, the average . duration Std. del.

project staff size has declined | BV ERER (o) S T ARN (1115 Project | method. | Project

every year, making effective i months) | overrun used margin

resource management 1-2 30.0% 6.0 8.2% 69.0% 35.9%

imperative. The §ear 3-5 575% 233  93%  66.3% 35.7%

average is 4.36. 6-8 44% 411 85%  74.2% | 38.5%
9-11 3.5% 84.7 9.5% 62.5% 38.4%
Over 11 4.6% 139.7 12.0% 67.0% 35.6%

Total/Average 100.0% 26.4 9.1% 67.4% 35.9%

Source:SPI Researclrebruary 202(

© 2020 Service Performance Insight m wuwitimelog.com 142


http://www.timelog.com

Service Performance Insight
2020 Professional Services M

Project duration

The average project duration, expressed in morghgains to how long it takes to deliver projeciéie
average project duration, like average project staff size, is important in that it shows the length and scale
of projects. Longer projectsay beeasier toforecast andstaff but are not necessarily more profitable
beause theymayentailmore risk and complexity.

Unlike project staff size,
project duration has remained
relatively constant, averaging

Tablel20 Impactd Project duration

Ontime

5.86 months over the past 5 Project Duration | Survey | billable | project | Project | Project
years.Table 20 shows larger (months) delivery| overrun| margin
projects enhance billable Under 1 3.7% 63.3%  79.1%  7.3% 31.1%
utilization and predictability | 4.3 25.2% 69.2% 811%  7.9% 36.0%
but also involve greater 3-6 36.1% 70.8% 78.4%  8.8% 36.2%
complexity and risk resultin

. . 6-9 18.8% 74.4% 78.0%  9.2% 37.5%
in more project overruns.

Projects under 3 months in 9-12 9.4% 75.1% 75.8% 12.6% 33.6%
duration stress resource Over 12 6.8% 75.3% 84.0% 10.9% 35.4%
scheduling, resulting in poor | Total/Average 100.0% 71.5% 79.2%  9.1% 35.9%

billable utilization. SourceSPI Researchrebruary 202(

Projects delivered ortime

The percentage of projects delivered on time is a measurement that divides the numberai$ proje
completed ortime by the total number of projects. This KPI is critical for billable service organizations,
because when it decreases, both profitability and client satisfaction decline

Over 20% of organizations reported delivering less than 70%eofiirojects ortime. Naturally their
customers are not referenceable nor do their consultants view them as a great place to work and they
vote with their feetc with attrition averaging more than 15%. For the bottom 20%, project overruns
average more tha 24% and standardized delivery methods are used less than 60% of the time.

Thankfully over 25% of firms reported 90% or bettettiome project delivery. Ontime, cbudget

project delivery is one of the best quality measurements, as it indicates aligrandrvisibility across

the entire quote to cash process. Sales is selling services that the organization has the capability to
accurately estimate and staff. Resources are aligned with project requirements so they can deliver
within promised timelines.The rewards for oitime delivery are ample with the best client
referenceability, lowest employee attrition and highest employee engagement and billable utilization.
Organizations who struggle with dime delivery must closely examine and improve ttseiles and
delivery processes as the benefits oftime delivery are significant.
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Table 21 Impactd Ontime project delivery

Projects Rec. to

delivered on | Survey | Revenue family/ Billable Project

time % growth | Referencg attrition friends util. overrun
Under 40% 2.0% -0.3% 66.1% 15.3% 3.67 73.3% 22.2% 58.9%
40%- 60% 8.0% 14.9% 66.3% 14.9% 3.92 66.5% 15.2% = 58.6%
60%- 70% 9.8% 8.9% 64.9% 14.5% 4.27 68.2% 11.7% 62.7%
70%- 80% 22.8% 8.5% 69.5% 14.2% 4.30 71.4% 12.2% 65.7%
80%- 90% 31.5% 11.3% 73.1% 13.5% 443 71.0% 7.5% 68.2%
Over 90% 25.9% 11.9% 79.2% 10.4% 4.55 75.0% 4.2% 72.8%
Average 100.0% 10.6% 72.4% 13.1% 4.36 71.5% 9.0% 67.4%

Source:SPI Researclrebruary 2020

Project overrun

Project overrun is the percentage of actual to budgeted cost or actual to budgeted time. Project
overruns may be expressed in actual time/cost versus plan. This KPI is important becéiose any
project goes over budget in eithertimbld O2a 0T Al Odzia RANBOGfe Ayd2

Project overruns have a
profoundly negative impact on
almost all aspects of service
execution as they put stress of

Tablel22 Impactd Project overrun

Rec. to Ontime

_ _ Survey | Employee| family/ | Billable project
service delivery and forestall | WS ReI=I((11 BT attrition | friends | util. delivery
new project initiation. Forthe | neyer 45% 65% @ 425  66.0%  89.0%

0 .

2% of firms who reported 0%- 5% 32.4% 11.6% 455  744%  86.7%
greater than 30% project

. . 5%-10% 33.3% 14.0% 4.36 70.0% 79.4%
overruns, attrition soars while
revenue per employee 10%- 20% 20.1% 15.1% 4.26 70.4% 72.4%
plummets. Across the 20% 30% 7.8% 11.7% 4.11 70.4% 63.9%
benchmark, project overruns | Over 30% 20% 21.7% 3.50 79.4% 59.4%

climbed from 8.6%109.1% | Total/Average 100.0% 13.1%  4.36  71.6%  79.2%
this year. Accountancies and

Staffing firms reported the
largest overruns at 14.8% and 23.8% respectively. The largest orgamézaad the highest percentage.

Source:SPIResearchFebruary 202(
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Standardized delivery methodology use

A standardzed(or structured) delivery methodolo@gyused to incorporate begractices and quality
into projects.Repeatable frameworks include tools, templates knowledge.

Mature firms invest significant

time and attentioninto Tablel23 Impactd Standardized delivery methodology use
methodologydevelopmern as
a means to standardize Percentage of
. . . projects where a Exec

dellveryprocesses, define std. delivery realtime | Project
expectations and meth. is used | Survey %| delivery | visibility | margin | EBITDA
institutionalize quality. Using | ynder 209 14.4% = 80.2% = 2.87  33.0% 23.9%
a standardized delivery 20%- 40% 18.1%  74.0% 320  35.6% 11.9%
methodology is a critical

. 40%- 60% 28.9% 75.1% 3.44 34.8% | 14.6%
component of a services
productization strategy. It 60%- 80% 24.1% 77.8% 3.60 36.1% 18.1%
helps improve project Over 80% 14.4% 82.8% 3.64 36.5% 13.6%
forecastingandresource Total/Average 100.0% 79.1% 3.51 35.8% 15.3%

managementhereby
improvingprofitability. PSOs
who can accurately plan and execute services in a structured way, are not only more productive but also
more likely to delivewith quality. There is significant effort involved in developing, implementing and
adhering to standardized delivemgethodologies, but the net impact for PSOs is benefitible123

shows the use of standardized delivery methods and tools has a positive impacitimmeoproject

delivery, project margins and EBITDA. This year ESOs did a better job of standartivang de
methodologies with 71.4% of their projects taking advantage of standardized methods and tools.
Managed service providers reported the

Source:SPI Researclrebruary 202(

use of standardized methods on more thanFigure37. Project Margin Fiyear Trend
90% of their projects. 36%
Project margin trends 35%
Project margin is the perctage of 3%
revenue which remains after accounting for =,
the direct costs of project delivery 3
‘E 32%
Figure37 shows average project margins g
. . . 3%
have varied greatly but improved this year.
This metric underscores the importance of 30% -
a holistic view of PS, as one important -
metric like projectmargincan cause a 2015 2016 2017 2018 2019
ripple effect leading to lower overall net Year
prOﬂt' Source: SP| Research, February 2
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Leading professional services organizations strive to achieve project mavgin3586 but as FiguBsS
shows, less thanne quarterof the organizations surveyed consistently achieve project margins greater
than 40%. Loweroject marginsare caused by a variety of issues including poor estimatege change,
lack of a clear project charter, poor project management, poor execution and poor communication.
Organizations with lower projechargins
struggle to meet annuahargintargets Figure38 Project Margi@omparison byype
Very few organizations are making more

than 30% margin on subcontractors. Subs./Offshore

. . . Over 50%  Fixed Price
Projects can be structured in a variety of ]

waysg fixed price, milestone based, time
and materials or cost plu3ypically, time 40% - 50%
and materialsbasedprojects produce the
bestmarginsas long as bill rates are set
I LILINRLINR | G St e o b
should be avoided as they provide none
the benefits of fixed price projects but
carry all of the risks. Coptus contracts
are also undesirable; they are most Under 20%

prevalent in governmetwork which . ! .
tends to be penmwise and pound 0% 10% 20% 30% 40%
foolish. Clients and service providers alike Percentage of Observations

should be focused on paying fairly for Source: SPI Research, February 2
work that delivers promised results. If the project benefit is substantial, then assuring successful
deliveryshould be theprimary focus.

30% - 40% ]
uz S N

O
[N
QD

No
ProjeéEMargin

O
=

20% - 30%

Project margin for time and materials projects

Project margin is the essential
building block of productivity

and profit for all PSOs and is a
metric that must be carefully Project margin

Tablel24 Impactd Project margin for tim@dmaterials projects

Project
duration

measured and tracked. High for T&M Survey | Revenue| (man Project

project margins are associated projects growth | months)| margin EBITDA
with ontime, onbudget Under 20% 14.4% 8.5% 23.3 16.3% @ 12.0%
delivery. Standardized 20%- 30% 18.1% 9.1% 24.3 26.9%  14.0%
delivery methods and tde 30%- 40% 28.9% 10.0% 26.4 34.0% @ 14.9%
combined with project quality | | 4504 5004 241% 12.0% 284  44.9%  155%

reviews and training
investments all correlate with

the highest margins.
Interestingly, client Source:SPIResearchFebruary 202(

Over 50% 14.4% 13.1% 29.9 55.3% 19.2%
Total/Average  100.0% 10.6% 26.6 35.9% 15.1%
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referenceability directly improves as margins improve. IT Consultancies produced the best time and
materials margins inth&8 S+ ND&a &adz2NBSeé 4 oyor: gKAES aidlFFAaAy3a L

Project margin for fixed price projects

Table125shows 38% of organizations achieved fixed price margins of more than 40% but unfortunately
37% reported fixed price
margins of less than 30%.
Clients appreciate the

Tablel25 Impactd Project margin for fixed price projects

T i ] ) Project margin Ontime

simplicity of fixed price bids, for fixed price proj. Project
which transfer risk to the projects .| delivery| margin | EBITDA
service provider. Fixed pmgj Under 20% 14.3% 71.1% 76.9% | 17.1% 11.0%
is appropriate for standardized | 2094 309 22.7% 70.6% 785%  27.3%  12.2%
projects with clear 30% 40% 24.6% 70.7% 76.4%  35.3%  15.1%
deliverables but should be

. . . . 40%- 50% 23.4% 71.1% 79.9% 44.7% 17.5%
avoided for projects involving

Over 50% 15.0% 79.0% | 84.7% 55.4% 18.5%

a lot of unknowns like new
techno|0gy’ new geographies’ Total/Average 100.0% 72.1% 79.0% 36.1% 14.9%
new deliverables. In general, Source:SPI Researglrebruary 202(
most service providers do a
poor job of managing changeders to ensure fixed fee projects are not encumbered with scope
change.

Project marginfi subcontractors and offshore

Subcontractor margin is an important metric which represents the gross margin after paying for the cost
of the resource Markup represents the sales price, not the cost of delivery.

Use of subcontractors has
remained relatively constant
across this benchmark,
averaging 11.4% of revenue Average project
for the past 5 years. Although margini subs, | Survey Project

. . . offshore % margin | EBITDA
service providers would like to

Tablel26 Impactd Project margifi subs, offshore

use more contingent labor, Under 20% 35.3% 65.8% | 86.3%  30.6%  12.4%
few great subcontractors are 20%- 30% 25.6% 64.6% | 92.1% 35.2% 13.8%
available on an ogoing basis. | 30% 40% 16.5% 66.5%  88.6% 36.0% | 17.8%
Further, highly skilled 40%- 50% 12.7% 71.7% 92.7% 435% 15.9%
independent consultants - Over 50% 9.9% 77.2% 945% 457% 20.3%
understand their value which

Total/Average 100.0% 67.5% 89.8% 35.8% 14.9%

is why average subcontractor
margin hovers at 26.1% for the Source'SPI Researclrebruary 202(
past five yearsTablel26 shows significant benefits for the few firms who are able to enjoy greater
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than 40% subcdnactor margin with commensurate high project and EBITDA margins. These
organizations are more likely to judiciously use subcontractors because they use standardized methods
and tools.

Effectiveness of theresourcemanagement processes

SPI Research asked survey
respondents to rate the Tablel27 Impact Effectiveness of thesourcemanagemenprocesses

effectiveness of their resource

management process with 1 = RISl _ Ontime , Std. del.
. . _ resource Survey| Client proj. Project method.
very ineffective and 5 = very | Y B delivery | overrun used

effective. Resource

. . 17 poor 1.2% 74.0% 63.0% 12.0% 34.0%
management is critical to
. . 2 10.8% 68.2% 75.1% 10.9% 61.8%
project planning and
execution. PSOs who 3 28.1% 72.9% 76.9% 10.1% 64.0%
effectively and efficiently 4 48.2% 72.1% 80.3% 8.4% 69.7%
manage resources show much | 5i great 11.8% 76.9% 84.1% 7.8% 72.1%

higher utilization rates, more || toay/average 100.0% 72.5%  79.1%  9.1%  67.1%
projects delivered ottime and

fewer project overruns
resulting in better client referenceability. Clearly resource management effectiveness improves directly
with the use of PSA solutions.

Source:SPI Researclrebruary 202(

Effectiveness of estimating processes and reviews

SPI Research asked survey respondent to rate the effectiveness of their estimating processes and
estimate reviews, with a rating df for poor to5 for excellent. This key performance indicator is

important as accurate
estimates hold the key to all | Tablel28 Impactd Effectiveness of estimating processes and reviews

other service delivery metrics.
Inaccurate estimates lead to

. . L Effectiveness of Ontime | delvery | Exec

missset client expectations; estimating processes Survey realtime| Project
project overruns and poor and reviews % visibility | margin
client satisfaction. While this | 1 poor 1.4% 65.0%  38.0% 267 29.8%
subjective KPI might be hard | 5 102% 74.9% 63.6% 3.05  34.0%
to fathom, its results show

3 27.3% 77.1% | 64.3% 3.45 34.5%
how some of the most

0, 0, 0, 0,

important KPIs improve as the 4 51.3% 80.3% 68.9% 3.62 36.2%
Organization becomes more 51 great 9.9% 83.5% 73.8% 3.90 41.0%
effective inestimating.On Total/Average 100.0% 79.0% 67.2% 3.53 35.9%
time project completion SourceSPI Researclrebruary 202(

improves; PSOs experience
fewer overruns, are more likely to use standard delivery methodsbetigr project marginsEstimating
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requires significant investment in methodology dpmment and scoping projects to the task level, but
obviously from this table it is well worth the effort to ensure accuracy @mtinual improvement.

Effectiveness of change control processes

SPI Research asked executives

to rate the effectiveness of Tablel29 Impactd Effectiveness of change control processes
their change control
processes, with a rating af Effectiveness of Ontime Exec
for poor to5 for excellent. Al change control | Survey | Client proj. rgglt!me Pl’Oje.Ct

. ) . processes % refer. delivery | visibility | margin
projects involve rislandscope

. 17 poor 2.1% 76.1% 63.1% 3.00 29.5%

change. The important
question is how these 2 14.7% 67.4% 78.9% 329  33.6%
variables are managed. 3 34.0% 70.9% 76.8% = 3.33 34.8%
Mature PSOs invest in 4 41.7% 75.0% 80.4%  3.72 36.4%
developing change and risk | 5y great 75% 752% 85.0% 393 | 42.2%
management policies along o verage 100006 72.5%  78.9% 353 35.8%
with project management
Oversight and guidance. SourceSPI Researchrebruary 202(

Clients and service providers alikeist consider the impact of changand howthey will affect

timelines andsubsequent projects. A critical component of change control is tarer@roject margins

do not suffer. Ideally, project changes are clearly outlined; client perception is appropriately managed
and change orders are put in place. Too many change orders not only impact the budget and schedule
but are signs of scope creesavell as inadequate executive sponsorship and poor communication.

Tablel29compares the effectiveness of change control processes to other key performance indicators.
Again, like the organizations with high levels of resource management and estiratiéogiveness,

those organizations that manage change the best demonstrate signifidaitr KPls in both the

service execution and finance and operations pillars. Organizations that focus on basic execution issues
such as resourcemanagementestimatng and change control drive superior results compared to those
organizations that place less emphasis on these critigsiness processes.

Effectiveness of project quality processes

SPI Research asked executiteegate theeffectiveness of project quisy processes, with a rating a&f

for poor to5 for excellent. Quality must be a core organizational attribute that is builttimeaculture

and management practiceMost leading professional services organizations buitpiality checks and
balances® assure the work is done correcthys more PSOs work to productize their services offerings,
they must incorporate quality processes and procedures, as well as metrics. High quality service delivery
underlies client satisfaction and drives referrals aapleat businessTable B0 shows results improve

across the board as quality processes are implemented.
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Table 130Impact) Effectiveness of project quality processes

Effectiveness o Rec. to| Std. del.
project quality | Survey| Client | family/f| method. Project
refer. riends used margin
171 poor 0.5% 80.0% 3.50 50.0% 16.3%
2 7.6% 68.9% 4.09 63.1% 29.1%
3 31.2% 70.6% 4.29 65.4% 36.7%
4 455% 72.2% 4.41 67.6% 36.2%
Effectiveness of 57 great 15.2% 78.8% 457 72.6% 36.7%

knowledge management Total/Average  100.0% 72.5% 4.37 67.2% 35.8%

processes Source:SP| Researclrebruary 202(

Organizations are finally starting to do a better job of capturing, packaging and repurposing knowledge.
Topperforming organizations understand differentiation comes from their unique knowledge and their
ability to create, harvest and repurpose industeading intellectual property. Although a plethora of
powerful and inexpensive knowledge management tools exist, they lose their effectiveness without a
centrally managed and empowered knowledge management function. The key to knowledge
management is nobnly
capturing it and codifying it Tablel31 Impactd Effectiveness of knowledge management processes
but also continually pruning it
YR AYLINRGAY3 Effectiveness of

world of social media knowledge mgmt| Survey

processes %
overload, great search

Ontime

Billable proj. Project
util. delivery | margin

the best knowledge when it is | 2 12.8% 69.0% 67.3% 77.5%  33.5%
needed. 3 34.7% 71.4% 71.1% T77.8% @ 36.5%
SPI Research asked benchmar 4 38.9% 73.1% 72.8% 79.8%  35.8%
respondents tleir opinion of 57 great 11.0% 81.7% @ 75.0% 82.7%  37.8%
the effectiveness of their Total/Average 100.0% 72.7% 71.7% 79.0%  35.8%

knowledge management
processes, with a rating af
for poor to5 for excellent Table131). Knowledge management has become a critical component of

service execution. Best practices and other qualiiyen initatives are builin into project delivery.

Assuring the right information is available to all those who need it is paramount to su€eessthe

LI &0 FABS @SINRQ (y26ftSR3IS YIylFI3aASYSyids SaLISOAlT e
moved to he forefront of service execution. Team members now work more collaboratively to achieve

project objectives. fe tableshows that effectiveness of Knowledge Management processes has a

positive impact on both service delivery and financial results.

Source:SPI Researclrebruary 202(
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Chapter 10 0 Finance and Operations Pillar

The Finance and Operations pillar represents the realm of t
CFO for large PS organizations and is an intrinsic part of th
role of the chief service executive for all PS organizations,

regardless of size. this service performance pillasPI $ $ $ $ $ $
Research examine$Xey performance measurements for
revenue, margin and operating expense. We include detail
profit and loss statements and expense ratios by organization

size, geography and verticalable132highlights attributes of the Finance and Operations pillar as the
organization matures.

Tablel32 Finance Operations Performance Pillar Maturity

Level 1 Level 2 Level 4 Level 5
Initiated Piloted Institutionalized Optimized

The PSO has be¢ 5 to 20% margin. P 20to 30% margin. PS PS generates > 20% ¢ > 30% margin.

created but is nol becoming a profit | operates as a tightly overall company rever, Continuous
" yet profitable. center but still managed P&L. Standar¢ & contributes >30% | improvement and
= Rudimentary time immature finance | methods for resource margin. Welkeveloped = enhancement.
= & expense and operating mgmt., time & expense | finance and operations
& capture. Limited processes. mgmt., cost control & bill processes and control
Q financial visibility| Investment in CFM In depth knowledge of al Systems have been
3 and control. and PSA to provide costs at the employee; s| implemented for CRM,
@ Unpredictable financial visibility. | contractor & project leve| PSA, CFM and BI. IT
2 financial May not have real | Processes in place for | integration and r&ale
g performance. time visibility or Bl.| contract magament, lega visibility. Systems have
i Rudimentary Standard Library ol and pricing decisions. been implemented for
contract Contracts and contract management,
management. Statements of Worl legal and pricing
Manual systems decisions.
andprocesses.

Source: SPI Research, February 2020
The following chart shows a mixed bag of financial improvemamdsdeclines. After the record
breaking EBITDA profit of 18.5% reported in 2018, we expected profit to dexlinere normal levels.
In 2019average profit i45.2%. Still respectahlgiven the tremendous revenue and headcount growth
reported in 2019.! yy dzl t NB @Sy dzS LISNJ O2yadzZ GFyd SOf ALASR f
$207K!Revenue per employee also gained ground in 2019 to a new high of $170K! These are
tremendous achievements given ne@cord global revenue and headcount growth ofé.and 9.0%
reported in 2019. Indeed, it is a very good time to be in PS with tremendous growth and profit reported
by a majority of organizationEmbedded service organizations within software and SaaS technology
companies and IT consultancies are dieegsponsible for the great financial results as their consultants
produced over $217Kperyea2 yS 2F (KS KAIKSald NBOSydzS @2ASft Ra
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4 O
Finance & Operations Critical KPIs

Revenue per Consultant (k) Revenue per Employee (k)
$210 - $170

05

2 $165
$200

$160
$195

$155
$190
$185 $150

2017 2018 2019
Quarterly Revenue Target in Backlog Profit (EBITDA %)

47% 20%

18% 18.5%

16%

14%

12%

10%
2017 2018 2019 2017 2018 2019

N /

But all is not rosy in River City asaihcial metricgleclinedin several important areaspost notably

backlog declined to 44.7% from 46.2% in 2017. This means PS organizations started 2020 with less
committed work.Otherdeclining KPIg SNB LINA Y| NAf & FAYLFYyOAlIf aK@3IASySé
invoices whib had to be redone and the percentage of work that was written off. Declines in these

metrics usually means there were breakdowns in key business processes.

Decliningeading indicatordike backlogportend slower revenue growth in 2020. However, 2019 hiring

was very robust with 9.0% headcount growth. Headcount growth leads to revenue growth the next
year. The PS industry as a whole closely mirrors global GDP growth projections which remain favorable
for 2020. As we enter a new decade, prospects for the Global Service economy remain verylabight.
133provides a picture of fivé S I N& @f figafcklimiétrics. Green shading indicates best annual
metrics, red indicates worst.

© 2020 Service Performance Insight wuwitimelog.com 152


http://www.timelog.com

Service Performance Insight
2020 Professional Services M

Tablel33 Financ& Opeations Pillar fyear trend

Key Performance Indicator (KPI) 2015 2016

Annual revenue per billable consultant (k) $198 $205 $196 $206 $207
Annual revenue per employee (k) $157 $163 $159 $166 $170
Quarterly revenue target in backlog 40.4% 45.6% 46.2% 44.7% 44.7%
Percent of annual revenue target achieved 91.4% 92.1% 93.0% 93.8% 93.6%
Percent of annual margin target achieved 89.4% 90.1% 89.1% 90.3% 89.7%
Revenue leakage 4.20% 4.30% 4.39% 4.29% 4.54%
% of invoices redone due to error/client rejections  2.6% 2.2% 2.2% 2.3% 2.5%
Days sales outstanding (DSO) 43.8 44.6 48.2 46.3 45.8
Quarterly ndsillable expense per employee $1,908 $1,579 $1,615 $1,606  $1,718
% of billable work is written off 3.00% 2.60% 2.76% 2.84% 3.52%
Executive regime wide visibility 3.32 3.51 3.66 3.56 3.52
Profit (EBITDA) 15.5% 14.2% 16.8% 18.5% 15.2%

Source: SPI Research, February 2020

Survey Results

The following section reviews and analy2620 P& | (i dzN& G & x 6 Sy O (KY3paticipati & dzf G a
professional services organizations. In this section SPI Research aBélfjzasce and operations key
performance measurements that are critical tdaahing superior financial performanc&.able 134

Tablel34 Finance & Operations KPIs by Organization Type and Geographic Region

Key Performance Indicator 2018 | 2019 EMEA
622 513 168 345 414 75 24

Surveys

Annual revenue pédlable consultant (k) $206  $207 $217 $202 $214 $167 $217

Annual revenue per employee (k) $166 | $170 | $181 | $165 $178 | $128 @ $172

Quarterly revenue target in backlog A4.7% 44.7% 45.2% 445% 455% 425% 38.7%

Percent of annual revenue target achieved 93.8%  93.6% 93.1% 93.8% 93.6% 94.0% 92.2%
Percent of annual margin target achieved 90.3% 89.7% 89.8% 89.7% 90.0% 88.7% 88.9%

Revenue leakage 4.29% 4.54% 4.83% 4.42% 4.69% 4.13% 3.61%
% of invoices redone due to error/clientrej 2.3% 25% 29% 23% 25% 23% 1.7%
Days sales outstanding (DSO) 46.3 45.8 45.7 45.9 47.0 43.3 35.9
Quatrterly nebillable expense per employee $1,606 $1,718 $1,727 $1,713 $1,705 $1,809 $1,663
Executive regime wide visibility 3.56 3.52 3.48 3.54 3.55 3.44 3.39
Profit (EBITDA) 18.5% 152% 21.3% 13.6% 16.2% 14.0% 5.4%

Source: SP| Research, February 2020
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compares the finance and operations key performance indicators by the type of organization and by
region. This year, embedded service organizations (ESOs) reported more revenue per consultant and
employee than independent&mbedded service organizationstperformed independents in revenue
yields, backlog and profit but slightly underperformed independents in target revenue achievement,
revenue leakage, DSO and wriiffs.

Embedded PSOs saw net profit decrease from 22% to 21.3%, the third straight pesitafeclines.
IndependentEBITDAleclined significantly fromh7.1%to 13.6% By geography, profit wakownin all
territories. In the Americas net profit movetbwn from 19.1%o0 16.2% APAQGankedfrom 12.6%to

5.4%and EMEA moved froh7.946to 14.0% Global economiprosperityand digital transformation
have spurred Pgrowth, but talent shortages and costs have skyrocketed leading to lower profit.

A positive factor is thatraployee productivitymproved again ir2019 Revenue per consultant

increasedrom $206,000 to $207,00@/hile revenue per employeiacreased from $166,000 to 170,000.

I O2yi{iNARoOdziAy3d FILOG2NI G2 G4KS AyONBI &S KA NBRN WL
2018 so new hires werable to hit the ground running in 2019.

Backlog is always a very important KPI. Backimged the same at 44.7%he Americaseported the

strongest backlog at515%. Backlogecreasedn APadrom 46.1% to 38.7%EMEA reported a decline
in backlogfom 46.2% to 42.5%.

Tablel35 Finance & Operations KPIs by Organization Size

. Under 101- 301- Over
Key Performance Indicator 10-30 | 31-100
5 88 138 119 47 66

Surveys 5

Annual revenue per billable consultant (k) $182 $213 $198 $221 $201 $218
Annual revenue per employee (k) $147 $175 $166 $177 $159 $186
Quarterly revenue target in backlog 35.3% 39.0% 47.1% 49.1% 50.0% 42.8%
Percent of annual revenue target achieved 90.6% 91.2% 93.7% 96.4% 91.3% 95.7%
Percent of annual margin target achieved 88.4% 88.6% 88.4% 91.5% 92.0% 90.4%
Revenue leakage 467% 4.84% 4.29% 4.95% 3.53% 4.64%
% of invoices redone due to error/client reje 1.9% 1.8% 2.1% 3.0% 2.9% 3.7%
Days sales outstanding (DSO) 36.2 41.3 46.5 49.4 47.8 51.7
Quarterly ndgillable expense per employee  $1,239 $1,543 $1,550 $1,828 $2,230 $2,178
Executive reglme wide visibility 3.62 3.73 3.49 3.36 3.50 3.56
Profit (EBITDA) 16.0% 13.8% 15.7% 158% 155% 12.8%

Source: SPI Research, February 2020

Nontbillable expense per employaecreased in 2019 from $1,606 to $1,7Bkcessive nehillable
expense is a danger signal directly related to poor cost management and ineffective business
development pactices Embedeéd PSOBicreasedhon-billable expense per employee; they spent
$1,727 per consultant per quarter in 2@lcompared to $,660in 2018. Independentsignificantly
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increasedliscretionary spendinffom $1,581 to $1,71Discretionary spending directly impact
bottom-line net profit.

Table13502 YL NBa FAYFYyOS |yR 2LISNI GA2Y &ith1@0to3@ o6& 2 NAI
consultants reported th best per consultant revenue yields and net profit. The smallest organizations
reported the worst finagial metrics except in DSO and discretionary spending.

Tablesl36and 137 showfinancial results by vertical markddest performance is highlighted in green
and worst performance is highlighted in red.

Tablel36 Finance & Operations KPIs by Ventieaket

: IT Software Mgmt. Arch./
Key Performance Indicator Consulting SaaS PS
143 73 68 55 44

Surveys

Annual revenue per billable consultant (k) $207 $218 $211 $221 $182
Annual revenue per employee (k) $165 $175 $176 $199 $151
Quarterly revenue target in backlog 47.5% 48.0% 39.7% 44.7% 52.4%
Percent of annual revenue target achieved 93.1% 92.4% 95.3% 95.6% 95.8%
Percent of annual margin target achieved 88.8% 90.5% 92.4% 91.3% 89.9%
Revenue leakage 4.69% 4.46% 3.44% 5.15% 5.41%
% of invoices redone due to error/client rej 2.2% 2.9% 1.5% 2.8% 2.9%
Days sales outstanding (DSO) 43.3 42.7 41.1 53.1 62.4
Quarterly negillable expense per employee  $1,603 $1,670 $1,703 $1,885 $2,013
Executive regime wide visibility 3.55 3.49 3.51 3.49 3.56
Profit (EBITDA) 11.9% 23.1% 13.1% 23.7% 17.6%

Source: SPI Research, February 2020

Surprisingly, Accountancies turned in the worst financial performance with the lowest per person and
per consultant revenue yields; the highest Abillable discretionary spending and the worst profit at
7.8%. On the positive end of the spectrum, SaaS EROded some of the best financial metrics with
the highest per person and per consultant revenue yields and high net profit of 23.7%.

Saa¥ESOs have experienced wild fluctuations in net profit as their charters swing from PS as a customer
adoption enghe to PS as a profit center. No doubt cloud service providers, both embedded and
independent, are very profitable because they are able to charge some of the highest bill rates and
deliver the majority of their services virtually. SaaS Ea@besteverprofitin 2017 and 2018 at 26.2%
declining to 23.7% in 2019This is an important KPI to watch, as many organizations are turning to the
cloud for their information infrastructure.
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Tablel37 Finance & Operations KPIs by Vertical Market

14 14 8 73

Surveys 21

Annual revenue per billable consultant (k) $210 $170 $220 $192 $205
Annual revenue per employee (k) $164 $143 $167 $160 $170
Quarterly reventaeget in backlog 36.3% 52.0% 35.0% 32.0% 38.9%
Percent of annual revenue target achieved 87.1% 96.5% 88.8% 87.0% 94.2%
Percent of annual margin target achieved 85.6% 87.5% 88.6% 92.0% 88.6%
Revenue leakage 5.44% 4.23% 4.70% 4.00% 4.15%
% of invoices redone due to error/client reje 2.5% 3.0% 2.3% 1.8% 3.2%
Days sales outstanding (DSO) 42.0 45.0 46.0 31.7 451
Quarterly nebillable expense per employee $1,484 $2,225 $1,977 $1,500 $1,646
Executive regime widevisibility 3.76 3.45 3.75 3.40 3.42
Profit (EBITDA) 12.7% 7.8% 25.0% 19.8% 14.7%

Source: SPI Research, February 2020

Steps Taken to Improve Profitability

Each yeaBPI Research aski 2 K | Grable138 Steps Taken to Improve Profitability Comparisorg- 22
steps will your organization take to

improve profitability?¢ This year Steps Taken to Improve Profitabi 2018 2019

aA Y LJN@?@(MMQEI . ; | Improve marketing effectiveness 3.89 4.03 3.70%
effectiveness NRB AS U2 Lo oo =

. . i i 0,
the list. PSOs are becoming keenly Improve solution portfolio 3.77 4.02 6.70%
aware of the need teffectively Improve sales effectiveness 3.95 3.95 0.10%
create an employment and client

Improve methods and tools 3.83 3.87 1.10%
results brand. The sead : i J : 276 28 1 100
AYLINE GSYSY G LINR 2 mprove hiring and ramping | : . .10%
2dzNJ a2f dzi A 2y LJ2 N Improve utilization | 3.82 3.76 | -1.50%
position, sell and deliver repeatable gxpand business models NA 3.44 NA
solutions The Besbf-the-Bestare : _
. S, A Reduce ndhillable time 3.53 3.41 | -3.40%
investing ind / KRe%ehue
Officest | & mémbér the Increases rates 3.29 3.27 | -0.50%
executive team. They conduct Source'SPI Researclrebruary 202(

market research andtay abreast of
shifting technology trends, investing not in where the ball currently is but on where they think it is going

G2 o6So CKAE GGSydazy (2 LE2NITF2fA2 SELIYyarzy Ayl
IRyl 3Saé | y Reldp skills2agdiefetecEsYh aftidipativsof where the market is

going A critical component of market expansion is not only anticipating where the market is going but
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having the courage to hire and
develop solutions in advance of
demand. Improving methods and
tools is another improvement
priority as PSOs must ensure they
provide their consultants the latest
technologies and methodologies.

Annual revenue per billable
consultant (k)

Annual revenue per billable
consultant depicts the service
2NBIFyATFGA2y Qa
divided by theFTE (Fulime
equivalent)billable consultants.
Alternatively, this metric is derived

Service Performance Insight
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Figure39 Revenue per Billable Consultantf/eer Trend

08 YdzZf GALX @Ay 3
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Revenue per billable consultant (k)

No

K S C) 2V & dz l.'J I v l:l [oF:1 SourceSPIResearch, February 20|

2015 2016 2017 2018 2019

Year

average hill rate times billableolirs. Revenue per consultant provides an indication of consultant
productivity; the likelihood the firm will be profitable is foretold by the labor multiplier. SPI Research
considers revenue per billable consultant to be one of the most important KRIig,rbust be viewed in

conjunction with labor cost.

Tablel39 Impacitd Revenue per Billable Consultant

Revenue per billable
consultant should minimally
equal 1.5 times the fully

loaded cost of the consultant. Revenue per billablg Survey | Client (man

consultant

Revenue multipliers of three Under $100k

and higher are typical for
engineering and architecture

$100k $150k

firms whik a labor multiplier | $150k $200k
greater than three is standard | ' $200k $250k

in management consulting and
legal professional services.

Billable consultant revenue
yield is a strong predictor of P
profit. Average consultant

V)

$250k $300k
Over $300k

. Total/Average

Project
duration

% refer | months)

8.5% 685% 28.0 | 67.1% 83.3%
16.2% 70.8% 28.2 69.4% 91.9%
23.0% 74.7% 29.3 71.0%| 92.9%
23.5% 71.3% 19.2 72.0% 94.7%
15.5% 73.8% 20.1 75.0%| 95.8%
13.3% 74.2% 33.4 73.4% 97.3%

100.0% 72.5% 25.8 71.6% 93.4%

Source:SPI Researclrebruary 202(

annualrevenue production hit
its zeniththis year at$207K.
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Chicken or eggablel39depicts the .
. . . Tablel40 Yearoveryear changé Revenué Billable Consultant
impact of increasing revenue per
consultant. Deal pipelines are far more
Revenue per Billable Consulta 208 20D
robust in organizations with the highest - --
revenue yields. Clearly more revenue LY SIS 208 A 0%
per consultant improves projectand | ESO $210 %217 4%
net margins as well as billable PSO $204 $202 -1%
utilization, client réerenceability and Amer $208 $214 2%
achievement of revenue and margin EMEA $189 $167 12%
targets. APac $206  $217 5%
Table140shows year over year trends | |1 consulting $203 $207 204
for revenue per consultant. Revenue | pg iin software Company ~ $216  $218 1%
yields improved for ESOs and slightly M - - e i -
. . L anagement Consultin =

declined for independents. PS within _g _ 2 0
SaaS and Software produced the PS within SaaS Company $192 $221 15%
highest y|djs while architects and Architecture/Engineering $198 $182 -8%
accountants produced the lowest. Valueadded Reseller (VAR) $238 $210 -11%

Accounting $220 $170 23%
Annual revenue per employee (k)

Source:SPI Researclrebruary 202(

This calculation looks at the overall
revenue yield for all P&nployees;
both billable and nosbillable. Annual

Figure 40 Revenue per Employee Riear Trend

revenue per employee is like annual $172
revenue per billable consultant; it $170
divides total PS revenue by the total & $168
number of employee$FTE) but 3 $166
includes both billable and nebillable TZ:L $164
headcount. Revenue pengloyee is o 162
a powerful indicator of the overall §' $160 -
profitability of the firm. If the g $158
average cost per employee is known, ® $15% -
profit can be estimated by comparing 154 -
cost per employee to revenue per $152 -
$150

employee. Also, likerevenue per
consultant, this KPI is highly
correlated with profitability,

2015 2016 2017 2018 2019

Year

ces

M

utilization and bill rates. Source SPI Research, February 2C
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PSOs with a high percentage of Auillable employeesr excessive sales, marketing and G&A spending,

have lower annual revense

per employee. Revenue per

Tablel4t Impactd Annual Revenue per Employee

employee is very important in
determining the appropriate

% of

size and financial health of the [ AAha emp.

S Employee billable
organization. Based on the g . . .
high cost of talented Under $100 15.5% 68.4%
consulting staff, SPI Research $100k $150k 25.2%  73.1%
believes this figure should be | $150k $200k 25.9%  75.4%
at least 1.4imes the fuly $200k $250k 20.9% 75.7%
loaded cost per person to $250k $300K 75%  74.3%
rr.lalr.1t.a|n strong financial Over $300k 50%  77.6%
viability.

Total/Average  100.0%  73.8%

If the organization achieves an
acceptable revenue yield per

Ontime

Billable | project | Project

util. delivery | overrun
66.6% 76.4% 10.0%
70.9% 77.8% 9.8%
72.8% 79.6% 8.3%
72.7% 79.8% 8.5%
73.2% 78.0% 10.4%
76.1% 83.3% 9.1%
71.5% 78.7% 9.2%

Source:SPI Researclrebruary 202(

billable consultant but is below the benchmark for revenue per employee, this is an indication of
excessive noibillable overhead.Tablel42shows revenue per employaeproved in most
organizatons. EMEA had a bad year with a significant decline in revenue per consultant and per

employee to the lowest level in the
survey. ESOs led the way with
improved revenue yields. Revenue pe
employee improved in the Americas
and APac but declined in EMEBy
vertical, PS within SaaS reported the
greatest improvement and the highest
per person revenue yields, while VARS
had the steepest decline.
Accountancies reported the lowest per
employee revenue yields.

Tablel42 Yearoveryear changé Annual RevenueEmployee

r
Annual Revenue per Employ

Total Surveys

ESO

PSO

Amer

EMEA

APac

IT Consulting

PS within Software Company
Management Consulting
PS within SaaS Company
Architecture/Engineering
Valueadded Reseller (VAR)

Accounting

$166 $170 2%
$168 $181 8%
$165 $165 0%
$168 $178 6%
$149 $128 -14%
$166 $172 3%
$167 $165 -1%
$173 $175 2%
$176 $176 0%
$154 $199 29%
$161 $151 -6%
$196 $164 -16%
$150 $143 -5%
SourceSPI Researclrebruary 202(
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Quarterly revenue target in backlog
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Quarterly revenue backlog is the amount of already sold (booked) business in backlog (ready to execute)

divided by forecasted

Tablel43 Impact Quarterly Revenue in Backlog

quarterly revenue. Backlog
NBLINS&ASYyGa aTFo
Al AYLINRGSa |y

y ~ y

Qtr. rev.
target in

Survey New

ability to grow and increases backlog | % clients ratio
the accuray of financial Under 20% 17.9% 30.7% 5.14
forecasts. Some organizations | 209 40% 24.3% 32.3% 5.20
measurequarterlybacklog as 40%50%  17.2% 32.4% 5.12
the amount of already sold 0% 60% | 11.3% 34.0% e
work plus the amount of work

60%- 70% 11.5% 31.6% 5.63
from a factored sales forecast.
Increasing backlog levels are | Over70% 17.7% 26.2% 5.71
a clear indication of future Total/Avg. 100.0% 31.1% 5.28

growth. Backlog is one of the

Bid-to-win

Deal Project

pipeline margin
151% 36.1%
165% 34.3%
168% 34.6%
192% 34.5%
211% 39.2%
227% 40.5%
182% 36.4%

Source:SPI Researclrebruary 202(

most powerful leading

indicators. Produefocused organizationsadve more problems with backlog as they frequently sell a

aolyl 2F K2dz2NBREé ¢
which may never be consumed. ltis a
322R ARSI (G2 TNBJ
to determine whether booked deals
can be delivered in the current quarter
IftheyOlF yy 2G> (KAAZ
should not be counted. Typically, if
backlog is not consumed (delivered)
within a year it should be written off or
removed from the revenue forecast as
it is unlikely the client will use the
consulting time they have beenlso

Tablel43compares the quarterly
revenue target in backlog to other key
performance indicators. As one might
expect higher backlog is an indication
future demand and produces better

financial metrics. This table shows that

backlog and the sizef the sales
pipelineand winto-bid ratioare highly
correlated.

aa

GK GKS

LINR RdzO

Tablel44 Yearoveryear changé Qtr.Revenue Target in Backlo

dzSy uf e

i

QuarterlyRev.Target in Backlog

Total Surveys
ESO :

PSO

Amer

EMEA

APac

ITConsulting

PS within Software Company
Management Consulting

PS within SaaS Company
Architecture/Engineering
Valueadded Reseller (VAR)

Accounting

& a ONIHz0 €

arfs

5T O] f 23

;
44.7%  44.7% 0%
45.4%  45.2% 0%
44.4%  44.5% 0%
44.4% @ 45.5% 3%
46.2% @ 42.5% -8%
46.1%  38.7% -16%
45.7%  47.5% 4%
47.9%  48.0% 0%
41.3%  39.7% -4%
42.5%  44.7% 5%
45.0% 52.4% 17%
52.5%  36.3% -31%
35.0% 52.0% 49%
Source'SPI Researclrebruary 202(
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Tablel44shows backlog trends. Backlog declined significantly in EMEA and APac but improved slightly
in the Americas which is still experiencing a strong economy. Architects and anginee
accountancies significantly grew backlog which portends future revenue growth.

Percentage of annual revenue Tablel45 Yearoveryear changé %of annual revenue target
target achieved achieved
The annual revenue target achieved is
Percentage of annual revenug

the percentage of the annua¢venue target achieved 208 200 3
goal that is attained. PSOs create Total Surveys 03.8%  93.6% 0%

il nnual in lans; thi
Qeta ed annual business plans; t s. £SO 94.2% | 93.1% 1%
figure shows how accurate they are in

) ) ) 0 0, 0,
business plannindorecastingand PSO 93.6% | 938% 0%
execution. If the organization does not, Amer 93.8% 93.6% 0%
meet its annual revenue targetitisa | EMEA 93.5% 94.0% 1%
sure bet that the annal margin or APac 94.0% @ 92.2% -2%
profit target will be missed as wellas | |1 Consulting 94.1%  93.1% 1%

most organizations platheir spending

] o PS within Software Company 95.5% 92.4% -3%
based ortheir revenue projections. On

i 0, 0, 0,
the other hand, if the organization Management Consulting 92.7%  95.3% 3%
wide margin this may result in quality | Architecture/Engineering 94.6%  95.8% 1%
issues, stdfburnout and potentially Valueadded Reseller (VAR) 105.0% 87.1% -17%
client satisfaction issues because the Accounting 92.3%  96.5% 506
organization is understaffed to meet
Source:SPI Researclrebruary 202(

demand.

This year the percentage of
annual revenue target Tablel468 Impactd Percerigeof annual revenuargetachieved
achieved was3.6%. The five
year average i92.8%.Table Percentage of
145 shows year over year annual target Survey | Revenue

i revenue achieveq %
trends in rezenue target

Deal | Billable
win ratio | pipeline| util.

attainment. Independents Under 80% 12.2% 6.6% 4.06 130% | 66.1%
achieved 93.8%f their target 80%- 90% 21.1% 6.9% 5.04 160%  69.6%
revenue, ES€achieved3.1% | 90% 100% 39.7%  89% 5.1 195% = 72.0%
AsTablel45shows there is a 100% 110% 20.1% 14.8% 5.65 197% 73.9%
direct correlation between Over 110% 6.9% 232% 6.44 | 219% 79.5%
achieving revenue targets, Total/Average 100.0% 10.4% 5.29 182% 71.6%
revenue growth andbillable Source:SP| Resear¢lFebruary 202(

utilization. PSOs that
exceeded their revenue goals
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produced higher margins, higher revenue growtid superior billablautilization. There is also a strg

positive correlation between meeting annual revenue targets and profitability, assuming revenue and

profit targets are set appropriately. SPI Research also found organizations who achieved their revenue
targets had lower attrition rates, reflectingffir Yy OA I f &adlF oAt Ade FyR (4KS 2NAHIY
performance and reinvest in the business.

Percent of annual margin
target achieved

Table 147Impactd Percentage aihnualtargetmarginachieved

Ontime
project

Percentage of Qtr. rev.

The annual margin target target in

Billable
util.

Project
overrun

annual target

Survey

achieved, similar to the annual

margin achieve¢ %

backlog

delivery

revenue target achieved, is the  ynder 80% 21.0% 34.9% 67.3%  73.4%  10.9%
percentage of the annual 80% 90% 26.3% 44.9% 70.8%  77.9% = 9.8%
profit goal which was attained.

90%- 100% 33.3% 48.4% | 72.7% 80.4% 8.5%
SPI Research measures
revenue and margin target 100% 110% 14.7% 49.3%  75.0% 83.2% 8.1%
attainment to calibrate the Over 110% 4.6% 52.2% 78.3% 87.4% 7.4%
accuracy of annual business | Total/Average 100.0% 44.9% 71.7% 79.0% 9.2%
plans. 90S )/ AT t { ha R2 y Qu Source:SPI Researclrebruary 202(

accurately measure other

benchmark metrics, they usually know
if they achieved their targets or not. ;rrg?;eintcdﬁﬁi\;?;;ovepyear changé Percentage annualtarget
Target attainment is important from a
planning and investment perspective. Percentage of Annual Target
If the organization does not meet its Margin Achieved 208 201 3
margin goals it migt have to scale back | 1qta| Surveys 90.3% 89.7% 1%
future spending, potentially limiting £SO 89.9% 89 8% 0%
growth. Perhaps one of the most
. ) . . PSO 90.6% 89.7% -1%
important gauges of financial maturity
is the ability to consistently achieve Sier e e L
annual margin targetsThe number of EMEA 91.3% 88.7% -3%
firms who achieve their margin target is APac 92.4%  88.9% -4%
alwaysless than the percentage of IT Consulting 91.2% 88.8%  -3%
firms who achieve their revenue PS within Software Company 89.1% 90.5% 2%
targets. Onlyl9.3% of survey M e - T .
. anagement Consultin : :

respondents achieved 100% or more of _g _ < ° 0 0
their annual margin target! PS within SaaS Company 90.1%  91.3% 1%

. . Architecture/Engineering 90.3% 89.9% 0%
Table147shows a direct correlation

0, 0, . 0,
between backlog, billable utilization Valueadded Reseller (VAR) 95.4% 85.6% 10%
and ontime project deivery with Accounting 90.0% | 87.5% | -3%
Source:SPI Researclrebruary 202(
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margin target attainmentThe percentage of annual margin target achieved was slifgivigr (90.3% vs
89.7%) in 209. Organizations fromthe Americasad the highest90.0%) percent of annual margin
target achievenent. By vertical, Management consultancies had the best margiettattainment

(92.4%).

Revenue leakage

Table 149Impactd Revenue Leakage

Revenue leakage refers to
revenue that has been earned
but is lost before it can be
realized. Causes of revenue

Ontime
Survey Emp | Billable | project
Revenue Leakage % billable | attrition delivery

. -— 0, 0, 0, 0, 0, 0,
leakage include billing errors, Under 2% 34.2% 76.9% 11.5% 73.4% 83.4%
for product or project delivery | 5%-10% 21.0% 73.1% 15.8% 72.6% 76.2%
issues andhcorrect Over 10% 9.2% 733% 132% 71.7% 79.3%
statements of work or Total/Average 100.0% 74.3% 13.4% 71.9%  80.0%
misquotes. Revenue leakage
is difficult to determine in Source:SPI Researclrebruary 202(
YIyed OFraSaz YI|Ayg—*rit—t+—&artSyit—tAttSNE—2F

profitability. In many instances
2NBI yAT I GA2y&a R2Y
revenue has not been billed, making it
very difficultfigure to calculate. Itis
also a barometer for overall operationa
efficiency, as PSOs with higher levels
revenue leakage reported lower
utilization, poorer ortime project
delivery, more project overruns and
lower EBITDA than organizations that
better manage contracts, capturirail
hours and expenses and billing
accurately

Average reported revenue leakage this
year was 5% compared to 8% in
2018. ESOs reported significantly more
revenue leakage thamdependens. By
geography, the Americas reped the

most revenue leakage as did architects

Table 150Yearoveryear changé Revenue Leakage

i S A& NRIL f 3T &

Total Surveys 4.3% 4.5% 6%
| ESO 4.8% 4.8% 1%
0 PSO 4.1% 4.4% 9%
Amer 4.3% 4.7% 9%
EMEA 4.4% 4.1% -6%
APac 4.0% 3.6% -9%
ITConsulting 4.0% 4.7% 17%
PS within Software Company 4.4% 4.5% 1%
Management Consulting 3.4% 3.4% 2%
PS within SaaS Company 4.5% 5.2% 15%
Architecture/Engineering 4.6% 5.4% 18%
Valueadded Reseller (VAR) 6.4% 5.4% -15%
Accounting 5.1% 4.2% -17%

Source:SPI Researclrebruary 202(
D

and engineers and VARs. Management Consultancies did the best job of limiting leakage.
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Percentage of invoices redone due to error/client rejections

Invoices rejected for whatever
reason dip into profit, as the
PSO must finance the debt
incurred while still delivering

the service. Some PSOs do noRSS SRS S

consider invoices that have to
be redone due to inaccuracies
or client rejections in their
DSO calculatiog they
probably should.

If expectations are properly
set and time and expense
accurately reported, ideally no
invoice should be rejected.

Table 151Impactd Invoices Redone dueHworors or Client Rejections

Ontime
project
delivery

Rec. to

Invoices redone
due to errors or Project

margin

family/
friends

Survey| Enp.

attrition

None 9.0%  11.3% 4.50 83.7% 39.7%
Under 1% 329% 11.9% 4.47 81.6% 36.9%
1%- 3% 30.3%  13.8% 4.41 77.0% 35.2%
3%- 5% 17.3%  15.5% 4.26 77.3% 34.6%
5%-10% 7.8%| 17.6% 4.06 78.9% 34.4%
Over 10% 28% 14.8% 3.75 66.3% 36.9%
Total/Average 100.0%  13.6% 4.37 79.0% 36.0%

Source:SPI Researclrebruary 202(

Invoicing problems tend to be

systemic and emanate from the inaccurate capture of time and expense informatioleau
statements of work; lack of approved change orders; inaccurate billing and exceedidgtprmined

spending limits

Days sales outstanding (DSO)

ces

Days Sales Outstanding (DSO) is one of the most important KPIs for financial executives. It reflects the
importance of accurately producing invoices and efficiently collecting payment. DSO is also a powerful
measurement of client satisfaction, strong @pting controls and clientreditworthiness

This year the average DSO we
45.8 days, lower than the 46.3
days reported in 2018. With
the return to economic
prosperity, clients are taking
their sweet time to pay their
bills. Across the technology
sector, committed DSO has
shifted from 30 to 45 days.
Cash collection is extremely
important for independents as
they must fund operations
from cashflowTablel52

lSI'able152 Impactd Days Sales Outstanding (DSO)

shows longer payment times

Orttime
Survey | project
delivery

A\Yo
project
overrun

Days Sales
Outstanding (DSO) %

Project
margin | EBITDA

Under 30 days 20.6% 81.1% 7.2% 37.6% 13.8%
30-50 days 46.2% 79.8% 8.8% 36.5% 14.4%
50- 70 days 20.4% 76.5% 10.1% 34.5% 16.4%
70-100 days 9.5% 77.6% 11.0% 345% 17.7%
Over 100 days 3.3% 68.1% 19.8% 38.5% 9.6%
Total/Average 100.0% 78.8% 9.3% 36.2% 14.8%

SourceSPI Researclrebruary 202(

correlate with poor oAtime project delivery and project overruns dgeats are understandably
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reluctant to pay their bills if projects have gone awry. Architects and engineers reported the longest
DSO at 62.4 days; Managed Service providers had the lowest at 40.0 days.

Quarterly nonbillable expense per employee

Quarterlynon-billable expense
per employee shows how well
PSOs manage employee

Tablel33: Impact® Quarterly noibillable expense per employee

Quarterly non Ontime
e?(penses not related to ] billable expense Survey| Billable | project Project
billable work. Ideally, this per employee delivery | overrun | EBITDA

metric is minimized, but there | 4oy $1500  58.1% 71.9% @ 80.8% = 8.3%  14.4%
are alway_s _eXpenses due to $1,500 $2,500 26.7% 71.4% 76.9% 9.3% 15.4%
travel, training, IT and
0, 0, 0, 0, 0,
business development that $2,500 $5,000 10.3% 71.9% 75.0% 11.4% 17.8%
Over $7,500 1.5% 86.7% 74.2% 18.3% 25.9%
Total/Average  100.0% 71.8% 78.9% 9.3% 15.4%

The quarterly nosbillable
expense per employee
increased from $1,606 in 2018 Source:SP| ResearclFebruary 202(
to $1,718 in 2019 Excessive

non-billable employee expense is usually a symptom of poor or ineffective business expense policies. It
may also be a symptom of runaway mess developmentostswith non-essential personnel wasting
valuable time and money chasing nquoalified opportunities. Common causes of high #imliable
discretionary spending are high business development and training expenses or employee expense
misuse.

ReaHime visibility
Tablel54 Impac® Information Visibility

Rec. to Ontime
RealTime Survey Client family/ Billable project Project
Visibility % reference| friends util. delivery | margin | EBITDA
1-None 2.6% 4.36 76.8% 3.64 62.7% 75.5% 40.0% 13.1%
2-Minimal 11.2% 5.04 68.4% 3.94 70.6% 76.6% 29.4% 14.4%
3-Some 33.0% 5.15 70.5% 4.19 70.8% 75.6% 36.3% 16.1%
4 - Substantial 37.5% 5.24 72.8% 4.57 71.7% 81.3% 37.0% 15.1%

5- Comprehensiv 15.7% 6.00 78.2% 4.68 76.0% 83.3% 37.2% 15.0%
Total/Average 100.0% 5.29 72.5% 4.37 71.7% 79.1% 36.0% 15.3%
Source:SPI Researglrebruary 2020

Reailtime information visibility is one of the most important management tools. SPI Research asked
survey respondents whether their executives had4t#ak visibility into all business activities (sales,
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service, marketing, finance, etc.). The rewardssgnificant for organizations who have integrated
systems and management dashboards that allow them to pinpoint issues and spot trendstimeeal

Executives who have retiie visibility run companies that are much more profitable than those tiwat
not as they are able to take advantage of changing market conditiBeaitime visibility has declined

the past two years. Perhaps a contributing factor to lower results this year is that many organizations
were surprised by the market turbulence whiatose from seemingly nowhere in th& quarter.

Realtime visibility is a very important key performance indicator. TABle154 shows, organizations

that have comprehensive visibility can make the decisions necessary to grow and achieve high levels of
LINEFAGIOAT AR D YR AG Aa y20 FT2N)J 2dzald GKz2asS YtLQ
tracked by SPI Research as well.

Extendedreali A YS @A&A0AfAGE Ada 2yteé& FGGdFrAYSR GKNRBRAZAK | LJ
information that flows across departments and functions, so that employees have a more complete

picture of operations, and can make quick, faesed decisions. Without retime visibility, decision

making can be subjective and reactive which hurts businessipesihce. SPI Research believes these

results help organizations justify expenditures in IT to provide the systems and tools they need to

visualize, monitor and control the business.
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Income Statements

In this section SPI Research analyzes income staisnyy organization type and size.

Revenue

D Direct gross PS revenue
Directly delivered PS
revenue (not including re
billable travel)

Service Performance Insight

Professi Ser vi

onal

Inputs were:

Tablel55 Income Statement Comparison

Income Statement Revenue & Expe

Benchmar®urveys

T

D Indirect gross revenue Direct gross PS revenue 79.9% 78.9% -1.3%
(revenue from Indirect gross revelgsigbcontractor) = 11.3% 11.4%  0.5%
subcontractors, outside Passthru rehardware, software, ma  5.3%  6.7% 26.7%
resources) Reimbursable Travel & Expense rev.  3.5% 3.1% -12.6%

D Passthru revenue

Total Revenue 100.0% 100.0%

(revenue from hardware,
software, materials, etc.)

oenses

D Reimbursable travel and | | Direct labor expense 39.9% 41.1% 3.1%
expense revenue(re- Fringe benefit percentage of directle ~ 5.2% 6.0% 15.9%
billable travel and Subcontractor/outside consultant ex|]  8.9% 8.8% -0.8%
expense revenue) Passthru equipment expense 3.0% 45% 49.0%

Billable travel and business expense  2.8% 27%  -4.6%
Expense :
P Nonbillable travel expense 1.9% 1.9% 0.1%

D Direct Labor expense Total recruiting expense 1.1% 1.0% -6.4%
(does not inclde fringe Sales expense 46%  44% -41%
benefits, vacation, sick Marketing expense 1.9% 2.0% 5.5%

ime or overh : - e
t .e orove .ead) Education/training/certification exper  1.3% 1.0% -22.1%
D Fringe benefit expense

. PS IT expense 2.0% 22% 10.8%
as a percentage of direct
labor (for healthcare All other G&A expense 9.0% 9.1% 0.7%
pensions, vacation and Total Expense 81.5% 84.8% 4.0%
sick pay) EBITDA 18.5% 15.2% -17.6%

D Subcontractor/outside
consultant expensecost

Source'SPI Research, February 2(

of subcontactors and outside consultants

Passthru expense (expense for hardware, software, materials, etc. that can be billed)
Billable travel and business expenséusiness expense that can be billed to clients
Non-billable travel and business expensdusiness expenses that cannot be billedlients
Recruiting expenseg(includes recruiting headcount, fees and signing bonuses)
Sales expens€gincludes sales headcount, bonus and meimbursable sales expense)

O O 0O 000

Marketing expense (includes marketing headcount, bonus and marketing program expense)

wiww.timelog.com
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D Education, training and certification expenséncludes the cost of training and certification)

D PSIT expenssupporting the IT infrastructure (personnel, applications, networking, etc.)

D Generaland Administrative: nonbillable headcountgeneral and administration costs,

facilities, headcount and overhead

Profitsdecreasedn 2019 when compared to 208 (Table155). The primary catalyst fdower PS sector
profit came from significantlynore passthrough hardware, software and other matalswhich
generally produce less margin; higher direct labor costs and significantly higher fringe benefit expense
reflecting increases in health care costs and employee benefits (paid time off). Firms increased
marketing and IT spending. Typicallgspthroughhardwarerevenueand rebillable travel revenue
generate lower margins than direct labdmyt passthrough software is typically margin rich

In 2019, organizations spent less on rwlable travel, recruiting, sales and training. Lower sales
spending was offset by higher marketing spending with the net effect of lowering average sales and
marketing fractionally to 6.4%. Positive gains were reported in IT spending with firms investing in IT to
provide the needed infrastructure and visibilityr fine future.

Tablel56 Income Statement by Organization Type and Embedded Service Type

Surveys
Direct gross PS revenue 78.9% 78.4% 79.0% 79.1% 77.1% 79.1%
Indirect gross revelfsigbcontractor) 11.4% 11.0% 11.5% 11.2% 14.0% 8.4%

Passthru rehardware, software, mat.) 6.7% 7.6% 6.5% 6.8% 5.2% 9.4%
Reimbursable Travel & Expense rever 3.1% 3.0% 3.1% 2.9% 3.7% 3.2%

TotalRevenue 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
EXPENSES - | |
Direct labor expense 41.1% 41.0% 41.2% 40.2% 44.6% 45.5%

Fringe benefit percentage of direct lab 6.0% 6.4% 5.9% 6.5% 4.7% 2.2%
Subcontractor/outside consultant expe 8.8% 6.5% 9.5% 8.3% 12.4% 7.7%

Passthru equipment expense 4.5% 4.8% 4.4% 4.6% 2.7% 7.2%
Billable travel and business expense 2.7% 2.7% 2.7% 2.7% 3.0% 2.0%
Nonbillable travel expense 1.9% 2.4% 1.8% 1.9% 2.1% 0.9%
Total recruiting expense 1.0% 1.4% 0.9% 0.9% 0.8% 2.9%
Sales expense 4.4% 3.6% 4.6% 4.3% 3.3% 8.2%
Marketing expense 2.0% 1.5% 2.1% 2.0% 1.9% 1.8%
Education/training/certification expenst 1.0% 1.2% 1.0% 1.0% 1.0% 0.7%
PS IT expense 2.2% 2.3% 2.2% 2.3% 1.7% 2.3%
All other G&A expense 9.1% 4.9% 10.2% 8.9% 7.8% 13.3%
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Total Expenses 84.8% 78.7% 86.4% 83.8% 86.0% 94.6%
200 EBITDA 15.2% 21.3% 13.6% 16.2% 14.0% 5.4%
20BEBITDA Comparison 18.5% 22.0% 17.1% 19.1% 17.9% 12.6%

Source:SPI Research, February 2020
Tablel56 provides income statement comparison for embedded versus independents as well as by
geography. Sources of revenue for independents and ESOs were very similar this year but independents
derived slightly less revenue from subcontractors and reimbursabletiwith more revenue from pass
through hardware and software.

The cost of healthcare and fringe benefits including paid time off skyrocketed in the Americas reflecting
runaway healthcare costs. APAC firms pay substantially less for fringe benefityjlpdstihealthcare

than their counterparts in the Americas and Europe. APac headquartered firms spent significantly more
on sales and marketing (10%) than their American (6.3%) and EMEA (5.2%) headquartered counterparts.

Independents spend more on subceattors, sales and marketing and G&A. Of course, this makes
sense as independents must manage a fully loaded profit and loss statement whereas embedded
organizations do not typically pay for corporate G&A, sales, marketing and IT.

Tablel57provides andysis of income statements by organization size. Net profit declined for all size
organizations with the largest organizations reporting the steepest decline. A primary reason for the
decline is the shift to higher percentages of pass through and relgiltedvel revenue along with a
significant increase in fringe benefit spending reflecting increasing medical and employee benefit costs.
The smallest organizations typically report the best profitability primarily because many of them operate
as virtual bginesses, with limited G&A spending on facilities and management. They also do not report
significant recruiting expense as their overall hiring is fairly limitégy cannot afford to invest in

junior personnel or interns, preferring to make seniomeivho can beomeimmediatelyproductive.

Tablel57 Income Statement by Organization Size

Surveys

IS N Y S O N
Direct gross R&venue 84.4% 84.9% 77.7% 76.9% 75.6% 73.7%
Indirect gross reveljsigbs.) 8.9% 7.8% 13.2% 11.4% 13.0% 12.8%
Passthru reMhw, sw, mat.) 3.6% 5.0% 6.3% 8.7% 6.8% 9.1%
Reimbursable Travel & Expel 3.1% 2.4% 2.7% 2.9% 4.7% 4.4%
Total Revenue 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

= I S e
Direct labor expense 52.7% 42.8% 39.4% 36.7% 42.0% 43.0%
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Fringe benefit % of direct lab 6.2% 6.1% 5.9% 6.6% 6.1% 4.3%
Subcontractor/outside consul 8.0% 8.0% 9.3% 9.9% 9.0% 6.4%
Passthru equipment expense 2.3% 3.6% 4.8% 5.4% 4.7% 4.4%
Billable travel and business 2.9% 2.1% 2.5% 2.5% 3.8% 3.6%
Nonbillable travel expense 1.2% 1.7% 1.8% 1.7% 2.1% 3.7%
Total recruiting expense 0.3% 0.6% 0.7% 0.8% 1.4% 4.4%
Sales expense 2.9% 3.9% 4.8% 4.6% 4.5% 5.1%
Marketing expense 2.1% 1.8% 2.1% 1.9% 1.5% 2.8%
Education/training/certificatio 0.9% 1.1% 0.7% 1.0% 0.9% 2.2%
PS IT expense 1.7% 2.3% 2.7% 2.3% 2.3% 0.8%
All other G&A expense 2.8% 12.2% 9.5% 11.0% 6.2% 5.2%
TotalExpenses 84.0% 86.2% 84.3% 84.2% 84.5% 86.0%
20B EBITDA 16.0% 13.8% 15.7% 15.8% 15.5% 14.0%
20BEBITDA Comparison 18.8% 17.9% 16.1% 20.6% 17.1% 24.6%

Source:SPI Research, February 2020

Ly G4KAa &SI NR& & dzNabftability nfetrics fromSrips$ of tav/ErticAl BDIR®IIS R
markets with sufficient income statement data are shdwilihis year we received significantly more
completed surveys from architects and engineers. With economic improvement, this sectaehas s
profit improvement year over year as well as revenue growth however architects reported the highest
level of G&A overheaspendingn the benchmark at6%of total revenue

Tablel58shows income statement comparison for the five primary verticgisasented in this

benchmark. Cloud and more traditional software ESOs had another banner year, reporting the highest
net profit. The cloud is here to stay and as these organizations mature, they are leading the charge in
investing in tools and technolody streamline their PS operations. The large cloud PSOs have large
development centers throughout India, Asia and Eastern Europe, allowing them to take advantage of
strong technical talent at substantially lower costs. Management consultancies angesgesoftware

and SaaS ESOs have high direct labor costs as they must pay a premium for the unique skills their clients
require. Software ESOs spend the most on IT. Architects and engineers have the highest G&A cost which
dilutes their margins.
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Key performance indicator (KP, IT Consult | Software PS CN(I)%r:LEit
Surveys
REVENUE
Direct gross PS revenue 76.0% 77.3% 83.3% 84.7% 79.7%
Indirect gross reveljsigbs.) 13.2% 13.7% 7.6% 10.4% 13.9%
Passthru reMhw, sw, mat.) 8.6% 4.4% 4.4% 3.0% 3.5%
Reimbursable Travel & Expense 2.2% 4.7% 4.7% 1.8% 2.9%

expenses

Direct lab@xpense 41.6% 38.3% 46.1% 45.4% 31.4%

Fringe benefit % of direct labor 5.2% 6.5% 5.9% 6.0% 6.5%

Subcontractor/outside consultan 10.1% 8.2% 6.4% 6.5% 13.7%

Passthru equipment expense 6.1% 2.4% 1.9% 1.9% 2.8%

Billable travel and business 2.1% 4.1% 3.4% 1.8% 2.3%

Nonbillable travel expense 1.6% 2.7% 1.6% 3.2% 2.7%

Total recruiting expense 1.4% 1.0% 1.0% 2.8% 0.4%

Sales expense 5.8% 4.1% 4.1% 2.4% 2.1%

Marketing expense 2.2% 1.5% 2.3% 1.0% 1.8%

Education/training/certification 0.9% 1.2% 1.4% 1.2% 0.5%

PS IT expense 2.3% 2.7% 2.5% 1.7% 2.2%

All other G&A expense 8.7% 4.0% 10.4% 2.6% 16.0%
TowlExpenses  881%  769%  86%%  T63%  824%
20DEBITDA  119%  231%  131% = 237%  17.6%

20BEBITDA Comparison 16.6% 17.7% 14.7% 26.2% 19.0%

Source:SPI Research, February 2020

Table159shows income statements for accountancies, advertising and marketing agencies, VARS,

government contractors and other PS. Marketing and advertising firms and government contractors

generated more profit year over year while the other segments reportsetkap profit decline with
accountancies reporting the lowest profit at 7.8%/ The marketing and advertising business model relies
on lower cost resources and lower revenue yields but profits are in line with other verticals due to lower

employment and G&A&osts.
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Key performance indicator (KP VAR Account MarCom Gov. Cont.
Surveys 21 14 14 8 73
Direct gross PS revenue 69.0% 68.2% 61.0% 93.6% 83.3%
Indirect gross reveljsigbs.) 6.7% 11.7% 18.9% 6.0% 8.7%
Passthru reMhw, sw, mat.) 23.0% 17.0% 11.7% 0.0% 4.8%
Reimbursable Travel & Expense 1.3% 3.1% 8.4% 0.4% 3.3%

- 1000%
EXPENSES 5
Direct lab@xpense 37.9% 60.2% 25.4% 51.6% 42.3%
Fringe benefit % of direct labor 7.3% 7.4% 5.0% 8.9% 6.5%
Subcontractor/outside consultan 3.3% 3.6% 7.1% 13.8% 7.3%
Passthru equipment expense 14.4% 10.1% 11.7% 0.1% 3.3%
Billable travel and business 1.6% 0.4% 5.7% 0.3% 3.5%
Nonbillable travel expense 1.3% 1.5% 2.3% 0.1% 1.4%
Total recruiting expense 0.8% 0.0% 1.7% 0.2% 0.4%
Sales expense 5.2% 2.0% 5.5% 0.0% 5.1%
Marketing expense 2.7% 1.8% 1.9% 0.2% 2.2%
Education/training/certification 1.4% 3.3% 1.9% 0.4% 0.6%
PS IT expense 2.7% 0.9% 2.0% 0.0% 1.9%
All other G&A expense 8.8% 0.9% 4.8% 4.7% 10.6%
TotalExpenses  873%  922%  750%  802%  853%
20D EBITDA 12.7% 7.8% 25.0% 19.8% 14.7%
20BEBITDA Comparison 22.3% 21.3% 16.9% 19.2% 19.2%

Source:SPI Research, February 2020
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Chapter 110 2020Pr of essi onal Services Maturit

SPI Research has spener adecadR S @St 2 LAY 3 | YR AYLINRPGAY3I (GKS t NBTFS
Model. Over35,000 billable professional services organizations use the model to benchmark and

improve organizational performancéVith over4,500 billable services organizatiores/€r 2,500during

the past five years) participating over the p#stteen years, SPI Research has further refined the model

to improve its accuracy.

513firms participatedrom September through November of 208€presentingnearly 275,000
consultants worldwide, antinuing to make this the most comprehensive stuaf theglobal PS industry.
While most the participating organizations are headquartered in North America, the firms surveyed
have employees distributed globally, and SPI Research believes it to beugst@cepresentation of

the global PS industry. SPI Research clients continue to use the model to develop, prioritize and
implement performance gains

In this chapter, SPI Research
reveals the analytic basis of| Figure 41 ProfessionaServicesMaturityModef Levels
the model and gives insight
into our survey techniques.

C2NJ iKAa &SI NR&a Y2RStfxX {tL
Research used the current
database ob13firms
surveyedn 2019.

Maturity Levels

The maturity rating for eeh
Service Performance Pillar
varies based on the
performance of the organization. In each of the five performance pillars, every firm operates at one of
the five maturity levelsKigure 4):

Soure: SPI Research, February 2(

& Level XInitiated ¢ 30% of the respondenis In the initialstages, the focus of the organization
is primarily on client acquisition and building a reference base. To accomplish this core mission,
the organization must recruit and hire excellent staff. Therefore, at Maturity Level 1 the priority
focus areas ar€ustomer Relationships and Human Capital Management.

& Level ZPilotedg 25% of the respondenfs The organization is becoming a profit center, so
focus is still on client relationships, but human capital and finance and operations have become
more impotant as the organization moves from a cost center to a profit center.

® (Deployedcg 25% of the respondengs The organization has now deployed core
operating processes in all five service performance pillars. At this point, the organization must
continue to accentuate Human Capital Alignment, but the key focus has shifted to Finance and
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