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Report Sponsored by NetSuite

A BANNER YEAR FOROFESSIONAL SERVICHEST, CHALLENGES LOOM

Once againthe past year has been one of strong growth for the professional services industry. Each

year It 221 F2NBINR (2 (GKS NBadzZ Ga 2F {tLQa EBYOKYIl NJ
the fifth year in a row professional services revenue growth exceededdibaveragenet profit rose

from 13.2% in 2014 to 15.58is pastyea® . S A G Q& y2 (A Y&gaFfiAtNdstdNR FSaaA2
rest on their laurelsindeed Jeading indicators like revenue from new clients, size of the sales pipeline,

backlog and significantly higher attrition point to trouble abea

That makes running an efficient organization an imperative and for some, the news from SPI may not be
so goodOnce againthe gap between the best and worst performing services organizations continues

to widen. The contrast is stark when looking atfiirmargins. According to SPE~ w S Hh&30ND K =
(55%)lowest performing firms generated 2.186t profit while thetop 100 (20%) generated 23.5%.

Growing usage of PSA is a key ingredient behind the successebolrb# than79% of organizations
use a commercial PSA solutioviet far fewer have taken the next logical atgpst 35% have fully
integrated PSA and CRM, ar#® have integrated PSA with ERP. Going forward, use of a Services
Resource Planning (SRP) suite covering all three functions will be a differentiator to further improve
efficiency and profitabilityln fact, the best performing services organizations alyesitbow much higher
rates of integration between their PSA and ERP as well as their PSA and CRM solutions.

bSG{dzAGSQa Of 2dzR {wt 2FFSNAY3I odzAf Ra 2y 2ndm®NJ YI NJ S
thatsevera ¥ G KS wmu 2NHIYAT FGA2ya NIyYy1SR o6& {tL la a.S
their businesses bettelf your organization aims to boost profitability in Zdnd beyond, unified SRP

is a significant step in the right direction.

2 SONB LX SIFAaSR (G2 o6S FtofS G2 2yO0S | 3 Ay-drigenl2y a2 NJ {t
insights are valuable to yoarganization as you to work to further improve performance and take

advantage of the rich business opportunities that await leading firms.

Regards,

Ed Marshall, GM, Services Vertical, NetSuite

WWW.nhetsuite.com
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1. Foreword

Service Performance Insight (SPI Research) is proud to introdunethennualProfessional Services
al Gdz2NAGéu . SYOKYIl NJ @ C2NJ I RSOFRS ¢S KIF@S NBaSI N
D Help professional services (PS) executives better understand how their organization compares
to others that are both similar in size duscope of work, as well as to the broader professional
services market; and,

D Provide an objective, fadiasedframework for performance improvements thhelps pinpoint
the areas that will ppvide the greatest impact

In 2007, SFResearclieveloped K S t { al GdzZNAGe& a2RStxn Fa | adGNFGdS3AA
framework. It is now the industreading performance improvement tool used by 0t€;000service
and projectoriented organizations to chart their course to service excellence.

It starts with t he benchmark

Each year SPI Research collects data on approximately 200 key performance indicators across all aspects
of professional services organizations. Many benchmarks mal/ on financial metrics, but do not

delve deeper into the root causes impacting those metrics. SPI Rhdelieves each component of a
professional services organization can both positively and negatively impact performance, cash flow and
ultimately profit. The
purpose of this
I EICGERTNI (e [CIl Key Performance Indicator (KF 2011 2012 = 2013 | 2014 2056

Tablel: Fiveyear PS Key Performance Metrics

a holistic view of all Annual PS revenue growth 13.7%| 11.5%| 10.0%| 10.0%| 10.2%
aspects of PS Annual PS headcount growth | 10.1%| 8.9% | 7.5%| 8.1%| 7.8%
performance and how :
. Percentage of billable personng 74.2%| 75.2%| 71.2%| 75.1%| 70.4%
subtle changes in one
Employee Attrition 74% | 7.2%| 83%| 89%| 12.9%

area, for example,
revenue growth, impact Annual revenue per consultant $197 $206 $193 $197 $198

all other areas. Annual revenue per employee (  $167 | $168| $155| $167| $157
Profit (EBITDA %) 13.5% | 16.8%| 11.4%| 13.2%| 15.5%

¢KS t{ al (dz
model helps executives Source: Service Performance Insigktruary 201¢
compare and analyze
their own performance so they can build consensus around the actions to take, and where to start,

while quantifying the benefits of change. ayzing the benchmark data by vertical market, geographic

region and organization size gives PS executives an accurate comparison to their debesraarket

atlarge. Over2/0n FANX A& KI @S 02 Y Liséey Bver{the pataingarS.y OK Y NJ A y 3
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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
because clients would not need expert helpavigate newopportunities andandmines. Overthe

past nine years of benchmarking, Serviegf&mancelnsight has seen great change in the marketplace,
particularly in theever growing adoption ahtegrated, clouebased businesapplications which hay

helped firms squeezever highedevels of productivity and profit out of this labbased businessTen

years ago, who could havegulicted the growth irsocial mobile, analytics and cloud (SMAC)

technologies which have transformed entire businessrsegts and empowered individuals and line of
business executives wittmprecedentednformation access and control?

¢ KA A @S lrdddhéd mard2Ndn Svice as many respondents compared toredipus yeas. This
means the depth, breadth and accuraditlee benchmark continues texpand Thisedition, based on a
much larger data setncludes expandedertical market coveragmcludingVARs (Value Added
Resellers)Managed Service providerResearch and Development and Staffilge havesignificantly
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
contract research and engineering servicEsery year SPERearch has worked to baalen the survey
to reach moregeographic regions so that it truly representwarldwide performance surveyWhile we
have not achieved all of our goals, we still feel as though this benchmarkgslthiedustry standardIt
is uised by well over 10,000 billable professiosaitvices organizatiorte benchmark their operations
andgain insight into ways they can improve.

Productivity improvements
are critical in professional  Figurel: Annual PS Revenue Growth vs. Headcount Growth
services.As the global o

economy sluggishly grows a ( mRevenue  mHeadcount

less thar2%, organizations 2%
in every industnare having
to work harderto achieve
higher productivitywithout
adding substantial cost.
Every yea PS revenue % -
growth exceeds headcount
growth, meaning the

10%

8%

6%

Annual Revenue Growth

2%

0%

industry as a whole is 2011 2012 2013 2014 2015
continually ratcheting up Year
output. This yeara|though Source: Service Performance Insigetruary 201¢

top-line revenue growth was

still strong,headcount growth slowed significantly in large part due to a growing talemtage. To
combat the lack of skilled consultantgnis are using a host of creative recruiting and 4kiilding
strategies to wring ever higher levelsadficiencyfrom their workforces.

© 2016 Service Performamsight wwwhnetsuitecom 2
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2015 Wrap-up

Ly fFad &SI NRa oSy 0Kask Gddiocks y@agroiok tbohibt, ot SNGoll, SR H nmn
righté. In 2015 the positive trend continued with greater than 10% revenue growth and higher net

profits bu cracks in the foundatiostarted to appear. Based on a much larger global sample survey

size, wesawdeclines in most of the majdeadingindicatorsg revenue from new clients, sizd the

sales pipeline, backlogjd-to-win ratios and significantly higher attrition. PSOs hageesasedhe mix

of nonbillable to billable headcount, perhajpslding in unaffordable overhead. By geography, the

Americas outperformed all otheegionsbut with a big stock market correction and a major presidential
election, 2016 growth could be tepid. The PS market in Asia Pacific continues to expand legfighis r

is starting to feel the effects of a growing talent shortag® O2 YLI YASR o0& | &af 26R24Y
voracious growth EMEA reported the worst performance, plaguedyozone uncertainty, refugees

and terrorism, it was a relatively tough year acrob&aropeammarkets inclding PS. 2016 appears to

be fraught with growing geopolitical and socioecaniz issues which will sloRS growth, howevethe

sector as a whole witlontinue tooutperform most industries. Fasten your seat belts, lock yoursio

and doubledown scrutiny ofsales forecastand discretionary spending. With these precautions, your

PS business should continue to thrive.

2 KSNE RAR 0KS ySg OtAaSyita 3I2K

A key indicator of the strength and vitality of the professional services market is the percentage of
revenue from new clients. Unfortunately, new client revenue has declined to the lowest level we have
seen in the past nine years. Without an injectidmew client revenue, PS growth is limited to mining

the installed base. Overtime, the potential at even the largest accounts diminishes. Without new
market growth, firms and consultant skills languish while existing clients may become complacent. The
percentage of revenue
from new clients is a very
important forwardlooking 40%

Figure2. New Client Penetration

measurement. In 2016 as 5%
market uncertainty <
increases, PS organization: %
should carefully watch this g o
metric. PSOs should act 5 #*
now to expand their % 15%
markets clientsand service = 1%
portfolio to preempt 5%
revenue erosion.

0%

2011 2012 2013 2014 2015

Year
Source: Service Performance Insigetruan?2016
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| 2 YLIS ANTAS3/va A FASa

A powerfulindicationof
increasing competition is
the bidto-win ratio. This 525
metric measures the 520
numberof winning bids or 345
proposalsout of every 10 310
submitted It is certainly
correlated with the size of
the sales pipeline and sales
effectiveness.Lower bid -
to-win ratiosportray 480
heightened competition but 75
may also be a symptom of
underlying sales and Year

marketing issues. Strategies Source: Service Performance Insigkebruary 201¢

to improve bidto-win

ratios shouldstart with a reexamination of market positioning and service packaging. Do target buyers
know about your firm? Do current clients provide a rich source of referrals and repeat business or are
they lukewarm on the value you provide? What is the common element in the deals you win? Lose?
How can you improve your hit ratio? Should you more carefully scrub your sales pipeimsove
unreliablelong shots?

Figure3: Bidto-win Ratio

5.06
5.00
495
4.90

Bid-to-Win Ratio

2011 2012 2013 2014 2015

OYLI 26 B8R HA A Y Y B &

In 2015 SPI Researabked
firms to report both

voluntary and involuntary 15%
attrition rateswhich were as 14%

follows: 13%
12%
1%

Figure4: Employee Attrition

D Voluntary: 7.8%
D Involuntary: 5.1%

10%
9%

It is likely answers for
previous years were only for
voluntary attrition.
Regardless, we know that o
attrition is rising 2011 2012 2013 2014 2015
dramatically. This is Year

Employee Attrition

8%

%
6%

undoubtedly one of the Source: Service Performance Insi§etruary 201¢
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most important metrics, as the cost to replace a valuable employee is in excess of(RL50,0

t NEFAGA ONBSLI dzLJ

Despitedeclines in forwardooking
metrics profit results for 2015
were very strong, averagirih.5%4
up from 13.2% in 2014Profit
(Earnings beforénterest, Taxes,
Depreciation andhAmortization) 14%
improvementcan be attributedo 12% -
higher levels of billable utilization
combined with moderate rate
increases.Embedded PS
organizations increased net profit
from 19% to 20.9% primarily basec 4%
on asurgefrom SaaS providers
who saw their net profits increase
from 7.8% to 25.7%. For the past
five years we have seen wild
swings in embedded SaaS PSO
profitability base&l on charter
changes from profit center to customer adoption catalyst and now back again to profit center. The
stock market is putting pressure on hot cloud providers to grow up.

Figure5: Annual Profit (EBITDA)

18%

16%

10%

8%

Profit (EBITDA)

6%

2%

0%

2011 2012 2013 2014 2015
Year

Source: Service Performance Insigketruary 201¢

Figure 6 Growth vs. Annual Profit for Selected Markets

Growth vs. Profit for Selected Markets

Bubble size relates to average size of PSO

35%
30% PS within Software
—_ c
g 25% ompany
=
@ 20% . i
= Architecture/ Engineering PS within SaaS Company
B 15%
: 9
0,
10% IT Consulting
5% Management Consulting
0%
0% 2% 4% 6% 8% 10% 12% 14% 16% 18% 20%

Growth

Source: Service Performance Insigletruary 2016
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Building markesshare is all well and good but it is time to turn all those seats, clicks and eyeballs into a
sustainable, profitable businestndependents experienced a moderate increase in profitahititoving

from 10.8% to 13.6%. For independents, the profit surge came from improvements in mosdrsiohls
except management consultancies who reported a profit decline from 14% to 1By&eography, Asia
Pacific (based primarily on firms headquaete in Australia and New Zealand) led the way with average
net profit improving from 13.1% to 17.2%. The Americas saw profit increase from 12.5% to 16.3% while
EMEA languished with average profit declining from 15.5% to 111{9%worth noting that thes are
not apples to apples comparisons as the survey dataset in 2014 was based on 220 firms while the
2015 survey was completed by 549 firms.

LYF2NXYENBY DI fdzZ 6f S

0Ky S@SNH

As the professional services
space has grown more
competitive, and volatility
within the market

intensifies information has

Figure7: Integrated Information Drives Performance Higher!

Deliver = Collect

Human Capital

Staff =)

Professional Services

Enterprise Resource

. Management (HCM) Automation (PSA) Planning (ERP)
become a Competltlve Optinize rosource pool Improve resource management + Manage cash flow
Manage employee cost Collect project costs. * Improve DSO
H Develop tructure Utiize PMO Improve S
weapon to increase i e craso sirios deiory unkly Mo o prcices
Reduce staffing cost Reduce service delivery cost * Prepare for audits
Reduce defivery time L Optimize profit!

performance and profit
Lack of areffective

Client Relationship
Management (CRM)

Business Intelligence
(BI)

—
information infrastructure ) oy s e sk s et
w + Optimize seling price * Analyze business processes

= Refine strategy based on analysis
+ Determine “optimal” senvices, clents, etc.

within professional services
organizations is no longer ar
option! In each of the nine
years of surveying, SPI
Research has seen a gradue
increase in the use of
information technology to
run finance and accounting,
salesand marketing, human
resources, service delivery, and business analyigisse solutions are core to the success of each
department, but better serve thentire PSQvhen they are integrated throughoutntegrated business
solutions enablall team membes to have acces®tone source of the truth,»pediting factbased
decisions and redalme response to opportunities and challenges. Being able to visualize changes and
trends by client, service line and market brings into fouuablems and facilitateswvestment in the
most-promising growth avenues

+ Build pipeline
* Improve client satisfaction

azAjeuy

(—— SU.J_I?J_I?J‘@FE >

Project Portfolio Management (PPM) Knowledge Management (KM)

Remote Service Deliveryand
Collaboration Tools

Source: Service Performance Insigktruary 201¢

While thesecoresolutions help PSs runthe businessthe number and variety of ancillary applications
has grown exponentially particularly in the areasogial, remote service delivery, collaboratiarda
knowledgemanagement.These solutions help make employees at all leredre productive, which
ultimately impacts project margins and organizational profitabil®n the downside, the pace of
technology change, overlap and interdependence has becsigreficantly more complex, with shorter

© 2016 Service Performamsight wwwhnetsuitecom 6
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and shorter produce release cycles. The abundance of overlapping solutions has made the job of
technology consultantand IT professionaksverharder as the breadth and depth of knowledge they
must possess has bame almost overwhelming.

Look Forward to 2016

The beginning of 2016 has been difficult for the econdmgreasinghe pressure on professional

services organizations to streamline operations and cut cost. While there are always performance

pressures in PSOs, an uncertain economy will make them amote. IntheU.ST a G Af f GKS &2 NI
largest economypresidentialelectionswill add to this uncertainty. There is obviously frustration with
government spending and the role of government, but the winner of the 2016 electionsewdinly

have anmpacton the global economy

Despitethe doomand-gloom at the statrof 2016, the professional services markemainsupbeat. The

demand for professional services continuesrtoreaseand employees, whose salaries and bill rates

have risen, will no doubt be excited facethe new challenges this yeawill bring Achieving financial

targets, talent and sales effectiveness will most likely be at the top of the ligtiofitiesd . dzi R2y Qi
forget about efficiently delivering highuality services, because that is wheneney is made!

The pace and magnitude af¢hrology change at times seemsurmountable but somehow millions of
consultants find 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, antiete is this

more evident than in the social, mobile, analytics and collaboration (SMAC) space. These solutions,
many of which are embedded in core business suites such as Enterprise Resource Planning (ERP), Client
Relationship Management (CRM), Profesai Services Automation (PSA), and Human Capital

Management (HCM), are becoming increasingly critical to the success and growth irsiprades

services. ProfessionaiSices is an employee driven market, and providing the best tools that provide

the best insightunderliesall performance improvements.

© 2016 Service Performamsight wwwhnetsuitecom 7
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Ddel v i

onal ces Matur

Prof essi

2. The

SPI Research has spent the paee years benchmarking varying levels of operational control or process
GYFGdNRAGeé (G2 RSGSNN¥AYS GKS OKIFNIYOUGSNRAGAOE | YyR |
organizational lifecycle stage. The primary questions SPI Research was seeking to anawiee Wike

Maturityy Benchmark was first conceived remain our primary focus today:

D What are the most important focus areas for professional service organizations (PSOs) as their
businesses mature?

D What is the optimum level of maturity or controlateachph8 2 F |y 2NAHI yAT I A2y
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
and failure?
¢KS 2NAIAYIE 02y OSLII 06 S KA gdiin vin&t8 investigate whttie | NOK Qa t {
IncreaSIn.g Ie.vels of i Table2: Matuity Matters!
standardization in operating
processegnd mqnagement e P T TER [ aUEET Maturity ~ Maturity  Maturity
controls improvefinancial Level 2 Level3 Level %
performance. The2016 PS Percentage @fspondents 55% 25% 20%
al GdzNAG&é&xn . SyO Yearoveryear change in PS reven 2.1% 8.5% 23.5%
demonstrates that increasing . - -
Deal pipeline relative to gtr. booki
levels of business process forecast 140% 186% 229%
maturity do indeed result in Employee billable utilization 66.1% 72.7% 78.0%
§|gnlflcant performance Projects deliveredtone 69.7% 79.6% 85.0%
improvements(Table2). :
Annual reper billable consultant (§  $144 $231 $251
In fact, SPI Research found that Annual revenue per employee (k) $112 $185 $202
high levels of performance
. PS EBITDA 2.1% 8.5% 23.5%
have &ir more to do with
Ieadership focus Source: Service Performance Insigebruary 201¢

organizational alignment, effective business processes and disciplined execution than "time in

grade." Relatively young and fagrowing organizations can and do demonstrate surprisingly high

levels of maturity and péormance 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 in talent and systems to provide visibility and appropriate levels of

business control. Of course, it certainly helps if they are alsepasitioned within a fastgrowing

market.

¢KS O2NB dSySi

through the optimization of five ServicmNJF 2 NXY | y O S

27

Getvite and propdorieniedbrjadizatogsiRHversucdess
tAffF NAKY
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Leadershipg Vision, Strategy and Culture
Client Relationships
Human Capital Alignment

Service Execution

1.
2.
3.
4.
5.

Within each of the Service Performance PillgrSPI 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 correlation between
process mattity, key performance measurements and service performance excellence.

Finance and Operations

Service Performance Pill ar seE

SPI Research developed a model that
segments and analyze&0 into five
distinct areas of performance that are
both logical and functionalWe call the
five underpinning elementService
Performance Pillais 6 SO dza S
the foundation for all professional
services organizatior(&igures):

Figure8 Ser vi ce Perf ormance Pil

Service Execution

1. LEADERSHIR/ISION, STRATEGY
AND CULTURECEQaunique view
of the future and the role the service
organization will play in shaping it. A
clear and compelling strategy
provides a focus for the organization
and galvanizes actiorkffective
strategies bring togetheiarget customers, their business problems, and how a solution solves those
problems differently, uniquely, or better than its competitoriSor a service strategy to be effective,
the role and charter of the service organization must be defined, embraoedmunicatedand
supported throughout the companyDepending on whether the service strategy is to primarily
support the sale of produstor to drive service revenue and prafiervice organization goals and
measurements will varyLeadership skillsral competencies must mature as the organization
matures./ dzf G dzZNB A& GKS dzy g NAGGSYy Odzaili2Yax o0SKIGA2NER
3 YSE F2NI RSOAaA2Y YIF{1Ay3dr A0NHz2OGdZNB | yR LJ2 g SN
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Finance & Operations

Service Performance Pillars

Source: Service Performance Insigktruary 201¢

2. CLIENT RELATIONSH (Marketing and Salgghe ability tocommunicate effectively with
employees, partners and customers to generate and close business and win Efiéatsive client
management involves improving relationships to better understand client needs, while ensuring
clients will continue to buy and pvide references and testimonials.
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3. HUMAN CAPITAL ALIGENMT (Human Resourcgshe ability to attract, hie, retain and motivate
a high quality consulting staffVith changing workforce demographitalent managemenhas
increased in importanceHighcaiber employees represent the essence, brand and reputation of
the firm. PSOs are starting to adopt hybrid on andsiti staffing models which puncreased
pressure on customefacing staff to develop client relationships and more carefully definetclien
requirements. Demands for career planningkill developmentnd flexible work optionkave
intensified.

4. SERVICE EXECUTI{Edgagement/Delivelthe methodologies, processes and tools to effectively
schedule, deploy and measure the quality of #egvice delivery process. Service execution involves
a number of factors: fromesource management, to delivering projeatsa predictable and
acceptable time frame, to reducing cost while improving project quality and harvesting knowledge.
Processes tlude resource management, project planning and quality control, knowledge
management and methodology and tool development.

5. FINANCE AND OPERANEXCFQthe ability to manage services profit and lasgo generate
revenue and profit while developing regeble operating processes. The finance and operations
pillar focuses on revenue, margamd cost andhe financial,contractualand IToperating proesses
and controls required to run a profitable and predictable business.

Professional ServicesMat ur i t yE Model Benchmark Level s

ThemerI is built on thg -same Figure9: Services MaturityE Model
foundation as theCapability

i i Optimized
Maturity Model (CMM), which Institutionalized
has been adopted for software Piloted _ Deployed

. : e Initiated
development; but is specifically Eunetonal IOt Portiofio Collaborative
targeted pward billable PSOs Heroic Excellence Excellence Excellence Excellence
that either exclusively sell ah S0 2 2 ) >
execute professional services Ad-hoc Processes start Standard set of: Aligned metrics Focus on
processes to become operating and controls continuous
complement the sale of products repeatable A improvement
. . . . aep; 9]5:

L S.E‘I’\ICGS Figured d_epICtS Level 1 Level 2 Level 3 Level 4 Level 5
maturity level progression and
outlines primary characterists Soure: Service Performance Insighepruary 201¢

for each maturity level:

eB5YS8 t LbL¢L! ¢95: (APPRAXMMATELYBMOF PSO3)maturity Level 1,

processes are ad hoc and fluiihe 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 one dayda
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.
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Practices and procedures are informal and quality is baseddidual experience and aptitude.
[ S@St m 2NBAFYyATIFIGA2ya INB 2FGSy OKFNIOGSNART SR |

e TtL[h¢95 4&aq; W/ ¢1OH:HAPPROXIMATELYXREF PSOS)
maturity level 2,processes have started to become repeatalBest 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 thegre not yetuniversally embracedOperational excellence
and best practices may be discerned within functions but not across functidnkevel 2
individual Functional Excellence should have emetde key areas.

& T59t[ h, 95 &XCEBAWO:9(APPROXIMATELY%RSF PSO&) maturity
level 3the PSO has created a set of standard procemsg®perating principles for all major
ASNIAOS LISNF2NXYI yOS LIAdeiaNB Yoldei aNBAyTSa | FESA3A ey R adl
established and started to enforce financial and dyadbjectives on a global basis. Processes have
been established to frus on effective execution and there is spotlight on alignment between and
across functions. By level 3 project delivery methodologies and quality measurements are in place
and enforced across the organization.S @St o 2 NBI y AT I (i AQly 49 BaKRtdet Ry BEL
with a consistent, repeatable project delivery methodology.

® T INSTITUTIONALIZBDt hw¢ Ch[ L h 98 (APEROKIFATELYWADF
PSOSat maturity level 4,management uses precise measurements, metrics and controls, to
effectivelymanage 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, in additma tomplete set of financial
andquality operating controls and measurements. Processes are aligned to achieve leverage. The
portfolio is balanced with a focus on project selection and executiavel 4 organizations should
SEKAOAGL at 20Fisf@ft A2 9EOSt Tt Sy

® Tht ¢Lal %95 wi/¢Ch+APPROXIMATELY &% PSO3t maturity level
5 executivesdcus on continual improvement of all elements of the five performance pikars
disciplined, controlled process is in place to measure and optipggermance through both
incremental and innovative technological improvements. Quantitative preicegsovement
objectives for the organization are established. They are continually revised to reflect changing
business objectives, and used as critémiananaying 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 be addressed
quickly withou excessive bureaucracy or functional sildsvel 5 organizations areisionary and
collaborativeboth internally and with clients and external business partners.
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Over the pashineyears, over 10000 PSOs hawtudiedthe PS MaturitpModeln andnow usethe
conceps and key performance measuremefit® LJA Y L2 AYy (d GKSANI 2NBFIYyAT I GAZY
develop improvemat plans to advance lagging areas.

SPI Research summarizes individual PSO
performance in a SPlder chart (Figa®. The
maturity scorecard provides a measurement for
each organization in comparison to the L
benchmark maturity definitions. It provides an e
invaluable tool to analyze current performance | [ nanceé -
Yy P Operations
and prioritize future improvement initiatives.

FigurelQ Service Performance PilMa t ur i t y

Leadership

. Client
/ Relationships

This graphical depiction of the Service
t SNF2NXYIyOS tAffl
executives to quickly scorecard their Service Execution"
2NBI YAT I GA 2y QadiagnSseldFeadNy I yOST | yR
of relative strength and weakness. Soure: Service Performance Insigkepruary 201¢

w
Q)¢

YIGaNRGe (8BSt Syl at

_ Human Capital
Alignment

NEKX o0¢e t {

Building the Professional ServicesMa t u r Madgl E

With core benchmark information gleaned on all primary business functi®RsResearch was able to
constructat NBFSaaAiaz2yl f { SNIhatdednineslorjatirafionad matitar2 by Biltar
T and provides guidance to advance to the next level (Table

Table3: Performance Pillars Mapped Against Service

Leadership

Level 1
Initiated

Initial strategy is to
support product sal
and provide referen
customers while
providing
workarounds to
complete immature
products. Leaders
are fAdoer

Level 2

Piloted

PS has become a
profit center but is
subordinate to
product sales.
Strategy i® drive
customer adoption
and references
profitably. Leaders
focus on P&L and

client relationships|

PS is important rever|
and margin source bt
channel conflict still
exists. Services
differentiate products
Leadership
development plans al
in place.daders have
strong background &

skills in all pillars.

Service leads produc
PS is a vital part of th
company. Solution
selling is a way of life
PS is included in all
strategy decisions.
Succession plans are
place for critical
leadership roles

Level 5

Opimized

PSis critical to the
company. Service
strategy is clear.
Complimentary goals
and measurements ar
in place for all function
Leaders have global
vision and continually
focus on renewal &

Level 4
Institutionalized

expansion.

© 2016 Service Performamsight
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Level 1
Initiated

Opportunistic. No
definedolution sets
or Go to Market plaj
Focus is on new
customers and
reference building.
Individual heroics, r
consistent sales,
marketing or
partnering plan or
methodology. Ad
hoc, oneff projects.

Client Relationships

Level 2
Piloted

Start to use
marketing to drive
leads. Multiple salg
models. Start
investing in sales
training, CRM &
sales methaulogy.
Start measuring
sales effectiveness
client satisfaction.
Start developing
partners and partng
programs. Some
level of proposal
reviews and pricing
control.

Marketing, inside sal¢
soltion sales with
defined solution sets.
CRM integrated with
financials and PSA.
Deal, pricing and
contract reviews.
Partner plan and
scorecard. Tight pric
and contract mgmt.
controls. High levels «
customer satisfaction

Level 4
Institutionalized

CRM, PS§, ERP

integration @vides
360degree view of
client relationships.
Business process,
vertical and horizonta
solutions. Vertical cli
centers of excellence
Top client and partne
programs. Global
contract and pricing
management. Key
partner relationships.
Strong cust@n
reference programs.

Executive relationship

2016 Professional Ser vi ce_

Level 5

Opimized

Thought leadership.
Brand building and
awareness. High
customer satisfaction.
Integrated sales,
marketing and partner
programs. High qualit]
references.

Hire as needed.

Generalist skills.

Chameleons, Jack ¢
all Trades. Individu
heroics. May perfori
presales as well as
consulting delivery.

Human Capital
Alignment

Begin forecasting
workload. Start
developing job and
skill descriptions &
compensation plan
Rudimentary caree
paths. Start
measuring employg

Resource, skill and
career management.
Employee satisfactiof
surveys. Training plal
Goals and
measurements aligne
with compensation.
Attrition <15%

Business process an(
vertical skills in additi
to techical and projeg
skills. Career ladder
and mentoring
programs. Training
investments to suppo
career. Low attrition,

Continually staff and tf
to meet future needs.

Highly skilled, motivatg
workforce. Outsource
commodity skillsparak

demand. Sophisticate|
variable on and-siffore

workforce model.

spreadsheet. No
consistent project
delivery methods. ||
project quality
controls or knowled
management.

c
2
=
=
[}
o}
X
Ll
©
2
S
S
o
)

resource mgmt.
Initiating project
mgmt. and technics
skills. Starting to
measure project
satisfaction and
harvest knowledge

Collaborative portal.
Earned Value @lysis.
Project dashboard.
Global Project
Management Office,
project quality review,
and measurements.
Effective change
management.

Satisfaction high satisfaction
No scheduling. Skeleton PSA deployed for Integrated project an( Integrated solutions.
Reactive. Ad hoc. | methodology in resource and project| resource managemer Continual checks and
Heroic. Scheduling | place. Centralized | management. Effective scheduling. | balances to assure

Using portfolio
management. Global
PMO. Global pedje
dashboard. Global
Knowledge
Management. Globa
resource managemet

superior utilization ang
bill rates. Complete
visibility to global proje
quality. Muttisciplinary
resource managerhe

The PSO has been
created but is not yg¢
profitable.
Rudimentary time &
expense capture.
Limited financial
visibility and control
Unpredictable
financial performant
Rudimentary contra
management.

Finance and Operations

5 to 15% margin. P
becoming a profit
center but still
immature finance
and operating
processes.
Investment in ERP
and PSA to provide
financial visibility.
May not have real
time visibility or BI.
Standard Library of
Contracts and
Statements of Worl

15to 25% margin. PS
operates as a tightly
managed P&L.
Standard methods fo
resource mgmt., time
expense mgmt., cost
control & billing. In
depth knowledge of a
costs at the employe
subcontractor & proje
level. Processes in
place for contract
mangement, legal an
pricing decisions.

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

Welldeveloped financ
and operations
processes and contrg
Systems have been
implemented for CRN
PSA, ERP and BI. IT
integration and real
time visibility. System
have been implemen
for contract
management, legal a

pricing decisions.

> 30% margin.
Continuous improvem
and enhancement.

High profit. Integrated
systems.

Global with disciplined
process controls and
optimizatio@ompletely|
integrated financial,
CRM, resource
management, contract
and pricing systems,
processes and control

SourceService Performance Insighébruary 2016
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Why Maturity Matters

{tL wSaSINDODK 0StASPSa 6ARS adzLIR2 NI F2NJ GKS t{ ali
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 bdittem

profit. Figurell highlights major key performance measurements by maturity level, and should alone

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

Figurell Professional Services MatuitProgression

Level 1 Level 2 Level 3 Level 4 Level 5
Initiated Piloted Deployed Institution. Optimized

Confidence in PS leadership (5 pt. scale) 3.03 3.79 477 4.54 4.83
Year-over-year change in PS revenue 4.5% 6.2% 12.2% 18.7% 24 9%
Bid-to-win ratio (per 10 bids) 407 443 5.55 3 6.41
Deal pipeline relative to qgtr. bookings forecast 122% 161% 186% 221% 254%
Employee billable utilization 62.8% 70.0% 12.1% 78.0% 77.9%
Projects delivered on-time 64.3% 76.1% 79.6% 83.7% 88.8%
Annual revenue per billable consultant (k) $110 $184 $231 $244 $269
Annual revenue per employee (k) $91 $137 $185 $197 $215
Profit (EBITDA) 0.7% 3.8% 8.5% 19.1% 36.0%

Source: Service Performance Insigetruary 2016

Pillar Importance and Organizational Maturity

The results and insights gained in the past seven years have coRfirjet L wS &SI+ NOKQa&a 2 NA 3
that service organizations must develop a balanced and holistic approach to improving all aspects of

their business as they matureSPI Research has discovered that the emphasis on individual service

pillar performanceshifts as organizations mature. Excellence in only one particular service performance

pillar does not create overall organizational sucagssher it is theappropriate balance and alignment

within and across performance pillaysvhich ultimately lead# sustainable success.
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549 firms are represented in this year's survey, however, not every firm
answered every question. Therefore, if a firm did not answer a specific KL B (i) (i)
question no analysis will be conducted on its impact. The following table | 3" | 47| B4%

shows the correlation of EBITDA (profit) and Annual revenue growth. | 2" "% 2| St ¥ |83
This table compares all of the surveys with those that answered this 013 /53 . 1?; 232; ﬁg; ::232;
specific question. SPI Research will eliminate the 23 firms that did not 50,7504 17 213% | 146% 146%
complete this questions and therefore the EBITDA is 15.1%, vs. the 10%- 15% 88| 16.0% | 16.9% 16.9%
actual survey average of 15.5%. We do this because showing blank 15%- 25% 2| 131%  172% 17.2%
answers does not really provide value to the reader (unless thereis a | Over25% 81| 148%| 186% 18.6%
hlgh percentage of blanks). Totall/Avg. 549 | 100.0% 15.5% 15.1%

Table4 depicts the relative service performance pillar importance by organizational maturity level.
Many professional service organizations are established without a particular initial focus toward
optimizing performance.

Table 4: Service Pillar Importance by Organizational Maturity Level

PSO®egin with the goal of
establishing a client and Pillar Initiated Piloted Deploy. Inst. Opt.
reference base. They may || | eadership
be operated as a cost
center or as an adjunctto | | Client Relationships
the product function to
establish alpha and beta
customers and to provide Service Execution
early product feedback.
Initially they often perform
presales, training, quality Source: Service Performance Insiglbruary 201¢
assurane and service
delivery tasks. They hope to deliver services that &
both profitable to them as well as valued by their
Of ASyidax odzi Ay NBFfAGEZ
Fo2dzi Fye RSFE Aa I 322R
Level 1 maturity is on buiing client references and
recruiting highly skilled generalist consultants who
are experienced enough and flexible enough to
perform heroic feats to ensure early customer
success.

Human Capital Align.

Finance and Operatio

r‘I?—'igurelz PS Performance Pill&€ore KPIs

>

N
T\<

[@ntN

Q)¢
> Cn
QX
[N

* Revenue « Strategic

* Projectmargin clarity

+ Discretionary « Communication
spending « Alignment

+ EBITDA « Employee confidence

* Resource
mgmt.

« Knowledge
mgmt.

packaging

Sales pipeline
Client mix
* Projectmgmt. * Reference
* Quality clients
delivery

By Level 2although primary focus is stith create
reference customersnore emphasis is placed on
human capital alignment for recruiting and ramping
skilled employees, partners and contractors. Service H,
execution focus is on developing repeatable project
delivery methods and quality processes. At these
early stages, many domedded professional service
organizations have a strong produgtiven focus and the role of the service organization is subordinate

« Ramp time
+ Employee satisfaction
* Attrition

« Billable utilization

o™
Man Capital ange™®

Source: Service Performance Insigletruary 201¢
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to products. Conflicts between service profit, client success and driving product revenue are often
characteristic of Level embedded service organizations.

By Level 3he organization must move toward a more balanced focus on all elements of the business by
investing in systems, operating processes and repeatable methods to sustain growth and ensure quality.
Level 3 maturig should be the aspirational target of all PS organizations because it is at level 3 that an
on-going, profitableand sustainabldusiness has emerged. At level 3 the charter of the PS organization
is clear. If the organization is an embedded PS orgamizaithin a product company, PS has a seat at

the executive table and is seen as addmatue that transcendproduct implementation, integration and
customization. Increasingly, embedded PS has become a ardioglonent of ensuring customer
adoptionand may play eekhding role irdrivingproduct management direction and strategy.

Independent level 3 PSOs are financially and operationally strong with a clear focus on targets markets
and sustainable, repeatable business processes and quality conirbéy have builh compdling,
differentiated portfolio which is brought to life by specializ&dowledgeable consultants. Kvel 3,

heroics and firefighting areo longerthe standard way of doing busineasdisciplined management
systemscontrolsand integrated systems ensure predictability and repeatability

At Level 4the organization has implemented structured business processes and utilizes integrated
AYF2NXYIFOGA2Y deaidsSya G2 | &adzNSelddtganiidbtions aseemdsy S A S g
true industry leaders in their target markets. They have developed a unique and differentiated culture
which attracts industnfeading consultants and clients. More than average firms, level 4 organizations

are extremely transpant. They typially have strongnanagement controls and visibility into all facets

of the business by providing dynamic, riale access to empowered team membeisvel 4

organizations continually exparideir horizons and boundarieswhetherit is through geographijc

vertical marketor technology platfornexpansion.

Finally, at_evel Sthe organization is running very efficiently and the focus is on continual improvement
and innovation.Level 5 firms are the Best-the-Best. They are excellent in all functionatas but

have transcended functional excellence with a collaborative, knowledge and intellectual propaetiic
focus. Very few firms achieve sustained Level 5 performance.

© 2016 Service Performamsight wwwhnetsuitecom 16



- 2016 Professional Service_
3. Survey Demographics

For this benchmarkSP1 Research survey®gd billable Professional Services Organizations (PSOs) from
September through December, 201 The follaving sections outline the key markets which comprise
the global professional services industmyd breakdown the 20% survey demographics in a number of
key areasrfiarket, organization size, and geographic region) to help PS firms compare their individual
results to the benchmark.

Vertical PS Markets ii the North American Industry Classification System

SPI Research uses the North American Industry ClassifiGatiem (NAICS) to analyze the services
market. Therimary Professional Services designation is NAICS 54xx which definesveBicals as
dThose in this subsector engage in business processes where human capital is the major input. These
establishments povide 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 on the basis of glaeticular expertise, training and
credentials @ the services provider (Tabk) ¢ @

Additional industry segments which generate substantial professional service revenue include software
(NAICS 5112); Data Services (NAICS 518) and Employment Servie854A). Including these
segments, the US professional service industry generated approximately $2 trillion in revenue and
employed 12.5 million UBased workers. The US market represents roughly 60% of global professional
services revenue which leads & global revenue estimate of $3.4 trillion, providing employment for

20.8 million professional service workers. These figexetuderevenues and PS employees in
telecommunications, financial services and healthcare services.

According to the2015US Census, professional, scientific, andhigécal services (NAICS 54xx) revenue
was$1.56 trillion, up 4.7 percent from 2014Across the service industrigthe fastest growing segments

in 2015 were employment services (recruiting and staffing) 11.4%; management consulting 11.3% and
accounting 10.4%. Two segments experienced maxtdetraction from 2014 to 2015. p8cialized

design service revenue declineZl3%and architectural, engineering and related services declitiéb.

Within professional services, the fastest growing and most vibrant segment is software and IT services.
There are more than 100,000 software and IT services companies in the United &tdtespre than 99
percent are small and mediwsized firms (i.e., under 500 employees). This total includes software
publishers, suppliers of custom computer programming services, computer systems design firms, and
faciities management companies. This semt of the P$hdustry draws on &ighly educated and
skilledUSbasedworkforce of nearly two million people.
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Tables: Vertical PS Markdisthe North American Industry Classification System

Description

us
Census
PAONRS)
Revenue

Employees
(1,@0s)

Software publishing, both public and private software companieg 0
5112 | Software revenue is reported. PS typically represents ~ 20% of revenues. $190.78 386 3.6%
Data . . ) 0
518 Services Data processing, hosting and related services $104.5B 392 5.1%
This industry is comprised of legal practitioners known as lawyer
attorneys (i.e., counsedttaw) primarily engaged in the practice of
5411 | Legal Firms in this industry may provide a range of expertise or specia] $261.0B 1,114 4.8%
specific areas of law, suchmealilaw, corporate law, family and
estate planning, patent law, real estate law, or tax law.
. This industry comprises establishments primarily engaged in prg
Accounting/ . h i . A ;
Tax Prep/ services, such as auditing and accounting, designing accounting
5412 .| preparing financial statements, developing budgets, preparing t§ $163.4B 888 10.4%
Bookkeeping . lls. bookkeeninkilli A o
/ Payroll processing payrolls, boo _ee_plngl, &gl ccountants are certifieq
ensure they have and maintain competency in their field.
Architectura| This industry comprises establishments primarily engaged in pla|
Engineering| designing residential, institutional, leisure, commercial, and indu N0
5413 and Related| buildings and structures by applying knowledge of design, const $223.58 L1277 0.7%
Services procedures, zoning regulationsnuitdies, and building materials.
Specialized | This industry group comprises establishments providing speciali
5414 | Design design services (except architectural, engineering, and compute| $20.98B 111 -2.3%
Services design).
(IT Consulting)his industry comprises establishments primarily
Comouter engaged in providing expertise in the field of information technol
P through one or more of the following activities: (i) adifyig,
Systems : ; h ds of icul
Design testing, and supporting softwart_a to meet the needs of a particulg
5415 Services customer; (2) planning and designing computer systems that int§ $351.588 1,442 4.4%
computer hardware, software, and communication technolegies;
Related . . .
Servi site management and operation of c@nputer systems and/or dat
ervices . o . .
processing facilities; and (4) other professional and technieal coi
related advice and services.
M (Management ConsultinB)is industopmprises establishments
anagemert o imaril di iding advice and assistance to busi
Science and pr;]many engaged in providing advice and assis ﬂnce o busines
5416 | Technical other prggnlz?tul)ns on mfgnage_rr;eT issues, SdUE gs s_trat-egy all(n $207.348 991 11.3%
Consulting organizational planning; financial planning and budgeting; marke
Servi objectives and policies;dmurasource policies, practices, and plani
ervices . S .
production scheduling; and control planning.
This industry group comprises establishments engaged in condd
Scientific original investigation egstematic basis to gain new knowledge
Research (research) and/or the application of research findings or other s¢
5417 | and knowledge for the creation of new or significantly improved prod| $149.09B 620 0.3%
Devebp. processes (experimental development). The industries withig thi
Savices group are defined on the basis of the domain of research; that is
scientific expertise of the establishment.
© 2016 Service Performamsight wwwhnetsuitecom 18
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us
Census | Employees
2015 (1,@0s)
Revenue

CAGR
2014
2015

Description

(Marketing and Communicaiidig}y industry comprises
establishments primarily engaged in creating advertising or publ
relations campaigns and placing advertising in periodicals, news

Advertising . s . ) .
5418 | and Related radio and teIeV|S|0r_1, or qther media. _These flr_m_smd wrgaavide $112.768 408 21%
Servi a full range of services (i.e., threhghde capabilities or
ervices : . . ) - .
subcontracting), including advice, creative services, account
management, production of advertising material, media planning
buying (i.e., placing advertising).
Other
Professiona L . .
R (Other PS)This industry group comprises establishments engag o
5419 Suent!flc, professional, scientific, and technical services not listed above. $76.28 573 7.8%
Technical
Services

Employmeni Staffingemporary employment, placement and employment sea

EElLs Services services

$324.7B 4,277 11.4%

$2.015 12.479

2015 Total | US Estimated Professional, Scientific and Technical Services Trillion Million

SourceUS Censuand Service Rtormance Insight, February 2016

Many of the concepts and uses of professional services described in this report also exist within-product
RNAGSY 2NBIFYATIFGAZ2Yy&ad l'a | NBadzZ G z-drigeB NDA OS t SNF 2
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service organizations within product companies.

Global IT Spending

I 002 NRA Yy 3 2012 IT BgemlingfpSriy.ID &nd Telecom services represent almost 70 perae
all IT spending witlglobal revenues in excess of $2.9 trillion. Although the pace of seeienue
growth has slowed, unlike most other industries, yeaeryear IT service revenue has only declined
once in the past ten years (202809).

Table6: Worldwide IT Spending by Category (2014 to 2019) in Constant Currency

CAGR
20142019

Data Center Systems $171 $185 $187 $190 $192 $193 2.5%
Software 319 339 360 383 407 434 6.4%
Devices 709 722 724 732 741 750 1.1%
IT Services 970 1,006 1,046 1,089 1,137 1,189 4.2%
Communications Servic| 1,647 1,662 1,668 1,698 1,723 1,745 1.2%
AllIT $3,816 $3,912 | $3,984 | $,091 | $4,200 | $4,311 2.7%

SourceGartner, 2015
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According to Gartner, 20119 services spending in constantrrencywill be $1 trillion, with 2015 and

2016 growth expected to be 3.7% and 4.0%, respect{iaple6). Outsourcing will contribute more

than half of market growthdin the data center outsourcing market, increased adoption of cloud

services and im&structure utility services in Western Europe will cannibalize spending on data center
outsourcing, as the region shifts toward cleadented providers and offshorbased vendors. As a

result, the forecast in Western Europe has been reduced from a aaadtdlar CAGR of negative 4.3%

Ay GKS Hvmp F2NBOFad G2 yS3ItriA@dS nodz Ay (GKS ovwmp

PS MaturityE Benchmark Vertical Mar ket Demogr

The 2016 PS Maturily 6 Sy O Kthelmbdsk comipéehensive
global study of the professional services industry as it is based or
549 participating organizations representing over 350,000
consultantsThe percentage of completed surveys representing
top thirteenvertical maket segmentss as follows

& IT ConsultingSystems Integrators and developer34.6%4
190 firmsrepresenting ~ 108,800 consultants;

& Software PSService divisionsithin software companieg
16.24 representingd9 firms and ~ 52,48&onsultants;

& ManagementConsulting Management consultanciesl2.4% representin@8 firms and-
17,315consultants;

& Architects and EngineersArchitects and enginees9.1% representing 50 firms with ~ 21,425
architects and engineers;

& SaaS PSSavice divisions \thin softwareasa-serviceprovidersg 7.8% representingt3 firms
and ~ 25,00 consultants;

2 Managed Servicef?rovide hosting and managed and outsourced sengced% representing
17 firms with ~7,785 consultants;

2 Hardware (and Networking) PSService divisionsithin hardware and networking
manufacturersg 2.9% representind.6 firms with ~ 2300 consultants;

2 Research and developmerrovide research and development serviged. 7% representing 15
firms with ~ 38,660 consultants

& ValueAddedResellersresell hardware, software and provide technology services, training and
supportg 2.6% representing 14 firms with ~ 9,425 consultants;

& Accountancies:Accounting firmg 2.4%representing 12 firms with ~ 1,9 & countants and
auditors;

2 Marketing and Advertising Advertising, marting, communication firmg 2.4% representing
12 firms and ~ 2,478onsultants;

& Staffing: Recruiting, provide temporary resources and consultgritss% representing 9 firms
and ~ 21,660 consultants.
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& Other PS Resemch and Development; busineeptimization, trainingg 2.2%representingl3
fimsand~18nnn O2yadzZ GFydaT ahiKSNIt{¢ AyOfdzRSa 21
healthcare andrganizations that did not squarely fit into other specffiofessional services
verticals.

Figurel3KA 3 Kf A3Kia GKS @SNIAOFE YINJ]SGa AyoOfdRS

¢
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Figurel3 Vertical Market Distribution
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PS within SaaS company

Architecture/Engineering

Management Consulting

PS within Software company

IT Consulting
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Percentage of Observations
Source: Service Performance Insigletruary 2016

Table7 shows participant demographics for the pagghtyears. For the past four yearsT
consultancies have been the largest participating market, closely followed by PS within software firms.

Table7: Number of Participating Firms by Vertical Market (2007 through 2015)

Market Type ‘ 2007 ‘ 2008 2009 20D 2011 2013 2014
IT Consulting PSO 13 24 50 67 61 69 115 86 190 675
PS within Software ESO 34 66 89 57 56 45 45 47 89| 528
Management Consultin PSO 2 12 22 22 31 34 24 27 68| 242
Other PS PSO 2 13 30 22 13 31 21 24 13| 169
PS within SaaS ESO 0 0 18 19 26 23 16 13 43| 158
Architecture/Engineerirl PSO 0 0 4 6 7 8 6 10 50 91
PS within Hafidetvark. | ESO 1 3 12 9 10 9 4 4 16 68
Advertising (Marcom) | PSO 0 0 0 6 10 11 6 4 12 49
Accounting PSO 0 0 0 6 2 4 1 5 13 31
Managed Services/ Ho] ESO 0 0 0 0 0 0 0 17 17
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Market Type 2007 2008 2009 20D 2011 2012 2013 2014 2015
Research & Develop. | PSO 0 0 0 0 0 0 0 0 15 15
ValueAdded Reseller ESO 0 0 0 0 0 0 0 0 14 14
Staffing pso| o o ol ol o o o o of o9
Total 52| 118] 225| 214| 216] 234 238] 220 549] 2,066

Source: Service Performance Insigebruary 2016

Tables8 and 9 further analyethe survey demographics by vertical market, highlighting the markets

surveyed.! OO2NRAyYy3 (2 GKA& &SI NDR&a adNBSes ! wa SELISNRS
growth at 16%, closely followed by &S organizations at 15.8% and IT consultancies at 12.3%.

h@SNrft t{ NBOSydzS 3INBg I (i wofdees Basedloh corhpleBK G f & T NP
surveys fron2,066PS organizations, PS revenue growth for the past five years has averaged 10.9%.

Over the samdive-yearperiod, these firms have increased PS headcount 8%8Across the PS

industry, annual revenue growth &wayshigher than PS headcount growth which means firms become

more productiveas they scale while the overall PS industry continues to ratchet up productivity.

Table 8: Demographics by Vertical Market

Danographic Coneut, SO Gl Engr.
Number difmsreporting 190 89 68 50 43 17
Averag&ize of PS (employees) 573 590 255 429 582 458
Annuatompanyevenue ($mm) $151.6 | $339.1 | $107.8 | $101.5 | $261.0 | $204.8
Professiona¢rviceevenue ($mm) $72.2 $74.4 $55.8 $92.2 $78.0 $86.7
PS percentage of total revenue 47.6% 21.9% 51.8% 90.8% 29.9% 42.3%
Yearoveryearchange in P@venue 12.3% 10.5% 9.0% 3.2% 15.8% 10.0%
Yearoveryearchange in P&adcount 9.6% 6.8% 5.0% 4.0% 13.1% 6.7%
% ofemployeekillable ochargeable 73.7% 75.5% 69.6% 71.0% 65.6% 57.8%
% of PS revenue delivered byadtigs 11.9% 9.2% 11.0% 11.4% 8.5% 5.5%
M&A over the past 3 years 1.04 1.70 0.73 0.86 1.85 1.26

Source: Service Performance Insigletruary 2016

Hardware and networking represented the largest organizations with PS headaiolidi69 Accounting

firms reported the smallest average PS headcount at 152 accountants with PS revenues averaging $24M.
Architect and engineering firms reported the highest percentage of total revenue from PS at $@:8%.

other PS and VARgrofessional servicerea small component of the business. Thepgorted the

lowest percentage of total revenue from PS at 6.8% ar¥d fdspectively.

Saa®rganizations experienced the most mergers and acquisi{ip/@d while staffing firms

experienced the leagD.56). According tdEquiteq (consulting industry merger and acqtisn

specialist¥the consulting market experienced a strong uptick in merger and acquisition activity with
overall deal volume increasing 13% from 2013 to 2014. 35% of the over 2,000 consulting acquisitions
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reported wereunder$5 million and 70% were der $40M, reflecting théact that the vasmajority of
consulting firms are small with revenues below $100 million.

Tabled: Demographics by Vertical Market

2016 Professional Ser vi ce_

Demographic Zl\laégv\%;ﬁ. R&D Acct. (I\A/Ig\r/((:a(;;) Staff.
Number difrmsreporting 16 15 14 13 12 9
Averag&ize of PG (employees) 1,469 2,577 673 152 206 2,407
Annuatompanyevenue ($mm) $974.2 | $4715 | $247.1 $97.3 $59.2 | $537.5
Professionatrviceevenue ($mm) $208.0 | $312.5 $27.3 $24.4 $21.9 | $186.4
PS percentage of total revenue 21.4% 66.3% 11.0% 25.1% 37.0% 34.7%
Yearoveryearchange in P@venue 7.2% 10.2% 16.0% -0.2% 1.7% 10.3%
Yearoveryearchange in Pi&adcount 6.7% 8.8% 14.4% 0.4% 5.7% 6.4%
% ofemployeekillable ochargeable 58.7% 64.3% 74.2% 57.5% 67.1% 57.8%
%of PS revenue delivered byp&nties 14.1% 11.3% 9.8% 6.7% 9.0% 14.7%
M&A over the past 3 years 1.53 1.77 1.46 1.31 0.71 0.56

Source: Service Performance Insigetruary 2016

Tablel0 compares demographic information for embedded (ESO) vansiependent PSOs and by
geography. The size of the embedded (ESO) and independents (PSO) is roughly the same although the
survey was dominated by independents (370 out of 549 firms). ESOs experienced higher revenue and
headcount growth. Bgeography, thé\mericasexperienced the greatest growth followed by APAC.

EMEA had the smallest firms with the lowest revenue and headcount groitth.Ag-Pacific region

showed thehighestpercentage of billable employees, which means lomanagement and nobillable

overhead APAC relied the most heavily on third partiesddditionalrevenue (11.8%).

Tableld Demographics by Organization Type and Geographic Region

Key Performance Indicator (KPI) 2015 ESO PSO Americas| EMEA APac
Number dirmsreporting 549 179 370 371 141 37
Size of PS organization (employees) 637 660 625 666 522 776
Annual company revenue (mm) $221.2 | $358.1 | $158.0 | $249.5 | $163.2 | $164.7
Total professional services revenue (I  $80.9 $85.4 $78.7 $93.6 $49.4 $75.1
Yearoveryear change in Renue 10.2% 11.9% 9.5% 11.7% 6.5% 10.1%
Yearoveryear change in PS headcour| 7.8% 8.9% 7.3% 9.0% 5.0% 6.8%
% of employees billable or chargeabl¢ 70.4% 69.9% 70.7% 70.9% 68.9% 71.2%
% of PS revenue delivered byadtigs 10.9% 9.2% 11.7% 10.6% 11.4% 11.8%
No. of firms acquired paest3 years 1.19 1.66 0.96 1.28 1.08 0.73

Source: Service Performance Insigletruary 2016

© 2016 Service Performamsight

wwwnetsuitecom

23




- 2016 Professional Service_

By organization size, the smallest organizations grew the least while the largest organization grew the
fastest and added thenost PS headcount. The smallest organizations experienced the fewest mergers
and acquisitions while thiargest experienced the moghey also relied the most heavily on
subcontractors to generate revenue.

Tablell Demographics by Organization Size

Key Performance Indicator (KPI) | Under 10| 10-30 316100 | 101-300 | 301-700 | Over 700
Number difrmsreporting 55 90 147 123 55 79
Size of PS organization (employees) 5 20 65 200 500 3,618
Annual company revenue (mm) $47.9 $59.2 $71.5 | $173.6 | $360.5 | $768.3
Total PS revenue (mm) $2.6 $4.4 $17.2 $45.7 $77.7 | $395.3
Yearoveryear change in PS revenue 6.2% 9.7% 11.3% 9.9% 9.0% 13.1%
Yearoveryear change in PS headcoun{  0.0% 8.5% 8.0% 8.9% 6.8% 11.3%
% of employees billable or chargeable] 62.5% 70.4% 73.3% 69.3% 72.1% 71.2%
% of PS revenue delivered byadtigs 8.0% 11.7% 9.9% 10.9% 10.4% 14.1%
No. of firms acquired over past 3 year: 0.40 0.51 0.69 1.27 2.03 2.73

Source: Service Performance Insight, February 2016

t{h ¢&Ls

SPI Research analyzes billable
PSOs in a number of ways with
a focus on two macro segments  100%
¢ independents and embedded 90%

. 80%
PSorganizations: 70%

60%
50%
40%
30%
20%

Figurel4 Independent vs. Embedded Surveys Stgveyed (200¥205)

D Independent
Professional Services
Organizations (PSQOs)
Independent PSOs sell,

_ L 10%
deliver, and invoice for o
professional services to 2007 2008 2009 2010 2011 2012 2013 2014 2015
external clients. Clients Survey Year
hire systems integrators,
IT consultancies (Sls) an
ValueAdded Resellers (VARS) to implement or integrate technology based on their strategic
competenceor 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 maoraligee than
those found within internal organizations. In this study a majority of the independent PSOs were
IT consultancies, Systems Integrators (Sls) or VARs, with the remainder representing Management
Consultancies (MCs), Accountants, Marketing Addertising and Architects and Engineers. The
participating PSOs representedbead spectrum from some of the largest independent service

Percentage of Observations

Source: Service Performance Insigketruary 201¢
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providers in the world to extremely small, independent regional and specialty service providers.
Thevastmajority2 ¥ NB A LR YRAY3 AYRSLISYRSYyd t{hQa 6SNBE LINJ

D Embedded Services Organizations (ESESDs operate much like PSOs; however, they are
part of a productdriven organization. The majority of ESO participants focus exclusively on their
02 Y LI y & Qhnoléyyhfit marfy of the largest ESOs like IBM and HP services provide global
Le¢ O2yadzZ GAy3IsE YIFylFI3ISR aSNWAOSA | yRpra@iwds. & 2 dzNOA y 3
For the small to migsize ESOs, their primary charter is to successfully impleinéhS A NJ O2 Y LI y & C
products. Increasingly the charter of embedded PS has expanded to include client adoption with a
focus on reducing time to value. While they are focused on professional service revenue and
profit, they are oftenasked to perform notbillable presales, proof of concept and customer
satisfaction services at little to no charge. They enable external clients but must also support
internal sales, support and engineering constituencies. At maturity levels 1 and 2, their primary
focus is on priect delivery and building a reference base. For ESOs, lead generation, marketing
and sales are primarily provided by the product sales organization. In this survey a majority of the
ESOs were part of independent software vendors (ISVs)witmarily provide ontpremise
software however the percentage of respondents representingsSakoud) providers is rapidly
expanding Almost all legacy opremise software providers are moving to the clo@P|
Research shows both ggremise and SaasS results.

SPI Research uses this segmentation because independent consultancies must fund sales and marketing
and backoffice operations for finance, operations, facilities, IT and recruiting in a way that embedded
organizations generally do not. Independents inglnigher cost of operation than captive (embedded)
organizations do. However, the following chapters will demonstrate independent PSOs generally
outperform their embedded counterparts because their sole focus is on deliveringghaglty services

at a pofit. Independents generally are focused on client delight and service revenue and profit growth,
versus embedded where successful and profitable projects are often subordinate to cugtmdact
adoptionand incremental product sales

Figurel5 Organization Size

hNBFYAT FGA2Y { AT S
Over 5,000

(7))

eople)g,<

A A . o 1501 5000
t Ne¥FSaaArzylt { SNBBAO
has grown, from 211 employees in 2012, to 701-1,500

NG

101-300

The average size organization in the m

coT AYy (KA KAS NXB3 N
is based on firms who employee more than
350,000 consultants worldwide making it
the most comprehensive study of the
Professional Service industry.

Organization Siz

Figurel5 highlightssurveydistribution by 10-30

PS headcount Thelargestpercentage of Under 10
firms have between 31 and 100 employees

. 0% 10% 20% 30%
which has been the case for several years Percentage of Observations
now. Embedded servicesganizations
average 660 PS employees whereas

Source: Service Performance Insight, February
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independents averaged 625. Firms headquartered in EMEA averaged 522 PS employees; the Americas
averaged 666 and APac averaged 776 PS employees per firm. The headcount numbers are skewed in
APacbecausawo of the thirty-seven participating firms reported PS headcountnafre than 5,000

Excluding thesgery large PSOAPA average PS organization sizes 8@l employees

Both Software and SaaS PS organizations | _ , _
Figure 16 Headquarters Locatié@Region

averaged more than 580 PS employees,
highlighting the importance of embedded PS -
within these organizations. IT consultancies Arica |
(573) and Management consultancies (255) E. Asia (China, Japan)
also had a substantial PS worlder : Middle East |

o i
| SI RIljdzZ NISNE [ 20k GA2 yg SoutCenral Amerkca |

» Eastern Europe I
Service Performance Insight works with % S. Central Asia (India, |
professional service organizations from g— Pakistan) |
around the world, and encourages themto | & AustraliaZNew Zealand l
participate in the benchmark survey. Survey Western Europe
participation from firms headquartered North America |
outside of North Ararica (Europe, Middle w
East, AfricaEMEA and Asia Pacifi&Pag) is Ch 2% 40% 60%_ 80%
now over 30%, as the Professional Services Percentage of Observations
al G dzNR G & n 8 yéét& gain N\]l o2 i i A V d%ource: Service Performance Insiglebruary 201¢

global popularityFigurel6).

It is important to note that regardless of where the organization has its headquarters, a significant
number of employees may reside outside of
the country. This is especially true for larger
organizatons. Therefore, the benchmark truly Over $1bn
reflects global organizations with a worldwide
PS workforce.

Figure 17 TotalCompanyrRevenue

$500mm - $1bn

$200mm - $500mm

24

4 . . A & % & q
¢c2G0Lt /2YLIye wS@Sydz $100mm - $200mm

In this survey many of the PS organizations are
part of a larger enterprise that also sells a
variety of other products and services. Maof
the independent professional service provider
also sell products or the responding group is an Under $5mm
individual practice within a larger firm. Many
technology service organizations have multipl
lines of business which may include manageﬁ
services, outsorcing and staffing. Therefore,

$50mm - $100mm

$10mm - $50mm

Annual Company Revenue

$5mm - $10mm

(72}

0% 10% 20% 30%

Percentage of Observations

Source: Service Performance Insigletruary 201¢
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generated $221 million in total revenue including $80.9 million in PS revenue.
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Figurel8shows75% of the organizations

Figurel8 Total Professinal Services Revenue

surveyed have professional services revenue
less than $50 million. The global PS market is
primarily comprised of firms with less th&50
million in revenue, but SPI Research works
especially hard to survey larger professional
services providers to better understand the
dynamics impacting their business and how
they can improve organizational performance.

Embedded PSOs averadgi®b.4millionin PS

oT

Over $1bn

$500mm - $1bn

$200mm - $500mm

$100mm - $200mm

$50mm - $100mm

$10mm - $50mm

Total Professional Services Revenue

revenue and the independents averag®a8.7 $5mm - $10mm

million. The average acrosdl 549 participants Under $5mm

was $8Imillion compared to $55nillion last | ! ! .

year. 0% 10%  20%  30%  40%
. -« A . . oA . _Percentage of Obseryations . .

Ly O0KA& éSINXQna adz2Nvse FTANYa KSIFRIdzZa NOSNBER A

Americas ($93.ﬁ1i||ion) were Iarger than those Source: Service Performance Insiglebruary 201¢

located in EMEA averaging $49Mllion and APac averaging75.1million.

, SN QUFNORI y3IS Ay t{ wS@SydzS

For the past three yearprofessional services

revenuegrowth across the benchmarkas Figure 19 YearoverYear @ange in PS Revenue

averagedslightly more than 1%.30% of the

firms grewrevenuesby over 15% (Figuro). Over 25%

Another15% of the firms grew revenues by E -

over 25%n 2015 é

Independent provideraveraged.5%revenue § 10% - 15%

growthwhereas embedded service providers g,w, 5% 10%

grew at 11.9%. The largest firrfvgith more g

than 700 PS employekpgrew the fastest at g 0%-5%

13.1% closely followed by firms with 31 to 100 ;

PS employees who grew at 11.3%. All other z A0%- 0%

size PSOs grew at less thd¥d. By geography | = . 4er 10%

the Americas grew the fastest at 11.7% | | | | |

followed by APAC at 10.1% with EMEA O %% 0% 1% 20% 2%

. . Percentage of Observations
experiencing the least revenue growth at Source: Service Performance Insight, February
6.5%. EMEA has been plagued bydhegoing
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sovereign debt crisis; unending waves of refugeestandrist threats all ofwhich have dampened
market growth. The professional services market can 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 riseae 10%, professional services organizations must add full
time employees.

, SIS 8 NI OKFy3S Ay t { Fidurd 2o ReR&a®Edt @ange in PS Headcount

Figure 20 shows that the yeaweryear change Over 25%
in headcount mirrors that of professional
services revenue growth rates, with embedded
organizations and larger firms leading thay.
Typically, revenue growth is higher than
employee headcount growth, as professional
services organizations are very attuned to
operational efficiency. However, employee
growth is a strong indicator that the professione
services market continues tonake great strides.
PS market momentum and consulting demand ! . .
continue to build and represent a bright spot in 0% 10% 2% 30% 40%

an overall lackluster economic picture. For the Percentage of Observations

past five years, the PS industry has averaged Source: Service Performance Insigetruary 201¢
8.3% per year headcount growth. This year the
average was 7.8%, down slightly from 8.1% the prior year.

15% - 25%

10% - 15%

5% - 10%

Headcount

0% - 5%

-10% - 0%

=

Year-over-year Change in Employee

Under -10%

Similar to revenue growth, the Americas

experienced 9% PS headcount growth; APAC
reported 10.1% with EMEA experiencing the Over 90%
least PS employment growth at 5%.

Figure 21 Percentagef Employees8illabléChargeable

S 80%-90%
e A . R A2 R
t SNOSyGr3IsS 2F 9YLIX R&BSE . Af HS
£ T0%-80%
Ly GKA& &Sk NDa adNBSe 3 toh oW iKS
percentage of billable employees (70.4%) @
declined significantly from the high water mark E,, 50% - 60%
of 75.1% achieved last year. Fig@dehighlights | £
. o S 40%-50%
the majority of organizations now have over 70% s
of their employeedillable. Obviously, this has a Under 40%
direct correlation with increased profitability. ' :
0% 10% 20% 30%

However, professional services organizations
should not try to drive this number over 80%, as
the lost overheadserves valuable functions fro

Percentage of Observations

Source: Service Performance Insigktruary 201¢
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sales and marketing, througéperations and IT. Keeping the organization balanced, which SPI Research
believes is approximately 75% billableadcount should yield solid results.

Excessive nchillable headcount creates a tepeavy 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. Nchillable headcount and time is a necessary component of developing
infrastructure, systems and tools which support growth, comesisy and quality.

Independents averaged 70.7% billable, whereas the embedded service providers averaged 69.9%.
These figures were fairly consistent across all sizes of organizafibrsAPac region led the way with
71.2% of their employees billable coamed to 70.9% in the Americas and 68.9% in EMEA.

t SNOSyidFr3asS 2F t{ wS@SydzS 5SSt AGSNBR o0& ¢KANR tF NIA

Figure22 shows the distribution of survey
responses in terms of the amount of revenue
generated by thirgparty resources. The averag
percent of PS revenue generated by
subcontractorsvas 10.9% down from 12.3
2014 This figure has remained fairly constant
between 11% and 13% for several years. This
yearESQevenue delivered by third parties

Figure 22: Percentage of R&.Relivered by 3rparties

(9]

Over 30%

20% - 30%

10% - 20%

Percentage of PS Revenue
Delivered by 3rd Parties

declined to 9.2% down from 12.2% the prior 5% - 10%
year. Independents generated 11.7% of revenu
from subcontractors. Also, since the largest 1% - 5%
organizations grew the fastest, the greater

Nothing

potential wasthere for third-party resources
Organizations with over 700 PS employees 0% 10% 20% 30%
derived 14.1% of revenue from thighrty
resources. By geography, APAC generated th
most third-party revenue at 11.8%EMEA
generated 11.4% and the Ameriagsnerated the least at 10.6%. Subcontractors aralaable tool to
help managevariability in supply and demand for services.

Percentage of Observations

1%

Source: Service Performance Insigktruary 201¢

Theirbenchcost is minimal, if anything, when they are not working. And they providéuabie
incremental workforce taugmentthe employee work base when work picks up.

aSNASNE FyR ! OljdzAiairdAizya 20SN) GKS tlFad ¢KNBS | SI N

Fouryears ago SPI Research began tracking the number of mergers and acquisj#onsations have
been involved in (eliter as the acquirer or acquired). Software and Saas firms lead the way in
acquisitions. Traditional companies like Oracle, SAP and Microsoft, who generate the majority of

technology profits, regularly buy up the highfliers in new market segments. Butjul- a az22y Fa 02
NAAAY3I a0l NBR FNBE I OljdZANBR ySg 2ySa SYSNHS gA0GK o685
goes.
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The number of mergers and acquisitions
increased significantly this year to 1.@ér Figure 23: Mergers & Acquisitions over theTrastYears
organizatordSNR dzi n®to Ay tFa0 &SI NIRa adz2NIWSe o
Embedded service organizations averaged
almost 2 mergers and acquisitions this year
while independents reported 1. As ongght

expect, larger organizations reported more

merger and acquisition activityorganizations
with over 700 PS employees averaggiohost

3 acquisitions. The Americas averaged 1.28,
EMEA averaged 1.08 and APAC .73.

Over 5

Three Years
N
w

Please refert® I dzA i S1j Q& Df 20
M&A report 2015for an overview of None
consulting M&A activity including deal
structure and revenue and EBITDA multiples.
Mergers and acquisitions can provide able
PS growth formula as they can bring new
clients,ideas, skills and competencies. But deal structure is very important to etigitrie

rainmakers, visionaries and subject matter experts who founded and grew the firm stay and contribute
after the aoquisition. A key ingredient of acquisition retention is to quickly move to a common business
application platform to ensure all employees have visibility to the business and how they can contribute.
Another best practice in peopleased businesses is & quickly as possible move to a single finance

and operations function and infrastructure as wellastandard human resource fabric including
standardized job descriptions and compensation.

Mergers & Acquisitions over the Past

0% 20% 40% 60%
Percentage of Observations

Source: Service Performance Insigktruary 201¢
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4. Best-of-the-Best

For the past seven years, Servirformance Insight has
conducted indepth analysis of the top 5% of PS Matukity
benchmark participants to uncover the reasons for their
superlative performance. The leading (according to the PS
al GdzZNAGeun Y2RSt 0 2NBI YA lofitheA ;
.Sade FFGSNI I OF NBFdzZA | dzRA
depth interviewwith their lead service executive.

R 4.
e & NBaLR
In this year's benchmark, SPI Research names th2Gdpms,
each scorin@0 or above (out of 25) on the PS Maturitivlodel.
CKS F2ff2gAy3 aSOlAzya KAIKEAIKIDG
the rest of the survey participants.
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Introducing the 2016 Best -of-the-Best Service Organizations

According toService
t SNF 2 NXY I y 06 L y Tablel2 2016 Besbfthe-Best Performance Advantage

ProfessionalServices
Maturity 1 Benchmarkout of

Top 20 All

Measurement Firms  Others

Advantage

549participating organizations, | g Tpa 20.4% | 14.9% 37%
gtfggfz::zcﬁﬁ s;gnnéac:;]::(y Size of PSrganization (employeeg 776 630 23%
average by excelling in all five Year over year revenue growth 20.0% 9.8% 104%
service performance Year over year PS headcount gro\ 17.2% 7.4% 132%
dimensions; Leadership, Client | Average revenue per project (k) $339 $219 55%
Relationships, Human Capital | Annual revenue per empl@gee $242 | $153 58%
Alignment, Service Execution Projects deliveredtime 86.7% | 75.6% 15%
and Finance and Operations. Reference clients 81.0% | 69.9% 16%

The To0firms outperformed
their peers and the benchmark

Source: Service Performance Insigktruary 201¢

average with significantly higher profit and more satisfied clients.

¢KS 2yS 62NR
GOAAAGATE AGR
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RS a ONXR 6 S aTrandparent issd&fiheNaxsa
Ay 02y dusdedisttalprovide ppBrebodks aSdve@mmilinicatidn s &l S A NJ
levels of the organization are empowered to make proactigetbaseddecisions. Transparency binds

employees to the diretion and strategy of the firm, propelling superlative executidey all have

created a culture of excellence by leading with honest, ethical and open communication and metrics.

Integrated business applications support high levels of employee anduevgnowth.
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SPI Researdls proud to announce the 2016 top performers:

/| 2RS{ OASyOS

CodeSciencsupports the unique needs of SaaS companies by providing
professional services across their entifedicle: Design, Product Build
andTest, Distribution, Sales, Marketing, and Support. CodeScience has
built over 70 B2Ebalesforceproducts for clients and bolstered hundreds
more with custom solutions.

G¢KS YIFI22NARGE 2F 2dzNJ O2yadzZ GF yida;
startup; our shared passion. While often referred to as the fastest way tt \
get a new product ® market, we pride ourselves in bringing the right /

product to market. However, neither guarantee success. Our solutions,

anchored in the Salesforce Clouds, enable clients to focus on customer, ! ‘

y2i LINRPOSaaoe ¢KFiQa GKS 1S& G2 2 o g YIFN]S

Brian Walsh, Partner and Chief Strategy OfficEqQdeScience

22f GSNE YfdzSNI CAYLFYOALE { SNIBAOSE

Wolters Kluwer Financial Servideslps organizations around the world
proactively manage risk, cgtiance, finance and audit challenges, and
grow safely and profitably by providing software, expertise and
professional services to help them make critical business decisions.

@ 2f GSNRE Yt dzSNI CAYylFIyOAlf {SNBAOSA Aa
ofthe- SAGQ 2NABIYyATFiA2yd 2SS {(F1S LINARS A
reaffirms our dedication to service excellence as we strive to help our

customers succeed amidst the intense regulatory standards and civic

responsibility inherent in the financial servicasdustry today. The PS

- e a b G dzNA & a2RStu KFa 0S02YS | @lftdzZ 6t S
meet the evolving needs of our customers and a useful guide to pinpoint areas of success and those

that require improvement. Being recognized as a Bestthe-Best winrer is not only an incredible

honor, but also a reflection of the corporate values we try to embody daifpcus on customer

4dz00Saasx FAY KAIK FYR RSTAGSNE YIS AdG o60SGGSNI YR

Darin Byrne Senior Director of Professional Services, WKFS
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TOP Step Consultiipproves business efficiency and productivity for
Professional Service operations by providing consulting and implementatior
services for Professional Services Automasoftware. TOP Step Consulting i¢
a sevenrtime Bestof-the-Best winner.

2SS INB GKNXff SR {2timété pitBrie. IV haveSaR
simple philosophy focused on delivering exceptional service. Our customer:
are other professional servicegganizations who are looking to improve
their business efficiency and profitability, so it is vital that we are seen as ar
expert and leader in our field. The benchmarking process and report finding

validate what we are doing right and help us identify eas of
AYLINR @SYSyYy( oé

Jodi Cicci, President and CEO TOP Step Consulting

9n { SNBAOSa

e4 Services, Lli€a healthcare information technology consulting firm specializing in clinical, hospital
information management and revenue cycle services. e4 helps healthcare organizations simplify,
manage, implement and transition clinical, health information manageirend revenue cycle
computer systems, applications, workflow and operations. e4 is a {fimewinner.

OWe are humbled to be recognized again by SPI as a top perforiiés.
experienced a year of tremendous growth, which often creates its own
set of clallenges for a companyOur focus on our customers, our team
members, and our metricg many based on ones that we implemented
over the years thanks to this repo helped us successfully navigate
through this year. The PS Maturity benchmark remains wg valuable

to us, and to be recognized again as a top performer within it is very
NBgI NRAYIdDE

Jim Hennessy, CEO e4 Services, LLC
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Bristlecone part of the $17 billion Mahindra Grouis, a supply chain and
business analytics advisor, serving customers across a wide range of
industries Rated by Gartner as among the top ten system integrators in
the supply chain space, we are uniquely foaed to solve contemporary
supply chain problems, with supply chain and analytics focus as our =
advantageBased out of the Silicon Valley, @lobalteam of 1®0+

business advisors helpsropanies rapidly optimize the strategic value of

\ =
their supply chaia through enabling technologies ‘\.

G2S &asSsS W{dzllL)xt e /KFIEAY !'yrfedArAdoaQ yrR . tFF{ & F LJ
IANRPGP® 2AGK 2dzNJ NBOSyGfte fIdzyOKSR Fy I f eneks@ha LJX I (G F2
various analytics initiatives; be it prescriptive, descriptive or predictive analytics. Another growth

driver is cloud based services as we see growing demand from customers transforming from on

premise to integrated cloud solutions. We arehon®te 12 6S NBO23y Al SR-of-a 2y S 2
the-. Sai aASNIBBAOS 2NBHIYyATIF(IA2Yy & dE

N o

Irfan Khan President and CE@ristlecone

[23A0Ff 58&A3y {2fdzZiaz2yas LyOo

LDSis a consulting firm that envisions and designs digiddlitions for global organizationsor 25

years, LDS has helped market leaders realize their most important business strategies through

technological innovations. LDS is hired by global companies, in all industries, that want to build

substantially bettebusinesses through smart design for business consuhBiS.is a seveime Best
of-the-Best winner.

G[ 5{ Aa K2y2NBR -ofithe-. &% (¥ ORI aldzt @.A§FAG FA
7th year in a row. We appreciate the value this award places on paying

attention to the metrics that drive our consulting firm, and we strive to

align to these best practices in our financial operationSach year we do

an exhaustive review of our business and are always looking for ways to

improve. ¢ KS t { al GdzNAGeNBR2RSt uSNFRNFR PSS ¢
provide an important roadmap in this contextWe compare our results to

the benchmark and identify areas that we can improve even slightBach

year we find something to work on and the report gives us the courage to

R2 Al o

Bruce Lovenberg, CPA Chief Financial Officer, Logical Design Solutions
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Pariveda Solutions,¢nA & | £ SFRAY3I YIylF3SYSyid O2yadzZ GAy3 TFANY
performance.2 S F20dza 2y RSOSt2LIAy3a SEOSLIiAz2ylf LIS2LX S
business problems through innovative technology solutions combined

with exceptional delivery. - ( -

GLOG A& Fy Kzofhd S0 0 S SNIBA. BSal 2 '
K .

named to this list for two years in a row is remarkable and reflects
our dedication to growing our people to their fullest potential and to
delivering exceptional s@®A OSa G2 2dzNJ Of ASy i a

Kerry Stover, Chief Operating Officer, Pariveda Solutions

PEASNYIFGAGS

Alternativebrings the best of the cloud to manufacturers through services and solutions designed to
make technoloy faster, smarter, and easier to usAlternative partners with leading cloud technology
providers includingalesforceind NetSuiteto build and deliver solutions that meet manufacturers’
needs.

"Alternative will always have service at the heart of everytlgrwe

do. Alternative started as a pure services company focused on enhancing
and extending the use of ERP and CRM for our customers. As we all know,
companies typically only implement 40 to 50% of the functionality

available to them, and so our goal wasind is-to help customers realize
greater ROl and extend the functionality and usability of their
technology.We are thrilled to have been recognized as one of the Best
of-the-Best Professional Services organizations, we think it is a real
testimony to oursingular focus on helping our clienssicceed:.

Vivian KeenaFounder and CEQO, Alternative
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ConsultCRMpart of AdvancedBusiness Solutionsgs positioned in the top
5% of all Microsoft partners globally and specialises in helping
organisations implement, integrate and optimise Microsoft Dynamics
CRM.! & I ¢ASNI hyS> D2fR [/ SNIATASR?
pedigree in Microsoft Dynamics CRM spans a decade working with
Microsoft since the first version came to market in 2004. The business is

its inception, reinforcing the trust placed imd¥anced by both Microsoft
and its clients.

G/ 2y & dzf ings tagathedaNilend of comptientary skill sets, effective
technology partnerships and robust implementation methodologies to
help our clients deliver results for their organisations. We have gdreyond the traditional idea of

support to help clients optimise their CRM investment over the long term. We believe that our

Ay Of dza A 2 y-ofthgf. SIKIIBQ WINREITISaaA2yf aASNBAOS 2NBEFYAAl (A:
helping clients align CRM ttheir goals and objectives at the start of their CRM journey and in the

f2y3 GSNY a GKS&@ 3INBg YR Sg2ft 3Sod¢

Simon Fowler, Managing Director, Advanced Business Solutions

. 2E

Founded in 2003oxis transforming the way people and organizations work so they can achieve their
greatest ambitions. As the world's leading modern content platform, Box helps more than 54,000
businesses in every industry, including 55% of the Fortune 500, securely acdesanage their critical
information in the cloudBox is headquartered in Redwood City, CA, with offices in the United States,
Europe and Asia.

6. 2E /2yadzZ GAYy3 A& (GKS LINRPTFSaarazyl f
customers realize the value of transformirige way they work and

maximize the benefits of their Box deployment. Box Consulting offers
implementation packages for customers ranging from 50 employees

to hundreds of thousands of employees and collaborators globally.
Additionally, Box Consulting helpsustomers optimize existing

deployments, move legacy ECM solutions to Barxd build customer

business applications on Box Platform. Meeting our customer's

objectives requires running an excellent professional services

operation and as such ware pleasedo be recognized as one of this

& S NDdai-the-SREIG t NEFSaaArzylt {SNBAOSaA 2NHIYATFGA2Yy & dé

Tim Smith, VP Consulting, Box
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Collaborative Solutionis a leading global Finance and HR
Transformation consultancy that leverages wecldss cloud
solutions to help deliver successful outcomes for its customers. A
one of the longestenured consulting partners with Workday,
Collaborative Solutions has exged over 225 successful Workday
HCM, Payroll, and Financials deployments for global Fortune 50C
companies, mediunsized businesses, and education and
government institutions. Collaborative Solutions has deployed in
over 110 countries and has experiencghnorganizations ranging
from 200 to 200,000 employee€ollaborative Solutions is based
in the Washington, D.C., metro area with offices in Pleasanton,
Chicago, Ainta, Tampa, New York Cifygrontoand Dublin

"At Collaborative Solutions we take pralin our unique culture and industdgading customer
satisfaction. We firmly believe that happy employees result in happy customamsl, owe this
achievement to our dedicated team of experts. This benchmark validates Collaborative's growing
leadership po#ion in the industry,and we are extremely proud to be recognized as a "Befthe-
Best" Professional Services Organization by Service Performance Insight."

Bob Maller, President and Chief Culture Officer at Collaborative Solutions

[ F NBES / 2y (KNIhONE IwSATSTINER y! deS i RIj dA INISNBR Ay

This contract research organization specializes in global drug development. They are instrumental in
helping global pharmaceutical firms get drugs to market, specializing in phase | through 1V clinical trials.
Recognized for delivering high quality services throughout the drug development lifecycle.

Name withheld

CAaSND

Fiservis a global organization with more than 13,000 clients and 21,000 associates worldwide and takes
pride in its mission to enable clients to achieve kiestlass results. The company is highly regarded for

its financial services technology and servicesvation, including awaravinning solutions for mobile

and online banking, payments, risk management, data analytics and core account processing.

Fiserv is helping its clients push the boundaries of what's possible in financial services, delivering deep
expertise and innovativeolutionsto help financial institutions, businesses and consumers move and
manage money faster and with greater ease than ever before.
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Helmsman Internationds a management consultancy, thought leader and product innovate.love
turning big, ugly, complex capital asset situations into highly successful outcomes. For Helmsman, the
outcome & everything. We have built a reputation for being the
straighttalking, cando and broad thinking specialists who can define
what needs to be done to deliver the best resuliée use a
combination of art, science and expertise to determine where the
techrical complexity lies, and what soft skills need to be applied to
deliver success. Many asset owners tend to concentrate on technice
WK NRQ FFOG2NAR ¢6KSYy YIyl3ay3a O
aK2gy GKIFG AdGQa GKS LIS2 L¥ksfltHes a
outcome will be. This is what turns good intentions into great
outcomes.

® h dzNJ
SNXYAYS

"Helmsman International is very pleased to be recognized by SPI Research as one of the top
performing professional services organizations in the world. This achievemertrisebof the hard
work and commitment of our team to provide superb service to our clients as well as a great
environment for our consultants."

Julian Mitton, Partner and CFO, Helmsman International

{G2ySNARIS {2Fddl NB

Stoneridge Softwardraws on years of experience in the Microsoft Dynamics space to provide complex
ERP implementation and support. We look for the best and most experienced team members so that

ourclientshag | O2yaAraiaSyidte I22R SELISNASYOS® hdzNJ YA &&A
.dzaAySaaéT 6S KI @S GKS KAIKte SELSNASYOSR aiAONR&?Z2
goals.

"We are honored to be recognized as one of Service Performance

L y & A 3 Kaf-MeiBest Br016.We appreciate the recognition for

0KS ljdzZt fAGe 2F GKS 2NHBI-patddl GA2Y 6SQ¢
years. The five pillars of Service Performance (Leadership, Client

Relations, Human Capital Alignment, Service Exemutind Finance

and Operations) are aligned with our core values as a compaRsom

the beginning our mission has been to be the best provider of

Microsoft Dynamics ERP consulting and we are thrilled to be

, acknowledged for our operational excellence as wentinue to grow

T ———— = 20dzNJ LINBaSyOS Ay GKS YINJSGLX | OS¢

Eric NewellPresident and Founder of Stoneridgoftware
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Moorhouseis a dynamic consulting firm, focused on delivetiagsformational change. We make sure
our clients succeed in their losigrm goals by helping them turhheir strategy into actionby
providingout of the ordinary delivergapability; and bystablishing a culture of change

GLNNBaLISOGiAGS 2F GKS &aArAl S 27F | ) > yaTtz2N
than strategy: it is the implementation and delivery that will
determine the success of any such pragime, since without these
even the bestaid plans will go to waste.We are proud of the
recognition of our own transformation and growth that this award
represents. It is a fantastic achievement and demonstrates not only
our ability to execute strateges on behalf of our clients, but that
a22NK2dzaS LINY OGAOSa ogKI G AdG LI

Richard Goold, Partner, Moorhouse Consulting

LYLISNIDI

Impervé, is a leading provider of cyber security solutions that protect busiggtisal data and

FLILIX AOFdA2yad ¢KS O2YLIyeéeQa {SOdINB{LKSNBI LyOI LA dz
discover assets and risks, protect information wherever islivie the cloud and ofpremises; and

comply with regulations. The Imperva Application Defense Center, a research team comprised of some

2F GKS 62NI RQa fSFRAy3 SELISNIA&A Ay RIFEGE FyR FLLXAO
with up-to-the-minute threat intelligence, and publishes reports that provide insight and guidance on

the latest threats and how to mitigate them. Imperva is headquartered in

Redwood Shores, California.

®S INBE K2y2NBR (2ftheSSyL¥SRSND&aOSAI
organization by Service Performance Insight. The worldwide services

and support team at impervainderstands that security, compliance and

reliability are essential to our customersi\e offer a comprehensive set of

support, professional services, and product traigi programs that deliver

immediate and effective results, giving our customers the confidence that

GKSANI aSOdzNRGe@ FyR O2YLX AL yOS 202S00A 0

Sunil Nagdev, SVP of Worldwide Services and Support at Imperva
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Founded ir2008,0S\started out as a disruptive force in the market offering a truly clbaded
FfOSNYFGAGBS G2 odzaAySaa LINRPOSaa 2dziazdzZNOAYy3Id 5SRA
andencouragecis2 YSNB Q |w (2 06S02YS &0NIXGS3IAO LI NIYSNBE oA
growth and scale by demand.

GhyS{2dzNDOS +ANldzZ f Aa K2y2NBR
Performance Insight as one of the Besttthe-Best Professional
Service®rganizations in the industry. Not only do we approach every
project with a deep expertise, but strive to provide every customer
with an exceptional experience. Customer satisfaction and dedicatior
to service excellence is in the fabric of OSV and its eygés, and has
been since day one. Receiving this award is a testimony to our effort
FYR 2dzNJ I OO2YLX AaAaKYSyi(aoe

\1T SR oeé

Duncan Harwood, VP of Professional Services and Strategy

LyGdS$aNI 6SR t NE2SOG alyl3sSySyd /2YLlye

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

planning and implementing strategic and critical projects in the life sciences, healthcare, consumer

products (including CPG), and industrial sectors. The IPM @ddér LJ | LILINE F OK O2YoAySa
OFLI oAt AGASA yR t£S3aF0e (1y2¢fSR3IAS gA0GK LtaQa LINRO
in to achieve project objectives. Since its inception in 1988, IPM has served over 300 clients, ranging

from Forune 100 companies to startups, and completed over 3,500 projects.

GPMisk 2y 2 NBR (2 0 Sfther BER ¢ { SNPADS
Organization. With a passion for excellence, honest and ethical

conduct, and uncompromising integrity, we focus on providing

SEGNI 2NRAYFNE aASNBAOS 6KAES | ROA&AAY T
complex initiatives. We recognize that our valuésiven, self

motivated, and highly skilled employees are our most important asset.

Our mission is honored each time we exceed acled@ SELISOGI GA 2y 3
each time an employee achieves his or her dreains.

Timothy J. Czeclhief Financial Officer, IPM
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Fruition PartnersaCS@ompany, is a global technologyabled services firm focused on elevating
service management to the cloud. The company combines practical experience with techeoddyd
tools and services to help organizationsaatt success throughout the entire Service Management
process. With more than 1,700 ServiceNow projects to its credit, Fruition Partners is a Master tier
Solutions Partner of the leading enterprise cloud company,
ServiceNow. Fruition Partners team of ov@03loudintegration
experts accelerate service management and ensure clients
experiencecost and performance benefits quickly and easily.

GCNUzA GA2Y t I NIYSNRAR A of-tHeNB dzR QU |
2 A0K 2dzNJ NBOSy il | Odpliadahatiningny o
ways we can serve as a model and enable other organizations
within the larger company. Culturally, we maintain a spirit of
honesty ard continuous improvement. We areery proud to
celebrate our success and embrace our future poteribial

Scott Klein, Director of Business Operations, Fruition Partners

Best-of-the-Best Demographics

Tablel3 compares the20bestof- | Tablel3 BestoftheBest Comparisod Demographics
the-best performing PSOs to the
. . , Bestof-
other 535in this year's survey. As KPI theBest  est 3
we have seen for the past seven

Number of fi 20 55
years, Besof-the-Best umber of firms
organizations tend to be more Size of PS organization (employees 776 630 | 23%
specialized than the average firm | | Annual company revenue (mm) $206.5| $221.9| 7%

in the benchmark¢ KA & & S| | Total professional services revenue | $67.8 | $81.5| -17%
performersare slightly larger than | | yearpveryear change in PS revenue| 20.0%| 9.8% | 104%
average firms with 776 PS Yearoveryear change in PS headcoy 17.2% 7.4% | 132%
employees ompared to 630 for :

% of employees billable or chargeall 82.1% | 69.9% | 17%

average firms.Nineare
independent IT consultancies; % of PSevenue delivered by@adies | 10.2% | 10.9% | -6%

three are embedded PS M&A over the past three years 1.71 1.16 | 47%
organizations within fastjrowing Source: Service Performance Insight, February
software companies; four are
management consultancies; two are embedded PS organizations within cloud SaaS coropariges,;

ValueAdded Reselleand one focuses on research and development. The IT consultancies specialize in
enterpriseclass solutions for complex problems in government, healthcare, security and data centers or
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high-growth cloud platform implementation, migratn and integration. They serve a wide variety of
industries withspecialized expertise and deep domain knowledge.

¢ KA A& @ Sof-thetBast areXBatacterized by high growth, profit, and high levels of client
satisfaction. Every year we find the bésins are also the fastest growing; on average they grew year
over year PS revenue by 20%ore than double the revenue growth of average firms (9.8%). Year over
year employee headcount growth was even more impressive at 17.2% which is almost threthémes
headcount growth of average firms (7.4%). Forstaé&astgrowing firms their top challenge is finding and
growing the talent they need to sustain theiynamicgrowth while maintaining a culture of excellence.

The Best boasted a much higher percentafjbillable employees, and deperstightly less on third
party resources, preferring to recruit and deploy their own talented resources without heavily relying on
subcontractors which translated to higher levels of both employee and client satisfaction.

M2NB GKIFy KFEEF 2F (GKAa &SI NRa (2L) LaBisitiorasdidveseNE | dz3Y.
acquired by larger firmsTwo firmsompleted over five acquisitions as they consoliditieeir market

dominance. Tojerformingfirms were able to useheir own transformation and change management

capabilities to quickly integrate and take advantage of acquisitions as a catalyst for growth.

Pillar Performance

¢tKS F2ff2gAy3 aSOlA2ya KA-a#ebed prdfesdsioRafserd@si dzft Ga 27F
organizations (PSOs) and compare their results with the rest of the survey participants.

[ SFRSNEKALJ

The leading firms are highly specialized. They cdratenon specific higlgrowth IT segments or
vertical industries. The executives of tpprforming firms are seasoned professionalsften with a
track record of founding and growing multiple prior consulting organizations.

Arecurring theme fromthi8 S+ NDR& f SFRSNAR Aa GKSANI aGNBy3a aSyaSsS 2
firms are seen as visionaries within the markets they serve, they see their role as one of truly helping

improve the lives of their clients and employees. They select clientsrajetts because they share the

same valueswhether it is a love of transformational change or desire to make a difference through

healthcare and government programs. Their sense of pride and commitment comes through in the
organizations they have develeg.

¢tKA&d &SIFNRa fSHFRSNE RA&aOdzaa SR U &edtrickcvtud@whichiny OS 2 F 0
GdzNyy 0S02YSa I &a2d2NOS 2F O2YLISGAGAGS RAFFSNBYUGAL G
a strong reputation as a great place to worldagrow 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 on the culture anitiggoghe firm for the future A

key area of differentiation is that top firms significantly invest in employee developn@ntaverage,

they provide 13.5 days of employee training compared to 8.7 daya/fmage firms
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Tablel4 compares the leadership
metrics of the highest performing
organizations with the remainder KPI ‘ Best Rest 3
of the survey. The two highest | [ \vain i imdarctnad vician miccinn and o 471 | 271 |
differential scores are clarity of

vision, mission and strategy and

effective communication.
Leading PSOs emphasize the Embraces changsimble and flexible 4.50 3.64 24%

Table 14: Besti-the-Best ComparisodLeadership Pillar (1 to 5d5x)

Well understood vision, mission and s{ 4.71 3.71 27%

Effectively communicates w/employee| 4.54 3.60 26%
Employees have confidence in PSO's| 4.71 3.78 24%

importanceof establishing a clear | Ease ofetting things done 4.50 3.66 23%
and differentiating vision which is | Goals and measurements in alignmen| 4.50 | 3.66 | 23%
widely communicated and shed Innovation focused 4.42 3.60 23%
throughout the organization Confidence in PS leadership 4.67 3.82 22%

cemented by congruent goals
and measurements. This clarity Source: Service Performance Insight, February

of purpose provides a powerful foundation for creating a unique culture vbipports and accelerates
market differentiation in turnleading to strong employee confidence in the future.

JftASYd wStl A2y &KALA

SPI Researchwas surpridé@ 4 G 2 ¥ (i Kdf-the-Bes$ dloNd® émploySraditional solution sales

people. The idependent IT and management consultancies depend on their regional practice leaders

to be the chief rainmakers in their region or domain. Although practice leaders are charged with

developing a book of business they are also charged with personal hijflgbihls to ensure they

continue to be recognized experts in their field. Independent Béghe-Best firms expect their

LIN OGAOS fSIFRSNE (G2 06S O2yadZ 4lyda FANBOGX ofS (2
business and referrals are tipgimary source of new business, a strong testimony to superlative client
relationships and results.

The embedded PS@simarilyrely on the product sales force. They have forged a strong partnership

with product sales and have built sales tools andiserpackages to guide and shape consulting
engagements. These service packages enable the product sales force to position and quote services,
leading to higher product and service attach rates. PS is regarded as a significant and growing source of
top-line company revenue, not a necessary elilmany cases, their lead services executive is

responsible for global support, professional services and account management with the title of Chief
Customer Success officer, acknowledging the important role ssrpiays in ensuring client success. A
relatively new set of metrics has emerged for PS, focused on customer adoption. The cloud PSOs
measure not only the number of licenses, seats and client revenue but also the level of client adoption
and engagementybuilding dashboards and scorecards which depict the depth of client adoption.
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lff odzi 2y S -»fFfhe-Bektiely or2CRM hidplidatiansSt@idnprove their sales and marketing
effectiveness.Twelveof the top firms use Salesforce.com as their CRdveral firms credited the tight
integration between their CRM and PSA agatiibns 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 winraaihtain pricing and cdract
termswithin guidelines. Because they are the premium supplier in theiraedihed markets, often

they do not have to compete
for businessThey are chosen

Table 15: Best-the-Best Compariso@Client Relationships Pillar

based on referrals and their KPI Best Rest 3
demonstrated competence. Percentage of revenue from new clients 34.7% 28%| 24%
Survey results revealed that Bidtowin ratio (per 10 bids) 6.33| 4.88| 30%
the percentage of revenue Deal pipeline relative to gtr. bookings forecg 198%| 171%| 16%
from new clients was 35% for | sales cycle (days: qualified lead to contract| 88 88| 0%
Bestof-the-Best firms compare Average service discount given clients 8.8%| 7.6%| -16%
to 28% for average ;

o . Percentage of referenceable clients 81.0%| 69.9% 16%
organizations. New client
expansion is a key ingredient of Solution development effectiveness 4.08| 3.57| 14%
their high growth and Service sales effectiveness 3.92| 355/ 10%
profitability. Leaders give Service marketing effectiveness 3.75| 3.27| 15%

higher marks for sales,
marketing and solubn
development effectiveness. Interviews revealed leaders do not have the schism between sales and
service delivery which is so apparent in many PSOs. This sales and delivery collaboration produced
higher win to bid ratios, larger sales pipelines and en@ference customers. They are wadisitioned

in their markets due to specialization and a focus on solution development which resulted in much
higher levels of sek and marketing effectiveness as well as repeatability and institutionalized quality in
their projects

Source: Service Performance Insight, February

L dzYly /FLAGEE ' tAIYYSY

Talent is a primary focus and hot topic for all service firms. In an increasingly tight talent market, top
performing firms intently focus on employee engagement and satisfaction by offering earbancing
training and mentoring. Many top firms also recognize the sacrifices families make by including family
members in annual retreats and conferences.

Tablel6 compares Human Capital Alignment pillar key performance indicators between the®bst

Best organiations and the remainder. The table shows lower levels of attrition, more employees who

would recommend the firm as a great place to work and significantly higher levels of employee training
investment. Top performing firms place a premium on high quaditruiting and orboarding programs

resulting in faster recruiting and ramping times and higher billable utilizatiol S& KA NB a! € LJX | i
They invest a lot in them and expect a lot from them.
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Each top firm emphasized the importance of culture. Culture goes way beyond establishing a mission
statementc it must be unique and inspiring to attract the type of consultants and clients the firm can
tzest sevrve. “In:[erestlnglvy, man}/ ?f _Table 16: Bestf-theBest ComparisodHuman Capit#llignment Pillar
uKAa e SitihelBeést havs a |u

Ffaz2 6SSy NXO23 KPI Best Rest 3
tt 1 O0Sa uRortinéaM] € || Employee annual attrition (voluntary &

other publications. Innovative involuntary)

employee engagement programs | | Recommend company to friends/family 471 417 13%
include: annual company retreats
whichmayinclude spouses; Time to recruit and hire for standard posit
generous healthcare and parental | (ays) 56.3|  60.7| 7%
leave policies; flexible work
schedlles; health and wellness
programs; significant investments
in employee training and career
development and a consistent
focus on fun, teanbuilding,
collaborationand communication Source: Service Performance Insight, February

10.3%| 13.0% 20%

Management to employee ratio 12.29| 1148, 7%

Time for a new hire to become productivg 42.5| 58.7| 28%

Guaranteed training per employee per ye

0
(days) 13.48| 8.70| 55%

Welunderstood career path for all emp. 4.00| 3.26] 23%
Billable employee utilization 78.3%| 70.2% 12%

The leading firms use a variety of innovative recruiting strategfesm establishing strong partnerships
with local universities, to attracting more senior consultants from their competitors. Just as in selling,
referrals are a key source of new hires because the best and brightest invite their friends to join them.
Onceon board, the best firms offer new hire orientation and-boarding programs which include
shadowing and 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 Engineering) and then invest over 90 days in teaching new
hires both the industry and technology. This strategy, although initially expensive, results in qualified
conglltants who are able to hit the ground running after their-boarding program has been

completed. Other fascinating recruiting strategies include personality testing for cultural fit,
communication and organizational skills in addition to technical kedgé.

Top firms also invest in helping consultants build their own networks and commugitiey encourage
GKSAN) @2dzy3d O2yadzZ Gryita G2 o0dAftR adNBy3 02ttt S3aS
talents but also as a source of recrugiand business referrals. With young millennial consultants,

continuous learning is a perquisite which means top firms understand employee career and knowledge
aspirations and ensure top performers are assigned to the projects, clients and geograpkiassthe

most interested in.

Just finding talent is not enouglt. K A & & Soff-thekBast firn® fodused on ramping and employee
training to develop a qualified workforce. Some create rotational assignments to give their employees
greater exposure to other services and clients. Employees who are continually leandiegpanding

their knowledge base tend to stay with their employ&Zhen the work is not challenging or interesting,
morale suffers and attrition risesSeveral of the smaller firms are 100% virtgal other words, they
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Tablel7 compares service execution key performance indicators between thedd¢ise-Best

performing organizations and the

remainder. The table points out
the leaders have larger projects,
more rigorous quality processes,
fewer project overruns and
fewer projeds cancelled. Leaders
focus on all aspects of service
delivery, with higher marks for
knowledge management,
resource management and
estimating and change control
processes. Their focus on servic
delivery excellence produces
superlative productivity witl83%
of their employees in billable
roles and 78.3% billable
utilization.

Because every leader relies on a
commercial PSA application they
are able to build and reinforce

project delivery standards which

Table 17: Bestf-the-Best Comparisod Service Execution Pillar

€

KPI Best | Rest 3
Employee billable utilization 78.3%| 70.2%| 12%
Average project staffing time (days) 9.48| 10.45| 9%
Concurrent projects managed by PM 6.00| 5.76 4%
Average project staff (people) 5.90| 4.64| 27%
Average project duration (months) 6.92| 6.17| 12%
Projects deliveredtime 86.7%| 75.6% 15%
Projects canceled 1.9%| 2.6%| 28%
Average project overrun 7.3%| 10.1%| 28%
A standardized delivery methodology is U 72.6%| 64.2% 13%
Effectof resourceagmtprocesses 4.29| 3.56| 20%
Effectof estimating processes and review, 3.96| 3.53| 12%
Effectof change control processes 3.96| 3.42| 16%
Effectof project quality processes 4,17\ 3.55| 17%
Effectof knowledge management process 3.75| 3.34| 12%

Source: Service Performance Insight, February

result in precision execution and

high levels of qality, productivity and profitability. They credit thddSA with improving resource,
project managementtime and expense capture and billingading to higher levels of billable utilization

and ontime project completion.

¢ KAa

& Sof-thekBastwer& énifiorm in their commitment to developing standardized

methodologies. In addition to repeatable processes and templates, they are focused on ensuring high
quality delivery. Most estimates, proposals anti@nges go through a rigorous evaluation nder to
ensure proper risk management and margin analysis.
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CAYlIYyBEISINNRAZ2Y A

The Besbf-the-Best are focused on financial success and stability. They all have deployed a commercial
finance and accounting solution which is partially integrated with their PSA application for billing and
revenue recognition. Alhe leading firms hee invested in both a CRM and PSA applicatiomelveuse
Salesforce.com as their CRM. CommerciabRSAd are: NetSuite/OpenAir; ProjecRBA;
FinancialForc®SA; Kimble; Microsoft/Assistance PSKBangepoit) Deltek, Clarizen, Tenrox and

Workday. Orthe financial side of the busass, they rely oQuickBooksNetSuiteMicrosoft Dynamics;
Workday; SAP; DeltekjnancialForce and Oracle.

The Professional Services
al Gdz2NR G & a2 RS u TadlIB: BB Bed CotpiisodFinance and Operations Pillar
weights financial success;

meaning the leaders in this S Best | Res ‘ 3

survey were much more EBITDA 20.4%| 14.9% 37%
profitable than their peers. Annual revenue per employee (k) $242| $153| 58%
Table18 shows the enviable Averageevenue per project (k) $339| $219| 55%

FAYlIYOAIf NIA&dz | Project margin for ime & materials projl 49.6% 32.8% 51%
Bestof-the-Best. They produec Annual revenue per billable consultant {  $279|  $194| 44%

significantly more net praf Average project margisubs, offshore 35.2%| 25.6% 37%
(20.4% compared to 14.9%) than

. ) Project margin for fixed pricgcts 43.5% 32.4% 34%
average firms in the benchmark.

. . . - . 0, 0, 0,
This high level of profitability is REVEILE AR 2Vl A S8R
derived from more revenue per Executive retinme wide V|S|b|||ty 4.17 3.28 27%
employee, project and Quarterly revenue target in backlog 50.2% 39.9% 26%
consultant. All of the Besif-the- | | o of billable work is written off 2.3%| 3.0%| 24%

Best can be characterized as
runninga very tight financial
ship. They are frugal with nen

essential expense. In particular,
GKSe& R2y Qi Ay @§ | Dayssales outstanding (DSO) 53.4 43.3| -23%

Percent of annual revenue target achie] 105.8%4 90.7% 17%

Percent of annual margin target achiev¢ 102.9% 88.7% 16%

% of inv. redone due to error/client reje 2.6%| 2.6%| -1%

and nonbillable travel, preferring | | Quarterly nesillable expense per employ $2,625 $1,869 -40%

to heavily invest in the skill Source: Service Performance Insight, February
development of their employees.

The Besbf-the-Best make moey on every aspect of the business with higlvcontractor margins
(35%);high time and materials project margins (49.68&&)d high fixed price project margins (46.4%).
The leaders had a significantiyrgeramount of revenue in backlog (50.2%), whichates greater
financial stability and predictability. They were much more likely to have achieved both their annual
revenue and margin targets which shows they are running a predictable business.
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The Bestof-the-Best PSOs Use and Integrate PS Applications

SPI is continually asked:

2@ Atwhat size should a PSO staretmaluate andacquire business applications?

2@ What are the most prevalent business applications and what should our priority be for
application acquisition?

2@ What is the impact of each of the primary business applications?

& Which is betterg a best
of breed standalone
application or an

Table 19: Beslif-the-Best Business App. Adoption, Integration, Satisfac;

integrated suite? Solution Best Rest  Delta
& Whatis the benefit of | | ginancial solution used 100.0% | 95.0% | 5%
application integration? : : — . .
Satisfaction with financial solution 3.95 3.69 7%
To answer these questions, an| | commercial CRM solution 91.7% | 86.1% 7%
evaluation of business ) ) ) .
o ) Satisfaction with CRM solution 4.17 4.00 4%
application usage comparing
GKA3a @& Si-teBast . S 3 CRM is integrated with ERP 47.6% | 42.9% 11%
PSOs to average organizations | Commercial PSA 95.8% | 79.1% 21%
provides acompelling picture Satisfaction with PSA solution 417 | 377 | 11%
of the power and impact of PSA is integrated with ERP 71.4% | 555% | 29%

integrated business

i 0, 0 0,
applications. Table19 shows Level of CRM and PSA Integration| 58.3% | 35.4% 65%

app“caﬂon usage’ satisfaction Commercial HCM solution 83.3% 55.5% 50%
and integration of each of the Satisfaction with HCM solution 4.05 3.67 10%
core PS business applications | | o is integrated with ERP 52.8% | 39.9% | 32%

for the top performing (top 5%)

. KM solution 88.9% | 60.7% 46%
survey participants compared

: . i . . 0
to the remainder. The table Satisfaction with KM solution 4.13 3.66 13%
provides a powerful illustration Remote service delivery tool 91.7% | 76.7% 20%
of the benefits of PS application | satisfaction with RSD solution 433 | 386 | 12%
usage (?md.lntegratlon: ACross Social networking tool 91.3% | 81.3% 12%
all application categories, top - - - - -

Satisfaction with social networking 4.00 3.68 9%

performing firms are more
likely to have implemented a Source: Service Performance Insigketruary 201¢
commercial business application and much mdtelji to have integrated it with the core financial
application Likewise, top performing organizations are much more likely to have integrated their CRM
and PSA applications to provide réiahe visibilityand collaboratiorbetween sales and service deliy.

This visibility gives them much greater insight into customer information and promotes sharing of
customer information which enhances both sales and service delivery effectiveness.
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Best-of-the-Best Conclusions

Each year it is inspiring to meet witraders of the Besbf-the-Best organizations. They are justifiably
proud of the unique Professional Services organizations they have built, but their pride is focused on
their employees and client results, not on themselves. An area that sets thadeagiart is their in

depth knowledge of their markets and solutions. They understand and have visibility to all aspects of
the business, despite the fact that many of them run very large organizations.

More than average firms, they are truly passionat®ut 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 make 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. One executive spoke of a ClO client that had brought them into four different organizations as
he made career moves.

al ye 27¥F ( K-afdhe-BeSt haNd&ba@en wilnars yeafter-year both throughout the great

recession and now again when the consulting market is hot. The independents have aligned themselves
with the latest and greatest technologieghey are constantly reinventing themises to ensure they

are on the cutting edge of the best technology solutions for their markets. The leaders of the embedded
PSOs have a seat at the executive tadRS is seen as a critical element of the businedsaamajor

source of revenueprofit and client product adoption

Excellence is within the grasp of all PS organizatjdns it takes hard work, determination and

constant vigilance. Service Performance Insight finds it gratifying that leading organizations rely on the

t{ al (0dz2K¥& NJo Y 3FdzZARS GKSANI Ay@SadySyida FyR LISNF
NEFTSNBYOS (KS &dzJSNI | -of-the3Est tdBuilddybui civn @dhnizatiins for thie S | NI &
future!
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5. Professional Services Business Applications

¢KS ANRGUK Sy3aAyS 2F (K& a2 03
economy has shifted from manufacturing

. . i Professional Services Business
to projectbased, peopleentric services Automation Intelligence
. . (PSA) (B1)
businesses. These businesses rely on
projectbased Enterprise Resource Fi"aﬂcia'(m:;)ageme"t
Planning (ERP), also known as Services
Resource Planning (SRP), ajgpiens to Human Capital Client Relationship
Management Management

manage the financial aspects of the firm.
These solutions automate core business
processes such as quete-cash,

resource and talent management, time
capture and billing, and provide the rei@he visibility necessary to improve organizationtiagency
and effectiveness.

(HCM) (CRM)

Services firms are uniquely peosléven organizations. They depend on the knowledge and skills of a
talented workforce to sell, stafind deliver a range of services typically on a project or contract basis.
The fundamerdl financial requirements of servidmsed businesses are very different from classic
manufacturing and supplghain focused ERP applications as they must include functionality for
managing resources (people) and projedesks). Increasingly, projebesed ERP application providers
also add rich talent management capabilities to support recruitingh@arding, compensating and
rewarding the employees who are the core asset of serbrsed businesses.

Project and servicebased extensions to enterpasERP applications started to appear inthe G S mdpdn Qa
at the same timestand-alone Professional Service Automation (PSA) solutions supporting resource

scheduling and time capture and billing became available. Over the past fifteen yegest

accountng, resource management and time capture and billing 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 thatuigarent and engagement of a

GFrf SYidSR ¢2N] F2NOS KlFla Ay G2RIe&Qa SO2y2Yeéeo { dzLJLJ2
revenue recognition rules for time and materials, wamkprocess, deliverablelsased or percentage

completion are also important pfect-based ERP extensions.

This chapter provides PS executives and software application providers insight into the level of market
adoption, integration and satisfaction with core Professional Services business applicatiotisisrom

& S | hedtmark surey. It is notintended to bean overall application market adoption surveyThe
solutions highlighted in this chapter help PSOs optimize operational effectiveness through increased
visibility, streamlined business processes and cost management.
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Primary Professional Services Business Applications

A project-based ERP system
is an integrated information
management system that
manages the capture and

Figure24 Core Professional Services Business Applications

Staff mm) Deliver mp Collect

flow of information across Mansgement (oM Mtomation(PSK) . | | Panning (ERP)
departments and functions | OR i d S e R o

It includes a common ! o e o ! s e e e
enterprisewide database e e >
and various appllcatlon Client Relationship Business Intelligence g

ell

Management (CRM) (BI) o
modules to support e dmah R e Y <
- “ 3 . %mMmm |N
fundamentalbusiness ot O, « Dekrmioe “optinar s, chns, o )

activities, such as T
accounting, financesales, U_j_r) ot

. Project Portfolio Management (PPM) Knowledge Management (KM)
project man@ementand
Remote Service Delivery and
Collaboration Tools

human resources. An ERP
standardize business Source: Service Performance Insigkbruary 201¢

S
2
g
5
3

system is used to

processes and provide
reports, insight and control fdsoth revenue and costs

The vdue of such a system is to enable critical information to be analyzed and shared across the
organization for more insightful artimely decisionmaking. For purposes of thigport, SPI Bsearch
considersProjectBased ERP solutions to have several magtiiat include:

D Financial Managemenor Enterprise Resource Plannifi§RP)The fundamental solution
required to accurately collect and report financial transactions.

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

D Professional Services Automation (PSAhe 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 Management (HCMJalent management solutions for recruiting, hiring,
compensation, goadetting and career and performance management which rely on integration
with and extracts from the employee database.

D Business Intelligence (BIfhe assembly and use of informatiimnimprove decisiormaking.

Both embedded and independent professional service organizations regjnm&r functionality The
ASNIDAOS AYyRddzZGONEBQa dzaS 2F (S OK ysictorbatdhe fldbalsizé, & LIA Ol f €
complexityand growth2 ¥ (2 R @ Qa4 & SNIIA OS 0 dzifdr ghecamlizes applicatigns A y ONB |
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along withthe demand for reatime information. Tabl€0 shows the various departments within a
typical professional services organization (with more than 30 people)depidts departmental
requirements and core business applications.

Table2d PSO Departments and Information Needs

Core Requirements

Core Applications

Department

Executive &
Administrative

Strategic plannihgidgetingnanagement reporting, decision

support

Busness Intelligence, Budgeti

Planningnd Reporting

Human Payroll, Benefits, Recruiting, Hiring, Training, Compensatii Human Capital Management
Resources Performance and Career Management Payroll, Benefits
Legal Patents, law suitentract managemandl approvals Contract d&Zase Management
Finance & Financial management, operations, planning, forecasting,| Financials, Budgeting & Plani
Accounting Time & expense capture, billing, collections. BI

. Marketing automation, sales force automation, account, c¢ Marketing Automation
Marketing & . - : ) .
Sales territory management, pricing & proposals. Client Relationship Managem

Contract Management

Purchasing Material, equipment and external service procurement. Procurement

Service Deliver

Estimating, Project Management, Resource management
staffing, Knowledge Management and Collakuratityn
Management.o8al networking tools and web and video
conferencing and remote service delivery tools.

Professional Services Automé
(Project Management, Resou
Management, Knowledge
Management, Collaboration
Remote Service Deliyery

Information Project scheduling, technology evaluation, systems develq Applicatiobifecycle Mgmt.,
Technology and implementation Project Portfolio Management
Research & New service development; knowledge sharing; template, t| Product Lifecycle Manageme

Development

methodology development

(PLM)Knowledge Manageme
Code Repository

Source: Servic®erformance Insightebruary 208

PS Solution Adoption

I OO2NRAY 3

02

i K A acorangetciblBdbpticuiezhidddSéall catddaiicde exders RRP,
Human Capital Management and Business Intelligence. As this survey represented a much larger

number of participants (549 compared to 220 last year) it is a more accurate representation of global PS
business application adoption.h&abundanceof high quality, affordableloud-based solutions has

enabled greater numbers of PStosadopt commercial busess solutionget a surprisingly high number

2T TFTANXa FyGAldzZ §SR K2YS3INRGY

AiAtt NBte 2y

leading application providers shows that cloud is outselling-clond by a factor of greater than fiste-

one. Cloud solutions are especially important in the professional services sedio® &l & Q &

LILIE A

@A NI dzI f

consulting organizations may have skilled employees located across the globe, not collocated in physical
offices. The cloud has enabled PS executives\aarkers at all levels greatenobile access to the
information they need to improveisibility and management control of resources and projects
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Figure21 compares the
adoption of commercial
solutions versus home
grown, and organizations
that still rely on
spreadsheets. Thable
shows less thaf% of the
organizations surveyedo
not have gormal ERP
solution,meaning they
probably use Exceind email
to run the business.

CRM is the number two
solution in terms of
adoption, with
approximately 86% using a

Professional Ser vi ce_

Table2: Commercial Solution Adoption
Solution 2013 2014 2015
Enterprise Resource Planning (ERR  89.5% 92.2% 95.3%
Client Relationship Management (d  88.5% 87.4% 86.3%
Social Media (SM) 87.9% 88.8% 81.7%
Professional Services Automation (| 77.6% 81.5% 79.8%
Remote Service Delivery (RSD) 82.0% 84.1% 77.4%
Knowledge Management (KM) 56.5% 63.6% 61.8%
Human Capital Management (HCM|  42.6% 46.4% 56.8%
Project Portfolio Management (PPN N/A N/A 49.2%
Business Intelligence (BI) 33.7% 35.1% 45.4%
Source: Service Performance Insigktruary 201¢

commercial solution.CRM adoption surpassed PSA adoption five years ago whenlzdsed CRM
applications, primarily from Salesforce.copecame the standard. CRM usage is often misleading as

many firms may only purchase a limited number of sales seats whereas they require PSA functionality

(and licenses) for all billable members of the organization. More and more firms are also iniresting
Marketing Automation to generate leads, track prospects and build the brand.

Fgure25 Commercial Solution Adoption

ERP

CRM

PSA

HCM

BI

PPM

0% 10% 20%

Commercial

No Solution

30% 40% 50% 60% 70% 80% 90% 100%

Percent of Organizations Surveyed

Source: Service Performance Insigletruary 2016
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SPI Research continues to see increased adoptid®SA business solutions ¥80increasingly legacy

on-premise applications are being replaced by clwaded PSA applicatioridany standalone PSA

solutonst NB y 24 @Si AyiSaINIXYGSR 6AGK GKS O2NB FAYLFYyOALl
to application integratioras a key enabler of superlative business performance.

Human Capital Management (HCM) applications have experienced the greatest growth in PS adoption.
As new clouebased, 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 employees to manage their own skill and

career development. Further, the HCM financial bendfitenproved recruiting are significant as the

average PS6pends more than 2% of total revenue on recruiting and another 1 to 2% on training.

Table22 compares business solution adoption and satisfaction along with the level of ERP integration.
As the Pofessional Service industry is larger and more established in North America, business
application adoption for the major applications (ERP, CRM and PSAbteadsVEA and APAC.

However, as cloud applications have become more pervasive, PS applicatgmin Asia Pacific has
significantly surpassed EMEA in all categories. Now Asia Pacific adoption of PPM (Project Portfolio
Management), KM (Knowledge Management), Remote ServilteeDeand Social Networking have

even surpassed North America. Applioatsatisfaction is highest in Asia Pacific and lowest in EMEA.

Table22 Business Application Use by Organization Type and Geographic Region

Key Performance Indicator (Kf 2015 ESO PSO Americas EMEA APac
Commercial ERP solution used 95.3% 96.9% 94.5% 96.9% 91.4% 94.1%
Satisfaction with ERP solution 3.70 3.55 3.78 3.70 3.64 3.93
Commercial CRM solution 86.3% 96.5% 81.4% 89.2% 79.3% 83.3%
Satisfaction with CRM solution 4.01 4.05 3.98 4.04 3.89 4.03
CRM is integrated with ERP 43.2% 50.0% 39.2% 43.9% 40.3% 45.2%
Commercial PSA solution 79.8% 82.1% 78.8% 81.1% 76.3% 80.6%
Satisfaction with PSA solution 3.79 3.65 3.86 3.76 3.87 3.80
PSA is integrated with ERP 56.4% 54.0% 57.6% 56.8% 54.5% 58.3%
Commercial HCM solution 56.8% 66.9% 52.0% 63.1% 41.1% 51.4%
Satisfaction with HCM solution 3.70 3.56 3.78 3.72 3.54 3.86
HCM is integrated with ERP 40.7% 39.7% 41.4% 43.1% 31.8% 40.9%
Commercial Bl solution 45.4% 50.6% 42.9% 45.9% 46.2% 37.1%
Satisfaction with Bl solution 3.70 3.74 3.68 3.70 3.70 3.74
Bl is integrated with ERP 50.8% 60.2% 45.3% 54.9% 40.8% 44.7%
Commercial PPM solution 49.2% 51.0% 48.4% 50.0% 45.3% 55.9%
Satisfaction with PPM solution 3.67 3.80 3.59 3.74 3.49 3.58
PPM is integrated with ERP 28.1% 26.8% 28.8% 31.1% 24.0% 16.7%
Commercial KM solution 61.8% 70.3% 57.5% 62.4% 55.2% 79.4%
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Key Performance Indicator (Kf 2015 ESO PSO Americas EMEA APac
Satisfaction with KM solution 3.69 3.70 3.68 3.70 3.56 3.89
Comm. Remote service deliver| 77.4% 88.2% 72.0% 80.8% 66.7% 83.3%
Satisfaction with RSiution 3.88 3.95 3.84 3.90 3.72 4.14
Commercial Social networking| 81.7% 73.8% 85.5% 80.1% 83.3% 91.4%
Sat. with social networking tool 3.70 3.70 3.70 3.73 3.62 3.73
CRM / PSA integration 36.4% 41.2% 34.1% 35.3% 37.5% 43.2%

SourceService Performance Insight, February 2016

The level of solution adoption is generally higher within embedded PS organizaliable22 shows

CRM is significantly more prevalent in embedded service organizations than in independents (PSOs), but
this is b be expected because embedded service organizations (ESOs) tend to be larger and have a
strong productoriented sales force who are responsible for bringing services into deals. Generally,

these organizations are part aflarger product organizatiomgrger organizationsnustrely more

heavily on business applications to improve performance.

As one might expect, Tab®3 shows higher levels of solution adoption as organizations grow in size.
And for the most part, greater solution integration with cdirgancials also increases as organizations
grow. Even with the proliferation of affordable and edasyuse cloud solutions, the smallest
organizations will always lag in their adoption rates. SPI Research has seen adoption increase in both
large and smalbrganizations. This figure highlights the importance professional services organizations
have placed on building a strong financial application infrastructure to enhance visibility and
management control resulting in higher productivity and profit.

Table 23 Business Application Use by Organization Size

Key Performance Indicator (KPI| Under 10| 10-30 31-100 | 101-300 | 301-700 | Over 700
Commercial ERP solution used 66.7% 98.7% 97.0% 100.0% 100.0% 100.0%
Satisfaction with ERP solution 4.03 3.57 3.64 3.66 3.46 4.04
Commercial CRM solution 70.4% 81.8% 90.3% 84.0% 98.1% 92.3%
Satisfaction with CRM solution 3.97 4.08 3.96 4.00 3.94 4.08
CRM is integrated 36.1% 34.5% 36.5% 44.1% 48.0% 61.4%
Commercial PSA solution 58.2% 83.9% 82.6% 75.8% 82.7% 88.5%
Satisfaction with PSA solution 3.91 3.83 3.85 3.62 3.59 4.00
PSA is integrated 46.6% 50.7% 55.4% 61.0% 55.8% 61.9%
Commercial HCM solution 21.2% 40.7% 56.6% 65.0% 67.3% 84.6%
Satisfaction with HCM solution 3.73 3.75 3.73 3.62 3.43 3.86
HCM is integrated 45.5% 24.2% 40.8% 35.0% 44.4% 54.8%
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Key Performance Indicator (KPI| Under 10| 10-30 31-100 | 101-300 | 301-700 | Over 700

Commercial Bl solution 22.2% 34.5% 46.4% 48.7% 44.9% 76.9%
Satisfaction with BI solution 3.50 3.74 3.63 3.73 3.60 3.60
Bl is integrated 30.8% 31.3% 52.3% 53.4% 53.4% 55.6%
Commercial PPM solution 34.0% 40.5% 51.7% 47.7% 56.8% 54.2%
Satisfaction with PPM solution 3.76 3.27 3.74 3.74 3.33 3.85
PPM is integrated 15.6% 19.0% 13.9% 37.8% 21.4% 45.5%
Commercial KM solution 45.8% 52.6% 61.1% 58.3% 71.7% 87.0%
Satisfactionith KM solution 3.57 3.75 3.63 3.55 3.63 4.00

Comm. Remote service delivery tq 52.8% 77.0% 80.0% 75.7% 84.3% 84.6%

Satisfaction with RSD solution 3.74 3.75 3.97 3.71 4.05 3.81

Commercial Social networking too, 83.0% 81.4% 86.9% 80.7% 73.5% 72.0%

Satisfaction with social networking 3.67 3.77 3.73 3.49 3.56 3.93

CRM / PSA integration 26.4% 41.7% 38.0% 28.9% 31.5% 53.6%

Source: Service Performance Insight, February 2016

Table24 shows embedded services organizations (Software/SaaS/Hardware PS) have somewhat higher
adoption rates than independents. Generally, these organizations are part of a largecprod
organizationJarger organizationtend torely more heavily on businespplications to improve

performance. Architects and Engineers reported the lowest level of application usage across all
categories. This idearly an area for improvement acraodge construction industries.

Table24 Business Application Use dgrtical Service Market

Key Performance Indicator (K CoInTsult Sogvsvare C'\g?\r:Ltjit érr::gr/ Saas Sgﬂr\%gés Hardware
Commercial ERP solution use{ 97.0% | 96.3% | 93.3% | 86.7% | 97.3% | 93.3% | 100.0%
Satisfaction with ERP solution 3.80 3.41 4.00 3.76 3.46 3.85 3.62
Commercial CRM solution 86.6% 95.3% 75.8% 69.6% 97.6% 93.8% | 100.0%
Satisfaction with CRM solution  4.09 3.95 4.14 3.50 4.22 4.07 3.80
CRM is integrated 36.3% 50.6% 30.4% 53.1% 44.7% 50.0% 53.3%
Commercial PSélution 86.5% | 84.9% | 65.2% | 77.1% | 85.7% | 56.3% | 93.3%
Satisfaction with PSA solution 3.89 3.59 3.96 3.84 3.58 3.91 3.71
PSA is integrated 57.0% 53.7% 43.2% 72.4% 45.9% 59.1% 57.1%
Commercial HCM solution 56.3% | 65.4% | 42.9% | 435% | 68.3% | 73.3% | 66.7%
Satisfaction with HCM solution  3.79 3.46 3.70 3.90 3.77 3.55 3.36
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IT Software Mgmt. Arch./ Mgd.

Key Performance Indicator (K Consult PS Consult Engr. SaaS Senices Hardware
HCM is integrated 38.9% 35.2% 33.3% 54.8% 40.4% 33.3% 54.5%
Commercial Bl solution 47.2% | 48.1% | 39.7% | 38.3% | 46.3% | 56.3% | 60.0%
Satisfaction with Bl solution 3.77 3.67 3.39 3.75 3.96 3.80 3.27
Bl is integrated 44.3% 52.4% 35.7% 50.0% 64.3% 65.0% 63.6%
Commercial PPM solution 48.4% 42.0% 52.6% 45.2% 57.5% 68.8% 66.7%

Satisfaction with PPM solution 3.71 3.72 3.50 3.50 4.05 3.90 3.70

PPM is integrated 34.3% 25.0% 14.0% 13.3% 25.0% 35.0% 38.9%

Commercial KM solution 64.2% 76.1% 56.1% 40.0% 70.0% 81.3% 66.7%

Satisfaction with KM solution 3.80 3.57 3.61 3.33 3.78 3.82 3.90

Comm. Remote service delive| 81.0% | 91.6% | 69.2% | 53.2% | 90.5% | 68.8% | 86.7%

Satisfaction wRSD solution 3.85 4.04 3.74 4.04 4.00 3.50 3.62

Comm. Social networking tool| 88.7% | 71.3% | 90.8% | 76.6% | 76.9% | 68.8% | 73.3%

Sat. with social networking too 3.77 3.70 3.72 3.40 3.75 3.44 3.40

CRM / PSA integration 38.1% 37.4% 30.9% 30.0% 41.7% 41.2% 50.0%

Source: Service Performance Insight, February 2016

Table25 showsVARs and Marketing and Communication firms rely on ERP and CRM applications with
100% adoption reported. Across the board, application adoption for Accountancies lagsnolihsry
segments. This clearly needs to change as accountancies are experiencing more price pressure and
commoditization than most other market segments. A key impediment is that many accountancies still
rely on complex, homegrown legacy applicatiofitiey should strongly consider moving more of their
applications to the new breed of cosffective cloudbased solutions to modernize their operations.

Table 25: Business Application Use by Vertical Service Market

Key Performance Indicator (K R&D VAR Account MarCom Staff Other PS
Commercial ERP solution use 93.3% 100.0% 100.0% 100.0% 87.5% 100.0%
Satisfaction with ERP solution 3.43 4.14 3.78 3.09 2.80 4.30
Commercial CRM solution 66.7% 100.0% 83.3% 100.0% 77.8% 75.0%
Satisfaction with CBdlltion 3.60 4.36 3.60 3.83 3.43 4.33
CRM is integrated 70.0% 57.1% 55.0% 33.3% 35.7% 50.0%
Commercial PSA solution 86.7% 71.4% 50.0% 75.0% 66.7% 70.0%
Satisfaction with PSA solution 3.62 4.00 3.33 3.89 3.67 3.50
PSA is integrated 77.3% 75.0% 50.0% 44.4% 50.0% 83.3%
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Key Performance Indicator (K R&D VAR Account MarCom Staff Other PS
Commercial HCM solution 53.3% 64.3% 50.0% 45.5% 55.6% 80.0%
Satisfaction with HCM solution 3.88 3.67 3.67 3.83 3.40 3.88
HCM is integrated 78.6% 55.6% 41.7% 25.0% 30.0% 50.0%
Commercial Bl solution 35.7% 61.5% 50.0% 20.0% 55.6% 22.2%
Satisfaction with Bl solution 3.60 4.00 3.33 4.00 3.33 4.00
Bl is integrated 90.0% 77.8% 60.0% 25.0% 58.3% 33.3%
Commercial PPM solution 42.9% 38.5% 25.0% 66.7% 55.6% 55.6%
Satisfaction with PPM solution 3.50 3.20 3.00 3.50 3.20 3.80
PPM is integrated 70.0% 0.0% 16.7% 20.0% 30.0% 50.0%
Commercial KM solution 71.4% 30.8% 41.7% 50.0% 33.3% 66.7%
Satisfaction with KM solution 3.30 4.25 3.00 4.75 4.33 3.17
Comm. Remote service delive|  78.6% 85.7% 50.0% 80.0% 55.6% 50.0%
Satisfaction with RSD solution 3.73 4.00 4.00 3.63 4.20 3.40
Comm. Saocial networking tool 71.4% 85.7% 66.7% 90.0% 100.0% 60.0%
Sat. with social networking too 3.56 4.00 3.63 4.00 3.56 3.40
CRM / PSA integration 36.7% 53.6% 15.4% 29.2% 44.4% 16.7%

Source: Service Performance Insight, February 2016

Solution Satisfaction

Table26 shows Table 26: Solution Satisfaction
application
satisfaction (1: very Solution 2012 2013 2014 2015

dissatisfied to 5:
very satisfied)
Satisfaction with

CRM tops the list
followed by Remote Enterprise Resource Planning (ERP) 3.67 3.74 3.68 3.70

Client Relationship Management (CRN  3.92 4.04 3.93 4.01
Remote Service Delivery and Collabor| 4.25 4.05 3.86 3.88
Professional Services Automation (PS/ 3.84 3.85 4.07 3.79

Service Delivery and|| Social Media 4.02 3.91 3.89 3.70
PSA. Satisfaction Human Capital Management (HCM) 3.66 3.55 3.61 3.70
levels are the same Project Portfolio Management (PPM) NA NA NA 3.67
for ERP, Social
] Business Intelligence (BI) 3.68 3.65 3.76 3.70
Media, Human
Knowledge Management (KM) 3.67 3.56 3.74 3.69

Capital Management

Source: Service Performance Insigetruary 201¢
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and Business Intelligence (BI) satition. Knowledge Management garnered the lowest satisfaction
ratings.

CAYLFYOALE alylFr3aSYSyid ! LI AOFGA2ya O09YUSNLINARAS 2NJ

Finance and Accounting, (ERP or SRP), is the primary application reg" z==

to accurately collect, bill angkport financial transactionsERRcollects Enterprise Resource
and manages all financial information (expenses, invoices, etc.) to FLERE R
provide management reporting and visibility into total servieeenue, vy Beed Menanement
cost and profitability Projectdriven, human capital intense busirses Asset Management

. . . . . . Cash Management

like professional services have unique financial management

Collection Management

requirements including support for complex contract types and billing Contract Management

.. . Financial Analytics
arrangements. Revenue recognition is also complex and must confor SEFesEFIR

to local accounting and taxation rules while providsugpport for Internal Controls
. - . . Lease Management
multicurrency, multilingual transactions for global firms. Seamless Payables
integration between the system of record (PSA) for managing resourc E'a""irf:}g :A"d Budget"t‘g
. . . . ropel anagemen
and projects and the financial management solution for payroll, expen =R
management, invoicing, revenueagognition and project accounting is Revenue Management
. Risk Management
critical. Treasury

Figure26 Financial Management Solution Used

Homegrown

Unit4

Intacct

Workday
FinancialForce
Sage/MAS/Peachtree
Deltek

None

Oracle/PeopleSoft
SAP

Microsoft Dynamics
QuickBooks

Other

NetSuite

10% 15% 20% 25% 30%

Percentage of Observations

0% 5%

Source: Service Performance Insigletruary 2016

Figure26 shows NetSuités the leading financial solution this year's benchmark with ov@6%of
survey respondents using iQuickBookd$rom Intuit, typically number one, declined to the number two
position. QuickBooksnarketshare is expected to continue to decline as more cost effective low end
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solutions come to market with the project accding and resource management functionality required

by PS firms. Microsoft Dynamics, SAP and Oracle are also strong competitors in this markat SAP
Oraclefinancialsstill dominatewith the largest organizations but they are increasingly feeling pressu
FTNRY 22NJ] RI& | &Acehtr ERPRS-nmbre appropBatelidi S organizations. Many of the
smaller organizations (less than 10 employees) do not use a financial management solution. Also, a few
of the larger organizations said they did not hareERP solution, as their financial information is

managed by the corporate solution, which they did not list.

The figurehighlights (light green) that a number of firms use either homegrown solutions, other
commercial solutions not included on the Jist no official financial solution at all. The financial
management solution is critical for managing PS finance and accounting, regulatory reporting and profit
analysis.

I ftASYG wStFGA2YyaKAL al ylF3a3SYSyid o6/ wabv

CRM supports the management of client r@aships and is designed to . _ _
improve sales and marketing effectiveness. CRM automates lead, ClamliE sy
. L _ Management (CRM)
contact and campaign management, sales pipeline forecasting and

territory management. Many CRM applications also provide powerful FESEEIEUENES
= Marketing

call center functionality for isee management; call handling; trouble S s
ticketing and problem resolution. CRM allows PSOs to track clients I\Pﬂanagerlnent
through the engagement (bid to bill) lifecycle, and to specifically target |55 s:::sas

customer segments and offers by understanding details of the * Service
relationship. CRM supportanalysis by client, geography and portfolio

Figure27. Client Relationship Management (CRM) Solution Used

Sage/SalesLogix/ACT
Sugar

Oracle/Siebel

Deltek

Homegrown

SAP
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TR
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Other

Microsoft Dynamics
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0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

Percentage of Observations

Source: Service Performance Insigktruary 2016
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Figure27 shows Salesforce.com dominance once again usthby42% of the organizations surveyed.
Microsoft Dynamics CRMs again numbetwo, with slightly over 15%ts cloud offering is rapidly

growing in market share.
NetSuite is the third leading CRM
LINE A RSNI AYy GKA
benchmark. Because of the
dominance of Salesforce.com,
there are very few independent
CRM providers found in the
benchmark. Most of the others
are part of an ERP suite, which
adzLILR2 NI {t LQ&
approximately 50% of
organizations prefer independent
bestof-breed solutions, while

the other 50% prefer
comprehensive integrated
solutions provided by the ERP

N

Table27 Impac Client Relationship Management (CRM) Use

~ A ~

P | ]
Survey responses (commercial CRM 460 73
PSO size (employees) 674 330 105%
Yearoveryear change in PS revenue| 10.7% 7.1% 51%
Yearoveryear change in PS headcoy 8.2% 5.4% 52%
N f[())f:(l)gis?eline relative to qtr. booking 178% 129% 38%
New Clients 28.9% 19.8% 46%
Annual revenue per billable consultg ~ $200 $179 12%
Annual revenue per employee (k) $160 $137 17%
EBITDA 15.5% 13.7% 14%

vendors.

Source: Service Performance Insigktruary 201¢

Table27 comparesorganizations using CRM ttaose who do not. 1% of the organizations surveyed do

not use any type of CRM solution. The table shows organizations using CRM are larger than those who
do not use it. As the table shows, CRM definitely benefits organizatio terms of growth. CRM users

have larger sales pipelines, more revenue from new clients and substantially more revenue per
consultant and employee. It also has a positive impact on the profitability of the work delivered, as
improved sales effectiverss leads to a more efficient use of resources down the lirdit&bility is

clearly enhanced when CRM is integrated with PSA and the ERP application.

Table28 further depictsCRM . _

impact, comparing those Table 28: ImpadtCommercial CRM Integration

organizations not. u3|.ng CRM o CRM Not Used, Not  Used,
allto those organizations using Used Integrated Integrated
norrintegrated CRM, and Survey responses 73 167 262
comparlng them to organizations Revenue from new clients 19.8% 29.5% 29.0%
using CRM integrated to the core v o -

. . . . earoveryear change in

financial solution. This table headcourzt ¢ 5.4% 7.4% 8.9%
highlights the benefits Deal pipeline relative to qgtr

organizations receive as they bookings forecast ' 129% 181% 175%
move from nonintegrated CRM - 'egrpyp 13.7% |  13.9% | 17.5%
to integrated CRM. Whilthese

benefits might not be Source: Service Performance Insiglebruary 201¢

revolutionary, they do underscore greater visibility and improved alignment between sales and service

delivery. These benefits are amplified as organizations grow.
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PSA provides the sysies basis for initiation, planning, execution, close
and control of projects and service delivery. It helps manage key serv
execution processes including resource management and staffing, pre
management and collaboration, along with time and expeceggture + Collaboration
and billing. As management and control of service execution has bec [
g. g « Portfolio Management
more important, and the applications have matured to become easy t¢ EEREEEELTIT
. . . . = Project Analytics
use and implement, PSA solutions have become increasingly popular [E=sssisss
{2YS az2FG6I NB OSYy®&2084adzwSaddR0 8 EREEEUEC TR wt 0 ¢
. . . . . . . * Resource Management
to distinguish their solutions from PSA. SRP solutions typically includ: S y=sses
both CRM and invoicing capabilities, as those are generally handled t
the core CRM and ERP modules. Larger PSOs rely more heavily on their cotetiBR®te manage
any external transactions which means PSA integrationpsrative as billing, collection, expense

management and payroll are all managed in the ERP solution.

Professional Services
Automation (PSA)

Figure 28 Professional Services Automation (PSA) Solution Used

Workday

Tenrox
Oracle/PeopleSoft
Microsoft Dynamics
Changepoint

SAP

Deltek
Homegrown
Clarizen
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None
NetSuite/OpenAir
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Source: Service Performance Insigktruary 2016

Figure28 shows NetSuitgDpenAiras the most adopted PSA solution in this year's survey with

approximately 28% (149 firms) of the survey. None is the sepumgl prevalent solution with 20% (93

firms) ofsurvey respondents not using a PSA. Interestingly, the averag®f the organizations who do

not use a PSA is quite large at 329 PS employees. Assistance PSA, a newcomer to this benchmark, came
in third with 10% (51 firms) primarily based in EMEAjdetor came in fourth with 9% (50 firms).
FinancialForce, based on the Salesforce 1 platform and jointly funded by UNIT4 and Salesforce, moved
into fifth place with 6% (33 firms.Kimble, a PSA provider built on the Salesforce 1 platform, has gained
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consderable market momentum particularly in Europe with 6% (31 firms) of benchmark participants
using it. Clarizen gained ground with a strong showing of 3% (14 firms). A host of additional PSA
providersc Deltek, SAP, Changepoint, Microsoft Dynamics, &raenrox and Workday all provide-PS
centric PSA and/or financial applications.

Table29 compares PSOs using
PSA solutions to those that do
not. The results in this table are PSA Not

very powerful. Professional KPI Used Used &
Services Automation solutions | | o, vey recnancas | T
continue to drive significant
operational performance

benefits, which ultimately yield
higher revenue and pfi for

Table 29: ImpaétProfessional Services Automation (PSA) Use

Survey responses 424 107

Yearoveryear change in PS revenue 11.2% 6.3%| 78%

Yearoveryear change in PS headcount 8.4% 5.4%| 57%
% of employees billable or chargeable| 72.1%| 63.7% 13%

professional services Concurrent projects managed by PM 5.94 5.23| 14%
organizations.The use of PSA is | | Employee billable utilization 71.3%| 67.3% 6%
on the rise due to t.he need to Annual revenue per billable consultanf ~ $199|  $191| 4%
better manage projects and Project Margin 33.4% 32.9% 2%
resources, especially in more

EBITDA 15.9%| 12.8% 25%

technical disciplines, ashfs
become increasingly difficult to Source: Service Performance Insiglebruary 201¢
find, hire, retain and deploy

talent. PSA solutions help match
the right resources, with the right

Table 30: ImpadtCommercial PSA Integration

skills at the right timeo the right PSA Not Used. Not  Used
projects PSA solutions yield a e Used Integrated Integrated
number of core benefits to PSOs, | gyryey responses 107 96 153

but most executives only need to
look to the 4% increase in billable
utilization, as the reason to select
PSA. Almost all key metrics Deal pipeline relative to gtr
improve with PSA adoption. As | | pookings forecast ' 144% 169% 182%
shown in the table these systems
pay for themselves with a 25%
improvement in net profit.

% of employees billable 63.7% 70.8% 72.1%

%4

Yearoveryear change in PS

0, 0, 0
headcount 5.4% 8.4% 8.6%

Billable utilization 67.3% 68.7% 72.1%

S BV s I 615% | 66.7% | 67.7%

methodology
Table30 highlights the benefit of | | Revenue / employee (k) $147 $153 $158
integrated PSA versus standalong ggitpa 12.8% 13.4% 14.6%

PSA. Again, the results
demonstrate integrated PSA
enables organizations to operate at higher levels of efficiency. Perhapsomagie in this table is the
increase in billable utilization well as overall profitability, as PSOS move to integrated PSA versus
standalone.

Source: Service Performance Insigktruary 201¢
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Because the delivery of services is where PSOs make their money, and because PSA is the primary
application utilzed by project managers and others responsible for services delivery, it is easy to
understand why the operational and financial benefits are so significant. SPI Research has always
recommended organizations with more than 20 employees utilize PSAthgitlioudbased solutions
now available, PSA should also be considered by smaller organizations.

L dzYty /FLAGEE alyl3sdySyd 61/ ao

Human Capital Management (HCM) solutions (also knowalest management solutiongive
employers the tools to effectively ragit, manage, evaluate and compensate employees. By tracking
performance, skills and career progression, HCM helps companies create and maintain a high
performance workforce. Key software modules inclueleruiting,employee learning, skiltsacking
compensation, performance management, policy compliance, and succession planeiach of which
help organizations manage personnel growth and development.

HCM benefits the PSO by maintaining a database of skills, benefit

Human Capital

and pay rate information that is used for resource scheduling, Management (HCM)
recruiting and performance and career management. Effective HC

solutions provide rich applications that allow consultantsritanage ﬁz;:;j}s

their own careers and skill development (training) and bid on the ?ien::l:;zelf_‘;bor

projects of greatest interest for them. Training Administration

Workforce Analytics

Figure 29 Human Capital Management (HCM) Solution Used

|

FinancialForce

Fairsail

Ultimate

Ceridian

Deltek

Microsoft Dynamics
Oracle/Taleo
SAP/SuccessFactors
Homegrown
NetSuite

Workday

ADP

Other

None l

0% 5% 10% 15% 20% 25% 30% 35% 40%
Percentage of Observations

Source: Service Performance Insight, February 2016
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Figure29 shows the majority of professional services organizations do not yet use HCM solutions.

However, their prevalence among the largest PSOs is significant. With newbaleed solutions

coming to market that specifically target the management of humantalgioupled with the need to

better manageemployeedrom recruitment and hiring through training and retention, HCM use will

dzy R2dzo 1 SRf & AYyONBlI &S aA3ayAFTFAOLyldte Ay GKS O2YAy3
benchmark, ADP and Workdageahe two leaders, however, NetSuite, SAP Successfactors and

Oracle/Taleo are not far behind. These cléaabed solutions are beginning to gain acceptand@s®s

realize talent is their most
valuable asset.

Table 31: ImpadétHuman @pital Management (HCM) Use

Most of the solutions found in KPI N T
. . Used Used

this benchmak are provided by
ERP solution providers, who Survey responses 293 223
genera"y offer some type of PSO size (employees) 885 282 214%
integration with other Yearoveryear change in PS revenue 11.4%  8.4%| 35%
applications in their suites. The | | veamoveryear change in PS headcour  9.4%| 5.6%| 67%
Ieadlng. provider, ADP, with % of employees billablehargeable 70.4%| 70.1% 0%
approximately 12%f survey - ——

- - . Employee billable utilization 71.3% 69.2% 3%
participants Ceridian, Ultimate '
and Fairsajloffer HCM solutions Managemetd-employee ratio 12.54 10.42 20%
that are not part of an ERiite. Annual revenue per employee (k) $162 $149 9%
Even though a majority of the EBITDA 17.5% 12.6%| 39%

PSOs that utilize HCM are larger
in employee headcount, it is not
only for large organizations, it is
for organizations focused on
finding, hiring ankeeping the

best emploges With PSOs Flil(f)ltw Used, Used,
struggling to find, hire and retain Used Notint nt

highly qualified individuals, HCM| | gyrvey responses 223 113 71
will only gain in importance.

Source: Service Performance Insigktruary 201¢

Table32: Impacd Commercial HCM Integration

Size of PS organization (employees) 282 797| 1,125

Table31 highlights some of the Annual company revenue (mm) $100|  $215| $422

dnff.er.ences between firms Total professional services reyemg $27.5 $85.5| $171.2
utilizing HCM and those who do

y2io Ly GKAa &
half the organizations utilize

Management to employee ratio 10.42 11.91] 1343

Days for a new hire to become produ 60.1 58.6 53.7

HCM, although the table also Average project staff (people) 3.87 4.73| 5.78
highlights they are almost four Annual revenue per billable consultar; ~ $187 $202| $213
times as large. Key benefits show| annual revenue per employee (k) $149| $160| $166
up in the ability to manage and EBITDA 126% 15.9% 16.8%

sustain higher growth rates, both

. Source: Service Performance Insigehruary 201¢
in revenue and headcount. § Y
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Higher billable utilizatiomccursbecause the right people with thght skills are available to do the
work. Larger ranagement span of controbduces the cost of ncehillable management and enhances
the bottom-line. HCM produces impressive gains in revenue per employee and net profit. The fact is
that as organizationgrow, human capital management becomes increasingly important.

HCM solutions provide greater visibility into employee skills, preferences, training and career
advancement. They ensure equitable compensation and are an integral component of pay for
performance and reward systems.

Talent management is central to PS performance as the skills and attitudes of the consulting workforce
provide tangible evidence of consulting value. Arithweetter management of personnel, PSOs can
ensure talent is on staff @havailable when needed, which helps the organization grow faster. HCM
solutions, in conjunction with PSA, drive greater billable utilization, which ultimately results in higher
revenueper employee and profitabilityMost of the new breed of cloudasedHCM applications offer
mobile access from anywhere, making it easy for employees to keep their profiles andftilmguests
up-to-date. Several HCM vendors are adding rich predictive analytics, providing visibility into levels of
employee engagement anwhich employees are likely to quit. Their recruiting tools are very powerful
with out-of-the-box integration withtop job sites like Monster andinkedIn

. dzaAySasa LydSttaasdyos o6.L0

Business Intelligence integrates information from core business
applications to improve strategic analysis, demand and capacity planr
budgeting, forecasting and financial planning. Bl solutions continue tc =

increase their adoption in PSOs. As professi services organizations + Activity Based Management
mature, Bl becomes a more critical tool to provide féxale visibility to Rebenced ocorecand

. . . Business Intelligence
all aspects of the operation allowing executives to spot trends and Demand Planning

Financial Analysis

take corrective action early. It also is an important solufmmannual
planning as PS executives try to uncover areas where additional growun
and profit can be extracted.

Figure30 shows relatively low adoption levels of Business Intelligence in this year's survey, similar to
those in the past. However, SPI Research has seesagex] adoption over the past eight yeaitdone,

other and homegrown are the most prevalent Bl solutions. Of the application suite providers, NetSuite,
Microsoft Dynamics IBM/Cognos/SPSS, Oracle/Hyperion and Deltek each have a wide following.
Informatica and Adaptive Insights round out the lap with their Bestof-Breed solutionsThe trend
continues toward leading providers offering Bl in the cloud, providing greater accessibility for executives
around the world as well as ease of deployment and rieadicess.
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Figure3Q Business Intelligence (Bl) Solution Used

Sage/MAS

Adaptive Insight
Informatica

Deltek
Oracle/Hyperion
IBM/Cognos/SPSS
SAP/Business Objects
Microsoft Dynamics

NetSuite

s 1 ] | 3 2| Al ol sl |

Homegrown |

Other |

None |

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

Source: Service Performance Insigletruary 2016

The results in this table highlight

some of the core benefits Table 33: ImpaéBusiness Intelligence (Bl) Use
organizations have achieved that use - BI Not
. . 0
EI solutions. Whlle each- N KPI Used Used 9
!mprovement |§ |m.presswe, it is Survey responses 231 978
increased profitability that stands out _
PSO size (employees) 822 430 91%

the most. The fact is Bl is a strategic
solution that helps PSOs plan, budge
and forecast the business. Its Yearoveryear change in PS headcoy 8.5%| 7.2%| 17%
L2 6 SNF dzt & 6 KI G A ¥ Deal pipeline relative to qtr. booking
PSOs model capacity and resource | | forecast

plans to achieve optimal results. EBITDA 17.4%| 14.2% 22%
Going forward BI will continue to
gain in importance and penetration
into the serveces sector.

Total professional services revenue | $113.7] $43.5| 161%

—

178%| 166% %

Source: Service Performance Insigktruary 201¢
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Project portfolio management (PPM) solutions enable PSOs to plan and align {pagect work with
corporate strategy, as well as to monitor and measure performance. PPM provides visibility into
operationaldata to better control project costs and to support audit requirements as part of the
corporate governance infrastructure. It also enables companies to efficiently depict and manage a
portfolio of projects to make priority decisions. It also helps maahel manage business processes.
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PPM is usetb plan, prioritiz, manage, assess value and\pde insightinto the people, processes and
capitalusedii K N dzZ3 K 2 dzi | |PRW @Sidein@gratidn ivith frajectdppiumities,
resources, time andost, and is built upon a robust perting engine that gives executives greater
visibility and decisioimaking to link enterprisetsategy with operational actities. Thesesolutions are
most often found iNT andnternal services organizations.

PPM idoth critical and necessary given the complexity of many prdjased initiatives. Imanycases
one group sponsors a project and another group delivers the work, while a third groegponsible for
managing performance. ofhplexities arise as executis requirevisibility into how budgeted funds are
actuallyspent on a particular project, by what organization, and the value realized at the end of the
project. However, all PPM solutions are not alike. An ideal solution should provide for financial
management capabilities that deliver bottop-down guidance coupled with bottomp execution.

In professional services organizations, PPM is used to help develop new servicel agsmanage
projects ininternal IT and other departments. Less than fi%e organizations surveyeadilize PPM
solutions. Billable consulting organizations prefeuse Professional Services Automation (R8A)
accurately capture and bill for time as making project portfolio decisions is not as important.

Figure31 Prgect Portfolio Management (PPM) Solution Used

Upland
Innotas
Planview
Changepoint
Workfront
Basecamp
Clarizen

Homegrown

Other

werosot

None

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

Source: Service Performance Insigebruary 2016
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Knowledge Management should be a core application for all PSOs as knowledge, unique intellectual
property, methods and tools are primary source of service provider differentiation. Approximately
35% of the organizations surveyed reported they do not use a knowledge management application. As
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the workforce becomes more global and intellectual property more valuable, it becomesasingly
important to have shared processes, procedures and templates. SPI Research sees Knowledge
Management as a key source of differentiation, consistency and quality. With the advent of inexpensive
cloud-based knowledge management applications &xpect significant investment in this area.

Figure32 Knowledge Management (KM) Solution Used

Moxiesoft

Knova
Oracle/RightNow
Inquira

BMC

Zendesk

IBM

Salesforce.com

Other

Microsoft

None

15% 20% 25% 30% 35% 40% 45%

Percentage of Observations

0% 5% 10%

Source: Service Performance Insigetruary 2016

Figure32 shows once again
aAONRa2FiQa { KI| Wbl 3z AnmpabikKnandedgé Masagement (KM) Use
market leader with 22% of the

: . x . & KM KM Not
f|rm§A y K)x a adzNIs KPI Used  Used 3
continued dominance has led to S 082 174

. urvey responses
a rich aftermarket for addons, y P
which make the product easier tg | PSO Size (employees) 58 Si| A29
use and more powerful. While Yearoveryear change in PS revenue 10.8%| 9.8%| 10%
these are not official market Yearoveryear change in PS headcount | 8.4%| 7.7%| 8%
penetration numbers, they are Yearoveryear change in PS revenue 10.8% 9.8%| 10%

fairly representative of the
market ingeneral. There are a

Deal pipeline relative to gtr. bookings fqg  181%| 147%| 23%

. . . Concurrent projects managed by PM 6.18 5.15| 20%
variety of solutions available, but '
{(tL w 338 NDK F2 Average project staff (people) 5.23 4.14| 26%
SharePoint to be the industry Annual revenue per billable consultant $204| $186| 10%
leader by a wide margin. Annual revenue per employee (k) $161| $151] 7%
Salesforce.com is the second EBITDA 19.1%| 13.9% 38%

most prevalent KM application,

i Source: Service Performance Insigktruary 201¢
with 10% of the market.
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Table34 compares orgnizations using knowledge management solutions to those that do not. In this

@Sl NRa &adzNBSe (GKS 2NBFYyAT I GA2ya dzaAy3d Yyzgeft SRIAS a
The table shows, organizations using KM tend to be more efficient inpaittssof their business,

especially in the sale and delivery of services. The organizations also showed slightly improved financial
results compared to those organizations not using KM.

wSY2idS { SNBWHSYOID S/t AICISNBL BT (A 2Y

Like Knowledg Management (KM), Remote Service Delivery and collaboration tools have become
increasingly important for virtual project delivergommunicatiorand collaboration. They pvide a
platform for consultant@and clients to work together, regardless of phgsiocation. Professional
services consultants utilize these technologies to serve several diiaifys In the past consultants
could only serve onelient at a time with expensive and timeonsuming travel the norm. Advances
over the past years hawadded video, recording, editingollingand whiteboarding functionality,
meaning team members can now see each other (if desired) along with sharing information and
computer screens.

Figure33 shows results similar to past years. WebEXx, Citrix ancbbtitt lead in adoption. Microsoft,

in particular, has purchased and integrated tools to make Live Meeting more prevalent in professional
services. Given their relatively low cost and ease of deployment, remote service delivery tools should be
2y (KSHI arvidpS¢ tAad0 F2NIt{ha 2F lye ailisSo

Figure33: Remote Service Delivery and Collaboration Tool Used
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0% 5% 10% 15% 20% 25% 30%
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Source: Service Performance Insigletruary 2016
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Threeyears ago SPI Research began to include social media as partapplication analysis. These

tools are being relied on, now more than ever, as organizations work both internally and externally to
find, hire and communicate and market to the best people. Social media has become essential to help
professional services ganizations build their brand through thought leadership and market outreach.
Collaboration tools like Yammer, Chatter and Jive have replaced email as the preferred method of
communication for millennials.

Figure 34 Social Media (SM) Solution Used

Other

IBM

Jive

Facebook

Twitter

Chatter

Yammer

None

LinkedIn
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Source: Service Performance Insigktruary 2016

Even the most controlling organizations must recognize and support the trend toward personal devices
and social media if they wish to attract and retain young, connected workers. The downside of the
social media explosion is that it can easily becomena-tink and source of unproductive wshirfing

hours so the trick is to exploit
collaboration, knowledgesharing
and crowdsourcing without lost

productive time. Figura4 ISy SR oo
shows LinkedIn continues to be | *Mocing Delivery e o nsion
the dominant social media

platform, with more thard0% of
the organizations surveyed using

Figure 35: Succestepends on intedtepartmentatooperation

* Revenue / Emp.
« Backlog

Accounting
& Finance

it. 'Yammer at 15% and Chatter - Employee cost - P e s
0 i > Pay Human Marketing + Bid price
at 9 Yo are Second and thll’d. * Benefits Resources & Sales « Client profitability

« Training

Soure: Service Performance Insigkebruary 201¢
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While the core business solutions support individual departments in their efforts to become more

productive and profitable, as thessolutions are integrated with the core financial management

solution (ERP) they create additional insight and value. For instance, CRM integrated with ERP provides
sales executives with the insight necessary to develop a pricing stratggyorting thehighest

probability of winning the bid with maximum profitability. Without this integration it would be much

Y2NBE RAFFAOdAA G G2 O2yRdzOG GKAA GeLS 2F lylfegarao
as the lires between sales, deliverya financebecome blurred.

It is also important that applications communicate with each other. PSA, integrated witheDRiMes
PSOs to better schedule resources and projects to insure they begin and end on timént&yithated

HCM human resources, peuiting and resource management all benefit from visibility intdémand

skills, consultant preferences and career aspirations.

TaE)Ie'Séshows slightly highe,r | Table35 Integration with Core Financials

tSgStfta 2F AyuS3INIUA TKA G & ST N3

benchmark for CRM and HCM and Solution 2013 ‘ 2014 ‘ 2015
lower levels of integration for PSA | Client Relationship Management (CH  34.1% | 33.5% | 42.3%
and BI. Professional Services Automation (P| 61.2% | 59.1% | 56.4%
SPI Research believes integration | Business Intelligence (BI) 65.7% | 57.9% | 50.8%
between CRM, PSA and core Human Capital Management (HCM) | 37.7% | 39.8% | 40.7%

financials is an essential
ingredient in superlative
performance. Integration provides visibility to all parts of the organizationhetyos break down
organizational silos. Achieving clientigat and profit
in professional services requires tight coordination | Figure 361s CRM Integrated with PSA?
between demand and supply which can only be
achieved through integrated business applications.
Many firms that have worked with SPI Research over
the past several years have concentrated
application integration as they have learned its
benefits and worked with their vendors tasure the
integration happens.

Source: Service Performance Insigktruary 201¢

Participants were also asked if CRM and PSA were
directly integrated, highlighting the importance of
connecting sales and sergidelivery for a more
complete view of clients (FiguB®). This year's survey
showed for the third year in a row that only 23% of th
PSOs surveyed integrated CRM with PSA. Not
surprisingly, the organizationgithout this integration
reported lower perbrmance than those who partially or fully integrate CRM and PSA. Obviously, cost

D

Soure: Service Performance Insigkgpruary 201¢
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and complexity come into play when the solutions are developed by different providers. Typically,
application suites, such as Deltek, FinancialForce.com, Microsoft, NeaBdi®AP offer oubf-the-box
integration between their core business solutions making a@&gdree view of clients and projects
possible.

ThePr of essi onal Service | T MaturityE Model

While every PSO uses
technology somewhat Figure37. Professional Service Ma t u rLévely E

differently t with

different applications and
. pp Extended ERP with extensive analytical tools Optimized
varying levels of

integrationt SPI

) Extended ERP Institutionalized
Research believes one of
the best ways to improve

T Application Integration Deployed!
organizational

performance is to delpy
integrated applications to

provide a 36edegree view
. . Initiated Spreadsheet or paper-based systems
of clients and projects to

facilitate decisiormaking.
Figure38 highlights the PS Soure: Service Performance Insigfgbruary 201¢
L¢ al Gdz2NRGE2 nt {aRERSY200S FTNRBY G Yl ydzl f ébasadtovemA 2 ya 6 & LI
integrated and singleserA Y G SNF | OS a2t dziA2yas LISNF2NXI yiIOS A YLINE.
Model levelsare:

Piloted Task-specific applications

D Level 1: Initiatedt Ad Hoc Most PSOs begin with manual or spreadsHmeted toolgo run the
business.Time and expense captuiemanual,sporadic andd hoc. Billing is performed
manually or through the backend financial application.

2@ Level 2: Piloted; Application Specific As they grow and engage in more structured processes,
organizations deploy task specific applications (tandexpense), project management (PM) and
KnowledgeManagement (KM)Client Relationship Management (CREIE. to better manage
work and to create an audit trail, albeit rudimentary, for tracking work. Many of these task
specific applications provide a déase to improve reporting.

& Level 3: Deployed Integrated Applications As organizations mature they deploy greater
integration of business apphtions with the core financial (Enterprise Resource Planning (ERP))
solution. At thid_evelthey begin toevaluate the time and cost factors associated with integration
of various point releases. Emphasis at this level is on creating effective management reports to
provide visibility into all facets of the business.

& Level 4: Institutionalized; Extended ER An increasing number of PSOs at téigelof maturity
begin to add various components of ERP applications rather than continually integrate disparate
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applications.SPI Researalsesthe term extended ER& SRP (Service Resource Plannitgw
professional services organizations are purchasing both core financials as well as other pre
integrated application suites from the same ERP solution provider. Currently CRM is the most
popular application that is purchased pirgegrated with financials, cledy followed by
ProfessionalServices Automation (PSA) Other applications that are being acquired from the same
ERP vendor include human capital management, business intelligence, and procurement.

& Level 5: Optimized Extended ERP and AnalyticEindly, as the PSO has significant integration
in its application infrastructure it turns the solution loose to efficiently surface and report data to
optimally measure and transform the organization. Madfshot all, core applications are
integrated to povide visibility into the work being sold, executed, and closed.

While not every PSO is run with a completely integrated set of business applications, SPI Research has
seen the level of integration increase significantly over the pagityears. This&velopment will

continue regardless of the economy as many PS firms see IT as a way to not only cut costs, but also as a
means to improve operational efficiency and effectiveness.

Figure38: PS Dashboard
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Source: Service Performance Insigetruan2016

© 2016 Service Performamsight wwwhnetsuitecom 74



- 2016 Professional Service_

6. Leadership Pillar

Growth, growth and more growth. Each year SPI
Research finds a direct correlation between growth ant
success in Professional services. Given that the PS
industry is built on the application of unique knowledge
and domain expertise it is sometimes hardutederstand
gKe (GKS INRgUGK ReylFYAO A

> < J / |z
the professional services and technology industry, .M‘ :
leading firms create dominant market positions. There
a compounding effect of how customers make decisior
the networks and ecosysins that are created, and the

ability to scale as a firm that mean that there is a

significant advantage for the companies that grow the fastest and are able to establish Aeadieiy
positions. The premium PS firms create unique competitive advantagjara able to command
significantly higher bill rates. They become known as the innovators in their markets, industries,
technologies and business processes. They produce tangible results and are able to harvest the
knowledge gained to do an even betjeb the next time. They build a culture which embodies their
brand and values which further attracts prospective consultants and clients who identify with those
attributes.

X Ad

Table36 Leadership Pillarygar trend

Key Performance Indicator (KPI)

Well understood vision, mission and strategy 3.81 N/A 3.85 3.81 3.75
Confidence in PS leadership 4.03 N/A 4.05 4.01 3.86
Ease of getting things done 3.72 N/A 3.75 3.68 3.69
Goals and measurement alignment 3.60 N/A 3.73 3.62 3.70
Employees have confidence in PSO's future 3.83 N/A 4.01 3.87 3.82
Effectively communicates w/employees 3.58 N/A 3.74 3.67 3.64
Embraces changa@mble and flexible 3.79 N/A 3.90 3.76 3.68
Innovation focused 3.65 N/A 3.69 3.66 3.64

Source: Service Performance Insigletruary 2016

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 nurtured and continuously kindled within new employees.
The lea@r must simultaneously learn to let go and grow at the same time. Micro managing does not
work in PSgultivatinga reputation and repeatable skills, competencies and processes does. Most
independent cosulting firms can easily grow froB® to 50 consulints but after that things get more
interesting. This is when firms must move from heroic to repeatable and founders must move from
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transition musthave the courage to bring in new talent who can take the firm to the next level.

g2

As professional services organizations grow in size, leadership challenges intensify. Service Performance
LyaArA3akKiQa NBaSINDOK Ayid2 (dhdwaa poRerfil rrebtdShedvéerk S LI &
FAYFYOAlLET adz00Saa FyR O2yFARSYOS Ay fSIFRSNAKALID
can do a much better job of personally communicating vision and strategy. As the organization grows in
size and gographic dispersion, communication and alignment become issues. PSOs must implement
additional policies to ensure communication, collaboration anghafient do not suffer with expansion

Systems and processes must be implemented to provide visibilityreanagement control.

Leadership development, succession planning and funding growth are big challenges for independent
PSOs. Many consider mergers and acquisitions to augment organic giemfiioyee ownership is a
viable option as the founder nears feNB Y Sy i @ I OSYyiGNIt O2yOSNYy Aa
0dzAt RAYy3 | FANY F2N) G§KS ¥Fdzi dzZNBKE

al 2

Table37 shows the Leadership Maturity model and the best leadership style for each level of maturity:

Table37 The Leadership Maturity Model

Leadership
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Levell
Initiated

Initial strategy is tq

support product
sales and provide
reference
customers while
providing
workarounds to
complete immatur
products. Leaders
areidoer so

Level2
Piloted

PS has become ¢

profit center but i
subordinate to
product sales.
Strategy is to driy
customer adoptia
and references
profitably. Leade
focus on P&L ang
client
relationships.

PS is an important
revenue and margin
source but channel
conflicstill exists.

Services differentiate
products. Leadership
development plans are
place. Leaders have
strong background &
skills in all pillars.

Leveld
Institutionalized

Service leads produci
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

Level5
Optimized

PS is critical to the
company. Service
strategy is clear.
Complimentary goals
and measurements ar
in place for all functio
Leaders have global
vision and contially
focus on renewal &
expansion.

The Entrepreneur,
Leaders are
fdoer so.
companies, PS
leaders are
technically
competent and
directly perform
engagement
activities in additig
to recruiting and
ramping new
consultants.
Typicallythey
possess stronger
technical than
business or
leadership skills.

The Generalist.
The emerging PS
leader must start
to focus on HR,
Finance and
Operations while
nurturing close
relationships with
clients and
partners. At this
stage, setting
strategic vision
and strategy are
less important thg
strong operationg
management
skills.

The General Manager
By the deployed stage
the PS leader must stg
to focus on setting visi
and strategy and forgir
strong partnerships wi
clients and the cress
functional leadership
team. The PS leader
must exhibit strong
operational and proceg
management skills. Heg
must have a strong
background in sales,
finance and operationg
Focus at this stage is
recruiting strong
functional leadeocs t
scale the organization

The Strategist. By the
institutionalized phasg
the PS leader has
developed a strong
leadership team and
institutionalized
operating processes i
all five service
performance pillars. H
primary focus is
strategy, business
planning and
establishing strategic
partnerships and
alliances. At this stag
he must #Al
and fAcommu
must be able to attrag
and retain high quality
functional leaders.

The Leadership Team
As the PS organizatio
matures, the lgar
becomes more strateg
and able to effectively
communicate and
inspire. All functional
areas have strong,
sustainable operating
processes. His focus
on ensuring alignment
within the organization
while continually forgi
new business
partnershipsThe
leadership team
constantly focuses on
innovation and
operational excellence

Source: Service Performance Insigebruary 2016
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The leadership challenges are much the same but also very different in embedded PSOs. These
organizations existtoendll® (1 KS &adz00S&aa¥dzZ AYLX SYSyGlFaGAz2y FyR |
They are not given the latitude to develop services for services sake, but rather must serve the best
AYyGSNBadGa 2F GKS O2YLI ye&Qa LINE RdzO tiviyandp@faifilityh ¥ (G K2 a
In embedded PSOs the primary leadership challenge is one of charter conflict and forging cross

functional relationshipsEmbedded PS executives are tasked with developing high quality consulting
businesses but consulting is most often subordinate to product proliferation. A new, more strategic role

is emerging to drive client adoption and optimization. This role requiggsfisantly greater alignment

with sales, support and product development so collaboration and tbaitding skills are paramount.

Establishing the Leadership Index

In the benchmark survey, SPI Research asksies of questions regarding varioupeds of

professional services 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
strategy dictate the goals and objectives fbe organization, the types of clients to pursue, the types of
services to offer and the interrelationship between functions.

The leadership questions have evolved into eight core guestions that examine how various dimensions
of leadership impact perfaf | y OS® ¢ KS [[dzSadAz2ya a1z aLX SHasS NIGS
organization in terms of how well it operates (1: notwgldlY @SNE St f 0éY

1. The vision, mission and strategy of the PSO is well understood and clearly communicated

Employees have confehce in PShdership

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 communicaisih employees

The organization embraces change, it is nimble and flexible

The organization focuses on innovation and is able to rapidly take advantage of changing market
conditions

SPI ReseardiasO NB | (iL8aBership lddex 6 & NI y | A y 3 deisKi®scdred @mibemht 0 S f S|
guestions bysurvey participant. The minimum scdia the leadership index would be eight, if the

dzNISe LI NIAQPROI ¢g6f 68 T38RI EMOK 2F GKS SAIKG 1jdzSai
KS LI NIAOAGS NBI &G (SR ®DNI S OK l[dSairz2y o
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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 dimasions improve, so do all major key performance metrics. One might expect

G/ 2yFARSYOS Ay [SIFIRSNEKALE FYR a/2yFARSYOS Ay (KS
strategy but the truly remarkable finding around leadership is that all thenagerational metricg

revenue per person, utilization, project margin andtone project completion improve as well. Itis
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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 leadershipgemployees understand K | tedquiied of them, and can go about conducting
their daily business with the confidence their watkpportscorporate objectives Strong leadership

helps employees get on the same pag®rkingtoward a common goalWith this knowledge,

employees are more productive, ultimately delivering higher levels of client satisfaction and profitability
to the organization.

Table38 depicts the
percentage of survey | Table 38: Leadership Impact
respondents by overall

. . Key Peiormance Indicator (KPI) 8-25 26-30 31-35 36-40

leadership index rating ||
compared to key Percentage of respondents 22.2%| 27.8%| 35.4%| 14.6%
operational Yearoveryear change in PS revenue 7.2%| 8.2%| 11.0%| 16.3%
measurements. As % of employees billable or chargeable 65.3%| 69.4%| 72.2%| 75.5%
shown in the table, Revenue from new clients 25.0%| 27.1%| 29.0%| 29.7%
effective leadership "ot i ratio (per 10 bids) 431 470 522 5.69
has a powerful impact .

Percentage of referenceable clients 66.6%| 66.8%| 72.4%| 78.8%
on all aspects of

Ramp time (days) 131 121 114 107

performance.

Recommend company to friends/famil 3.46 4.06 4.52 4.80
More than any other pany y

factor, good,or poor

Welunderstood career path for all employ  2.69 3.14 3.44 4.04

leadership impets all Employee billable utilization 68.6%| 69.3%| 71.4%| 73.8%
facets of the business || Projects deliveredtone 67.3%| 73.3%| 79.2%| 86.2%
delivering stronger Use sstamlardized delivery methodology | 57.2%| 63.2%| 66.4%| 72.8%
growth, higher billable Annuatevenue per billable consultant (k) $174| $188| $210| $228

utilization, better on
time project delivery,
more winning
proposals and higher levels of customer satisfaction. The reverse is also true. Poor leaders ca
sabotage crosfunctional alignment, leading to organizational alienation and functional silos. Leaders
who are not able to transition to more strategic roles can create heroic, reactive organizations
characterized by firdighting, infighting and burout. Many topperforming organizations have
NELR2NISR RRAY3 {tLQa fSIFIRSNEKALI ljdSaitrazya (2
guantify employee confidence in leadership.

Annual revenue per employee (k) $141| $149| $164| $181

Source: Service Performance Insigktruary 201¢
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Survey Results
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Interestingly, the importance of these challenges has increasadgueer year indicating growth,

expansion and competitive pressures anere significantlympacting all PS organizations. In 2015 it

was a lot tougher to achieve revenue and margin targets with an inflagwicompetitors and market
consolidation in legcy markets. Going forward the evgrowing technical talent shortage will continue

to be a top challenge as
attracting the best and brightest Table 39: Yeawveryear Chage in Top Challenges
talent is becoming more and

- . Challenge 2013 2014 2015
more difficult without enough : J . ‘
workers with requisite Science, Achieve revenue and margin target|  4.18 4.07 4.19
Technology, Math and Talent management 3.94 411 4.18
Ergineering (STEM) skills. Improve quality and consistency 4.12 3.85 4.13
After two years of torrid growth Communication across PSO 3.93 3.90 4.12
and expansion, many firms are || Support rapid growth and expansio 4.06 4.01 4.12
now struggling to keep up with || Improve sales and marketing 421 4.10 4.06
the tremendous growth they Vision and strategy 3.79 3.90 4.03
have .experlenced. I_n Improve / expand portfolio and mar|  3.83 3.83 3.92
interviews, several firms : :

Alignment between functions or gro.  3.59 3.45 3.81
reported they plan to slow

grovvth and acquisitions Source: Service Performance Insight, Febru2oyl 6
because leir infrastructure and

culture cannot keep up. For the fastest growing firms, 2016 will be an investment tfegy plan to
update or replace systems; enhance training and invest in their culture to ensure they will be able to
recruit and retain a higlquality workforce.

hNBFYATFGA2YyFE /KFEtSyasa o6& hNBFIYATFGAZ2Y ¢@&LIS

When comparing the key challenges of embedded versus independent service providerg(],ahie

number one challenge for independent  Qa A & & G f.Fof Gmbatbed ESDS tfieéSnyinibér

2yS OKFttSy3asS ArAa al OKA S EBALYYILINESHRSYHzSj dzlyERA (Y&l NByAR/ G2l y
risen to become a top 3 challeng&/ith more choices than ever before, PS buyers are demanding higher

levels of quality andonsistency from their PS providers.

In the geographies with the greatest growth, the Americas and Asia Réd¥ac)talent is by far the
greatest challenge as there simply are not enough qualified candidates to meet demand.
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TabledQ Leadership @nographics

Organizational Challenge Survey ESO PSO | Americas| EMEA APac
Achieve revenue and margin targets 4.19 4.17 4.19 4.19 4.17 4.25
Talent management 4.18 4.15 4.20 4.21 4.07 4.39
Improve quality and consistency 4.13 411 4.14 4.10 4.14 4.39
Communication across PSO 4.12 4.12 4.12 4.12 4.07 4.28
Support rapid growth and expansion 4.12 4.23 4.07 4.17 3.99 411
Improve sales and marketing 4.06 4.08 4.06 4.07 4.01 4.19
Vision and strategy 4.03 4.06 4.01 4.04 3.99 4.03
Improve / expapdrtfolio and markets 3.92 3.97 3.90 3.91 3.90 4.14
Alignment between functions or groups| 3.81 3.91 3.76 3.84 3.68 3.92

Source: Service Performance Insight, February 2016

LYLINEGSYSYyid tNRA2NRGASaA

Table41 compares improvement

priorities for the past three years. | Table4l Steps Taken to Improve Profitability Comparison
The priority of improvement

initiatives haschanged.In 2015 Key Performance Indicator (KP 2013 2014 2015
increasing rates and improving hiring| Increases rates 2.83 2.9 3.85
and ramping have eclipseghproving | | improve hiring and ramping 3.51 3.48 3.85
sales e.ffectivenesmhich-has Improve methods and tools 3.69 3.6 3.85
perenn.lally topped.the listThe Reduce ndhillable time 3.34 3.26 3.83
steps firms are taking to overcome

these challenges includgetter Improve solution portfolio 3.59 3.59 3.78
pricingdiscipline and management || Improveales effectiveness 3.92 3.94 3.78
oversight for estimates and Improve utilization 3.71 3.85 3.78
proposals. To improve the time it Improve marketing effectiveness|  3.68 3.65 3.52
takes to recruit and ofboard new Source: Service Performariosight February 201¢

employees, firms are investing in
dedicated recruiterand Human Capital Management systems to automate and streamline the
recruiting process. More and more firms are also investing thaarding and mentorship programs to
accelerate the time it takes for new consultants to become productive. This yearstadll top
performing firms discussed their emphasis on service packaging as a catalyst for improving their
repeatability and sales effectiveness.

Table42 depicts changes in Leadership scores over the past five years. By most measures, leadership
scomes have declined since 2013 when the economy stabilized, signaling growing dissatisfaction with
leadership as employees have become ewbelmed by the intensity of the work and pressure to
continually produce more. At the same time, with economic recgmamployees have more job
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money and more time off.

Table 42: Yeaweryear Leadership Comparison

Leadership Dimension

Confidenda PS leadership 4.03 N/A 4.05 4.01 3.86
Employees have confidence in PSO's futt 3.83 N/A 4.01 3.87 3.82
Well understood vision, mission and strat 3.81 N/A 3.85 3.81 3.75
Goals and measurement in alignment 3.60 N/A 3.73 3.62 3.70
Ease of gettitigings done 3.72 N/A 3.75 3.68 3.69
Embraces changgimble and flexible 3.79 N/A 3.90 3.76 3.68
Effectively communicates w/employees 3.58 N/A 3.74 3.67 3.64
Innovation focused 3.65 N/A 3.69 3.66 3.64

Source: Service Plermance Insight, February 2016

In 2016 PS organizations must be cognizant of diminishing confidence in leadership. The executive team
needs to come togetheto reestablish the visiorstrategiesand cultureof the firm. Then a succinct set

of improvement priorities must be establistt@nd cascaded throughout the organizatidviore than

ever before, ommunication, alignment and innovation focus must be accentuate® Rl € Q& YA f f Syy
generation thrives on feedback, coaching and mentoring.

28ttt ! YRSNEG22R +A&A2YyS aiaaizy lyR {GN}GS3e

Jear leadership direction and effectivg-directional communication are critical success factors.
Employees who lack an understanding of the service vision, mission and strategy have no ability to work
toward achieving it whereas

those who comprehend, Table43 Impact Well understood vision, mission and strategy

espouse and support the

vision of the orgaization vi\é\ilg: ur?“dsesriztr‘])g?] g ny .
will work tirelessly to s,trategy % Growth  Attrition Util.

Survey Rev. Emp. Billable

HOKA S_@S A oo 17 Not very well 1.9% 7.0%| 22.9% | 61.1% | 33.3%
survey clarity of vision,

. _ 2 8.4% 6.2%| 19.1% | 67.2% | 15.7%
mission and strategy directly
correlated with revenue 3 20.5%|  6.6%| 13.0% | 70.1% | 13.7%
growth, employee attrition 4 51.4% 10.8% 11.9% | 70.9% | 16.9%
and billable utilization. But | 57 Very well 17.9%| 15.2%| 11.6% | 72.7% | 13.3%
the correlation with net Total/Average 100.09 10.3% 12.9% | 70.6% | 15.8%

rofit is not apparent.
P PP Source: Service Performance Insigktruary 201¢
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The tools for effective leadership, clarity of purpose and alignment exist within all service organizations.
By investing in these critical aspects, service organizations can create their own economic stimulus plan.
SPI Research continues to discover noosical key performance measurements improve as confidence

in leadership increases.
According to survey Table 44: Confidence in PS leadership
results, few otherfactors

. Confidence in PS | Survey Reuv. Emp. Billable

have the same impact on Leadership Growth  Attrition
the overall health and

. . 17 No Confidence 1.9% 6.0%| 18.9% 64.0% 15.9%
well-being of the service
organization Poor 2 5.8% 6.1%| 20.6% 65.7% 17.7%
leadership creates a 3 19.4% 8.0%| 15.3% 68.5% 9.6%
negativespiral effectt 4 50.1%| 10.0% 11.6% 71.5% | 17.4%
poor human capital results | 5y High Confidence | 22.8%| 14.2% 11.2% | 72.0% | 14.9%
(high attrition, low Totall/Average 100.004 103% 12.9% | 70.6% | 15.3%

morale, poor employee
engagementt which in
turn lead to low levels of client satisfaction and poor financial results.

Source: Service Performance Insigktruary 201¢

Because PSOs rely on the quality and commitment of the consulting staff, poor leadership produces an
immediate and londasting negative effect. Fortunately, positive changes in leadership can also
produce immediate improvements because PSOs exhibézng resiliency and are able to heal and
regenerate themselves rapidly. Unlike prodbeised organizations, extremely rapid turnarounds are
possible in peoplased PS organizations.

948 2F DSGGAYI ¢KAy3Ia 52vyS

P Research asked participants whether it was easy to get things done within their organization,
meaning minimal red tape, able to quickly and easily assign qualified resources with limited

bureaucracy.
Organizations that provide Table45 Ease of getting things done

an infrastructure that

Ease of gettin . Emp. Billable
allows people to be things done Growth  Attrition util. EBITDA
productive enhance both | 'y y/ery harg 1.7% | 14% | 16.4% | 62.8% | 25%
employee satisfaction and
financial SUCCESS 2 7.7% 8.4% 17.2% 65.4% 18.8%
3 27.9% 8.4% 13.9% 69.1% 12.3%
Table45 shows the
ority of f bell it 4 45.2% 10.9% 11.9% 71.9% 17.6%
majority of firms believe i
. : 57 Very easy 17.6% 13.3% 11.3% 72.5% 14.4%
is relatively easy to get
getting things done Source: Service Performance Insiglebruary 201¢
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improves, so do other metrics including billabtdization, revenue per employee and reventaeget
attainment. Interestingly, the fastest growing firms reported the greatest ease of getting things done
while contracting organizations reported difficulty in getting things done.

D2l fa | yR aBy aldINBEYBYSWi

Another survey question
asked, "Are goals and Table 46: Goals and measurement in alignment

measurements in

Goal and

alignment for the service measurement Rev. Emp. Billable EBITDA

organization?" Alignment | TP Growth  Attrition

speaks to a clearly 17 Notaligned| 1.7%| 86% | 16.2% | 66.1% | 20.4%

articulated strategy with | I 7.9%| 102% | 19.1% | 68.6% | 12.9%

goals and measurements

reinforcing the 3 25.4% 8.6% 13.1% 69.0% 11.6%

2NEFYATFGA2Y 4 4929 102% | 11.8% | 71.0% | 16.6%

and stimulating action. 571 Very aligneq 15.9% 13.5% 12.1% 73.3% 18.4%
; Total/Average | 100.09%4 10.3% 12.8% 70.6% 15.4%

Alignmert or lack of 9

Source: Service Performance Insigktruary 201¢

alignment has a significant
impact on bottomline performance. Lack of alignment emanates from a lack of clarity and conflicting or
too many priorities. Itis characterized by low levels of employee engagement and functional silos or
factions. The highest performing service organizations exhibit clarity of purpose and alignment around a
succinct set of core values and initiativdsfective measurements and compensation reinforce those
values, linking strategy to executioAs shown in Tablé6 goals and measurements in alignment had a
profound impact on service execution. Revenue growth, billable utilization and net profit improved with
better alignment.

9YLX 28SSa 11 @S /2yFARSYOS Ay (GKS t{hda CdzidzNS
The level of employee Tabled7 Impac®H Employees Have Confidence in the PSO's Future

confidence in the future of

the PS organization has a | [eelalile[I[=ly thﬁ Survey Rev. Emp. Billable EBITDA
profound impact on PSO's Future % Growth Attrition util.

almost all key 17 Not confident 1.7% -1.9% 18.3% | 61.7% | 0.0%
performance 2 5.2% 5.0% 21.3% 68.3% | 20.0%
measurements. Firms 3 22.6% 6.9% 13.8% 68.2% | 11.6%

with the highest levels of | [ 49.9% 10.9% | 12.1% | 71.7%| 15.7%

employee confidence
experienced the highest
levels of billable utilization
and revenueand margin
target attainment. In fact, almost every key performance measurement, from project margins to

57 Very confident| 20.6% 14.5% 11.3% 71.9% | 17.6%
Total/Average 100.099 10.2% 12.9% 70.6% | 15.1%

Source: Service Performance Insigktruary 201¢
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attrition to annual revenue target attainment had a positive correlation with employee confidence in
the future of the PS organization.

Ge¢KS W2HMIR I sAYYSNE asSSvya (2 o6S Iy | LILINBLNAIFGS RS
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organizations propel employees to have confidence in the future, while low confidence is indicative of
organizations in turmoil or going through massive change as they reposition themselves to take better
advantage of the futua.

9FTSOGADGS 9YLXE 2888 /2YYdzyAOldAizy

wSaLR2yRSyidia 6SNB Fal1SR (2 NI GS a2dz2NJ 2NBIFYyAT FdA2Yy

Independents reported
better communication

Table 48: ImpadtEffective communication with employees

than ESOs. The level of
effective communication

Effective
Communication

Rev.
Growth

Emp.
Attrition

Billable

declined directly in 17 Poor communication| 1.9%| 5.8% | 22.7% | 62.5% | 35.0%
proportion to the size of 2 9.4%| 8.2% | 17.3% | 68.8% | 11.7%
the organization. In ¢ier | |3 27.0% 8.2% | 13.6% | 70.4% | 13.7%
;V%r:rfi’zgfozgn:ﬂifgited 4 46.3% 10.3% | 11.6% | 70.7% | 16.6%
the best communication 57 Greatommunication| 15.5% 15.2%| 11.8% | 72.5% | 17.3%
while the largest showed | | Total/Average 100.09% 10.2% | 12.9% | 70.6% | 15.8%

the worst. Source: Service Performance Insiglebruary 201¢

Talk may be cheap but without bidirectional communication, employees quickly become
disenfranchised. Creating an effective communication plan should make the short &styfor
improvement plan.

hN.EII)f)\A-u)\2)/ 9YONJ 0Sa
/KI)/EISZ Aa bl 6-7 izati b h is Nimbl d Flexibl
Ct SEAGFE S Table 49: ImpadtOrganization Embraces Change, is Nimble and Flexible

Billable
Util.

Rev.
Growth

Organization Embrace Survey

Emp.

Attrition =5

Change is a way of life for %

Change

21% century professional »

. L. 17 Does not embrace 2.4% 7.7% | 16.5% | 64.2% 9.2%
service organizations. On¢

0, 0, 0, 0, 0,

of the primary reasons 2 10.2% 6.0% | 16.4% | 70.5% 16.5%
why more and more 3 24.4% 8.6% | 13.5% | 68.9% | 19.4%
companies outask IT, 4 43.0% 10.8% | 11.8% | 70.9% | 13.2%
accounting, law, strategy | 5§ Verymuch embrace | 19.9%| 13.5% | 12.0% | 72.9% | 16.7%
and marketing to Total/Average 100.09 10.2% | 12.8% | 70.6% | 15.6%

specialized PS

. . . Source: Service Performance Insiglebruary 201¢
organizations is that the
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pace and amounbf change and@omplexity is impossible to keep up with so they must reply on
consultants and specialists.

Each leadership dimension impacts all other leadership dimensions. Nimble organizations that are able
to easily adapt to change have higher levels of stratdgiitg, confidence in leadershimwer levels of
attrition and higher revenue growth

LygkriArzy C20dzaSR

Innovation is a hot topic these days as technology innovators like Apple have created new markets and

destroyed leaders like
Research in Motion who @ Table5Q Impac®PS Innovation Focus

were not able to see and

Survey  Rev. Emp. Billable

NE a I:J’zj )'/'R u 2 ¥ Innovation Focused % Growth | Attrition Util. EBITDA
0l aSRe¢ 7Fdzu dzN [ . )

into the science of 17 Notinnovative 3.0% 7.0% | 19.6% | 60.6% 14.5%
innovation shovs 2 8.8% 41% | 15.5% | 68.8% 15.4%

i i 3 28.7%| 10.2% | 13.2% | 70.3% 18.9%
innovators are more likely

to take risks and have a 4 40.6% 9.7% | 12.0% | 70.9% 14.1%
high tolerance for failure. | 57 very innovative 18.9%| 14.5% | 12.3% | 72.7% | 13.8%

In professional services, Total/Average 100.099 10.2% | 12.9% | 70.6% 15.5%
innovation comes from Source: Service Performance Insiglebruary 201¢

exploring and embracing

new business models, processes and technologies to improve productivity and quality. To the extent

thought 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 confidelodenow 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 dependenh yS 2 F G K &SI NDa
the-Best PSOs saidtheisd A S¥ A& a3INBF G ARSFa 02YS FTNRBY | ye&sgKSN
culture or 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 problesresabe new solutions.
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7. Client Relationships Pillar

TheClient Relationshippillarfocuses on the activities associated with

business development and client management. Finding and retaining
customers is a primary means of growing a business, and is always on

the top challenges for PS firms.

In this chapter SPI Research providesRI$ Sales and Marketing Maturity
a 2 R Sdlongwith statistics showing the benefits of sales and marketir
investments. This report examigservice sales roles, compensation,

client mix and a host of sales and marketing effectiveness metrics. Sin

referrals are a primary driver of peat business SPI Reseaat$p explore
the correlation between client satisfaction and business success.

Cudtivating new and repeat clients is the lifeblood of the service industry. Professional services
organizations are in siness to provide knowledgexpertiseand guidance Their sales and marketing
organizations must define target markets and imgebyunderstanding their key challenge3he job of

service sales and marketing is to generate awareness and identify and close opportunities. Services are
intangible so the job of service sales and marketing has the added difficulty of creating concrdtefpro

GKS FTANNYQa (1y26ftSRISS SELISNASYOS FyR RAFFSNByYGAL
tKS STFTFSOGAPSYySaa 2F GKS 2NHFIyAT I GA2yQa alfsSa IyR
pipeline; bidto-win ratios; discounts; client satisfaction and the length of the sajlelec Effective sales

and marketing organizations continually uncover new opportunities while ensuring existing customers
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taking charge of its ownestinyby investing in salesparketingand service packaging

Table5L

PS Sal

es and

Mar ket i

ng

Maturity

Mo d e |

4dz00S & a ¥ dz

E

Client Relationships

Opportunistic. No
defined solution set
or go to arket plan.
Focus is onew
customers and
reference building.
Individual heroics, n|
consistent sales,
marketing or
partnering plan or
methodology. Ad

hoc, on®ff projects.

Start to use marketing to d
leads. Multiple sales modé
Start investing in sales
training, CRMs&les
methodology. Manual
integration with PSA. Star|
measuring saleffectivenes!
& customer satisfaction. Si
developing partners and
partner programs. Some le
of proposal reviews and

pricing control.

Marketing, inside
sales, solution sales
with @éfined solution
sets. CRM integrate|
with PSA. Deal, prici
and contract reviews
Partner plan and
scorecard. Tight
pricing and contract
mgmt. controls. High
levels of customer

satisfaction.

CRM, P&, ERP integration
provides 36fegree view of
clientelationships. Busineg
process, vertical and

horizontal solutions. Verti
centers of excellence. Toy
client and partner program
Global contract and pricing
management. Key partnef
relationships. Strong

customer reference progral

Executive
relatioships and
client advisory boar
Thought leadership
Brand building and
awareness. High
customer satisfactig
Integrated sales,
marketing and
partnering program
High quality
references.

Source: Service Performance Insigbhruary 2016

Table51 highlights the five levels of maturity in the Client Relationstgfar. As sales and service

delivery processes mature, organizations move from selling anything and everything to anyone, to a

more careful and selective approach to client selectioytian creation; deal capture; cordact and
pricing managementgeference buildingand partnering
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Table52 Client Relationships Pillay@ar trend

2012 2013

Key Performance Indicator (KPI)

Bidtowin ratio (per 10 bids) 5.21 5.19 4.96 4.92 4.95
Deal pipeline relative to gtr. bookings forecast 203% 193% 190% 199% 172%
Sales cycle (days: qualified lead to contract signing 100 96 95 91 88
Average service discount given N/A N/A N/A 7.3% 7.7%
Solution developmefi¢ctiveness 3.07 3.02 2.99 3.00 3.59
Service sales effectiveness 3.25 3.20 3.24 3.14 3.57
Service marketing effectiveness 2.39 2.61 2.70 2.72 3.29
Percentage of referenceable clients 71.4% 75.4% 74.5% 73.7% 70.4%
Time & materials %wofk sold 52.8% | 54.7%| 51.7%| 58.8% | 46.7%
Fixed time / fixed fee % of work sold 455% | 42.8%| 44.0%| 36.3%| 39.7%
Shared risk / performamased % of work sold 1.3% 1.4% 2.8% 2.1% 6.4%
Other 0.4% 1.1% 1.5% 2.9% 7.2%

Source: Service Performance Insigetruary 2016

PS Sales Maturity

l'a LI NG 2F GKS t{ {FfSa IyR al NJ SiAfgtdsesan kydzNA (i &
success criteria and processes associated with PS sadseting and partneringSPI Research charts

its definitions of skes maturity levels and shows how they progress as the organization enhances the
knowledge and practice of solution selling resultinguperior client value (TabkS3).

az

Table53 PS Sales Maturity Model E
Level 1 Level 2 Level 3 Level 4 Level 5
AdHoc, 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 Renewa
and Improvement
Handcrafted Limited replication or | Clear, valdease sales | Cliencentric, high| Partnerships exist w
D projects, unique,| codification of service | and marketing messagq value services most strategic,
< highly dependen| solutions. Point produc| developed for product /| developed and forwardhinking
E on individual teal solutions primarily focug vertical /geographic packaged. clients to develop ar
5 member skills. | on rapid implementatiory audience§Some level of| Demonstrated, enhance leading ed
) Starting to focus on client value and ROI measurable servicesSolutions

adoption.

measurement.

business value.

deliver clear and
significant value.
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Level 1

Level 2

Level 3

Level 4

Level 5

Sales Process

Partners

Client Sat
Programs

Opportunistic an
instinctive with a
hoc service
offerings. No
consistent sales
methodology.
Variation in pricir
methods.
Inconsistent
proposals, quote
contractd.imited
to no investment
in sales training,
methods or tools

Dedicated solution sellii
teams. Repeatable
process for point solutic
Implementing sales
methodologyeinforced ir
CRM. Reusable propos
boilerplate. Informal
proposal roles and-self
governing proposal teal
Standard price list and
discount authority.
Developing standard
estimating tools.

Consistent solution sell
methods & tools reinfor
and sipported in CRM.
Solutiomwriented best
practices. Consistent
estimating and risk
evaluations. Bid
qualification criteria.
Standard contracts and
statements of work. Cl¢
roles, responsibilities ar
timelines. Sales
organization trained to
effectivelgell solutions.

Solution and valug
selling is a way of]
life with appropria
measurements ar
controls with fully
integrated
supporting systen
and tools.
Sophisticated
selling strategies
including quantifig
client value with
improved KPIs an
positive RO

Established thought
leadership and trust
advisor at highest
levels. Continual
investment in
improving and
expanding service
portfolio as a means
market expansion.
Effective proposal
center delivers timel
highquality estimate
proposals, coatt
and risk reviews.

Ad hoc and
opportunistic
without clearly
defined roles.

Partner plan in place, b
conflicts still exist. Defir|
partner programs to
extend market reach.

Solution sets designed
with partners in mind
(defined roles and
deliverables for prime,
hybrid, subYop partner
program.

Codevelopment
with partners.
Partners are
integral part of
service packaging
and rollout.

Coopetition. Partne
contribute to
company's overall
service innovation b
providing SME
feedback andsights.

Ad hoc reference
requests. No
formal program.
Heroic.

Client reference progral
established to extend
market reach.

Proof, testimonials and
references to support
solution client value.
Consistent, ongoing
satisfaction measures.

Client advisory
board influences
roadmap,
participates in bet
programs.

Strategic clients are
company and servic
evangelists.

Source: Service Performance Insigghbruary 2016

Table54 depicts PS sales maturity progression. As organizations enhance their solution selling
capabilities, methods, systems and tools, overall sales effectiveness improves dramatically. These
efforts pay for themselves in higher percentages of sales quot@eement; better sales forecasting

accuracy; improved pricing and estimating accuracy resulting in fewer project overruns; faster sales
cycles due to better deal qualification; larger deals; more PS revenue by account; larger pipelines and

significantly béer reference clients.

Tableb4 PS Sales Maturity Progression

ated Plloted Deployea O Op ed
Q\/Q o\ /o a\/Q aval A o\ /O
Percent in each level 29.4% 24.6% 25.1% 15.0% 5.9%
Service selling spend as a % of semeéceie 10.0% 7.5% 10.3% 6.0% 4.6%
FTEs dedicated to service sales 7.19 9.60 8.11 9.18 2.86
Annual service sales revenue quota / pers( $1.13 $1.47 $1.86 $1.95 $1.92
(mm)
% of service sales people achieving annua 63.0% 63.9% 68.1% 72.2% 75.0%
Average quarterly sales bookings forecast 21.2% 19.3% 16.9% 14.3% 7.5%
variance (Forecast/Actual)
Service pricing accuracy (proposed price t( 80.5% 83.5% 82.9% 83.6% 84.2%
delivery cost)
Sales cycle from gledd to contract sifays) 109 97 94 89 125
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Initiated Piloted Deployed Institution Optimized

Level 1 Level 2 Level 3 Level 4 Level 5
Average closed deal size (k) $77 $111 $124 $121 $171
Average annual service revenue by accour $148 $142 $157 $345 $271
Percentage of revenue from new clients 25.0% 26.3% 25.9% 29.8% 31.4%
Bidtowin ratio (per 10 bids) 4.30 5.05 5.58 5.93 6.20
Deal pipeline relative to gtr. bookings forec 147% 203% 187% 209% 200%
Annual days of sales training taken / sales 2.17 3.54 5.11 3.95 4.30
Service sales effectiveness (1 to 5 scale) 2.76 3.04 3.02 3.18 3.91
% of "Referencealildiénts 71.1% 67.9% 71.6% 76.5% 84.1%

Source: Service Performance Insigi#,&les and Marketing Benchmark October 2013

PS Sales Effectiveness Metrics

Service salesffectiveness is a subjective question but typically refers to the percentage of sales people

who achieve quota and the probability that the sales organization will achieve its taigetdRResearch

asked respondents to rank the effectiveness of the service sales organization on a scale from 1 to 5 with

5 representing perfection (Tabib). Sales effectiveness has a profound impact on all aspects of PS but
unfortunately more than 10% givsales effectiveness a failing grade of 1 or 2; 32% give sales
STTSOGADSYSaa;ehwgive saseffctidehesShig Marks. These sales effectiveness

scores are substantially higher thangiastsurveys. ¢ KA & & S| N & Nlefiessscbre@3s7 al f Sa
2dzi 2F p OTM:FU GKAOK Aada adzoadl ydAl ftferis &ikrabkaSNI (0 KI y
for improvement With economic recovery, the age old schism between sales and PS delivery is not as
apparent. Another significarisales effectiveness catalyst has been the changing role of PS within
productdriven organizations. No longer the ugly stepch®& is now seen as the primary tomser

usage and adoption engine, fueling product expansion and incremental product amncessales.

Table55 Impac Service Sales Effectiveness Impact on Performance

Sales Annual Bi(_j- Size of Revenue Revenue
Effectiveness Survey  Revenue er_1 $a|e;s per per Backlog EBITDA
Growth Ratio Pipeline  consultant employee
1-Low 1.3% 8.9% 4.57 179% $154 $121 21.4% 12.5%
2 9.4% 6.6% 4.38 154% 185 147 40.0% 15.9%
3 32.1% 9.1% 4.75 158% 195 151 40.9% 13.0%
4 45.2% 10.8% 5.11 179% 201 160 41.2% 16.2%
5-High 11.9% 13.6% 5.53 191% 205 172 38.7% 23.0%
Total/Avg. 100.0%| 10.1% 4.97 172% $197 $157 40.4% 15.9%

Source: Service Plermance Insight, February 2016
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PS Marketing Maturity

The global economy has evolved into a ses@mnomy with services like health care, technology and
consulting representing the hottest areas of growth. Marketiayges is an important skill, and a

tough one for businesses to develop. 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 theirtarget clients. Services are inherently intangible, are consumed simultaneously 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 semée provider. Service

marketing has becomabig business with a focus on establishing the seslicand, generating

awareness and leads while providing powerful taaisl collaterato support service sales and delivery.

Relationships Are Key

In service marketing, because there is no tangible product, relationships arehai with the service

sales force and clients. Service marketers must listen to and understand the needs of customers and
prospects to identify the compelling reasons they buy and what attributes they most care about to build
differentiation for the firm. The role of servicearketing is to identify target markets and clients and to
position the firm and its solutions while supporting the sales force with lead generation and reference
building activities. In many organizations, service marketing is also responsible fapieyeustomer
references, testimonials, case studies and client advisory boards.

Services Marketing versus Service Lifecycle Management

A key finding from this benchmark is most PS organizations are confusing service marketing with service
lifecycle maagement. Service marketing is clearly an aspect of service lifecycle management but most
often does not encompass the truly transformational elements of building repeatable service delivery
methods and tools, which we include in the larger scope of sefifecycle management.

Table5a PS Marketing MaturityE Levels

Level 3 Level 4 Level 5

Level 2

Level 1

Ad Hoc, Piloted, Experimenta] Deployed, Basics ir] Institutionalized, in Visionary, Agile,
Opportunistic, | Pockets of Excellenc| Place for All Key | the Company DNA| Innovative, Continuous
Heroic Elements Fabric Renewal and Improveme
Handcrafted Limited replication or| Clear, valdeased Cliencentric, high | Partnerships exist with m
projects, unique,| codification of service salesand marketing | value services strategic, forwatdnking
highly dependen| solutions. Point prod| messagefor product| developed and clients to develop and

on individual teal
member skills.

Client Value

solutions primarily
focused on rapid
implementation.

verticalgeographic

audiences. Some le
of client value and R
measurement.

packaged.

Demonstrated,
measurable busing
value.

enhance leading edge
services.

© 2016 Service Performamsight

wwwnetsuitecom

90



2016 Professional Ser vi ce_

Level 1 Level 2 Level 3 Level 4 Level 5
Tactical. Limiteq Campaigdriven, Programmatioc Strategic and globg Brand, thought leadershif
to no investment| focused initiatives. comprehensive. service portfolio and innovation are
= in service Service marketing Service marketing | reflects and suppol established and supporte
2 marketing. includes collateral, w( targeimarket and brand and industrig through all marketing
X and irperson seminar| segment focus to Service portfolio activities.
g ar_1d oth_er promotions e_stablish _ management an_d High brand value.
with voice of the differentiation. strategic marketing
customer for specific efforts aligned.
service offers.
= _§ None. Lack of Organizational structy Permanent sére Effective service | Service marketing
T o ‘g service marketin{ includedorrowed or | marketing roles marketing leadersh organization is strategic g
2=l organizational rotational roles to defined, staffed and| and management. | continually impacts
% g definition. support service funded. conpany's success.
L marketing efforts.
& No budgeting for] Budgeting includes | Budgeting process | Service marketing | Decisions to fund service|
&= service marketin| service marketing coq fully incorporates and portfolio marketing are based on
g,g Business plannir| and projected results| service marketing | planning is a complex, reliable busineg
=i does not Business planning investments, reveny straégic componen| modeling levers as part o
SRARS incorporate capabilities are base( profit planning. of annual budgetin{ budget plan. Service
E% service marketin{ on individuals' Mature business process. marketing business plan
g S Ad hoc, one off, | experiences. planning capabilities justification i§ mature
E impact not comprehensive, faased,
measurable. insightl.

Source: Service Performance Insigetruary 2016

SPI Research recommends organizations start with service marketiegting sales tools, service
descriptions and valubased presentations. All of these activities will add value to the organization and
will start to build brandawareness and generateads. After the organization 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 extendwéoluct management andervice exeution

with repeatabletools, methods angystems.

Service Marketing Effectiveness

Having a service marketing focus is not enough. Marketing must develop effective thought leadership,
marketing carpaigns, sales tools arséles enablement to increase§8h FANXY Qa o6 NI} YR | g1 NBY
showcase thought leadership and bring in qualified leads. The most successful PS marketing efforts
NBIjdZANS | a0NXGS3IAO0 F20dza G2 SyadaNE GKSe& FdaAaAYSyl
charged with bringing theAf Ny Q& @A &A 2y |yR aidNraGdS3e G2 tA3IKAG KN
seat at the executive table, marketing will be relegated to tactical lead generatidvities Effective

marketing requires dedicated, skilled personnel along with sustainedirig.

SPI Research asked how effective service marketing was on a scale of 1 to 5, with 5 representing
excellent. Marketing effectiveness has consistently been given an even samsethan sales
effectiveness. This year marketing effectiveness impaignificantly from an abysmal rating of 2.72
(54%) last year to a somewhat more respectable rating of 3.29 (65%) this year. More thah 20%
organizationgive marketing effectiveness failig grade of 1 or 2. For the 436/0f firms who gave
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their marketing effoits a strong score of 4 or 5, marketing laasignificant positive impact on most

client relationship metrics. Organizations with high service marketing effectiveness shayed

revenue growth, shorter sales cycles, a higher percentage of revenue from new clients, more reference
clients and a lower level of discounting. Marketing is certainly worth the expense if it istafédd,

fully funded and positioned strategicgll

Table57 Impact Marketing Effectiveness Impact on Performance

Marketing Revenue Length of Sales New Client Reference

Effectiveness SLLEY Growth Cycle (days) Revenue Clients lEEalniEs
1-Low 2.7% 9.6% 107.1 28.9% 65.4% 10.5%
2 18.2% 10.1% 95.1 32.7% 68.1% 9.3%
3 35.3% 9.6% 89.7 25.4% 69.8% 6.9%
4 34.5% 9.5% 83.7 26.4% 71.3% 7.0%
5-High 9.2% 15.1% 79.9 28.2% 75.0% 9.0%
Total/Average 1000% 10.1% 88.2 27.4% 70.4% 7.7%

Source: Service Plermance Insight, February 2016

Service Packaging

Most professional service
organizations have a service
delivery methodology or
blueprint. Many already have
some type of service packaging
initiative. Typically, when PSOs
define service products they limit
the scope and therefore the
impact d a comprehensive
service product portfolio. = R

Data Sheet Presentations

— =
Brochure l°.

ROI
Calcutator

Proposal

E—
[

Method

Templates|

Service packaging or productizing
issa¢KS LINPOSaa 2F RSTEAYSIGAY3IS 0dzAt RésgdpackaySdJ 2 & Ay 3
service product to achieveperational improvements in supportofanorgd I | G A2y Qa &G NJ G S3IA
objectiveg

Simply defined, "pr& dzO (i A imkaiisic&afida tangible producbased on the servisrovided with
the following core attributes:

D Defined service offering with supporting marketing materials detailing client value arefitse

D Comprehensive sales playbook with supporting sales collateral and materials;

D Clearly defined and bounded service delivery scope, assumptions, processes, tasks, roles,
staffing requirements, duration, pricing structure and outcomes;
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D Standardized déelery methods, templates and tools;
D Embedded quality controls and project governance; and
D Enforced feedback and continuous improvement.

Productized servicescanbestand 2y ST G FlF ad adlF NI 2FFSNAy3IaAazZ 2N 0
service portfalb. An organization can offer productized services in one or hundreds of locations.

Regardless of its reach, the service must possess the core attributes that make the training, sales and
delivery processes clear, consistent and repeatable.

Moreover, a poductized service demonstrates the PSO has a consistent knowledge base and unique
intellectual property. This approach shows the PSO has the skills to deliver the service within a pre
defined time and cost. Without productizing, professional serviceseasetangible and the benefits
harder to define.

Service Performance Insight believes that systematic development of service packages is becoming
increasingly important for companies seeking market differentiation and improved competitiveness.
Service pekaging is more successful when an organization uses a framework to choreograph roles and
responsibilities and define clear outcomes by phase. This approach leverages client knowledge from
existing project plansThe peed and quality of service paakag improve with experience.

¢tKS FALS LKIasSa 2F {tL wSaSI| NOK Qhown{bglawiach siep NIDA OS LI
outlines key decision points and deliverables that break the service packaging effort into its measurable
and actionable compants:

1. Innovatec Identify service packaging candidates; conduct research; analyze the market; fund
the effort.

2. Defineg Plan the overall effort; define requirements and content; design service packaging
methods, tools, and processes.

3. Developg Build servie products based on best practices, consistent methodology, and tools;
test assumptions.

4. Launchg Conduct beta test; assemble sales, marketing, and delivery documents; train sales and
service professionals; execute sales and marketing campaigns; deiliveyuality.

5. Optimizeg¢ Develop measurements and rewards; garner sales, PS organization, and client
feedback; identify areas for improvement. Propose significant changes anghesietvices back
OKNRdzZAK GKS aLyy2@F 0S¢ adar3asSo

Table58 presents the benefiterganizations will derive by following a robust methodology such as
{[aond
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Table58 Service Packaging Benefits

Phase Benefits

Easier to sell and position complete service portfolio

Clients understand business vahmrtened sales cycle

Faster, more iterative projects produce superior client business value
Able to clobber the competition

Innovate

Well documented and understood service portfolio

Faster time to value, more projects delivimes] ofbudget

Clear policies, roles, blueprints, templates and tools fatilitatameing
Reuse, consistency and quality are the norm

Define

Consistent global service portfolio
Repeatable blueprints, methods, tools and IP
Lower project delivery costs, higifeation, better margins

Develop

Clear Sales and Marketing plan improves Sales and Marketing effectiveness
Better Bith-Win Ratio

Larger pipelines

Satisfied, reference clients

Launch

More extension and upgrade opportunitiesforeadahue
Higher client retention and repurchase
Improved visibility to future client needs

Optimize

A =Aa (A-A_A-A (—A-_A_a -—A-8_8_8  -2-9_-9_-°

Source: Service Performance Insight, February 2016

Solution Development Effectiveness

Solution development effectiveness requires consistent PS and Sales executive amisgpport. 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
Model benchmarkyery few organizations are effective at service productizatiGreating an effective
and efficientsolutiondevelopment process is, in itself, a difficufidertaking Most firmsare struggling
to do thisbecause solution development crosses over traditional functional boundaries and requires
both collaboration and changeGetting all of theonstituent groups professional services, sales,
marketing, product management and cheei partners- on the same page to create compelling
solutionsfor the targeed marketsis a daunting task.

Solution developmentequires significant leadership, organizational commitment and change
management. Service Performance Insight believes thafdlowing are critical success factors for
instantiating and sustaining a successilution developmenprogram:

& Articulated and understood services strategy;

& Service productization program vision;
& Active executive sponsorship;
®

Market-driven focus;
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Global company adoption of program;
Resource commitment;

8 8 &8

Crossfunctional participation; and

& Common sales and delivery method, tools, and templates.
{ SNBAOS t SNF2NXI yOS LwoiganZdiong atrudiliGandatisnyaRER { [ ao
methodology are echitected to enable the committed organization to be successful.
SPI Research asked how effecBedution developmentvas on a scale of 1 to 5, with 5 representing
excellent. Solution Developmergffectiveness hasonsistently been given a lower scahan sales
effectiveness but higher than marketing effectiveness. This year solution development effectiveness
(3.59 or 72%) surpassed sales effectiveness (3.57 or 71%) for the first time. The highest solution
development scores were posted by SaaS omgiuns (3.83 or 77%) who rely on packaged solutions to
help them sell and drive customer adopti¢rable 59) For the 58.% of firms who gave thesolution
developmentefforts a passig score of 4 or 5, solution development hadignificant positive ipact on
most client relationship metrics. Organizations with rsghution developmeneffectiveness showed
higher revenue growth, better bidin ratios and significantly higher revenues per consultant and
employee. Solution development should be a stoatepriority for all PS organizations.

Table52 Impacd Solution Development Effectiveness Impact on Performance

Sales Annual Bi(_i— Size of Revenue Revenue
Effectiveness Survey  Revenue  Win _Salgs per per Backlog EBITDA

Growth Ratio Pipeline  consultant employee
1-Low 2.5% 9.4% 3.96 192% $144 $104 23.6% 10.1%
2 9.6% 6.9% 4.11 173% 194 149 40.9% 17.2%
3 29.4% 9.5% 4.93 164% 194 156 46.2% 13.5%
4 43.1% 10.5% 4.87 175% 198 160 38.5% 15.4%
5-High 15.4% 12.6% 5.83 171% 213 160 36.4% 20.3%
Total/Avg. 100.0% 10.1% 4.97 172% $197 $157 40.4% 15.9%

Source: Service Plermance Insight, February 2016

Survey Results

The following section reviews and analyzes®0¥ a | (0 dzNX (0 & x 06 S y5agpatticipdling NB a dzf G .
Professional services organizations. In this section SPI ReaealtghesS35 ClientRelationshigkey

performance measurements that areitical for measuring salesjarketingand solution development

effectiveness.

The size of the dealtline is an important predictor of future revenu@he size of the deal pipeline
has declined precipitously from last year (172% this year compared to 199% last year). This significant
declineis a powerful predictor of future declines in PS revenueaution must be paid!
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Table60 shows the size of the deal pipeline compared to the quarterly bookings forecast is stronger for
embedded ESO®wever both ESO and PSO pipelines have declined dramatically from lasE$&ar

pipelines declined from 215% to 178%7%)while independent pipelines declined from 192% to 160%

(-32%). By geography the deal pipeline is strongest for APac followedeopmericas wittEMEA last.

These figures are down significantly from lasty¢X) & NB & dzf (G & © ¢ KS RSIFf LIALISTE A
from 213% to 184%; Americas from 196% to 178% and EMEA from 204% toTt88%hetric portends

stormy seas ahead across the PS industry. Firms should take hesxkamnine2016 revenue forecasts.

Jug as we have seen the size of the deal pipeline decline year over, geaioo has the percentage of
revenue from new clientsAcross the benchmark, new client revenue declined from 29% last year to
27.5%(-1.5%)this year.Both of these declines are sigitant and portend trouble ahead. PS
organizations should carefully review leading sales indicators before they make significant
investments in expansion as the PS market may be softening, particularly in ENR&&enue from new
clients declined from 29% to 29.5% in the Americas; 27% to 22.9% in EMEA and 27.8% to 25.5% in

APAC.
Table6Q Client Relationships KPIs by Organization Type and Geographic Region

Key Performance Indicator (KPI) 2015 ESO PSO Americas| EMEA APac
Revenue from new clients 27.5% 34.9% 23.9% 29.5% 22.9% 25.5%
Bidtowin ratio (per 10 bids) 4.95 4.98 4.94 5.08 4.49 5.43
E)f:(':gisﬁ’e"”e relative to qtr. booki 47500 | 19606 | 160% | 178% | 153% | 184%
f:rlﬁsaa/glig é%z;;s: qualified lead tq 88 98 83 90 83 86
Averagservice discount given cliel  7.7% 10.8% 6.2% 8.2% 6.6% 6.8%
Percentage of referenceable clien] 70.4% 65.4% 72.8% 71.2% 68.8% 69.6%
Service sales effectiveness 3.59 3.63 3.57 3.60 3.50 3.81
Service marketing effectiveness 3.57 3.56 3.57 3.60 3.49 3.53
Solution development effectiveneg 3.29 3.20 3.34 3.29 3.26 3.44

Source: Service Performance Insight, February 2016

Another indicator of softeninglemandis the level of discounting. Average discounts edgedingpn

7.3% last year to 7.7% this yedEmbedded PSOs repedsignificantly higher levels of discounting,

longer sales cycles and fewer client references than independdims.highest average discounts were
reported by embedded SaaS and Software PSOs at 11.8%. Thewealpogeer ratingsdr sales,
marketingand solution development effectiveness. Larger embedded PSOs should invest in their own
solution architects and service marketing and packaging. These efforts pay dividends in reduced
discounting and higher levels of client referenb#ity and satisfaction.

By organization size, the deal pipeline is strongest for the largest organizations and weakest for the
smallest. The smallest firms tend to live deal to deal with limited future visibility. Interestingly, client
referenceability @clines with organization size as larger PSOs cannot afford to provide a personalized
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touch and approach to each client. For small firms, making every client a success is a business
imperative. The largest organizations reported the best-hiih ratios,strongest pipelines and highest
effectiveness scores but they also produced the fewest reference clients and gave the highest discounts.

Of particular note is the decline in the size of the sales pipeline. It has dropped precipitously, in most
cases bymore than 20%.This should signal caution and scrutiny. Firms of all sizes are-adklised to
carefully scrub their sales pipeline before they make significant growth investments.

Table6l Client Relationships KPIs by Organization Size

KeyPerformance Indicator (KPI) Under 10| 10-30 318100 | 101-300 | 301-700 | Over 700
Revenue from new clients 27.7% 28.7% 29.0% 26.0% 23.9% 28.4%
Bidtowin ratio (per 10 bids) 4.96 4.89 5.14 4.63 4.74 5.31
Peal pipeline relative to qtr. booking 14396 | 15006 | 172% | 175% | 184% | 196%
f(?rlﬁrsacc:{(sjig rs:jn?;s: qualified lead to 73 88 91 9 86 83
Average service discount given clig| 6.3% 7.5% 6.9% 7.5% 8.8% 9.8%
Percentage of referenceable client§ 73.0% 70.2% 73.6% 68.5% 72.0% 64.9%
Service sales effectiveness 3.58 3.51 3.49 3.66 3.52 3.86
Service marketing effectiveness 3.47 3.50 3.45 3.64 3.65 3.77
Solution development effectiveness 3.06 3.15 3.24 3.39 3.27 3.60

engineers reported the weakest. Architects reported the highest levels of client refexeifibe

Source: Service Performance Insight, February 2016

By verticalembedded software PSOs reported the strongest deal pipeline while architects and

software PSOs reportetie poorest. Service discounting is prevalent irbeaded PSOs, particularly if
they work on a time and materials basis with known rate cards. SaaS PSOs reported the best sales,
marketing and solution development effectiveness; hardware PSOs reported the worst.

Tables 62 and 63 show key client relatiopshinetrics by vertical market. Best performing verticals are
highlighted in green, worst are highlighted in red. Accountancies had the worst scores.

Table62 Client Relationships KPIs by Vertical Service Market

© 2016 Service Performamsight

: IT Mgmt. | Arch./ Mgd. Hard. &
Key Performance Indicator (KPI) Const. Software Consult.| Engr. SaaS Serv. | Netvork
Revenue from new clients 25.9% 31.8% | 23.2%| 21.7%| 44.2%| 19.7%| 37.9%
Bidtowin ratio (per 10 bids) 4.79 5.04 5.39 4.62 5.18 4.32 4.93
Peal pipeline relative to gtr. bookin 179% 212% 151% 122% | 190% 167% 157%
orecast
Sales cyc[e (_days: qualified lead tc 88 104 78 93 93 84 75
contract signing)
Average service discount given clif  7.6% 11.8% 4.9% 4.0% | 11.8% 8.3% 8.6%

wwwhnetsuitecom 97



- 2016 Professional Service_

Mgd. Hard. &

IT Mgmt. | Arch./

Key Performance Indicator (KPI) Consut. Software Consult.| Engr. SaaS Serv. | Netvork
Percentage of referenceable clientf 72.5% 64.1% | 74.2% | 74.5% | 65.9% | 68.6% | 64.6%
Service sales effectiveness 3.56 3.63 3.68 3.52 3.83 3.64 3.27
Service marketing effectiveness 3.56 3.49 3.55 3.48 3.70 3.64 3.29
Solution development effectivenes 3.33 2.98 3.29 3.31 3.53 3.43 3.20

Source: ServicBerformance Insight, February 2016

Table63 Client Relationships KPIs by Vertical Service Market

Key Performance Indicator (KPI) R&D VAR Acct. a(:\\:(?(;ﬂm Staffng | Other PS
Revenue from new clients 25.4% 39.2% 18.3% 19.0% 17.6% 21.2%
Bidtowinratio (per 10 bids) 4.75 4.73 5.29 4.55 5.88 5.46
Deal pipeline relative to qtr. bookings for 139% 196% 133% 164% 167% 163%
?iglneii ;:)ycle (days: qualified lead to contr 64 115 50 67 58 103
Average service discount given clients 7.1% 7.1% 4.0% 7.0% 2.8% 3.1%
Percentage of referenceable clients 67.9% 69.3% 70.8% 76.8% 65.6% 71.3%
Service sales effectiveness 3.64 3.50 3.23 3.67 3.56 3.64
Service marketing effectiveness 3.71 3.85 3.54 3.83 3.78 3.73
Solution development effectiveness 3.71 3.29 3.46 3.25 3.33 3.45

Source: Service Performance Insight, February 2016

ceIsS 2F 22N)] {2ftR Figure32 Type of Work Sold

Le O2yddf GFyOASa R2YAYFUGSR GKAE |» fLNTE o
benchmark with35% of theparticipants, Other
favoring IT consulting as the most prevalent

type of work soldFigure39). Both embedded e e
and independat PSOs are deliveringore
business and management consulting
encroaching on the pure play management
consultancies. T@y many IT casultancies
haveequal numbes of business analysts and consulting I
technical consultantg they focus on business
process improvement and streamlining
cumbersome business processes. Increasingly 0% 10% 20% 30% 40% 50% 60%
technologyfocused PS providers are adding Percentage of Observations

industry and domain expert®tensure

Managed services

Type of Work Sold

Business / management

Technology or IT consulting

SourceServicePerformance Insight, February 2(
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horizontal technologies can @@opted andnodified to reflect the unique needs of vertical industry
clients.

Underlying technologies no longer require customization and integration; they have become easier to

install and integrate with standardiata loaders and connectors. Ensuring user adoption has become

the primary concerrof embedded PS@ ¢ KA & YSlIya G2RIFé&Qa O2yadzZ GFyida
processe@nd whatbusiness users want and need to drive user adopfi@thnology consutig now

includes workflow mapping, business process modelling, rollout pladadministrator and enduser

training with a focus on user adoption.

This year we sawa spike in managed services revenue, growing from 8.0% to 11.6% of all work sold.
Embedded &S organizations are responsible for this spike as they saw their managed service revenues
grow from 2.4% last year to 21.9% this year. Most SaaS embedded PSOs have started adding managed
service offers as they out task all elements of running their egpdins for their clients. For many
independents, he promise of managed services as a source of annuity revenue has not been fully
realized because technology vendors have grabbed these opportunities from independents by offering
better economes of scaleln this benchmarkstaff augmentation has declingd only 6.5% of work sold.
Saffing providers have been squeezed by vendor service agreements and have moved upstream to offer
business and IT consultin@ure play staffing and managed services arttinigi toward

commoditizationg with too many competitors chasing too few opportunities. The margins in this low

end of the market have become razor thin as large buyers demand vendor service agreements with low
rates for common skills. Mergers and acdfigss in both staff augmentation and managed services are
common as suppliers seek to improve their own economies of scale.

Table64 depicts the types of work sold by embedded and independent service providers and by major
geographic regions. This year embedded Rig¢ered 15.2% of their work as management

consulting showing the shift towards business process consulting, away tiechmical consultingThey

also grew their managed service revenues from 5.5% last year to 15.1% this year.

Table64 Type of Work Sold by Organization Type and Geographic Region

Type of Work Sold Survey ESO PSO | Americas| EMEA APac

Business/Managemeahsulting 22.2% 15.2% 25.5% 20.9% 24.0% 27.7%
Technology or IT Consulting 41.3% 45.7% 39.2% 41.3% 42.0% 39.7%
Managed Services 11.6% 15.1% 10.0% 12.6% 9.3% 10.8%
Staff Augmentation 6.5% 4.8% 7.3% 7.3% 4.7% 4.7%
Hardware, software, equipment 10.3% 7.0% 11.8% 9.3% 13.8% 6.9%
Other 8.1% 12.2% 6.2% 8.7% 6.2% 10.1%
Total 100.0%| 100.0%| 100.0%| 100.0% | 100.0% | 100.0%

Source:ServicePerformance Insight, February 2016
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Table65 shows thepowerful effect of adding new clients. ®2of the benchmark participants produced

less than 30% of their revenue from new clients which may inhibit future growth and profitability. SPI
Research believes at least 30% of annual revenue should come from new clients for PS organizations to
remain vbrant and viable. Throughout this study we have demonstrated the strong correlation

between growth and profitability. The bottofine is PS organizations must constantly expand their
markets, clients andolutionrepertoire to stay in touch with markethanges and ahead of the

competition. New clients allow PSOs to reap the benefits of previous client experiences and knowledge
without the baggage of lonterm relationships in which both provider and client may have become
complacent. New clients providiee opportunity to expand knowledge, skills and services.

Table65 Impact Percentage of Business from New Clients

% of revenue Ainre] Employee  Size of Billable Project
. Revenue S S : EBITDA
from new clients Pipeline  Utilization  Margin
Growth

Under 10% 23.9% 6.9% 5.7% 149% 71.6% 31.1% 14.7%
10%- 20% 11.3% 5.0% 4.1% 164% 71.2% 33.1% 15.4%
20% 30% 16.7% 9.5% 8.3% 181% 69.4% 36.0% 15.1%
30% 40% 25.0% 11.5% 7.9% 180% 70.2% 35.1% 15.3%
40%- 50% 12.0% 15.0% 11.4% 199% 70.2% 33.6% 20.7%
Over 50% 11.1% 14.9% 11.6% 175% 70.9% 35.8% 13.6%
Total/Average | 100.0% 10.1% 7.8% 173% 70.6% 33.9% 15.6%

SourceServicePerformance Insight, February 2016

t NAYENE { SNIAOS { It Sa Figuql PrprosSerdgog Gales Measurement

SPI Research asked about the primary |
measurement for service sales people. ALt Abioxs _

{dNLINR aAy3It ez GKS Sk 1 R
I 62@3S€ YSIofskn/ice repsmam® o0:"2
measured on service revenue, service booking
margin and client satisfactiofFigure40). The
secondmost prevalent sales measurement is
GaSNBAOS NBOSydzS¢ oA
GASNDAOS 0622 100%dAteE | G |
organizations measure their sece sales people

Service Revenue
on client satisfaction; 9.8%% orangin. |

[@=N
ey
w

Client Satisfaction |

n

Service Margin

—_

Service Bookings

Service Sales Primary Measurement

. . 0 0/ 0, 0, 0, 0,
SPI Research frequently receives questions 0% 10% 20% 30% 40%  S0%

regarding how the service sales force should b
measured. Tabl66 provides a fascinating view Source: Service Performance Insigbbruan2016

Percentage of Observations

1%
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of the cause and effect of service sales measuremeht& A & A a GKS FANRG &SFNJ al ff
primary sales measurement. With so many variables in this type of compensation, accurate

measurements are difficult and time consuming but appear to be worth the effort as it produces

superior bidwin ratios, reference clients, utilization, dime projectdelivery and most importantly, net

profit. A big drawback to incenting sales with too many metrics is that they become hard to measure

and enforce. Although service revenmeasurementare common (28.%), they appear to produce

mediocre performancearticularly in net margin

Table66 ImpacH The Effect of Sales Measurements on Performance

Primary Service Annual Bid- Sizeof Refer Ortime  Rev. per
Sales Survey Revenue Win S ; util. project billable
Pipeline Clients :
Measurement delivery consult
Service Revenu( 28.9%  10.7% 4.81 176% 69.5% | 69.9% | 76.8% $197 13.4%
Service Booking 16.1% 10.9% | 4.90 198% | 69.1% | 68.7% | 74.0% 213 15.2%
Service Margin 9.8% 9.2% 4.59 172% | 68.6% | 69.4% | 71.5% 219 15.8%
Client Safiaction| 10.9% 8.7% 5.03 154% | 71.3% | 70.4% | 74.4% 166 16.7%
All of the Above| 34.3% 10.5% | 5.16 160% | 72.0% | 72.2% | 78.6% 197 17.9%
Total /Average | 100.0% 10.3% | 4.95 171% | 70.4% | 70.5% | 76.2% $198| 15.8%

Source: Service Performance Insight, February 2016

This year service bookings measurements produced the most revenue growth and largest pipelines.

Service margin targets are harder to measure and calculate plus they can only be measured after the

LIN2 2SO0 KlFa 0SSy O2YLX SiSSRWA S yadk NEEAMANOEA AN ALANRAGYO
dza S al @SN 3S O02ad¢é¢ FAIdzNBa G2 OFf OdzAFGS RSIHE YI NH
margin as the primary sales measurempnbdduced the poorest results in bidin ratios, reference

clients and ortime project delivery.

{ dzZNIINR aAy3Ifes (GKS ¢g2NBUO & SNIIA O Epoiddbyd@Go%oShed dzZNBY Sy (i
benchmark respondentsWith client satisfaction as the primary measurement, service sales people

have a vested interesh the quality and timeliness of project déiWE ® Ly (GKAsgale2 SI ND&a &
teams based on client satisfaction, their firms delivered mediocréroa project delivery and the

poorest revenue and pipeline growth and lowest consultant revenue yi€hte pursuit of client
ardAaFTrOGAz2y G Fye Ozaid Yle AyOoSyid GKS altsSa T2N
without regard to margin or future growth.

Regardless of primary sales measurement, clarity and fairness drive the best.rédRltrecommends
an open book approach to allow sales people to measure and improve their own performance.

t NAYFNE { SNBAOS ¢ NBSG . dz2 SNJ

{tL wSaSIFINOK Fa1SR agKz2 Aa (KSb>saphedichrakiespandedt§ NJ F 2 NJ
the primary target buyer is most likely to ladine of business executive (40%); CIO (23.6%); other
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(17.3%); CEO (11.5%); COO%J;80 firms primarily sdlto purchasing (Figurél). Compared to the
2014survey, more firms iderfied the CEO as the target buyer and fewer firms identified the CIO as the

target buyer. It is getting tougher and tougher
to sell to CIOs as they are seeakin reduce Figure4l Primary Servicéarget Buyer
the number of vendor relationships while
squeezing vendor profits.

Purchasing
Table67 correlates primary buyer type with
other key metrics. Without knowing other Cco0
aspects, it is hard to come up with definitive
best practices but this analysis doeseak
some interesting comparisons. Although

CEO

Primary Target Bewyer for Service

GOFfttAYy3a G GKS (2LX% 3 diner A
appears firms who primarily sell to the CEO

have the worst bidwvin ratios, smallest sales clo

pipelines and lowest revenue per consultant. ||

is hard to get to the CEQd if the CEOQ is Line of

really the decisionmaker the project is either Business

very strategic or the organization is very small
This year selling to the CIO produced
advantages in terms dhe highest revenue
growth, largest sales pipelines, highest
revenue per constdant and best project margins. Best performing firms report following @t@s
company to company, becomirggpreferred supplier as top ClOs change employers. Firms that sell to
the Chief Information Officer reported the highest levels of growth ancekrgipeline, indicating a
resurgence in IT spending.

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

Source: Service Performance Insigktruary 201¢

Table67 ImpacH The Effect of Primary Buyer Type on Performance

Primary Targe VY Bid-_to- Size of | Referenct . Ont_ime RQV' per
Buyer Survey  Rev er_l Pipeline  Clients util. project billable

Growth  Ratio delivery consultant
CEO 11.5%| 10.6% 4.80 158% 73.7% | 70.3%| 79.4% $170 33.8%
(6{0]0) 7.8%| 8.2% 4.99 187% 68.9% | 72.1%| 71.4% 205 32.9%
ClO 23.6% 11.8% 4.94 189% 71.8% | 71.6%| 75.7% 227 35.8%
Line of Businey 39.9%| 10.2% | 5.03 168% | 69.4% | 70.4%| 77.0% 190 33.8%
Purchasg 0.0% NA NA NA NA NA NA NA NA
Other 17.3%| 8.8% 4.86 159% 69.3% | 68.8%| 74.7% 193 32.2%
TotlAvg. 100.0%9 10.3% 4.95 172% 70.4% | 70.6%| 76.1% $198 33.9%

Source: Service Performance Insight, February 2016

The majority of firms sell to a line of business executive. Selling to this buyer type has become a
necessity abuyingpower for many modern, mobile, business applications has shifted to line of
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business buyers, away from IT. To effectively sell toolifisiness buyers, solution sellers must truly
understand the business and the key metrics and processes that drive it.

R AY wl (A2

Another critical KPI in th€lient Reldonships
pillar is the Bigto-win ratio, which measures the| Figure42 Bidto-win Ratio
number of wins per ten bids. THgd-to-win

ratio is a powerful metric for judging sales and Gvor-diwing h | 2014 =2015
marketing effectiveness, but must be analyzed |ir
conjunction with the size of the pipeline; the |
length of the sales cycle and the cost to pursue é keS8 wins _
the bid. If the bieto-win ratio is toohigh, it may £
be an indication that the organization is not £ 5-6wins —
aggressive enough in targeting new clients and @ | | |
new services. If it is extremdlyw, it is an i Kt
indication the firm is competing in a
commoditized market or it is not weflositioned l |
or is not doing a good jobf qualifyirg deals. 1-2vins h
|

The best deals are those that do rmeguire a
bid (sole source) because the client has done
business with the firm before and knows they
will do a good jOb on the current project. Big+ Source: Service Performance Insigebruary 201¢
win ratios were very similar year to yeat3.8% reported bido-win ratiosof 1 to 2 30.2%6 reported 3
to 4; 30.4% reported aatio of 5 to 6 out of 1019.1% reported 7 to 8 and 6%4 over 8 (Figuré?2).

0% 10% 20% 30% 40%

Percentage of Observations

Table68 Impacd The effect of improving the BaWin Ratio

Bid-tojwin Survey % Revenue B_il_labl_e On;ime Revenue /
Ratio Growth Utilization Delivery Employee (k)
1-2 wins 13.8% 149% 5.6% 66.3% 72.3% $132
3-4 wins 30.2% 168% 8.8% 69.0% 72.6% 144
5-6 wins 30.4% 170% 11.0% 71.4% 77.2% 158
7-8 wins 19.1% 197% 13.7% 72.1% 78.9% 182
Over 8 wins 6.4% 173% 12.3% 76.3% 83.9% 202
Total/ Average 100.0% 1726 10.2% 70.4% 75.9% $157

Source: Servicedformance InsighEebruary 2016

Table68 depicts the pogive impact of improvindpid to win ratios through better deadjualificaton;
reference selling; improvepositioning to target the right markets and cliengd improving overall
guality and client satisfaction resulting in more and better referrals.
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The deal pipeline as compared to the quarterl

bookings forecast is an important leading Figure43 Deal Pipeline Relative@iur.Bookings Forecas
indicator that provides insight into sales
effectiveness ad future revenue. The size of : 2014 = 2015

. . . . 4X forecast
the deal pipeline shows direct correlation to all

major growth indicatorg revenue growth;
revenue per billable employee; percentage
achievement of the annual revenue plan and
billable utilization. A sure sign of trouble laead
is that 50% of benchmark participants reported
their deal pipeline was the same or less than
forecast Only 22.26(down from 37.7% last
year) reported their deal pipelines were three
times or larger than their forecasts which leads
to strong growth ad profitability (Figuret3).
SPI Research recommends firms pay very
careful attention to this metric and take
corrective action if their pipelines dip below Source: Service Performance Insigetruary 201¢
200% of forecast.

3X forecast

2X forecast

Forecast

Same as forecast

Less than forecast

Deal Pipeline Relative to Quarterly Bookings

0% 10% 20% 30%
Percentage of Observations
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The length of the sales cycle measures the tim aFigure44 Length of Sales Cycle
it takes to move a qualified lead to a signed
contract. Sales cycle length is a leading indicator
of demand as sales cycles elongate whenthe | g ©' ™"
economy is contractingral shrink when the g’ 120150 days
economy is expanding. The overall average £
length of the salecycle dropped this year from g 90 - 120 days
95 days to 91 days. Embedded PSOs reported 2
much longer sales cycles (100 days) than g 00-%0days
independents (87 days). The length of the sales c% %-60 days
cycle incrases proportionately with the size of | ¢
the organization as larger organizations have E Under 30 days [N
more players involved and focus on larger, more “
0% 10% 20% 30%
complex deals. Percentage of Observations
Organizations from EMEA showed the most Source: Service Performance Insigkebruary 201¢

improvement in reducing the length of the sales
cycle from 113 day® 2012 to 89 in 2013, 87 in 2014 and 83 in 2015. This is one of the few EMEA bright
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spots. Organizations with the shortest sales cycles reported the worst metrics across the Adead.
optimum sales cycle appears to be 90 to 120 days, producing tipeskapipeline and best bid to win

ratio. Longer sales cycles correlate with larger projects. Firms should strive for overall portfolio balance
with a mix of easy to close fixed price assessments combined with longer and more complex custom
projects.

Tabe 62 Impac® Length of Sales Cycle on Performance

Revenue el

Length of Sales Survey Revenue o Bidto-Win Duration Project
Pipeline . fromNew :
Cycle % Growth Ratio . (man Margin
Clients

monthg
Under 30 days 7.1% 5.2% 118% 5.26 21.0% 23.8 30.8%
30- 60 days 22.2% 8.3% 154% 4.77 27.9% 23.1 32.4%
60- 90 days 27.8% | 11.6% 169% 5.01 29.0% 30.8 35.5%
90- 120 days 18.7% | 11.4% 200% 5.32 28.3% 38.5 34.8%
120- 150 days 14.1% 12.6% 181% 4.77 28.2% 40.3 35.0%
Over 150 days 10.0% 7.8% 193% 4.43 27.9% 50.4 31.4%
Total/ Average | 1000% 10.1% 172% 4.94 27.9% 33.3 33.9%

Source: Service Performance Insight, February 2016

{ SNBAOS 5Aa02dzy Ay 3

In professional services it is more difficult to develop a pricing strategy than in prbdaet

organizations. It is easy to do comparative shopping at a grocery store or for proddate.om

professional services, pricing is more art than sciente wider variability in terms of costing,

estimating, proposing and pricing. Professional services executives cannot just look at expected project
cost, sales forecasts, or some other key performance indicator to set pricing. Supply and demand
definitely ome into play. The more unique the offering; the more demonstrable the return on
investment;the larger the reference baséhe morepremium pricings warranted

The bidto-win ratio is critical, but must be viewed in conjunction with project margindtednine the

optimal pricing strategy. Professional services executives should not mind losing bids when they hurt

YI NBAY 0SSOI dzaS aol NBFAY 0l avh paneships. UdNdnOakey 3 NI NBf &
continually asked to discount pricing it is@re sign that something is wrong. Either they have not

properly positioned the value they provide or they are moving into a commodity market. 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 is no way to recoup hours woikecheap rates

As shown in Tabl@é0, the majority of firms (76.3%) offer discounts of less than 10%. Although limiting
discounting does negatively impact growth, it enhansekwin ratios,billable utilization, ortime
project delivery andalient referenceabity.
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Table7Q Impac The effect of discounting

New

_Level qf Survey Client Revenue Bid_ to $a|gs B_il_lab!e Onf[ime Projept
Discounting % Revenue Growth Win Pipeline Utilization projects Margin
None 20.0% 22.1% 8.7% 511 165% 72.6% 80.5% 33.9%
Under 5% 23.1% 25.2% 8.6% 4.94 166% 71.2% 76.6% 33.6%
5%-10% 33.2% 28.1% 10.9% 4.89 167% 69.3% 75.4% 33.1%
10%- 20% 16.5% 35.7% 13.9% 5.06 190% 71.9% 74.8% 36.8%
20% 30% 5.0% 30.5% 8.1% 4.85 192% 66.9% 70.8% 30.5%
Over 30% 2.1% 42.3% 14.8% 3.68 209% 60.0% 55.0% 33.8%
Total/ Avg. 100.0% 27.9% 10.3% 4.95 172% 70.5% 75.9% | 33.9%

Source: Service Performance Insigetruary 2016

Profit is the fuel that drives expansion. While eeery project achieves its desired profitability goal,

one or two moneylosing projects can quickly undermine all net profit. Critical analysis should be
undertaken to review the project and client portfolio to determine the types of clients and prdjeats

make the most money. Quite often this analysis reveals 80% of profit is coming from only 20% of clients
and conversely, the firm may make no money at all on smaller transacrarestain customers

Professional services organizationast useboth their application infrastructure, as well as pricing tools
to improve financial performance. This combination can help PS executives better understand the range
of pricing available to thengombinedwith the probability of winning bids.

When creating dargebid all costs including sales ceshould be measured. Very few 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 trhescontained, but thelient mustalso understandnd
acceptthe risks Best practices 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 dridends by improving project margins and reducing the risk of overruns and losses.

wWSTSNBYyOSIotS /tASyda

The percentage of reference clients is considered one of the most important KPIs in the prafiession

services sectorl FSNJF IS a Of A Sk MNB BS MBSO RAG Rf RSOt AYSR TNRY
2014 to a new low of 70.4% in 201F.able71showsonlyo 0o @’z 2 F (G KS 06SYOKYIl NJ NEB:
over 80% of their clients are referenceable. On the other hand, 45.2%, up from 27.7% last yeér, rep

less than 70% of their clients are referenceabléis is another very concerning metric trend.

Embedded organizations reported only 65.4% of their clients are referenceable, down from 67% last

year. Independents fared a little better with 72.8% ezénceable clients this year compared to 76.8%

last year. Clearly these numbers must improve to sustain PS industry growth.
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Client references have a strong

correlation with service sales Table7l Impac6CIl i ent OReferenceabil ity
effectiveness; the length of the ; : :

’ Revenue Bidto-win Billable
sales cycle; ease of getting Survey % Utilization
things done and whether Under50% | 13.4% | 8.9% 4.19 67.7%
employees would recommend

50% 60% 15.7% 10.0% 4.53 67.1%
the PSO as a great place to
work. The relatinship between 60%- 70% 16.1% 10.8% 5.02 69.3%
client and employee satisfaction | 70%80% | 21.6% 8.8% 4.78 71.8%
is irrefutable. 80% 90% 17.5% 11.9% 5.24 73.2%
Client references are a leading Over 90% 15.7% 11.5% 5.99 72.4%
indicator of organizational Total / Avg. | 100.0% 10.3% 4.97 70.4%
success. As this percentage Source: ServicBerformance Insight, February 2(

increases, so does the
probability of high levels of growth; higher bid-win ratios and lower salesosts. Any maturity
improvement plan must address measuring and improving client satisfaction and building references.
Best practices include pegroject engagement surveys; acquiring client references and testimonials as
part of project closeout alorg with frequent and consistent project quality reviews. Executive teams
should review the project dashboard at weekly meetings and immediately assign executives to troubled
projects.

t NAYINE wSallyaroAftAiide F2NIbSg {2fdziazy 5S@St2LIvS

For the pasfive years SPI Research has focusgd: ] ] ]
. . . | Figure45 PrimaryGroup Responsibfer NewSolution
intently on solution development by developin

J Deelopment
a newService Lifecycle Management

methodology toolkit and training program. _ .
This focus has proven the impact of solution service arketing [N
Service Engineering

development and demonstrated how nascent
the discipline of service packaging is within PS.
Our research has shown the PS industry is
keenly interested in moving to more repeatabl
service offers with the goal of making it easier
to sell and deliver consistent, high quality
services Most often soluton development is
assigned to partime resources that lack both
the knowledge, time and funding to fully
develop solutions. This benchmark shows 0% 10% 20% 30%
22.6% have created a dedicated solution
development group; 22.4% rely on product
management; 16.7% use semigperations;

FYR My oy: ad0FGSR G20KSNE® mmot: NBfé 2y ASNBAOS §

Operations

[}

Other

Product Management

Dedicated solution
development group

Group responsible for new solution development

H"I

Percentage of Observations

Source: Service Performance Insiglebruary 201¢
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These percentages are similar to last year with the exception of product management which has
significantly increased from 12.7% to 22.4% tyear.

t NAOAY3 FyR 58It {dNHzOG dzNB

Every year, SPI Research has seen a shift in pricing and deal structure, as clients have become
increasingly concerned about risk and cost overruns, and have pushed more accountability to the PSO
through fixed fee or shared risk contracts. Until 2014 gkecentage of fixed fee work steadily

increased from 35.5% in 2009 to 44% in 20182014 we saw a resurgence in time and materials

priced contracts; signaling increased demand for services. 2014 was the first time in eight years that
we saw an increas@ time and materials pricing from 51.7% in 2013 to 58.8% in 200Kis trend
reversedin 2015 with time and materials contracts representirmly 46.7% of all contractsThis KPI is
important to watch. Time and materials based pricing puts emphasisairate resource

management, time 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.

Table72 compares billing models for embedded and independent PSOs. ESOs have been steadily
shifting to fixed fee contracts moving from 34% in 2009 to 46.6% in 20T3e trend reversed in 2014
with ESOs shifting back to time and materials contrad&6.3% of the time. Now in 2015 we see ESOs
slightly favor time and materials contracts (46.7%) but have started to venture into shared risk and
gain-sharing contracts.Independents have always preferred time and materials contracts but they too
have shited to more fixed price work, from 37% in 2009 to 42.9% in 2013. Independents decreased
their reliance on fixed price contracts to 35.2% in 2@fhdnow in 2015price 38.7% of their contracts as
fixed price. By Geography, time and materials is the pestairicing structure. In this survey, only the
largest organizations favored fixed fee contracts. This year the number of shared risk or perfermance
based comtacts increased from 2.8% to 8&dof total deals.

Table72 Fee Structure by Organizafigipe and Geographic Region

Fee Structure Si?vlty Szu?\zy ESO PSO | Americas| EMEA APac
Time & Materials 58.8% 46.7% 44.7% 47.6% 47.6% 44.9% 44.6%
Fixed Time / Fixed Fee 36.3% 39.7% 41.9% 38.7% 40.0% 38.8% 40.7%
Shared Risk / Perfebased 2.1% 6.4% 5.1% 7.0% 5.5% 8.3% 8.8%
None of the Above 2.9% 7.2% 8.2% 6.7% 6.9% 8.1% 5.9%
Total/ Average 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

Source: Service Performance Insiggbruary 2016

By vertical, architects and SaaS PSOs rely on fixed price contracts. IT consultancies favor time and

materials contracts. All verticals have moved to more shared risk/performance and other types of

contracts this year. As the SaaS market has become matere a greater emphasis is being placed on
Odza12YSNJ I R2LIIA2Y &2 {FI{ FANNYA F20dza 2y GaliAYS G2
contracts. Net profit is not necessarily tied to pricing structure as it is possible to make good service
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margins wih either time and materials or fixed price contracts. Accurate estimating, excellent project
management, good communication and change control are the most important elements in ensuring
guality services are delivered at planned margins.

Table73 FeeStructure by Service Market Vertical

Time & Materials 57.9% 49.1% 39.8% 33.7% 37.4% 27.1% 33.4%
Fixed Time / Fixed Fee 32.4% 39.7%| 40.3%| 559%| 53.4%| 39.1%| 453%
Shared Risk / Performarased 5.9% 4.1% 9.7% 4.8% 5.2% 7.6% 8.1%
None of the Above 3.9% 7.0% 10.2% 5.6% 4.0% 26.2% 13.1%
Total 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%

Source: Service Performance Insigletruary 2016

VARSs rely on time and materials contracts while advertising and marketing firms depend on fixed fee
contracts. Accountancies and research and development organizations favor annual retainers and
intellectual property and licensing arrangements.

Table74 Fee Structure by Service Market Vertical

Fee Structure

(Marcom)

Time & Materials 23.3% 73.6% 52.5% 22.2% 37.8% 46.5%

Fixed Time / Fixed Fee 47.3% 20.1% 28.7% 70.3% 24.4% 36.5%

Shared Risk / Performéarased 15.3% 4.9% 2.7% 1.3% 23.4% 7.7%

None of the Above 14.0% 1.4% 16.2% 6.3% 14.3% 9.2%

Total 100.0% | 100.0%| 100.0%| 100.0%| 100.0%| 100.0%

Source: Service Performance Insigletruary 2016

2 K2 aStfa aSNWAOSaK
¢KS &dNBSe F&a1SR NBaLRyRSyGa 642K2 aStfa LINRPFSaaAz

the types of service sales representatives; their bookings targets; annual base compensation and on
target variable.

Embedded PS organizations relynpairily on the product sales force for service leads and sales; many of

these organizations compensate their product sales reps equally for products and services. In other

cases, the product sales force receives a lower commission on services as corogacaiitts but

I OKAS@SYSyYyid 2F (GKS &ASNIBAOS ljdz2il A& I NBIdANBYSyY
Embedded PSOs do not carry the total cost of sales or marketing in their profit and loss statements.
Topperforming embedded PS organizations have developed seraieages and service estimating

tools to help the product sales force articulate and sell the value of services. In many cases, the product
sales organization is allowed to price and qusgevice packages as longdiscounts ardimited.
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Product sales s are backed up with PS engagement managers or solution architects based on a team
aStfAY3I | LILINRE (OKydy S NEK AVa2 RiKidzyNisS NS | a2y of & STFFSOGACL
business development while skinners bring in business domain and tingduiowledge to desop

requirements and proposals and upsell existing accounts.

Independents have two primary sales models: senior pasteaior dedicated solution sales. There are

pluses and minuses with both approaches. In the traditional cangyityramid, new college hires (at

the bottom of the pyramid) work their way up to partner status over a period of years or even decades.

The traditional consulting pyramid relies on junior consultants, fresh out of college or graduate school,

to performthe majority of analysis and technical work. As they grow in domain knowlediggllting

and leadership acumethhey move up the pyramid to become case team leaders, project leaders,

program leaders and ultimately, if they are good enough, they are affpegtnership status to share in

0KS FTANX¥Qa RANBOGAZ2Y YR LINRFAGAOD ¢tKS oSySTAG 27
constant source of fresh new talent and ideas from leading universities while offering significant

rewards to thosevho stay with the firm and make it to the top. The downside is that it is an expensive

model, and the cost to recruit the top students from the top universities has become prohibitive.
CdzNIKSNE G(G2RIFe2Qa G2L) O2ft f S 3 StheshiheRrdzifotidecades thlipay 2 2 Y
their years of apprenticeship.

The new model for independents is to hire dedicated solution setleften from technology firms.

This model is far less expensiythe cost to recruit and ramp a new hire igraction of the

apprenticeship model but the downside is that very few product sales people are able to become
effective solution sellers. There simply is no substitute for domain knowledge and experience gained
from yeass of delivering consultingn khis model SPI Research sees a revolving door of sales people
gK2 R2yQl YI1S GKS 3INIRS 0SOlFdzaS GKS& NB dzylofS
support from the consulting organization.

The most effective model is a hybrid combination & ttvo whereby senior solution consultants are
groomed to become solution sellers. This new approach ensures domairtisg@and intimate

consulting deliverknowledgewithout the overhead of partnership profit and loss management. The
challenge is to aovince senior consultants and solution architects to move intetifué business
development roles. Selling aptitude, training and compensation are required.

Table75is interestingo SPI Researdiecause it shows the average number of serviedssspeople by
organization type and geography. It also shows their target quotas, base and variable compensation.
Dedicated service sales professionals carry higher service quotas but also have a higher base than
product sales people who also sell seegic Firm or practice managers carry the highest service quotas
but also receive the highest base and variable. For both product sales and service sales quotas and
compensation are higher in APac and the Americas and lower in EMEA. Service managarsers p
make considerably more in the Americas than in EMEA or APac.
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Table7s: Professional Services Sales KPId&ds by Organizatio

Key Performance Indicator (KPI) | Survey ESO PSO | Americas| EMEA APac
Organization Size (people) 637 660 625 666 522 776
Product Salemmber of reps selling 9.4 16.1 5.8 10.9 6.0 6.5
Prod. Sales Ann. PS Bookings Targel $1.47 $1.73 $1.29 $1.61 $1.07 $1.51
Product Sales Annual Rep. Base Pay| $92 $99 $87 $93 $85 $107
ProducBales Otarget Variable 16.6% 20.2% 14.0% 17.9% 12.9% 15.6%
Servic&alesmumber of reps selling 5.7 6.7 5.1 5.8 4.8 6.8
Service Sales Ann. PS Book. Target $1.74 $1.92 $1.65 $1.84 $1.33 $1.88
Service Sales Annual Rep. Base Pay $97 $96 $97 $97 $91 $113
Service Sales @arget Variable 16.9% 18.4% 16.2% 17.2% 15.5% 17.9%
Service Mgnumber of reps selling 7.4 9.7 6.3 8.2 51 7.9
Service Mgr. Ann. PS Bbakget (mm) $1.27 $1.32 $1.25 $1.38 $0.96 $1.27
Service Managers AnBaae Pay (k) $103 $101 $105 $108 $87 $113
Service Managersfa@rget Variable 12.5% 12.7% 12.4% 12.5% 12.3% 13.2%
Partner Annualimber of reps selling 5.6 4.8 5.9 5.8 4.2 7.8
Partner Annuas BodkgTarget (mm) $1.52 $1.55 $1.51 $1.68 $1.14 $1.39
PartneAnnual Base Pay (k) $119 $119 $119 $125 $99 $129
PartneOntarget Variable 14.8% 15.8% 14.4% 15.8% 12.5% 13.6%

Source: Service Performance Insigletruary 2016

Table76 shows that both quotas and compensation go up with the size of the organization. It also
shows the largest organizations shift to a higher component of leveraged compensation; in other words,
lower base salary and a higher component of commission catarcompensation.

Table76: Professional Services Sales KPI&6s by Organizatio
Key Performance Indicator (KPI) | Under 10 10-30 | 31-100 | 101-300| 301-700 | Over 700
Organization Size (people) 5 20 65 200 500 3,618
Product Salesimber akps selling 2.9 6.5 6.9 8.9 14.9 19.1
Prod. Sales Ann. PS Bookings Target $0.95 $0.89 $1.41 $1.63 $1.59 $2.11
Product Sales Annual Rep. Base Pay ( $83 $89 $89 $97 $93 $96
Product Sales €arget Variable 10.7% 16.8% 16.4% 18.6% 16.6% 16.6%
Servic&aleswumber of reps selling 1.6 1.8 3.1 5.6 10.2 15.5
Service Sales Ann. PS Book. Target (n $0.65 $1.10 $2.05 $1.75 $2.29 $1.69
Service Sales Annual Rep. Base Pay (} $82 $91 $94 $107 $101 $95
Service Sal&3ntarget Variable 12.8% 16.4% 19.9% 14.5% 18.0% 16.1%
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Key Performance Indicator (KPl) | Under 10| 10-30 31-100 | 101-300| 301-700 | Over 700
Service Mgnumber of reps selling 2.0 2.4 4.4 8.5 13.8 17.9
Service Mgr. Ann. PS Bbakget (mm) $0.63 $0.75 $1.03 $1.64 $1.80 $1.58
Service Managers AnBaale Pay (k) $94 $94 $106 $106 $109 $104
Service Managersi@rget Variable 9.3% 12.6% 11.8% 11.3% 16.3% 14.3%
Partner Annualimber of reps selling 2.0 1.8 3.5 5.8 9.1 14.6
Partner AnnuRS BodkgTarget (mm) $0.46 $1.01 $1.59 $1.74 $2.40 $1.61
PartneAnnual Base Pay (k) $104 $108 $127 $120 $130 $116
PartneOntarget Variable 13.0% 13.5% 15.9% 14.0% 16.8% 14.9%

Source: Service Performance Insight, February 2016

Table77 compares the base, service bookings quota and variable by PS Market. For the most part there
is consistency in base salaries, quotas andanget variable between software, SaaS and hardware

PSOs. Executives in management consultancies and marketiragiaertising firms have the potential

to make more money than their counterparts within technology product companies but they also incur
greater risk and must be experts in their fields. It appears SaaS companies have shifted a greater burden
for servicesales to the product sales force as their overlay PS sales famtesdower PS quotaSPI

Research sees a proliferation of sales roles in product companiegor account sales; vertical industry
sales; product specialty sales; consulting sales; ggmgant managers; account managers; territory
managers and the list goes on and on. Fron? afzii & JpdnSdfldeiv the sheer array of solution

sellers is overwhelming and must be confusing for clients. Product companies wouldserwedl to

curtail the proliferation of sales people and overlay sales people in favor of real solution selling experts.
Embedded hardware reps have greater earning potential based on a considerably higher variable
(leveraged) compensation component.

Table77: SalesStructue by Service Market Vertical

. IT Mgmt. Arch./ ; Hard &
Key Performance Indicator (KF Consult. Software Consult.  Engr. Netwrk.
Organization Size (people) 573 590 255 429 582 458 1,469
Prod Salesnumber of reps sellin 7.2 18.7 2.8 2.5 17.9 7.5 17.5
Prod. Sales Ann. PS Bookings
Target (mm) $1.30 $1.82 $1.20 $1.46 | $1.79 $1.48 $1.58

E;‘;d(‘f(‘;t Sales Annual Rep. Bas  gg5 | g103 $94 $84 | $101 $87 $79

Product Sales €arget Variable | 15.4% 20.0% 10.5% 14.3% | 24.0% | 11.0% | 19.4%

S;[i‘g;‘sa'em“mber €l =35 5.5 5.0 4.8 44 | 102 4.7 13.5

Service Sales Ann. PS Book.
Target (mm) $1.73 $1.90 $1.35 $1.93 $2.50 $1.57 $2.03

ﬁg;"éﬁ‘; Sales AnnualRep. Bas  gq4 | g100 |  $107 $99 | $105 $82 $86
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IT Mgmt. . . Hard &
Consult. Consult. . . Netwrk.

Key Performance Indicator (KF

Service Sales @arget Variable 18.9% 18.0% 12.8% 12.6% | 18.4% | 14.5% | 18.8%
Service Mgnumber of reps selli 5.9 8.5 7.7 5.9 11.6 4.5 20.3

Service Mgr. Ann. PS Bookingy

Target (mm) $1.43 $1.25 $1.03 $1.08 | $1.46 $1.18 $1.75

ﬁg“"ce Managers Anfiasie Pay ¢, $107 $121 $93 | $106 $75 $93

Service Managersarget

) 12.6% 12.1% 15.2% 10.6% | 15.5% | 10.0% | 14.4%
Variable

Partner Annuaimber of reps

. 6.3 3.6 5.1 4.8 5.9 3.2 11.7
selling

Partner Annuas BoakgTarget | «) o1 | g1 | $1.56 | $1.48 | $1.82 | $1.53 | $1.21

(mm)
PartneAnnual Base Pay (k) $121 $130 $131 $110 $116 $91 $99
PartneOntarget Variable 14.9% 16.6% 17.7% 11.3% | 20.0% | 12.0% | 12.5%

Source: Service Performance Insigletruary 2016

Table78: SalesStructure by Service Market Vertical

Key Performance Indicator (KPI) R&D VAR Acct. RV Staff. ~Other P
(Marcom)

Organization Size (people) 2,577 673 152 206 2,407 1,462
Product Salemimber of reps selling 7.8 3.0 5.2 5.3 6.0 9.2
Prod. Sales Ann. PS Bookings Target (n] $1.63 $1.43 $0.55 $1.18 | $1.31 $1.15
Product Sales Annual Rep. Base Pay (K) $86 $98 $83 $94 $84 $89
Product Sales @arget Variable 5.0% 23.0% 8.5% 14.3% | 20.8% 17.5%
Servic&alesnumber akps selling 3.8 3.2 5.2 3.3 6.5 6.0
Service Sales Ann. PS Book. Target (mr] $1.58 $1.54 $0.45 $2.29 | $1.33 $1.15
Service Sales Annual Rep. Base Pay (k) $103 $95 $95 $113 $80 $94
Service Sales @arget Variable 10.0% 22.5% 7.5% 11.5% | 23.8% 10.0%
Service Mgnumber of reps selling 8.3 5.9 2.3 3.5 14.8 4.1
Service Mgr. Ann. PS Bookings Target (I $1.69 $1.23 $0.88 $0.69 | $1.00 $0.58
Service Managers Anaale Pay (k) $105 $102 $95 $88 $94 $97
Service Manag@starget Variable 10.0% 13.3% 3.8% 57% | 19.4% 12.5%
Partner Annualimber of reps selling 12.8 3.3 4.8 3.8 7.7 2.0
Partner AnnuaS BodkgTarget (mm) $1.21 $1.94 $0.55 $1.21 | $1.10 $1.31
PartneAnnual Base Pay (k) $110 $134 $75 $121 $120 $112
PartneOntarget Variable 10.0% 16.1% 4.5% 13.8% | 24.4% 10.5%

Source: Service Performance Insigetruary 2016
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8. Human Capital Alignmert Pillar

In 2016talent takes center stage as both a top challenge
and a top improvement priority in the world of professiona
services. Global economic recovery, changing workforce
dynamics and technology pervasiveness in both our
professional and private lives have tiformed the world of
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survey, 22% of consultants primarily work from home veittother 6% described as contingent workers
either onshore or offThe new world of consulting work depends on a mlifigual, multigenerational,
multi-cultural, technicallyskilled, projectbased workforce.

{ SNBAOS t SNF2NXI yOS! A ¥AEKYI D& I00A AVl W Y QRYILIf aaSa
Professional Services workforce strategy. Human Capitaiddigifocuses on both the people
processes and systems required to recruit, attract, retain and motivate a high quality consulting
workforce. Te following table shows how PSOs mature across tiraath Capital Alignment pillar:
Table79 Human Capital Alignment Maturity Model
Levell Level2 Level3 Level4 Level5
Initiated Piloted Deployed Institutionalized Optimized

IS8 Hire as needed. . . . .

()

= Generalist skills. Begin forecasting Resource, skill and Bus_lness process and Co_ntlnually staff and

c workload. Start vertical skills in additi( train to meet future

=3 Chameleons, T career management| . : ; .

= developing job and A .| to techical and projec| needs. Highly skille

Jack of all : 2 Employee satisfactiq _; . .

] skill descriptions & - skills. Career ladder | motivated workforce

5= Trades. - surveys. Training . .

S e . | compensation plans, and mentoring Outsource commodi

] Individual heroic Rudi plans. Goals and Traini Kill Kd d

SI 12y perform udimentary caree | o o oo nte align programs. Training | skills opeak deman

c paths. Start - . investments to suppo| Sophisticated variab

a presales as well . with compensation. o

; measuring employee " career. Low attrition, | on and o8hore

=B as consulting . - Attrition <15% - : .

S deli satisfaction high satisfaction workforce model.

T elivery.

Source: Service Performance Insigktruary 2016
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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

via regional and global competency centers.

shifting toward business process and vertioalustryexpertise however demand for horizontal
applicaton and technical skills remains high.

Based on technology advances, consulting emphasis is

SPI Research found Human Capital Alignment metrics contain the highest number of performance
indicators withextremely strongorrelation to success meaning, employees, and howet perform
once onboardiltimately determinesuccess or failure (Tab8®).
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TableBQ Human Capital Alignment performance indicators tied to Maturity levels

Maturity Level Levell Level2 Level3 Level4 Level5
Recommend Company to Friends/@zBrslale) 3.45 4.23 4.47
Employee annual attritiasiuntary 9.4% 7.6% 7.0%
Employee annual attritiomoluntary 6.6% 4.6% 4.5%
Nonbillable project hours 284 194 184
Billable Project Hours 1,411 1,415 1,464 1,490 1,470
Welunderstood career path for all emp{i¥essale) 2.60 3.23 3.53 3.75 4.41
Employee billable utilization 62.8% 70.0% 72.7% 78.0% 77.9%
PS Profit (EBITDA) 0.7% 3.8% 8.5% 19.1% 36.0%

2016 Professional Ser\/iceslllllllll

Source: Service Performance Insigetruary 2016

TheTalent Cliff

¢tKS ¢2NIRQA 3INBIFGSald SO02y2YA0 aasSi Aa GKS KINR
employees have the opportunity to master new skills, contribute their full talents, and be rewarded

fairly, businesses, families and commuedgithrive. However, too many workers do not progress to

more senior roles, despite their desire to learn new skills and earn hjggngng jobs. Increasingly

developed nations are creating initiatives to realize the full potential of their work&ine

empowering workers with the education and training they need to contribute more, earn higher wages
and build a fulfilling career.

(SN

In the technology professional services space, the war for talent continues unabated. In fact, the gap
between the demand fotechnology consultingvorkersand the talent with the requisite critical

thinking, analytic and communication skills to fill these roles is widenitg. world@ economy has
become knowledge and projetiased yet a looming talent cliff threatens to deémtonomic growth.

By 2018, the US will face a projectgubrtfall of 223,800nv0rkers with background in Science,
Technology, Engineering and MatBy 2022, the U.S. is projected to have a deficit of at least one million
collegetrained workers irscience and technologyrelated fieldsa O Y A VIAER Q%S fegedrdh 1 S Q &
projects a shortage of 30 to 40 million colleggucated workers ¥ 2020, projecting future

unemployment gaps in India and China where educational opportunities are limited.

Globalforceshave come together to produce thisalent cliff tsunami:

D Baby Boomers (born between 1946 and 19&®exiting the workforce \ithout enough skilled
gen Xgen Yand millennialworkers to replace them. The first baby boomers starting turning 65
in 2011. 80 million will exit the workforce over 20 yearsvhich yields 4 million a year, or
10,000a daywho must be replaced.
D Underfundng of education particularly in Science, Technology, Engineering and Math meaning
not enough college graduates with the requisite s/l NJ G 2 R & @éntridrfe8Ky 2t 2 3 &
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Education systems are struggling to keep up with the need to arm the workessoftow with
active, handsontechnologybased learning. At the same time, efforts must be made to
overcome the traditionagiender biasvhich persists for learners, employees and employers in
technology fields.

D A growing gender gaip which less than 25%f IT jobs in developed countries are held by
women. According to HR Magazine, lack of gender diversity in IT costs the UK over $4 billion
annually.Further, in a 2014 TechWeek study of the UK, only one in 20 IT job applicants is a
woman. This growing geled gap starts at an early age with parental and education bias which
mushrooms throughout education and employment systems to solidify IT gender bias.

D Combined with unenlightened immigration policies which have capped the number of visas for
skilled knowedge workers. This year the United State233,000 foreigners applied for the H
1B, the most common visa for higgkilled foreign workers. Thatigp significantly from 2014
(172,500 applications) and nearly double the applicants from two years ago (124,000) but only
85,000 H1B visasere granted, primarily for workers withiMa &4 SNBALQ RS 3INBS

All of this at exactly the same time that growthinpraies 2 y I f a4 SNIWA OS NB GBSy dzS Aa
has become a new mantraHighly skilled workers are in great demand, making it critical for
organizationstobeco® | a il f Sy (i ¥ stehgy Pipeline df ®p poopB.l G S

Talent Priorities

Changing wrkforce dynamics are driving PS executives to create a different type of workforce that
requires technical and client management competency with equal parts of flexibility, autonomy and
accountability.hyS 2F (GKS Y2ad A YL Nlfessidnal Sekices edflgfadsSa F2 NJ G 2
competing for top talent in a level, global, w&y | 6 f SR LI I @Ay3 FASER 2F GRAIA
O2tft 102N A2y YR aO22ft¢ ySg (SOKy2f23ASa Y2NB (K
Capital Alignment challengezciude:

& Attracting, retaining and motivating top talent;

& Managing through a technical labor shortage;

2 Overcoming traditional gender biases to educate, attract and retain more female and minority
workers;

& Taking on the increased burden of healthcare costs which continue to rise faster than workforce
productivity improvements;

2@ Worldwide growing income and wealth inequality which reduces the ability oskilled
workers to climb the economic and educatidtedder to become the professional services
employees of the future;

2@ Managing a global, muitingual, multicultural, multigenerational workforce; and,
& Managing a variable and/or contingent workforce.
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Figure46 205 Workforce Priorities

* Enhance skill building * Improve speed &

& knowledge sharing Motivate Recruit quality of hire
* Invest in employee development A E-y—- & Ramp + Test for personality fit
» Create career paths/mobility * Reduce ramping time

* Modern, open performance Develop & * Reduce attrition

management * Provide tools for collaboration/
* Recognition rich environment knowledge sharing
* Transparent, open feedback * Provide life work balance

Perform

SourceService Performance Insight, February 2016

Talent Strategies

To fill the workforce void, more and more PSOs are developing innovative new talent strategies: close
partnerships with local universities; new hire internships:-ghlaring programs; flexibleark ¢ study¢

childcare options; ofboarding programs; othe-job training and mentoring combined with extensive
G2-¢K2NBE | &aai ByKR2NBEa STLB 20825751 @ LYONBlFaArAy3te GKS
LX F OS (2 62N ¢ ARYRHMMIGGEBE ANYRONI gliySERRsAGK aOf AS
down to is that talent is fast becoming the number one mikar breakit element in professional

services growtlt or even survival.

To meet these demands, top PSOS are:
2 Focusing omprograms to hire and train entrlevel talent with skills in scienceedhnology, math
and engineering combined with strong written and oral communication skills.
Investing in internships and college hiring to groom the next generation of consultants.
Crasstraining current employees who have strong analgind communicatiorabilities.
Sponsoring training and work visas for international workers with strong backgrounds and skills.

8 8 8 8

Offering flexible work arrangementswork from home, joksharing, remote srvice delivery
andchild care optionglong with generous timeff and sabbatical arrangements

2 Building a culture of excellencghe best and brightest are attracted by leading edge
technologies, clients and projects including a culture that suppoitatmaration and innovation.

2 Paying for performance linking compensation to knowledge and skills growth along with
contributions to the practicg not just revenue generation alone.

2 Investing in employee engagentenCommunication, trainingecognition equitable pay team
building eventsand flexible work arrangementre essential to keeping a talented workforce
engaged.
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Finding, attracting and engaging a talented workforce is both the top challenge and the top success
Fl OG 2N T2 N ( s&ticesdmanizadh st $hie aofd faglit df stealing skilled consultants
from competitors and clients is no longer effective with too many firms competing for too few experts.
More than ever beforgthe hallmark of the Besbf-the-Best PS organizatiomstheir focus on college

hiring and developing their own young consultants from the ground up. This focus favors rapidly
growing firms who are able to build and sustain recruiting relationships with top universities. Top firms
are developing summer iatnship programs and new hire dooarding programs. Although these
programs are expensive, they are well worth the effort when they manifest in young, highly skilled and
highly motivated consultants who feel they are part of a vibrant culture which pesiisem career and
knowledge advancement.

The impact of technology on the new world of work iseaitompassing social interconnectivity

through LinkedIn, Facebook, Twitter, Glassdoor and a host of other networking sites has transformed
recruiting andretention. So much so thatdidemand consultants with hartb-find skills are besieged by
unsolicited job opportunities. The concepts of brand and employee engagement have never been more
important. This means PS firms must not only be a great place o lma must increasingly

differentiate themselves through their unique cultures, using their reputation as a primary recruiting

and retention tool. At the same time, consultants are building their own brgmisblishing their own
opinions, thought leadeship and intellectual property making it harder than ever before to safeguard
GKS FTANNXQa (y2¢ftSR3IS aasSiao

The Consulting Pyramid

The traditional consulting pyramid (Figtdd A & I ¢2NJ] F2NOS Y2RSt o0l aSR 2y
DNR YRS NE ¢ Partnér &S &P) i6 th&chigh glient relationship manager, responsible for

developing a trusted advisor relationship with key clients. The Managing Partner is responsible for
RSOSt2LIAY3a ySg odzAAySaa FyR YI yl IARIANKHK SH NINPFR Si |- Nk
managers, project managers, engagement managers and case team leaders responsible for translating

0KS Odzai2YSNRa NBIldZANBYSyida Aydz2 | LINR2SOO LX Ly |
the traditional consulting pytdA RX G KS AGDNAYRSNEé¢ | NB GKS GSOKyz2f 213
LISNF2NY GKS YFI22NAdGe 2F GKS g2N] @ LYy GKS GNFRAGA?Z
of-college or graduate school), deliver the majority of project billable hours aofit.p

Many independent PS firms have developed a solution selling sales force, often with lackluster results.
The fundamental reason why the classic consulting pyramid has lasted for hundreds of years is that PS
Oft ASyiGa R2 y 2 {they segkiconitig fiamS baged @nfthBidemonstrated ability in

solving specific business problems. Prospective consulting clients require the senior practice leader to
help them articulate and design a solution. On the other hand, embedded PSOs rely heavily on the
product sales force to bring them into deals so the role of embedded PS leaders is one of forging
alliances with other crosinctional executives as well as building the overall PS governance structure.
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Figure47. TheConsulting PyramidFinders, Miders and Grinders

Practice Leaders
Business Development
Thought Leadership
Client Management
Practice Management

Project Managers/ Business Consultants
Project Management

Processes and Workflow

Change management

Finders Reporting
Training

. Technical Consultants/Analysts
Minders Installation
Integration
User Interface
, Customizations
Grinders Report Writing

Source: Service Performance Insigletruary 2016

Important Changes in Workforce Composition

Worldwide the traditional consulting pyramid is alive and well wilita percentage of resources
management (13%), project management (}6Btisiness consulting (29%nd technical consulting

(42%) reflecting the majority of work is performed by business consultants and technical resources at
the base of the pyramid (Figu#s).

Since the 2018PI ReseardPS Pricing report, the businesmesulting job category has experienced the
greatest growth; growing from 22 of the ¢pbal PS workforce in 2011 to 2%4in 2015.The

percentage of PS workershillablemanagementoleshasdeclined from 14.86 in 2011 to 12% in
2015. Projectmanagement roles have declined from 20.8% to 15.5% while tecloanaullting roles
havedeclinedslightly fom 42.5% to 41.9% of the workforce.

This shift to more business consulting and less technical consulting roles reflects underlying technology
shifts from complex and custom to social, mobile and clbaded. These changes in workforce
demographics clearly mirror overall shifts in the technology sector as software and hardware move to
the cloud, requiring less customization and integration, so feennical consultants and project
managers are required while streamlining and enhancing business processes has become a priority.

As technology buyingower has shifted from IT to business buyers, significantly more industry, business
process, workflovand change management skills are required. Increasingly, Professional Services firms
are starting to recruit and hire consultants who not only possess strong analytic and technical skills but
are also able to communicate effectively. This workforce cédras significant implications for
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business and academic leaders as education and management systems must change to support an
increasingly virtual, mobile and technology savvy workforce.

Figure48 Comparison 2011 to 2015 Workforce Distribution byyEmRole

45% o 425%  41.9%
| |
40%
m 2015
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E 30% :
B 25%
- — 0,
a 20.8% i
S 20%
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‘35 15% 13.2%
(=]
= 10% -
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0% -

Management Project Management Business Consultant  Technical Consultant

Source: Service Performance Insighil5SPIPS Global Pricing Report

Best Talent Practices

Based on our research and discussions withpgedforming PS organizations, four areas must be
addressed to develop best consulting talent practices.

1. Confidence in leadershipLike everything else, it starts with effective leadership. Leaders who
are dear about the future direction of the firm, who understand and are able to take advantage
of changing market dynamics and are able to openly and honestly communicate the direction of
the company and the role employees play in shaping it are crucial tessic PS is a logical,
knowledgedriven business so leaders must focus on clarity and a few but impactful
improvement priorities. Each of the best firmsphasizeopen and transparent communication
based on a foundation dadthical leadershipppen booksand systems.

2. Great place to worlg top performing firms find innovative ways to help oweorked
consultants maintain life/work balance. From a facility point of view, firms focus on two
priorities ¢ creating open, teantentric workspaces where projeams can meet and
collaborate as well as virtual wefkom-anywhere environments with statef-the-art
collaboration and remote access tools. Despite the fact that most work is delivered virtually or

2016 Professional Ser vi ce_

i GKS Of ASydQa aAdSsS wiitesthrotighduMbe yednfor canRitants K S NB

to meet to enhance their knowledge and skills while celebrating achievements. An ethical, open
and recognition rich environment provides the cornerstone of great work places.
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3. Culture¢A y ( 2 R-page@ dosuftihgerivironment the concept of culture is more important
than ever. Meet with any top performing firm and you will instantly recognize what sets it
I LI NI & LG YIe 6S || F20dza 2y 2yfé KANARy3d (G4KS o
a cdlegial, knowledgentense environment. It may be building a commurity & SR Odzf { dzNB X
with a premium placed on local hiring, community relationships and driving business on a local
f SGSt o hNJAG Y@ 0SS | Odz dzNB ways sebking they LJdzd KA Y
next big thing and willing to invest in innovation. Firms must deliberately focus on what sets
them apart to be able to build a brand that embodies the type of clients and employees who will
be a best fit.

4. Growth opportunitiesg the best firms provide rich environments for continuous learning. They

offer opportunities for formal and informal growthmentoring, coaching, lunch and learns,

best practices, knowledge repositories, collaboration environments and centers of exeellenc

Ly G2RlI&Qa (dz2Nbdz Syd GFftSyd YIENJSGE OFNBSNE aj
5. JobFitcti 2 R 8 Q& (2L FANXYa AyOfdzRS LISNER2YyFfAGe FAG

in-person team interviews along with personality profiésting and scenario role play

Verification of technical skills and kndvaw and real orthe-job experience is becoming

standard. These subjective assessments elongate hiring times but are offset by greater clarity in

job roles, job descriptions and Bhrofiles.

Table81 Workforce Engagement Best Practices

Growth Confidence in

Job Fit Opportunities Culture Great Place to Wor Leadership

Clear Job Roles & Agile, performance | Virtual/flexible/ remg

Descriptions Onboarding & traini oriented work Mission & Purpose

Collaborative

Welldefined skills | Mentoring Coaching o
9 Communicative

Recognition Rich Invest in people

Personality fit Access to knowledg Hire the best Ethical, open Trust & transparenc

Source: Service Performance Insight, Feb2@&§

HRMS Business Applications come of age

On the technology front, SPI Research predicts Human Capital Management (HCM) systems will increase
in importance and usage across the service industry. Traditional HCM applications for recruiting,
performanceJearning and compensation are moving to the cloud with exciting new social functionality
combined withmobile enployee access for satianaging careers, skills and preferencdse training

industry has exploded with innovation, merging learning skit-building with orline video and

gamification In the peoplebasedbusiness of P,is only a matter of time before talent management

(HCM) and resource management (PSA) functionality become intertwined. Already exciting new
solutions from WorkdayFinancialForce and SAP Successfactors are starting to emerge to seamlessly
post job requisitions and skill profiles based on resource demand. Soon vendors and consulting firms
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alike will make employees central to their value proposition by designirigrgghat mirror and

automate all facets of the employee lifecycle from recruitment to retiremesupporting global

workforce flexibility comes with a price and makes it impossible to run a PS organization by spreadsheet.
Resource management and HCM bggttions are mandatory to accommodate global mobility, staffing

and career managemenio longer do employees need offices and laptops to stay abreast of business.
Now, a smart phone is all they need. This tool enables them to be better connectecwitinkers and

clients alike, and to better understand current project dynamics, so that ¢theytake appropriate
actionsreadilyas conditions change. l&kts help consultants better understand critical issues to be
addressedAt the same time, this ubiqudus and evegexpanding flow of information has obsolesced
traditional hierarchical management and communication structures, requiring a new form of leadership.

Survey Results

SPI Research analyiZ26 Human Capital Alignment key performance measurements that are critical to
attaining superior employee performancd able82 portraystwo alarming trendin human capital
alignment. The chief issue facing PS employers is that of retention. Skilled yeeglbave more career
choices than ever before resulting in theghlevel of voluntary attrition Fewer employees would
recommend their company as a great place to waflany overwhelmed consultants are choosing to
leave professional services altogethpreferring the stability and lower stress of corporate positions.
Management span of control continues to increase potentially undermining the role of leadership
being able tesupport employee development. At the same time, several positive treads

emerged. Enhanced recruiting and ramping systems and practices have reduced the time it takes for
find, hire and ramp new employees. A significant factor underlying this improvement is an increase in
the number of guaranteed training days per emmey Another positive trend is that firms are

providing more clarity around job roles and career path options.

Table82 Human Capital Alignment Pillge&r trend

Key Performance Indicator (KPI) 2011 2012 2013 2014 2015
Voluntary attrition 7.4% 7.2% 8.3% 8.9% 7.9%
Recommend company to friends(fatoily scale) 4.20 4.29 4.28 4.24 4.19
Management to employee ratio 9.76 9.24 10.13 10.05 11.52
Days to recruit and hire for standard positions 60.1 62.8 61.2 61.8 60.5
Days for a nevire to become productive 66.6 64.4 68.7 64.1 57.9
Guaranteed annual training days / employee 8.09 7.67 9.01 8.20 8.92
WeHunderstood career path for albgegs (1 to 5 scale 3.28 3.10 3.23 3.14 3.29
Employee billable utilization 69.6% 70.3% 70.1% 71.0% 70.6%

Source: Service Performance Insigletruary 2016

Table83 summarizes important talent management questions by organization type and location.
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TableB3 Human Capital Alignment by Organization Type and Geographic Region

Key Performance Indicator (KPI) 2015 ESO PSO | Americas| EMEA APac
Employee annual attritiasiuntary 7.8% 7.0% 8.1% 8.2% 6.3% 8.9%
Employee annual attritiomoluntary 5.1% 5.5% 4.9% 5.7% 3.8% 4.4%
Recommend company to friends/family 4.19 4.10 4.24 4.20 4.18 4.22
Management to employee ratio 11.52 11.43 11.56 11.55 11.21 12.36
Days to recruit and hire for standard po: 60.5 64.2 58.7 61.9 59.2 51.3
Days for a new hire to become producti 57.9 67.7 53.2 57.6 62.0 45.9
Guaranteed anntraining days / employe 8.92 9.92 8.44 9.17 7.91 10.21
Welunderstood career path for albgegs 3.29 3.17 3.35 3.26 3.29 3.58
Employee billable utilization 70.6% | 68.6% | 71.5% 70.6% 70.9% 69.4%

Source: Service Performance Insight, February 2016

Independents are more likely to refer their firm as a great place to work than their embedded

counterparts. APac is more likely to recommend the firm as a great place to work than the Americas or
EMEA. Management span of control has been inching upoxeairyear moving from9.76 employees
permanageA Y HAamMMmM (2 G2RIF@Qa KAIK ¢ (S NhevaveNde tidéfio MM P p H
recruit and hireand rampa new consultant is 118 days down from 126 business daygdastwhich

translates (at $15@er hour) to a cost of $141,600. Obviously, reducing the time and cost of finding and

NI YLIAY3 ySg SYLX28SSa Kra F YF22NJ AYLIOG 2y 3ANRgI
of the best revealed innovative college hiring and ramping o with intense onboarding

programs of three months or more to ensure new consultants are successful and productive. The need

for training has resulted in a big increase in the days of guaranteed trajmimaying from 3.8 days in

2008 to over 8.9 dag/on average in 2015. PS organizations of all types and sizes have found they simply
cannot steal enough experienced consultants from their competitors to support their growth.

At the same time, PS organizations are finally starting to realize the ianpm&tof providing employee

career opportunitex 0 KA & KlFa SR G2 F At A3IK3I A YdNBBSYSYy i Ay
OF NBSNJ LI K¢ BKAOK KIFA&A FR@OFIYOSR FTNBY | 4d02NB 27
2015 average billable utzation decreased slightly from 71% to 70.6%igetsponse to another
guestion,reported averageannual billable hours edged wightly from 1,431 to 1,440.

Table84 shows the human capital alignment scores by organization size. Attrition tende o direct
proportion to organization size as employees feel less ownership and their work becomes more
impersonal. As organizations grow in size, the percentage of employees who would recommend their
company as a great place to walsodeclines. Thigmportant metric has declinedcross the entire PS
industryevery year since 2012 from 4.2t of 5(85.8%) in 2012 to 4.19 (83.8%) in 20Employee to
managementatios increaseavith the size of the organization due to economies of scale and
investmerts in systems and tools which improve management visibility. The time to recruit new
consultants is highest for the largest firms (68af9 but they offset their long recruiting time with

better and faster ramping programs, bringing new hires up to dppé&2.2 days. All organizations need
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to focus on reducing their recruiting and ramping time and coBi#lable utilization increases with
organization size as the largest organization reported the highest utilization of 72.6%.

Table84 Human Capitallignment by Organization Size

Key Performance Indicator (KPI) Under 10 10-30 | 316100 | 101-300 | 301-700 | Over 700
Employee annual attritiasiuntary 4.8% 6.8% 7.6% 8.9% 8.4% 9.2%
Employee annual attritiomoluntary 3.4% 4.1% 5.4% 5.2% 6.3% 6.3%
Recommend company to friends/family| 4.15 4.32 4.28 4.18 3.98 4.08
Management to employee ratio 9.22 8.43 10.70 12.20 13.10 16.34
Days to recruit and hire for standard poy 56.3 63.8 59.5 58.7 59.1 65.7
Days for a new hire to become productii 62.9 64.6 58.6 57.2 48.9 52.2
Guaranteed annual training days / empl  7.36 7.59 8.76 8.49 9.47 12.43
Welunderstood career path for all emp.| 3.10 3.30 3.29 3.23 3.32 3.49
Employee billable utilization 68.0% 69.7% 70.7% 70.3% 72.4% 72.6%

SourceService Performance Insight, February 2016

Tables 85 and86 show keyHuman Capital Alignmemetrics by market.Embedded &tware PS

reported the poorest human capital alignment scores across most dimensions which may contribute to
the longest times to recruit and ramp new consultanttowever,Software PSOs offer the most training.
Billable utilization is highest for staff firms at 76.6%, followed by Managed Service providers at 74.2%.
Architects and engineers provide the fewest guaranteed training days at\soB®tary and involuntary
attrition is highest for research and development organizations at 19.2% followé&H ¢onsultancies at
14%. Accounting firms reported the lowest overall attrition at 9%.

Table85 Human Capital Alignment by Vertical Service Market

Key Performance Indicator (KPI) Colr;l;ult. Software Chggsmlfl't. AEI:gr/ SaaS gg;\j’ “2{\?\/5‘(
Employee annual attritiaiuntary 8.7% 7.5% 8.3% 5.6%| 7.0% 7.4%| 5.9%
Employee annual attritiomoluntary 5.3% 6.1% 3.1% 4.7%| 4.4%| 4.8%| 3.9%
Recommend company to friends/fan| 4.26 4.07 4.27 4.42 4.12 4.00 4.00
Management to emplaytie 12.90 12.14 9.10 10.73] 10.38] 11.43] 12.31
Days to recruit and hirstihpositions 56.1 70.5 63.9 58.4 60.8 58.9 53.6

Days for a new hire to become prod 53.9 73.4 48.2 54.4 73.1 49.6 46.1
Guarantekbannual training days / em 8.88 10.39 8.84 5.83 9.34| 10.00 8.75
Welunderstood career path for all e 3.39 3.08 3.45 3.34 3.17 3.20 3.29
Employee billable utilization 71.4%  68.0% | 70.9% | 73.3% 67.9% 74.2%| 69.6%

Source: Service Performance Insight, February 2016
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Table86 Human Capitallignment by Vertical Service Market

Key Performance Indicator (KPI) R&D VAR Acct. (I\A/Ig\rlsgtr.n Staff. | Other PS
Employee annual attritiasiuntary 10.0% 5.0% 4.5% 9.0% 6.5% 9.5%
Employee annual attritiomoluntary 9.2% 7.0% 4.5% 4.1% 7.6% 4.5%
Recommend company to friends/family| 3.57 4.43 3.77 4.36 411 4.31
Management to employee ratio 13.21 9.29 10.38 7.73 11.88 11.15
Days to recruit and hire for standard poy 57.9 52.5 58.8 55.9 60.0 72.7
Days for a new hire to become productii  45.0 56.8 72.5 45.0 42.9 68.8
Guaranteed annual training days / empl  9.29 9.82 10.63 7.95 8.13 7.71
Welunderstood career path for all emp.| 3.31 3.50 3.00 291 2.88 3.31
Employee billable utilization 71.4% 67.5% 71.7% 71.8% 75.6% 66.7%

SourceService Performance Insight, February 2016
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1927-1945- Silent Generation or Traditionalists
1946- 1964- Baby Boomers
1965- 1983- Gen X or the Busters
1984- 2002- Gen Y or the Millennials

& 2003- Current Gen Z or the Digit@eneration
SPI Research asked questions about the age and gender of the global PS wotkforceA & | €2 dzy3 Y
game with 60.8% of the workforce uter 40 while 63.6% of thevorkforce is maleThis yearhe
percentage of employees under 30 increased fi20x/% to 24.4% while over 50 employeeslthed
from 18.2% to 15.1%. Embedded®®eported slightly younger workforces as they tend to provide
better on-boarding programs than their independent counterpaatsd require the latest technical skills
EMEA hathe oldest workforce with the most employees over@0.6%) EMEA and APac are the most
male-dominatedwith 66.7% male PS employed$e percentage of females has increased each year
with the Americas leading the way in bringing women into B®vorkforcewith 37.9% females.

8 8 8 8

Table87. Workforce Age and Gender by Organization Type and Geographic Region

Workforce Age (years) 2015 ESO PSO Americas EMEA APac
Under 30 24.4% 25.3% 24.0% 25.3% 21.6% 25.4%
30-40 36.4% 39.1% 35.1% 35.9% 37.8% 35.9%
40-50 24.1% 24.4% 24.0% 23.9% 25.6% 21.3%
Over 50 15.1% 11.1% 17.0% 15.0% 15.0% 17.3%
Average Age (Years) 38.4 37.4 38.8 38.2 38.8 38.5

Percentage Male 63.6% 64.9% 63.0% 62.1% 66.7% 67.1%

Source: Service Performance Insigabruary 2016
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By organizatiosize, the smallest organizations have the oldest employees as highly skilled consultants

leave larger firms to start their own. They also have the most flaheinated workforcest 68.6%

Table88 Workforce Age and Gender by Organization Size

Role Under 10| 10-30 316100 | 101-300 | 301-700 | Over 700
Under 30 10.3% 25.1% 23.0% 26.1% 29.7% 30.3%
30-40 39.2% 37.2% 37.6% 35.9% 39.0% 29.9%
40-50 17.3% 22.9% 26.1% 25.8% 22.0% 25.2%
Over 50 33.2% 14.8% 13.4% 12.1% 9.3% 14.6%
Average Age €4s) 43.2 38.1 38.3 37.7 36.3 37.8
Percentage Male 68.6% 66.1% 62.0% 63.5% 63.5% 60.2%

SourceService Performance Insight, February 2016

The largest firms employ the most employees under 30 at 30.3%. They also employ the most females at
39.8%. Large firms are an excellent choice for young consultants as they provide ample training and
career growth options but may also require excessragdl and work hours leading to burnout.

Table89 shows narketing and dvertisinghas the youngest workforce with 40.7% of employees under
30. Marketing andavertising is the only PS saertical that is femalelominated with 57.7% of the
workforce repated to be female. Marketing and advertising firms reported that only 4% of the
workforce is over 50. ishitects and engineers are the most maeminated subvertical with 69.2%
male employeeslosely followed by software companies with 68.4% male PSoyegs Management
consultancies employ the oldest workforaéth an average workforce age of 42.2 yeahis makes
sense as grelair and experience are virtues when it comes to management consulting strategies
depth of vertical industry knowledgend goerational improvemenskills Management consulting and
staffing firms employ the most employees over 50 with 29.1% and 23.5% respe@iaa¥y.
organizations favor younger workers, with a low percentage of employees over 50 (8.1%), but they do a
slightly better job than enterprise software ESOs of hiring females (41.4%).

Table82 Workforce Age and Gender by Vertical Service Market

Role IT Consult{ Software C'\(/I)?l;nl}it. AEI:gr/ SaaS Mgd. Serv, Hgtr\(:/.rlff
Under 30 25.7% 25.2% 17.7% 20.1% 33.8% 20.7% 22.6%
30-40 36.1% 39.1% 29.1% 36.5% 39.9% 42.7% 31.6%
40-50 24.5% 24.2% 24.1% 25.3% 18.2% 25.7% 28.9%
Over 50 13.8% 11.4% 29.1% 18.2% 8.1% 10.9% 16.9%
Average AgEYs) 38.0 37.5 42.2 39.6 35.3 37.9 39.4

Percentage Male 65.3% 68.4% 59.9% 69.2% 58.6% 65.0% 63.2%

Source: Service Performance Insight, February 2016
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Table9Q Workforce Age and Gender by Vertical Service Market

Role R&D VAR Acct. (Qg‘r'f:rh) Staff. Other PS
Under 30 24.1% 10.4% 27.9% 40.7% 34.4% 21.2%
30-40 38.1% 41.5% 45.0% 36.0% 27.9% 35.8%
40-50 24.6% 36.4% 19.3% 19.3% 14.3% 25.4%
Over 50 13.1% 11.7% 7.8% 4.0% 23.5% 17.7%
Average AgEYs) 38.0 40.2 35.9 33.8 38.3 39.4
Percentage Male 58.3% 61.4% 53.5% 42.3% 58.8% 59.2%

Source Service Performandtesight, Februar2016
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Employee attritioror turnoveris defined as the average number of employees who left the company,
either voluntarily or involuntarily, over the past year divided by the number of starting employees.
Voluntary attrition, employees who leave that are not asked to leave, is one of tkeimportant key
performance indicators in the services sector as employees are the most valuable redovotentary
turnover typically refers to an employer decision to terminate the employee. Reasons for involuntary
turnover include poor performancexcessive absenteeism or violation of a workplace policy that is
considered a terminable offense. Attrition due to layoff, reduction in force or job elimination is typically
involuntary because the employment relationship ends based on the employedsnstances, not the
employee's decision to leavAnnual attrition in the professional services sector has been steadily
climbing since the recession ended. With the economy continuing to pick up, and more new jobs
available, average attrition hadimbedto 12.9% in 2015 from 7.2% in 2012 coming out of the recession.

Table91 shows the correlation betweewoluntaryattrition and revenue growth and profit. This table

demonstrates the
negative consequences | Table9l ImpactAnnual Employee AttritiéV/oluntary

of highvoluntaryattrition

. . Annual % of . Annual
rates. As attrition rises, Employee SLnEy employee Onfume Rev. EBITDA
mostother aspects of Attriion TSN hijlaple | PrOIECS  Grouth
performance suffer. The | | None 12.9% | 67.5% | 79.4% 8.5% 12.3%
probability of ontime 1%-5% 324% | 718% | 77.8% | 115% 18.3%
project delivery

; 5%- 10% 26.2% 68.8% 72.8% 9.9% 14.6%
decreases while average
project overruns 10%- 15% 17.4% 70.1% 76.0% 10.7% 18.3%
increase. Rema|n|ng 15% 25% 6.8% 73.4% 75.3% 11.2% 8.0%
employees have to pick Over 25% 4.3% 74.1% 75.2% 6.1% 11.3%
up the pieces from Total/Ag. | 100.0% 704% | 76.1% | 10.3% 15.5%

exiting workers and must
quickly come up to speed

Source: Service Performance Insigletruary 201¢
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and reestablish clig relationships. Clients are forced to batcéck to reestablish previous decisions and
vendor commitments.

The costs ofiigh voluntaryattrition permeate all aspects of the firm. Lower employee engagement
AYyFtdzSyoOoSa GKS FANNQA loAfAdGe (G2 NBONMzZAG G2L) GFfS
replace éaving employees shows in 118 work days oaverage to 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 left. SPI
Research believes the real cost to

Table92 Impacd Annual Employee Attritiérinvoluntary

replace a valuable consultant is in Annual Revenue / Annual
excess of $150,000 causing a big Employee Iféjrr(\:/eezt Billable \ﬁilrliggify Rev.

bottom-line profit impact and Attrition Consult (k) Growth
making it hard to increase revenue | | None 22.5% $178 5.1% 9.8%
and margins when firms must 1%- 5% 46.1% 201 6.7% 10.9%
backfill leaving employees 5%- 10% 18.0% 204 9.9% 10.6%
Table92 shows the correlation 10%- 15% 7.0% 204 10.7% 7.8%
betweeninvoluntaryattrition and 15% 25% 4.3% 213 14.1% 9.0%
revenue growthInvoluntary Over 25% 2.1% 230 17.5% 8.6%
attrition or layoffs have a temporary Total/Avg, 16057 $198 — 0.5

positive impact on per consultant
and per employee revenue yield as
well as utilization because available work is performed by fewer employdeseverthe long term
effects of involuntary attrition showp in lower topline growth and long term poor employee
engagement. Interestingly, voluntary attrition

rises directly in response to involuntary attrition rjgure4a Primary Organizational Structure

as nonimpacted employees fear they will be
next or become disenfranchised with their Other
prospects forangterm career growth.

Source:Service Performance Insight, February 2
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Figure49 depicts organization structure with eI

functional predominant. This means most PSOs
have defined functions for sales and marketing,
project delivery, finance and operations, service
engineering, hman resources, etc. The second
most prevalent structure is line of business or

productoriented meaning groups are organized ! ! !
by vertical industries or products. Matrix 0%  10%  20%  30%  40%

Matrix

Line-of-business/product

Functional

oriented structures are favored, particularly by Ferciitagh of Obssfvations
Iarger organizations which may haveubleline Source: Service Performance Insight, February

© 2016 Service Performamsight wwwhnetsuitecom 128



- 2016 Professional Service_

reporting by geography, vertical, competency or product. Increasingly large organizations are creating
technical and vertical competency centers of experts who are deployed to support geographical or
accountbased teams with specialized expedi Geographic organizations are prevalent for new, young
organizations as they expand city to city, state to state and country to country. Only 10% of
organizations are structured primarily by account although accepecific teams exist within most

large organizations.

2 Ke 9YLX2eS8SSa [ S @S

? i =)
Why do employees leave* Obwogsly, empone(,Q"::igure‘,__’O Why Employees Leave
leave for a variety of reasons, but in many cases

there is one primary catalyst which is the reason
for moving on. Figurg0 shows the top reasons

why employees leave professional services Travel
organizations. Ténumber one rationalé38.4%)
Ad ao6S0GSNI 2 LI Nlaay A {
better work environmentperhaps better Lack of career advancement
compensatioror more opportunity for

Stress

. Management dissatisfaction

117

-+

advancemen®  GAATHE NY 2 GSR Ay Maty

4802yR LI OS® ahiKSNE otter

issuex; G 62 NSkt B £ I yOS 2 NJ

AYRdza G NB Sy iwashiRd as the third a Bettor opportunity ‘ ‘
reason(12.7%F 2t t 26 SR o6& a[ k(¢ 0 AU% 0%  G0% 4%
I R @ I y o) @.Y@/M aslde fourth most Percentage of Observations
prevalent reason employees leawyounger, Source: Service Performance Insight, February

less traditional workforce requires challenging
projects; exposure to hot new technologies and leading edge clients plus training, communiceation a
GSFEY@2N] (2 NBYFAY Sy3aF 3SR aGal yI ISHBEWG ARA a8 a1 Ri AGaAT
continue to be a major reason consultants quit, ofiems for lessnteresting, but more stable internal

positions. Fortunately, remote service delivery tools and the ability to deliver more work virtually are

having a beneficial effect on reducing travel time, cost and employee burnout. ThefBbstBeg

firms place a premium on their employee$inding ways to combine career development; challenging

and exciting projects; with family/life/work balance and a measure of fun.

wSO2YYSYR /2YLIlye (G2 CNASYR&a |yR CkYAfe@

One of the most important employee eagement measurements is whether an employee would
NEO2YYSYR GKSANI O2YLIlFye ala I 3ANBFG LIXIFOS G2 62N
1Se& LISNF2NXI YOS YSIFadaNBYSyd Ay GKS 1dzYlky [ FLAGLC
a greatplace to work is considered the litmus test of employee engagement.
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Table93 shows the impact of

workplace satisfaction. The Tabled3 Impact Recommend to Family and Friends
good news is 82.7% of the : :

i7ati in th Score % Revenue Bidto- Billable  Revenue |
organizations in the survey Surveys Growth  winratio Utilization emp (k)

would highly recommend their
. 1-No 1.1% 6.7% 1.90 68.0% $100
work environment. Great places
0, 0, 0,
to work are characterized by 2 S0 4.4% e SO S
strong culture of achievement 4 37.7% 11.0% 4.98 70.7% 156
andconfidence in the future. 5-Yes 45.0% 10.9% 5.23 72.0% 157
Tot/Avg.| 100.0% 10.2% 4.93 70.6% $157

Source: Service Performance Insigktruary 201¢

al yI 3SrByds 28383 wlh (A2

The managementn-employee ratio divides the number of employees by the number of people

managers. Managemeio-S Y LJ 28SS NI GA2 olfa2 NBFSNNBR (2 | a a
measuremenbf management effectiveness and is an indication of lean or excassimagement

overhead. The averagranagemento-employee ratiaroseto 1 to 11.52 this year after a steep decline

to 1 t08.9 in 2010 during the depths of the recession suggesting faidoff proportionately more

individual contributors thamanagers.

O\

With a significant upturn in business, firms atarting to hire again and are finding the burden of
recruiting and ramping new employees is putting tremendous pressure on already stretched managers.

Few small and mediussize firms have effective management training programs so we are seeing a

signifi¢ yi ydzYo SNIAST REOLINRIYRGA2Y A GAGK2dzi GKE NBIjdzi a A
the-. SadG 2NBIYyATFdA2ya FNB adFNIAy3I G2 FRR F aidSIY f
leaders.

SPI Research fourigble94
interesting because ghows the Table94 Impact Managemerb-Employee Ratio

effect of management to employee
ratios. It appears that a larger

Managemerb- Survey Billable Ontime EBITDA

Employee Ratio Percent Utilization| delivery

managgment span of control has a 15 279% |  69.3% — 14.1%
beneficial effect on performance.

Of course this implies that 1:10 40.7% 68.9% 76.2% 13.7%
employees clearly understand the | | 1:15 16.0% | 72.3% | 76.3% | 20.2%
work they are asked to perform 1:20 9.6% | 75.4% 76.5% 20.5%
and have a rich syjort structure Over 1:20 58% | 753% | 76.8% | 14.9%
of mentors, tools and knowledge 10 | tora/average | 100.0%| 70.6% | 76.1% | 15.6%

3dzA RS GKSY a2 (KsSe RZyuu KrFr @S UZ
Source: Service Performance Insigktruary 201

rely solely on management for

direction.
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The table compares the managemdntemployee ratio to other key performance indicators for the 549
PSOs in the survey. 68.9%lud brganizations maintain a 1:10 or less management to employee ratio.
As the ratio increases, so do many of the key financial metrics. The key to profitable growth is finding
the right balance of respected managers to employees. Integrated businelsasipps and strong
communication practices along with standardized methods, tools and knowledge sharing all contribute
to higher productivity with less reliance on management overhead.

CAYSONHZA G YR IANB F2NJ {dFyRINR t2aAiAiAz2ya

SPI Research considers the length of time to recruit and ramp new employees to be very important
RSGSNN¥AYLyGa 2F 20SNItf LISNF2NXYIFyOS YR adzZadl Ayl o
only focuses on making employees productive fasterdigt reduces the nchillable time and cost of

other resources who support the hiring and-boardingprocess.

Most firms do not track the full cost of recruitingduhiring, but it is substantigin many casesver 50%

of the first year new hire base Isay). This year the average cost of recruiting is over 1% of total
revenue.The most mature firms create a dedicated recruiting function, armed wittepth skill and
personality profiles for targeted positions. Since all indicators point to a congaii@nt shortagein PS

¢ firms would be welkerved to examinerad improve their recruiting, ofvoarding andraining

functions. Recruiting must be closely aligned with the sales pipeline and resource management plan.

Table95 compares the time requiretb recruit for standard positions (such as consultant)tteer key
performance indicatorsAs it takes longer to recruit and hire, billable utilization suffers, as current
employees spend more time
helping out with the process,

Table95 ImpacH Time to Recruit and Hire for Standard Positions

which limits tfeir billabk time. Time to recruit and hir Survey |~ Billable ~ Ontime o\
However profitability improves for standard positions Percent Util. Projects

with longer recruitingimes Under 1 month 12.0% | 70.0% | 75.1% | 14.1%
because current employees must | 35_g0 gays 45.8% | 71.6% | 765% | 14.8%
take on extra work Although 60- 90 days 28.8% | 68.8% | 76.9% | 15.3%
expensive and time consuming, 0 - v 7 2050
recruitingtime does not appear BRIV GCETS [ U Ul e
bottom-line profitabilityas it is Total/Average 100.0%| 70.6% 76.0% 15.8%
better to Spend extra time Source: Service Performance Insigktruary 201¢
ensuring new hires will fit in

¢AYS F2NJ I bSg I ANB (2 .S02YS t NBRdzOUA @S

Table96 shows 41.5% of the PSOs in the survey reported over 60 days for a new consultant to become
productive. Welstructured orboarding and mentoring programs are mandatory for organizations
planning on significant growth. This year the average time fomahige to become productive

declined to 57.9 days down from 64.1 days last year. 6lBidayimprovement in ramping time is
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significant. At $150 per hour,
faster onboarding translates to a| Table 96: ImpadtTime to Become Productive
potential gain in revenue per

Rev. / Staffing

consultant of $7,440 per year. Time to become  Survey | Billable :
. . Employee Time
productive Percent util.

(k) (days)

Under 1 month 27.8% 75.1% $150 9.6

30- 60 days 30.7% 69.8% 163 10.5

60-90 days 23.3% 69.6% 165 10.6

90- 120 days 10.8% 66.8% 152 9.7

Over 120 days 7.4% 66.6% 158 12.5

Total/Average 100.0% | 70.6% $158 10.3

Source: Service Performance Insigktruary 201¢

DdzNI y (i SSREIcaNEB WY AYEE 2883 LISNI . SF NJ

The guaranteed number of training days per employee per year is the average number of training days
budgeted each year per employee. Similar to the annual training budget, this indicator, while promised
to employees, is not necessarily utilized, but doeffect the organization's commitment to employee
development and shows the organization is investing in the future of its employe=sss the

benchmark the average cost of training is 1.5% of total revenue.

Bestof-the-Best organizations mandate more than two weeks of training per year. Some firms provide
over four weeks of training per year. Several best of the best firms put new hires through intensive
three-month scenariebased training programs wheredk work as a team to develop requirements,
architect and implement realorld solutions. PSOs find investments in both technical and
AYGSNILISNE2Y T aiAff o0dAfRAY3a LI &ad RADGARSYRaO® Ly
training days positiely correlate with revenue growth, etime project delivery and revenue per
consultant (Tabl®7). Access to
high quality training is a major
attraction driver. Many firms - )

. Training Days per . Billable
report they bring together the Employee per e L orcent | Growth | delivery | 00"

Table97. Impact Guaranteed Training

ClEETieee Survey | Revenue | Ortime R,

entire consulting team twice a | '\ 3.7% | 60% | 68.1% | $181
year for skilbuilding, reinforcing i € — —Y E— p—
GKS O02YLI ye&Qa R| o208 o7 ks ekl

strengthening collaboration and | | 5-10 days 38.7%| 10.2% 75.8% 200
tearn.bu”ding. Teammeetings 10-15 days 18.8% 12.8% 77.5% 207
give road warriors a break and 15- 20 days 7.0% | 11.0% 79.9% 212
allow them to establish new Over 20 days 7.4% | 12.8% 79.9% 216
friendships and partnerships Total/Average 100.0%| 10.0% | 75.9% | $198

while rejuvenating. Several of
the Bestof-the-Best firms include

Source: Service Performance Insigktruary 201¢
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significant others and spouses in their annual events to thank them for holding downrthehide their
roadwarrior partners delight clients.

2 SHfyRSNRG22R / FNBSNI t K F2NJFEf 9YLX288Sa

The survey asked if the organization provides a well understood employee career path, meaning as

employees are hired and move Table98 Impacd Wellunderstood Career Path
within different positions, is
there a planned next step for Wellunderstood Survey  Ontime Rev./  Meet Margin
their career progression (Table Career Path Percent Delivery  Emp. (k) Target

98). This KPI is important 17 Notvery well 5.7% 64.8% $138 86.1%
becausei &aK2ga (GKS|2 16.7% 69.6% 153 87.4%
commitment to employee skill 3 29.4% 77.3% 166 90.3%
growth and carger deve.zlop.ment. 4 39.4% 77 0% 150 88.1%
Even though this question is -
.. 57 Very well 8.8% 84.8% 161 99.0%
subjective, and answered by PS
Total/Average | 100.0% 75.9% $156 89.5%

executives, who might have a
bias, the results show how Source: Service Performance Insigketruary 201¢
important career development is.

It shows employees with aell-defined career path are much more engaged with their work, delivering
more ontime projects, morgevenue per employee and more likely to achieve margin targets.

The table highlights the important role management plays in helping employees plamcaneérs while
ensuring they have both the tools and Figure51: Billable Utilizatian20162015
opportunity for career growth. Numerous

studies have shown that employees become
increasingly productive with longer tenure with 71.5%
the same firm so keeping them engaged is an 71.0%
investment worth making.

72.0%

70.5%

| 2&/dzt G v @ G AMEAET I OGEAR v 70.0%

69.5%

QD

Billable Utilization

SPI Research defines employee utilization on
2,000 hour per year basis. Employee utilizatio
is calculated by dividing the totahnual 68.5%
billable hours by 2,000. This key performance 68.0%
indicator is central to organizational 67 5%
profitability. Utilization is consistently the mos 67 0% |

measured key performance indicator but must ' 2011 2012 2013 2014 2015
be examined in conjunction with overall Year

revenue and profit per person along with
leading indicators like backlog and size of the

69.0%

>

—

Source: Service Performariosight February 201¢
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sales pipeline to become trulyeaningful. Utilization is a major indicator of opportunity and workload
balance It provides &ignal to expand or contract the workforce.

To improve margins, PS executives must continually focus on increasing employee billable utilization, as

well asincreasing the percentage of billable employed@$ie primary gain from increased utilization is a

significant increase in revenue per employee.

Table99d K2 6a GKS FOldzrt oy2i GKS2NBGAOIfUOL o0SySTAGa Gt
employee utilization. The optimal level of utilization is 70 to 80% with the best revenue growth, highest
consultant and per employee revenue yields along with testimet margin achievement. According to

GKA& @SFNDa adNWSes SEGNBYSteée KAIAK dziAfAT A2y S 2
net profit. Billable utilization over 90% clearly leads to voluntary attriiod burnout

Table92 Impatd Billable Utilization

Revenue /

e, Sy Mol stele "SI Reve) Vo comon
Under 50% 6.0% 8.6% 61.0% 69.0% $171 $133 6.6% 6.0%
50% 60% 12.4% 10.5% 65.0% 70.6% 185 147 9.6% 13.2%
60%- 70% 24.3% 10.2% 71.4% 75.8% 197 157 7.8% 16.7%
70%- 80% 35.7% 11.2% 73.7% 76.9% 210 170 7.1% 16.6%
80%- 90% 17.6% 8.6% 70.5% 79.5% 195 156 7.5% 13.6%
Over 90% 4.1% 9.0% 74.0% 83.8% 192 134 11.3% 15.9%
Total/Average | 100.0% | 10.2% 70.7% 76.1% $198 $158 7.8% 15.0%

Source: Service Performance Insight, February 2016

Although PS firms would like to abandon the billable utilization metric (and all the accompanying time
tracking it entails), unfortunately there is no other metric which provides as good a picture of workforce
productivity. Perhaps as more and more firghsft to fixed price work the focus on billable utilization

will decline but if this is the case firms will have to ratchet up their focus on project accounting and
budget to actual performance. But here again, how can budget to actual performance barawas
without tracking work hours?

At E Lot STNEXtRAKRSE Gaawp t{ Df2olf tNAOAY3I wSL2 NI

Based on the2015 PS Global Pricimgport, Table100provides a snapshiocomparison by role of the

2015PS Pricing survey compared toet 2011survey. The headline readst 2 6 SNJ 0 A f f NJF (S &¢
08 GaAAIYATFAOIyYyGte KAIKSNIOATEFIotS dziAt AT I GAZ2Y GF N

revenue yields and préf (i & ¢ ® 2 KFG GKAA YSEFya Aa GKIFIG GKS O2yac
their workforces to offset rate erosion. These productivity advances are a direct resuttooé virtual

(off-site) consulting delivery, stronger consulting demand (more waatkll productivity tools(less

time spent on norbillable activitiesyb ¢CKS 1jdzSadAz2y 6KAOK Ydzad oS ails
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industry continue to ratchet up consultant productivity and billability, or are we near a breaking
L2 AYy(KE

Tablel0Q Target Billele Hours and Rat&@omparison 2032015All PS Markets and Geographies

2011 PAONRS)
- Target
Zarget Realized| Target Target - oo alized Target Revenue
nnual Annual Yield
Sl | LI RETENIE | e | sl e |
Hrs Bill rate | Yield PP (k) Billrate  Yield PP (k) Delta (k)
VP / Executive Manageme 743 $265 $197 706 $235 $166 ($31)
Director 771 217 167 785 213 167 0
Manager 852 178 152 879 176 155 3
Program Manager 1,211 167 202 1,368 174 238 36
Senior Project Manager 1,289 166 214 1,472 177 260 46
Project Manager 1,272 153 195 1,505 164 246 51
Principal Business Consult 1,113 217 242 1,450 196 284 42
Sr. Business Consultant 1,298 193 251 1,519 169 256 4
Business Consultant 1,330 152 202 1,512 149 225 23
Solution Architect 1,316 185 243 1,391 178 248 5
Senior Technical Consulta) 1,374 166 228 1,563 168 263 35
Technical Consultant 1,401 151 212 1,566 146 228 16
Nonweighted average 1,249 $177 $214 1,353 $175 $237 $23

Source: Service Performance Insightl5 PS Global Pricing report

Key findings froncomparing the 2011 t@015 PS Pricing report

D Target annual billable hours have increased dramatically for all job categories except Executive
Management. Target annual hours across all roles and gpbigs have increased from 1,249
in 2011 to 1,353 hours in 2015! The average PS consultant is targeted to bill almost 200 more
hours per year! Most consulting job roles are now targeted at 75% billable utilization or higher.

D The only job category whidias not experienced a decline in realized bill rates is the Project
Management job category. At the same time, project managers are being asked to bill more
hours. The combined impact of slightly higher rates and significantly higher utilization targets
manifests in the greatest increase in per capita target revenue. A contributing factor to these
increases is that the project management category has experienced the most significant decline
in employee numbers as a percent of the overall consulting wockf This means the
remaining project managers are being asked to do more and scarcity has led to higher rates.

D The Business Consulting job category has experienced the steepest decline in realized bill rates
at the same time this job category has expeaced a sharp increase in billable utilization
targets. The increase in billability has more than offset the decrease in rates, making the
business consulting job category the richest revenue producers in the study.
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D The Technical Consulting job categbag experienced a moderate decline in realized rates and
a moderate increase in annual billable targets. The net result manifests in moderately increased
revenue targets.

D In the technical consulting job category, only senior technical consultants haegenqed a
slight increase in realized bill rates from $166 to $168 per hour. However, their billable
utilization targets have soared from 1,374 hours in 2011 to 1,563 hours in 2015. The net result
is they are targeted to generated $263K in annual reegnyp from $228K in 2011!

Table 103shows a comparison of target billable hours by role for the major geographies represented in
the 2015 PS Pricing studyndia clearly expecthe most from its consultants with annual target hours

of 92% for its program managers; 82.5% for its senior business consultants and 86% for its technical
consultants. EMEA targets the fewest billable hours.

Table 101 Target Billable Hours by Geography

Target Billable Hours Target Billable Utilization

Amer. Buope ANZ India JPeh T ANZ India

VP / Executive Mgmt. 658|  407| 460| 758| 32.9% 20.3% 23.0% 37.9%

Mgmt. | Director 827| 636| 679 975 41.4% 31.8%| 34.0% 48.8%
Manager 979| 883 700| 672| 49.0% 44.2% 35.0% 33.6%
Program Manager 1,403| 1,439 1,099 1,841 70.2% 72.0%| 55.0% 92.1%

hpnrgﬁft Senior Project Manager{ 1,500 1,379 1,384| 1,700| 75.0% 69.0% 69.2% 85.0%
Project Manager 1,525| 1,469| 1,466 1,688 76.3% 73.5%| 73.3% 84.4%

Principal Business Con{ 1,476| 1,225 1,317| 1,424| 73.8% 61.3% 65.9% 71.2%
(B;‘;f]'gliflf“ Sr. Business Consultan| 1,515 1,456 1,487| 1,650 75.7% 72.8%| 74.3% 82.5%
Business Consultant | 1,548| 1,475 1,221| 1,516 77.4% 73.7% 61.1%| 75.8%

Solution Architect 1,421| 1,351 1,127| 1,680 71.0% 67.5%| 56.3% 84.0%
(T:‘f)‘r:g:il‘t:;'( Senior Technical Consy 1,586 1,480| 1,530 1,775| 79.3% 74.0% 76.5%| 88.8%

Technical Consultant 1,605 1,431 1,499 1,713| 80.2% 71.6% 75.0% 85.6%

Souce: Service Performance Insigbl5 PS Global Pricing Report

L yydz t | 2 dzNE
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breakdown of work hours. Most organizations put a lot of focus on consultant time spent on both

billable and norbillable tasks.Embedded organizations reped a 2.5% increase in billable hours from

1,317 to 1,350 while independents reported a slight decrease in billable hours from 1,488 to 1,481.
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Across all job titles, billable utilization is higher for independents than embedded service organizations
as emtedded organizations must contend with more nbifiable work to support product sales or to fix
product or relationship issues.

Table 102 Annual Hour Comparison by Organization Type

Annual Hours Survey — T
2014 ‘ 2015 Change 2014 Change 2014
Vacation/personal/holic 176 169 -4.0% 188 157 | -16.5% 169 175 3.6%
Education/training 72 77 6.9% 84 94 | 11.9% 65 69 6.2%
Administrative 180 171 -5.0% 213 187 | -12.2% 164 164 0.0%
Nonbillable project houl 233 213 -8.6% 313 269 | -14.1% 194 186 | 4.1%
Total Billable Hours 1,431 1,439 0.6% | 1,317 | 1,350 25% | 1,488 | 1,481 | -0.5%
ABillable hours-site 811 803 -1.0% 696 622 | -10.6% 868 887 2.2%
ABillable hours-sife 620 637 2.7% 620 729 | 17.6% 620 594 | -4.2%
Total Hours 2,092 2,069 -1.1% | 2,115 | 2,058 | -2.7% | 2,080 | 2,075 | -0.2%

Source: Service Performance Insiggbruary 2016

Table 102%rovides a yeapveryear comparison of annual work hours by comparing embedded to
independent organizationsThe trendin total annual hours this year wagry positive with fewer hours
spent on administration and nehillable project hours contributing to fewer tathours worked with
approximatelythe same number of billable hours (1,439). ESOs reducedbitiable vacation,
administration and no+billable project hours but increased training time from 84 to 94 hours.
Independents increased vacation and education time but decreaseéitiable project hours.

Independent consultants billed 131 more hours (16 more days) than their embedded counterparts!

Table 103 Annual Hour Comparison by Region

R Americas EMEA
2014 2015 Change 2014 2015 Change 2014
Vacation/personal/holic 160 150 -6.3% 222 219 | -1.4% 196 176 | -10.2%
Education/training 67 74 10.4% 86 80 | -7.0% 76 87 | 14.5%
Administrative 173 181 4.6% 210 136 | -35.2% 170 206 | 21.2%
Nonbillable project houl 242 219 -9.5% 201 198 | -1.5% 237 211 | -11.0%
Total Billable Hours 1,457 1,450 -0.5% | 1,327 | 1,415 6.6% | 1,458 | 1,427 | -2.1%
ABillable hours-site 801 740 -7.6% 821 922 | 12.3% 869 982 | 13.0%
ABillable hours-sife 655 710 8.4% 506 493 | -2.6% 589 445 | -24.4%
Total Hours 2,099 2,073 -1.2% | 2,046 | 2,048 0.1% | 2,136 | 2,108 | -1.3%

Source: Service Performance Insiggbruary 2016
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Table 10%hows employees in Asia work more hours than either American or European consultants.
EMEA PS firms work the least due to more vacation and training time. In 2015 APAC firms invested the
most in education and training followed by EMEA. Workaholic Aargsispend the least amount of

time on vacations and training but the niam nonbillable project hours, and thegported a decrease

in nonbillable administrative time. Excessive administrative time usually results from not having
enough billable workambined with poor systems and processes. By region, EMEA firms reported the
biggest increase in both billable time and total work hdows still work less than in any other

geography The average consultant in APac worked 60 more hours than their Eaom®unterparts!

Table 104hows firms become more productive as they grow from small to large. Both total work hours
and billable hours per year increase as firms grow. The benefits of growing from a smalsi@erfidn

show up in more vacation houend fewer hours spent on administration and rbitlable project

hours. More work is delivered esite as firms grow.

Table 104 Annual Hour Comparison by Organization Size (< 100 employees)

Annual Hours Under 10 10-50
Vacation/personal/holig 141 158 | 12.1% 181 175 | -3.3% 180 177 | -1.7%
Education/training 72 51 | -29.2% 80 57 | -28.8% 60 87 | 45.0%
Administrative 201 190 -5.5% 160 152 | 5.0% 197 177 | -10.2%
Nonbillable project houl 234 261 11.5% 261 262 0.4% 263 213 | -19.0%
Total Billable Hours 1,356 1,361 0.4% | 1,396 | 1,415 1.4% | 1,401 | 1,430 2.1%
ABillable hours-site 548 726 32.5% 770 786 2.1% 762 769 0.9%
ABillable hours-sife 807 634 | -21.4% 626 629 0.5% 639 661 3.4%
Total Hours 2,003 2,022 0.9% | 2,079 | 2,060 | -0.9% | 2,102 | 2,083 | -0.9%

Source: Service Performance Insiggbruary 2016

Table 105 Annual Hour Comparison by Organization Size (> 100 employees)

Annual Hours 101- 300 3015700 Over 700
2014 2015 Change 2014
Vacation/personal/holic 163 163 0.0% 198 157 | -20.7% 181 169 | -6.6%
Education/training 62 73 17.7% 86 75 | -12.8% 113 104 | -8.0%
Administrative 153 155 1.3% 229 173 | -24.5% 132 200 | 51.5%
Nonbillable project houl 197 174 | -11.7% 187 173 | -7.5% 160 212 | 32.5%
Total Billable Hours 1,537 1,477 -3.9% | 1,415| 1,515 7.1% | 1,514 | 1,429 | -5.6%
ABillable hours-gite 985 813 | -17.5% 835 996 | 19.3% 995 805 | -19.1%
ABillable hours-sfte 552 664 | 20.3% 581 520 | -10.5% 520 624 | 20.0%
Total Hours 2,112 | 2,042| -33% | 2,116 | 2,094 | -1.0% | 2,100 | 2,114 | 0.7%

Source: Service Performance Insiggbruary 2016

© 2016 Service Performamsight wwwhnetsuitecom 138



- 2016 Professional Service_

Table 105hows midsize and large organizations bill almost 1,500 hours (75%) anqua#dking them
generally more productive than their smaller counterparts. Organizations with over 700 PS employees
logged less vacation and training time but significantly naahainistrative and notbillable project

hours this year.To offset this lost productivity time, they required more annual work hours from their
employees than smaller firms. This chart is a good reminder of the economies of scale that larger
peoplebasedorganizations are able to achieve if they are appropriately sized and skilled for the amount
of work available.

For embedded service organizations, hardware, SaaS and software PSOs all reported more billable hours
in 2015 with hardware PSOs reporting thegest increase (3.1%Wnfortunately,higher billability came

at the price of vacations for software and hardware PS®g&rage billable utilizatiorfor embedded

PSOs was 67% in 2015ompared to 746for independents. fie average embeded consultantbilled
1,351hours comparedad independents that billed 1,481

Table 106 Annual Hour Comparison by Embedded Service Organization Type

PR Software PS SaaS PS Hardware/Network PS
2014 2015 Change Change 2014

Vacation/personal/holic 209 160 | -23.4% 128 155 | 21.1% 207 146 | -29.5%
Education/training 86 91 5.8% 85 90 5.9% 93 150 | 61.3%
Administrative 208 182 | -12.5% 215 175 | -18.6% 228 346 | 51.8%
Nonbillable project houl 293 290 -1.0% 367 299 | -18.5% 263 127 | 51.7%
Total Billable Hours 1,320 1,336 1.2% | 1,313 | 1,351 29% | 1,280 | 1,320 3.1%
ABillable hours-site 716 638 | -10.9% 732 323 | -55.9% 635 | 1,013 | 59.5%
ABillable hours-sife 604 698 15.6% 581 | 1,028 | 76.9% 645 308 | -52.2%
Total Hours 2,117 2,058 -2.8% | 2,107 | 2,069 | -1.8% | 2,070 | 2,089 0.9%

Source: Service Performance Insiggbruary 2016
As shown in Tablek)7, 108and 109, IT consultants billed the most hours (1,521) while other PS billed
the least (1,132). Management consultants spend the most time workirgiterf993 hours) while SaaS

PS spends the least (323). Independents reported an average decrease of 7 llablpdr consultant
(1,481) compared to (1,488) in 2014 and 1,457 in 2013.

Table 107 Annual Hour Comparison by PS Market (IT & Management Consulting, Staffing)

IT Consulting Management Consulting Staffing
Annual Hours
2014 ‘ 2015 Change 2014 2015 Change 2014 2015 Change
Vacation/personal/holic 176 166 -5.7% 145 176 | 21.4% N/A 214 N/A
Education/training 66 69 4.5% 52 69 | 32.7% N/A 116 N/A
Administrative 143 162 | 13.3% 217 146 | -32.7% N/A 202 N/A
Nonbillable project houl 176 170 -3.4% 190 216 | 13.7% N/A 94 N/A
Total Billable Hours 1,513 1,521 05% | 1,454 | 1,475| 1.4% N/A | 1,457 N/A
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ABillable hours-site 948 860 -9.3% 657 993 | 51.1% N/A 831 N/A
ABillable hours-sfte 565 662 17.2% 797 481 | -39.6% N/A 626 N/A
Total Hours 2,073 2,088 0.7% | 2,058 | 2,082 1.2% N/A | 2,083 N/A

Source: Service Performance Insiggbruary 2016

Table 10&hows IT consultancies average 1,521 hours per consultant compared to 1,454 hours for
management consultants. Unfortunately, their high levels of billability are more than offset by their low
rate structure. According to the2015 Global PS Pricing reptite average management consulting rate

is $197/hour while the average IT Consulting rate is only $163/hour for billable consultants.

Table 108 Annual Hour Comparison by P3kieta(Advertising, Arch./Engr., Other PS)

PR Advertising Architecture/Engineering Other PS
Vacation/personal/holic 168 141 | -16.1% 173 175 1.2% 162 227 | 40.1%
Education/training 98 101 3.1% 65 44 | -32.3% 69 60 | -13.0%
Administrative 135 202 | 49.6% 157 138 | -12.1% 201 293 | 45.8%
Nonbillable project houl 196 385 | 96.4% 201 155 | -22.9% 284 270 | -4.9%
Total Billable Hours 1,520 1,192 | -21.6% | 1,486 | 1,514 1.9% | 1,415 | 1,132 | -20.0%
ABillable hours-site 903 303 | -66.4% 822 858 4.4% 747 680 | 9.0%
ABillable hours-sffe 617 889 | 44.1% 664 656 | -1.2% 668 452 | -32.3%
Total Hours 2,117 2,022 -45% | 2,082 | 2,025| 2.7% | 2,132 | 1,982 | -7.0%

Source: Service Performance Insiggbruary 2016

Table 109: Annual H&wmparison by PS Market

P - Accounting Research & Developmer  Valueadded Reseller
2014 2015 Change 2014 2015 Change 2014 2015

Vacation/personal/holig  N/A 198 N/A N/A 207 N/A N/A 147 N/A
Education/training N/A 55 N/A N/A 130 N/A N/A 87 N/A
Administrative N/A 126 N/A N/A 221 N/A N/A 148 N/A
Nonbillable project houj  N/A 294 N/A N/A 110 N/A N/A 242 N/A
Total Billable Hours N/A 1,373 N/A N/A 1,560 N/A N/A 1,385 N/A
A Billable hours-site N/A 1,218 N/A N/A | 1,333 N/A N/A 648 N/A
A Billable hours-sfte N/A 154 N/A N/A 228 N/A N/A 738 N/A
Total Hours N/A 2,046 N/A N/A | 2,228 | N/A N/A | 2,008 N/A

Source: Service Performance Insiggbruary 2016

Table 10&hows marketing and communication consultants reported significantly lower billable hours
this year (1,192) while architects reported slightly more billable hours this year (1,514) thgedast
Architects and engineers reported the steepest declinedministrative time {12.1%) and noibillable
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time (-22.9%)as business picked up in the construction indusfritere was not enough information
from the 2014 survey to statisticalbpmpare Accountancies, Research & Development Firms and VARSs.

OYLX F2D$ A2y

A fascinating topic is the composition and location of employees in the new world of pbajeet

work. This year SPI Research saw an increase in the percentagewétak PSvorkforce working

from headquarters and offshore while the per¢age of workers based in branch offices and home
offices declined slightly. Over owmgiarter of American PS workers work from home while only 11.6% of
EMEA and4.6%of APac wrkers do. APac reported the sharpest increase in home workers (8otfo

in 2004 to 14.6% in 2005EMEA has the largest concentration of employees working from a
headquarters office. Both the Americas ahdAGeported adecline in offshore workersom 2014to
2015;declining from 5.% to 5.6% in th Americas and from 6% to 4.2866APAC EMEA increased its
reliance on offshore workers moving from 4.8% to 6.3ftlependentsncreasedheir reliance on

offshore workers fron#.8% to 6% while embedded PSOs decreased their offshore workers from 7.6% to
5%. ManyPS firms are reducinpeir usage of offshore workers as labor costs and turnover have
skyrocketed in favored offshore destinations like In@&shore quality and security concerns are also
starting to offset labor cost advantages.

Tablel10 Workforce Location by Orgatima Type and Geographic Region

Employee Location 2014 2015 ESO PSO Americas| EMEA APac
Headquarters 50.5% 53.1% 41.6% 57.9% 49.0% 66.1% 45.5%
Branctloffices 20.8% 19.5% 27.0% 16.5% 19.2% 15.9% 35.8%
Home based 23.2% 21.6% 26.4% 19.7% 26.3% 11.6% 14.6%
20150ffshoré Nearshore 5.6% 5.7% 5.0% 6.0% 5.6% 6.3% 4.2%
2014 Offshore/Nearshore 7.6% 4.8% 5.7% 4.8% 6.0%
Total 100.0% | 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%
Source: Service Performance Insiggbruary 2016
Table 11 Workforce Location I@rganization Size

Employee Location Under 10| 10-30 316100 | 101-300 | 301-700 | Over 700
Headquarters 67.9% 56.0% 53.6% 50.9% 36.6% 35.9%
Branctloffices 1.8% 12.6% 19.9% 26.3% 33.1% 35.3%
Home based 27.6% 26.4% 23.0% 14.5% 20.4% 14.9%
20150ffshoré Nearshore 2.7% 5.0% 3.5% 8.3% 9.9% 13.9%
2014 Offshore/Nearshore 0.0% 1.4% 5.0% 10.8% 7.7% 13.7%
Total 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

Source: Service Performance Insiggbruary 2016

Table 113shows the use of offshore workers increases with organization size while the percentage of
homed &SR 62N]J SNEQ RSOt AySao [ FNBS 2NHIYyATFiA2Yya
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work teams with less than 40% of their workforcedacated a the headquarters locationSmall
organizations increased offshore use while midsize organizations decreased offshore use.

By vertical market, software and managed service providers have the largest percentage dbdmade
workers, closely followed bhypanagement consultancies. IT consultancies use the most offshore workers
while managed service providers use the least. Many firms are opening onshore managed service,
hosting and development centers in low cost areas like the Midwest and the Soutkxgitiient results

in terms of costs and quality. Architect and engineering firms still favor centralized, headquarters based
workstyles while hardware and networking providers invest in branch offices.

Table 12 Workforce Location by Service Mavietical

Employee Location g,y Software o0l St | e
Headquarters 52.8%| 35.6%| 55.4%| 77.2%| 52.6%| 64.4%| 29.5%
Brancloffices 16.9% | 27.1%| 13.2%| 158%| 27.1%| 83% | 49.0%
Home based 221%| 29.9%| 24.8%| 51%| 17.8%| 259%| 20.0%
OffiNeashore 82% | 74%| 65%| 19%| 26%| 14%| 15%
Total 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%

Source: Service Performance Insigetruary 2016

Table 113 showsResearch and Development and Accountancies reported the use of no offshore
workers. Almosbne-third of VAR and Marketing and Advertising employees work from home.

Table 13 Workforce Location by Service Market Vertical

Employee Location Acct. (I\A/I(;\r/c(:acr)trﬁ) Staff. Other PS
Headquarters 41.5% 44.6% 57.8% 49.9% 58.2% 76.4%
Brancloffices 36.4% 22.0% 33.3% 13.1% 19.2% 3.3%
Home based 22.1% 31.3% 8.9% 31.8% 17.6% 20.3%
Off/Neashore 0.0% 2.1% 0.0% 5.2% 5.0% 0.0%
Total 100.0% | 100.0% | 100.0%| 100.0%| 100.0%| 100.0%

Source: Service Performance Insigletruary 2016
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9. Service Executia Pillar

The Service Executidfilar measures the
quality, efficiency 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 area of the PSO it will not succeed
unless it can successfully and profitably deliver __
services, with an emphasis on quality, timelines
and customer value.
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The Service Execution pillar is where money is

made in professional services. Work must be scoped, bid, sold, delivered and invaoger ito

maximize client and project margin. The alignment of sales, service and finance is critical for success.
All projectrelated information (time, expense, project details and knowledge) must be captured in
order to be invoiced and to improve thext 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, ges project margins in excess of 60% are possible. Done wrong, project
yields can drop to single digits, or go negative.

Table 14 highlights the maturity levels in the Service Execution pillar, as the PSO moves from basic
NEIF OGAGS alff KIFIyRa 2y RSO1¢ LINRB2SOl RSt AJDSNE
service execution.

Tablell4 Service Execution PerformarRillar Mapped Against Service Maturity

Level 5
Optimized

Level 4
Institutionalized

Level 3
Deployed

Level 2
Piloted

Level 1

Initiated

Service Execution

No scheduling.
Reactive. Ad hoc.
Heroic. Scheduling
spreadsheet. No
consistent project
deliverynethods. No
project quality contrc
or knowledge
management.

Skeleton methodolog
in place. Centralized
resource mgmt.
Initiating project mgr|
and technical skills.
Starting to measure
project satisfaction
and harvest
knowledge.

PSA deployed for reseur
and project management|
Collaborative portal. Earr
Value Analysis. Project
dashboard. Global Proje
Management Office, proj
quality reviews and
measurements. Effective
change management.

Integrated project and
resource management.
Effectivecheduling. Usin
portfolio management.
Global PMO. Global
project dashboard. Globg
Knowledge Management
Global resource
management.

Integrated solutions.
Continual checks an
balances to assure
superior utilization a
bill rates. Complete
visibilityo global
project quality. Mult
disciplinary resource
management.

Source: Service Performance Insight, February 2016
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Core Service Execution Business Processes

The power of modern PSA solutions is that they provide workflow, rules, alerts and rephgingimic

best practices in business management. Decades ago services businesses had few viable options as they
were forced to build their own, or substantially customize manufactuangnted applications, to

handle projects and resources. Now, P8lations provide modules that support essential business
LINEOSaaSasz AyOf dROY A KiE KGN & A Ot aljdz2 (S

Figure52 Primary business processes cross multiple departments

Strategy Communicate

e @ ﬁ n n n M e E

PSA solutions are designed to integrate core business processes across the organization so that each
department has a clear understanding of their specific goals and measurements and how they ultimately
AYLI Ol GKS 2NBIFYAT I (A 8cafe ddfiredif matydernis 2such azgrovdhS R @ { dz
profit, quality, streamlined operations or reduced administration and rework. Regardless, when

everyone works with the same set of information and is focused on the critical pafiaidy

completion ofproject-based work, results tend to improve.

The most important reason whproject- and servicesbased organizatios purchase integratedSA
solutions is their ability to support and streamline business processes across the entire organization.
No longer carsolutions only provide visibility into specific functions. Now, as each department adds
value, the business processes that enable success must be mirrored in the PSA solution. The following
sections highlight two of the most critical business processtsn project and servicedbased

organizations: 1jjuoteto-cash and 2yesource managment

vdz2ad®l aK o0dzaAySaa LINROS&aasSa

Ly G2RIFI&8Qad SO2y2Yeéx OFakK Ff2g¢ Nz SaantanaDBINE 2NHEIF Y
financial position andnaximize profitabilityand liquidity. In serviceriented organizations this process
begins with a client quote and ends once payment is received and the money is in the bank. This macro

process of converting sales opportunities into paying customer§i8 &y NB FSNNB-RI aBZ & a al
and its optimization is essential for financial waing.

Figure53shows giote-to-cash is a series of intelated processes supported by client relationship
management (CRM), PSA and enterprise resource planBiRg)(modules. To optimize these
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fundamental business
processes, executives Figure53 Quoteto-cash process

rely on the
integration of CRM ST ERP
essential business « Sales pipeline & forecast = Project scoping & estimating . Bud_getlng :
* Proposals & approvals = Staffing * Project Accounting
applications to « Contract negotiation & * Project delivery * Revenue Recognition
. T acceptance « Time & expense capture * Invoicing
prowde V|S|b|“t)’1 + Customer information * Project completion & * Collection

transparency and Heraie:
control. Although
each of these applications are offered on a statahe basis, the true power of managing tramplete
guote-to-profit business cycle is best accomplished by integrating best of breed applications together or
purchasing an integrated suite of applications.

Changing dient Demand

dient demandimpacts utilization PSOs are being asked to demonsrtte value they delivefaster

and more explicitly Each year, clients are less willing to accept time and materials contracts and are
shifting more risk and greater accountability for success to their suppliers throughpihcsl
deliverableshasedand shareetrisk contracts. This demand increases administrative effort and reduces
billable hours, as consultants must spend more time in presales, "proof of concepts" and documentation
to prove the worthiness of their services.

To ensure projects deler client value withirbudget requirementsglients are starting to segment
projects into shorter and faster phasesghich they can monitor more closely, usemjle tools and
earned value analysis. Clients also demand the ability to cancel at a momatitésif the project fails
to fulfill expectations.

In response, most Professional Service Automation suppliers now provide rich customer and partner
portals so clients can actively mage and view the status pfojects and deliverables. Partners are
given access to vendaupplied portals containing methods, tools, best practices and development
environments so they too can enhance tiffeevalue. Subcontractors have their own resource
management portal so they can manage their availability, skifilps and project preferences.

Strategic Resource Management for PSOs

Given market growth and an increasing talent shortage, effective resource management has become
critical as the supply of qualified consultargutstripped bythe demand for service Improving and
maintaining high levels of billable utilization is a constant challenge requiring a delicate balance between
supply and demand
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One of the most important elements of service execution is resou@eagement and scheduling.
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Sales Pipelindntegration of the sales project pipeline with resource requirements and

availability.

Resource Managemenihe procesor scheduling and deploying resources. Resource
management can be centralized or decentralized.

Functional InterlockAlignment between the sales project pipeline, the resource management

process, the recruiting process, the human resource onboardidgs&ill development process
and the resources themselves.

Human Resource Process&ecruiting, onboarding, ramping, and resource skill development.

ResourcesThe consultants and contractors available to deliver projects and engagements.

Tablel1l5 TheResource Management Maturity Model

Level 1

Level 2

Level 3

Level 4

Level 5

Service Execution

Sales Pipeline

Functiona
Interlock

Consulting Resources

Initiated

No scheduling.
Reactive. Ad hoc.
Heroic. Scheduling
by spreadsheet. Ni
consistent project
deliverynethods.
No project quality
controls or
knowledge
management.

Piloted

Skeleton methodology i
place. Beginning to
centralize resource mgn
Initiating project mgmt.
discipline. Starting to
measure project
satisfaction and harvest
knowledge.

Deployed

PSA deployed for reseu
and project managemen
Collaborative portal.
Earned value analysis.
Project dashboard. Glo
Project Management
Office, project quality
reviews and
measurements. Effecti
change management.

Institutionalized

Integrated project and
resource management.
Effectivecheduling. Usin
portfolio management.
Global PMO. Global
project dashboard. Glob|
knowledge managemen
Global resource
management.

Optimized

Integrated solutions.
Continual checks and
balances to ensure
superior utilization and K
rates. Complete visitiity
global project quality.
Multdisciplinary resourct
management.

Sales pipeline and
forecast is
disconnected from
scheduling. Reacti|
or no sales resour(
demand forecast g
plan.

Standalone CRM and
resource forecast. Limif]
visibility into resource
schedule or available sk

CRM and resource
maragement application
deployed. Salstarts
forecasting future resou
and skill requirements b
engagement.

Fully integrated CRM ar
Resource management.
High levels of pipeline
forecast accuracy. Abili
to dynamically and
automatically map the
sales forecast to resour
requirements.

Optimized and integrate,
CRM and resource
management. Sales
visibility into resource
availability and skills.
Strong analytic and que!
tools.

Reactive resource
brokering and
bartering. Sales
picks and commits
resource
Timeconsuming
manual scheduling

Weekly resource broker
meetings to assign
resources and discuss
future projects and
resources requirements)

Centralized resource
management function
handles the majority of
resource requests and
schedules. At least man
integration between CR
and P&.

Centralized resource
management function
handles resource reque
and schedules. Integrat
with HR for recruiting an
resource skill developm

Completely optimized a
seamless salesresource
management recruiting
> skill and career

develpment processes.

Reactive and ad h
scheduling. No
visibility to future
projects. No careg
or skill plan. Broa(
job requirements b
limited training or
support. Firefightil
leads to consultant
burnout.

Project initiation and
closeout processes. So
visibility into future proje|
Some ability to plan and
express project
preferencesraining
support to improve skills

Central PMO and resou
management provide

methodology guidance g
oversight. Ability to inpy
skilland role preferenceg
Visibility to upcoming

projects. Reasonable

notice given for schedul
changes. Integrated car
& skill development plan

Fully integrated systemg
and tools to support carg
and skill growth. Self
service employee portal
allowemployees to
continually maintain and
update skills and
preferences. Visibility to
preferred assignments.
Career planning and
training. Predictable
schedule.

Global, caite, offite
roles. Ability to view an
bid on preferred
assignments. Employeg
have input to and contrg
over their career and ski
progression. Specialize
horizontal, vertical and
technical roles. Career
growth. High employee
satisfaction.

Source Service Performance Insighgbruary 2016
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To improve utilization, PSOs must improve resource management effectiveness. As the following chart
shows, thee are pluses and minuses to differaesource management strategies. Green shading
AYRAOIFIGSa a.Sald Ay /ftlaaé FyR NBR aKIl RBEYfihs.A Y RA OI (i
This year Center of Excellence resource management delivered the best results while local management
appears to deliver the worst results.

Table 16 Impac® Resource Management Strategy

ResourceMgmt. Survey | AnnualRevenue Revenue Pel Employedillable Ontime

Strategy Percent. Growth Project(k) Utilization Delivey
Centrally Managed 55.0% 10.8% $212 70.9% 77.0% 15.1%
Locally Managed 21.1% 9.3% $170 69.1% 73.5% | 15.9%
By Account 8.6% 7.7% $280 70.3% 75.6% | 11.8%
By Horizontal Skill S¢ 8.2% 9.0% $231 71.5% 77.2% | 11.2%
Center of Excellence 4.8% 12.9% $415 72.9% 75.8% | 23.8%
Other 2.3% 8.5% $423 70.4% 73.2% | 35.0%
Total/ Average 100.0% 10.1% $225 70.60 76.0% | 15.6%

Source: Service Performance Insigetruary 2016

{ t keSkarch shows there may not bene magic bullétresourcing strategyhat isclearly superior to

all others. The fivestrategies that followenable PSOs to manage talent and fulfill client demands.
Although centralized resource management is the most prevalent strategy, each organization must
create a resourcing strategy that works best for their business, with the atitiigoal of increasing
utilizationandclient and employee satisfaction.

1. Centrallymanagedc Most resource management pundits favor "centralized" resource
management. It provides superior management visibility into the entire project backlog and level
of skills required both today and in the future. Central control may be best foigfasting
organizations with large projects but may not produce the highest levels of billable utilization
because a certain amount of churn and resource and client unhappican result from
impersonal centralized staffing policies.

2. Local resource managemeugtLocal resource management is the preferred form of resourcing for
young organizations 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 local control
and finesse.

3. By horizontal skill setg Managing resources by horizontal Ekit 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 PMO. By building affinity around "birds of a
feather," project managerer specialized consultants can more easily share best practices and
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standardize methodologies, templates, etc. As organizations grow, a horizontal or competency
based overlay reporting structure can help firms develop repeatable best practices and deep,
shared expertise while still enjoying the efficiency of centralized management.

4. Accountbased¢ Resource management by account may be a good strategy for very large
accounts where there is a strong backlog of projects, but acebaséd resourcing can caubig
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 Data Systems was left holding the Bhe other drawback to account
based resourcing is that it narrows consultant range of experience as teams are not exposed to
different business models and challenges.

5. Centers of excellence The current trend towards vertical Centers of Excellenc&EjGa@s
pioneered by Accenture over the last decade. The advantage of inespgoific "Centers of
Excellence" is the development of deep busirgsmain knowledge. In theory, each Center of
Excellence acts as a clearinghouse for specialized knowledgeatisg@nd solutions. Clients and
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 and the
inability to learn from emerging e horizontal and vertical trends. Further, use of horizontal skills
sets and technologies outside the COE can become cumbersome and inefiigemiers of
Excellence are favored for outsourced consultingarticularly development and managed service
ceners where consultants are collocated to maximize collaboration, design and quality control
while minimizing cost.

Figureb4 shows over 55% of respondents manag

resource management centrally, with locally Figure54 Resource Management Process
managed resource management coming in second
at 21%.It is important to remember pfessional Other |

service organizations are based on the unigue
knowledge, skills and personadisi of a highly
motivated and compensated workforc&o,erring
too far in making resource managemeanbre
science than annay notalwaystake best By Account .

advantage of hardo-find expertsLeading firms

understand the skills required and available, and Locally Wanaged |

work toward providing additional trainingp Contrally Managed _
improve employee performance, while ensuring
individual travel and projeetypes and career % A0% 20% 30% 40% S0% 60%

aspirations are factored in. Percentage of Observations
Source: Service Performance Insigletruary 201¢

Center of Excellence l

By Horizontal Skill Set .

Resource Management Process

Investment in people, process and systems allow
these organizations to minimize employee attritiand drive utilization to extremely high levefs.t L Q &
research shows PSOs that create standard job positions clarify the skills their workers must have.
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Providingvisibility andadditional training helps increase both productivity and morale, both lmtiv
improve organizational performance.

PSAis Critical for Service Delivery

Professional ServigAutomation provides the systems basis fioitiation, planningyresource

management, schedulingxecution, close and control of proje@ad services. PSprovides a resource
and project dashboard including the demand forecast. It helps masexy&ce deliverypy overseeing
opportunities, staffing, project managent, and collaboration. PSA is typically the system of record for
resource skills, competeigs and preferences with integration to the employee and contractor
database. Itis used to collect time and expense by project and resource down to the task level so it is
the system of record for resource utilization and project cost and estimatingst MBA applications

now offer billing modules with some level of revenue recognition by type of billing mettiote and
materials, work in process or fixed price. They also support accurate time and exagse. PSA
extensions for the constructiomdustry include modules for material costs and procurement.

/| 2NB Y2 Rdz Sa

PSA vendorsegment theiproducts intoapplication modules that emphasize the management of costs,
clients and resources

2 Opportunity Management The management of cliemformation, sales activities, proposals,
and contracts to improve salegfectiveness Some PSA solutions let a CRM tool handle
opportunity management; andhstead focus on resour@emand management and forecasting
functions based on the opptumities tracked in the CRM application.

& Engagement ManagementThe management and control of the oa#irset of project
deliverables.

2@ Resource Managemenihe management processes associated with resources (people,
material, equipment, etc.) used durinbe servics delivery lifecycle.

2 Project Management The initiation, planning, executipolose and control of projects.

& Project AccountingThe tracking of projeetelated costs to determinéudget to actuatosts
and profitability.

2 Timeand Expense ManagemeniThecapture and tracking of projegtlated time and expense
information.

& Invoice ManagementThe preparation and presentation of invoices based on information
captured from the time and gpense module or from prassigned time oproject completion
milestones.

2 Practice /Management ReportingCore reports include project dashboards, resource
management and utilization dashboards, capacity planning and forecasting, project profitability,
etc.
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While every PSA solution is unique, some haveaedpd their capabilities through additional modules.
Additional modules include:

& Social:The ability to easily incorporate social channel information from LinkedIn, Facebook,
Twitter, etc. along with social collaboration to facilitate knowledge sharing.

2 ollaboration Management The management of information used to create effective
communication and iterative knowledgaringduringthe services delivery lifecycle.

2@ Knowledge ManagementThe centralization of information improves operational efficiency.
This information can be anything related to the ongoing business and includes information on
resourcesprojects, capital and clients.

& Revenue ManagementPSA solutions provide deferred revenue and work in progress tracking

and revenue reportingo automaterevenue reporting fotime and materials, fixed bid,
milestonebasedand term engagements.

2 Performance ManagementThe use of information to determireffectiveness and budget to
actual performance for different aspeat$ the organization

t {JS8ySFA(A

91 OK &SI NJ {Professiond SebvicdsMatu@dizbenchmarkquantifiesthe benefits achieved
by services organizations with solutions that integr@tent RlationshipManagement and financial
processestHuman Capital Managemeanhd financial processes, aRdofessional Services Automation
and financial processe®©f course, the systems themselves are only part of a broadesida
commitment to behavioral change thé&isterscollaboration and enhancecbmmunication
coordinationand quality management

Whenit comes to PSAoftware,project- and servicedased organizatiomnow have a range of
attractive choiceg systems that are designed to support the needs ofalweayson, virtual, mobile
service economy by providirgnumber of key benefits

& Project revenue and cost data is contained in a central database.
& The user interface is consistent across all applications.

& Costs and deliverables reside in the same plagareductivity can be measured, analyzed and
improved at the territory, account, project and individual resource level.

2 Reporting and analytics are embedded within the application, alerting deeisakers to issues
before they become problems.

2@ A more seandss audit trail to better identify success and failure points.

2 Enhanced support for global operations with multicurrency, multilingual applications, which
conform to local regulations and taxes.

2 Lower administration costs due to fewer manual, erppone spreadsheets and costly datare
entry.

& Onesource of the truthg reaktime information visibility, constantly updated.
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There are many more benefits provided by integral&sisolutions. It is intuitively obvious that with
one consistent set of informatig decisioamakers have the visibility and control they need to improve
organizational performance.

¢tKS OFrasS F2NJt{!

After nearly 20years of research on the performance of PSOs, the berdfRS speak for themselves.
Service Performance Insight reseh, provides an example of how PSOs have improved performance in
all areas when professional services automation has been deployed. PSA provides the necessary
visibility to efficiently run projects with fewer overhead resources, resulting in betteiureso
management and profit.

Table 17shows a few of the most| taple 117: PSA offers significant benefits
critical key performance indicators

(KPIs) and how adopting a PSA ca Key Performance Indicator (KPI) SSS'Q Nl(J)sFe)jA 3
affect them. While increased
billable utilization tends to be the Employee billable utilization 71.3% 67.3% 6%

primary measurement, there are Yearoveryear change in PS revenue| 11.2% 6.3% | 78%

many other metrics positively Concurrent projentanaged by PM 5.94 523 | 14%
impacted by these applications. | | pygjects deliveredtime 76.4% | 743%| 3%
PSOs can manage the business Use a standardized delivery method( 65.3% | 61.5% 6%
with lower administrative Annual revenue per billable consulta]  $199 $191 4%
overhead and deliver more Profit (EBITDA) 15.9% | 12.8% | 25%

projects on time, driving better
financial performance. The
bottom line is that organizations that use a PSAitsmh grow faster, are much more profitable, and

simply operate far more efficiently.

{ SNIBAOS t SNF2NXIYyOS LyairdakKiQa NBaASEFNOK Aydaz t{!
include:

Source: Service Performance Insigktruary 201¢

Improved time and expengarocessing Improved commurdation and collaboration

e e

& Improved management effectiveness 2 Improved client satisfaction

2 Increased resource utilization 2 Improved resource investments
e Improved forecasting capabilities 2 Reduced revenue leakage

e e

Improved project effectiveness Reducedotal administration costs

Survey Results

The following section reviews and analyzes@P$a I (i dzNdkn&hinark results frorb49 participating
professional services organizations. In this section SPI Research ahdl$eegce Execution KPIs that
arecritical to attaining superior service delivery performance.
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Table 1.8 showsService Executiotnends for the last five years. Several positive trends include: more

projects concurrently managed by a project manager (lowering the overall cost of prgeagement);
fIFNBESNJ YR f2y3SNI LINRE2SOGa OAYLINRGAY3I FANNQA | O0Af
dimensions of effectiveness oésource management; estimating; change control; project quality and
knowledge management processes all improvelbwever several negative trends have emerged.

Based on a skills shortage, it is taking longer to staff projects; this is probably a contributing factor to

fewer projects being delivered etime with significantly greater project overruns. Sadly, the afse

standardized delivery methods and tools which could mitigate project delivery problems has declined.

Table 18 Service Execution Pillay&ar trend

Key Performance Indicator (KPI) 2011 2012 2013 2014
Average project staffing time (days) 12.64 12.48 9.48 9.41 10.40
Concurrent projects managed by PM 4.18 5.30 5.16 4.23 5.77
Average project staff (people) 3.96 3.73 3.76 4.85 4.70
Average project duration (months) 5.17 5.31 5.15 5.57 6.21
Projects deliveredtone 76.5% 78.6% 77.3% 78.3% 76.1%
Projects canceled 2.1% 3.7% 1.9% 1.7% 2.6%
Average project overrun 8.3% 9.2% 8.5% 8.9% 10.0%
A standardized delivery methodology is used 66.6% 63.6% 65.1% 66.2% 64.6%
Effectiveness of resource management process 3.47 3.53 3.47 3.59 3.60
Effectiveness of estimating processes and reviews 3.59 3.44 3.49 3.37 3.55
Effectiveness of change control processes 3.38 3.39 3.36 3.26 3.44
Effectiveness of project quality processes 3.43 3.45 3.38 3.36 3.58
Effectiveness of knowledge management processey 3.04 2.95 3.04 3.01 3.36

Source: Service Performance Insigletruary 2016

Table 119 shows little difference in the average project staffing times between embedded and

independent service organizations, with most organizati@ugiiring two working weeks to commence

project initiation. Each year the number of projects managed per praojeahager has inched up from

4.18 in 2011 to 5.7ih 2015b ¢2RI&Qa LINRB2SOd YIylFr3aSNA NBOSAGS Y2
than ever before. At the same time, the nature of projects is shifting towards more configuration, user
interfaces and repdrdesign away from the complex, custanega project®f the past making them

somewhat easier to manage and keep within scope. A hostadlerators, configuration, projeeind

knowledge management tools have come to marticeenhanceknowledgesharingand collaboration

while facilitating more natural oversighguidanceand realtime quality reviews to mitigate risks.
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Table 19 Service Execution KPIs by Organization Type and Geographic Region

Key Performance Indicator (KP| 2011 2015 ESO PSO | Americas| EMEA APac
Average project staffing time (day 12.64| 10.40, 11.13] 10.05 10.46 10.00 11.29
Concurrent projects managed by 4.18 5.77 6.59 5.39 6.28 4.67 4.82
Average project staff (people) 3.96 4.70 4.64 4.73 4.89 4.19 4.72
Average project duration (months 5.17 6.21 5.59 6.50 6.22 6.45 5.20
Projects deliveredtone 76.5% 76.1%| 72.0% 78.0% 76.2% 75.6% 77.0%
Projects canceled 2.1% 2.6% 2.4% 2.7% 2.6% 2.7% 2.2%
Average project overrun 8.3%| 10.0% 11.2% 9.5% 10.0% 10.2% 9.2%
Use of a standardized delivery m{ 66.6% 64.6%| 65.4% 64.2% 65.7% 61.1% 66.6%
Effect. of resource management 3.47 3.60 3.55 3.62 3.60 3.57 3.69
Effect. of estimating and reviews 359 355 3.52 3.56 3.58 3.42 3.71
Effect. of change control 3.38 3.44 3.45 3.44 3.45 3.38 3.60
Effect. of project quality N/A 3.58 3.41 3.66 3.58 3.51 3.83
Effect. of knowledge managemen N/A 3.36 3.30 3.39 3.37 3.32 3.47

Source: Service Performance Insigletruary 2016

Across all types of organizations and geographies the average project staff is 4.7 people. As shown in
Figureb5 project staff size has been inching up since the recession, growing from 3.96 in 2011 to 4.7 in
2015. Project duration has likewise been growing from 5.17 months in 2011 to 6.21 months in 2015.
With economic recovery, projesizes are growing as compasihave more time and money to spend

on improving their businesses. In the past five years the average project has grown from 20.5 man
months to 29.2 man months, representing 42% growth. Quite significant!

Unfortunately, while improvements have | Figure55 Project Duration (mamonths) year trend
been maden the number of projects
concurrently managed by a project
manager and project stafsizeand
duration have increased, almost no
improvements have been reported in the
number of projects delivered otime.

This is an important metric which
depends on dost of other proceses such
as accurate estimatesclear

requirements, great client communication
and scope control. But the sad reality
exists, in 2011 76.5% of projects were 2011 2012 2013 2014 2015
delivered ontime while only 76.1% were Year

delivered ontime in 2015. ESOs do a
poorer job of ontime project delivery due

35
30
25
20

20.5
15 19.8

10

Project Duration (man-months)

o

o

Source: Service Performance Insigktruary 201¢
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in large part to their role of ensuring client adoption. When faced with product problems, the PS team
must continue to trudge on, often at no charge to ensure the client receives a useful solution.

Figure56 Standardize®elivery Mettdology usenapped again€ntime Delivery-gear trend

Source: Service Performance Insight, February 2016

Unfortunately,over the samdive-yeartime horizon, the magnitude of project overruns has increased
substantially fronB8.3% in 2011 to 10% in 2015. The sad fact is the one thing that could improve on

time project delivery and reduce project overruns is not being ugédte use of standardizkservice

delivery methods has actually declined from 66.6% of all projects in 2011 to only 64.6% in 266
disappointing at a time when the PS industry is undergoing tremendous growth and gaining stature and
global visibility. Just think of the mydiaews headlines heralding poor project management and

ineffective service delivery processe¥ A y S SELJX 2aA2yaz 3La ftAaAyS tSI114az
have been prevented with quality service delivery processes and revidgas of improvementin

service execution haveeen in resourcenanagementgstimating, change control, quality and

knowledge managemeimgrocesses.

Table 20shows the differences iservice execution metrics by size of organization. The smallest
organizations do the bestljpof ontime project delivery. The largest organizations gave themselves the
best marks for estimating, change control, project quality and knowledge managementcértanly

need these processes as they manage the largest, most risk intense projects.

Table 20 Service Execution KPIs by Organization Size

Key Performance Indicator (KPI| Under 10| 10-30 310100 | 101-300 | 301-700 | Over 700
Average project staffing time (dayj 7.98 8.10 9.98 12.02 10.65 12.84
Concurrent projects managed by H 6.33 5.79 5.52 5.89 5.17 6.12
Average project staff (people) 2.65 3.35 4.09 5.46 5.86 6.98
Average project duration (months) 5.61 5.59 5.94 6.75 6.15 7.10
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