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PREFACE

V. Which Key Performance Indicators
run your professional seog@s organization?
V Which KPI&s drive success and con

In this article you will learn:

& The growing role services revenue plays in overall financial pe
formance
@ Which KPlI&s are essential and wha
& Typical Key Performace targets
a& Tips to improve your financial performance

As the technology market has matured, there has been a dramatic shift in
overall revenue and margin contribution derived from services. Aecor

ing to a recent Association of Support Professionals
(www.asponline.comsurvey of the Top 100 publicly traded software
companies, services (PS and maintenance) now represent from 50 to
80% of overall revenu€lable 1) Service margins have also dramdtica

ly improved, prpelled primarily by healthy support margins (exceeding
80%), service margin contribution is now 45 to 80% of total service re
enue. Seemingly overnight, services have become quite respectable
sources of revenue and margin.

Table 1Maintenance arfservices Ratios2006

Company Size Combined S  Services % of Service Median Statistics
((REVEITE)) portand PS  Total Revenue
Gross Margin

$1Billion Rev. 65.9% 57.4% 50.8% of Total Revenue

$250Mp999M 62.3% 54.3% 58.2% Gross Margin

$106$249M 54.3% 58.1% Maintenance = 40% of Total Reve
Professional Services = 20% of T¢

$50$99M 52.3% 40.7% Revenue 21% Median Margin

Under $50M 45.1% 24.5% Maintenance Attach Rate = 90%

Source: Association of Support Professionals 2006

e Half of the companieseported total service revenue (Maimte
anceand PS) greater than 50% of total revenue.

& Eight companies reported tosdrvice revenigegreater than
75%of total.

& Eleven companies (primarily shrinirap software) reportea+t
tal service revenues less th2M6 of total revenue

& Maintenance represents greater than 40% of overall revenue and
produces avhopping 83% median margin!

& Professional Services revenue represents from 4 to 45% of total
revenue
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& Professional Services reported a median 21% margirmeRS
gins vary widely from negative to +46%.

WHAT ARE THE ESSENTIAL KEY PERFORMANCE INDICATORS?

With the growing contribution and significance oir8ees to the bottom

line, it hasnever been more impt@ant to effectively monitor, measure,

andmanage youservices business.uBt wi t h over 150 KPI 6
from, where do you start?

Running aProfessional Servicdsusinessis verycompléxand it 6 s a
game which must be wonnowvhonehinssogi ngl es
is imperativetokne wh i ¢ far kP Ii G sosesyoutmusa dorit

nually measureend ones t hat are Anice to ha\
challenge for all Services executives is how to balance Custonmeys, E

ployees, Partne@nd Operations. fe excdent Service leader spends

50% ofher time with Cuomers, Partners and tBalesorganization and

50%with employeesndoperations. The challenge is to continually

capture new business, while ensuring projects are detiveith quality,

to provide consultanthe tools they neei delver and grow their skills,

while effectively running operations and ensuniagenueandcostare in

alignment.

Figure 1Key Performance Indicatérsghe Essentials

/ Revenue \ / Client Satisfaction \

+ Bookings * Project Dashboard
 Backlog » References

+ Billings + Contract Renewal
* Revenue

\ )

/ Margin \ / Workforce Plan

+ Subcontractor Margin « Billable Headcount
+ HWISW Pass thru Margin « Bill rates by skill level

« Labor Margin « Utilization
+ Gross Margin £$€ + Cost Per Person
+ Regional Margin + % Attrition

« Contribution Margin
A A 4

Source: Service Performance Insighitarch 2008

Revenuei startswith servicebodk i n g s , which c&nhvert t
log once all required contracts, Professional Services Agreements and
Statements of Work have been completed, signed and approeed. R

sources are then applied to work the service backlog. Billings occur

based on the ctract terms time and material, fixed price, milestone,

deliverables, etc. Your ability to recognize revenue will be determined by

your firmés accounting pracmices. S
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plex set of rules so make sure you understand contrigatbns up
front to avoid revenue recognition problems later.

Gross Margini Margin must be measured at several different levels.
Most organizations use sulmoactors for service delivery.uBcontra&-

tors not only provide éower cost vaableworkforce but can also pr

vide a rich source of margin. For systems integrators, hardware and
software pasthrough revenuandmargin must be closely monitored.
And finally, sinceProfessional Servicas based on applying highly

skilled pofessionalsd deliver project revenyé¢he most important
measure of alls your labor margin. Subcontractor margin, hardware and
software pass through margin aticect labomargincreate gross ma

gin. For even the besun professional services organizations wbime
mand high bill rates and utilization, it is difficult to consistently sustain a
services gross margin over 50%.

Regional Margin - Most service organizations measure regional and
line-of-business profit and loss in addition to the global professional se

vices P & L. Depending on yoodr comp
rate overhead costs may be apportioned to the region or line of business
or kept in a ACorporateo overhead co

For example, if your company requires a 20% PS contributionimarg
and your corporate overhead is 20% you will need regions to produce a
40% margin.

Service margins are typically lower EMEA than in the US due to the
increasecatost of:

& Fringe Benefit§ employee overhead costs for health anceben
fits range from 22 t@5% in the US but may be as high as 40%
in EMEA, plus arexpensive car allowange many countries.

& Vacations and company holidays EMEA, typically 4 weeks
vacation and 12 or more holidays compared to 2 weeks vacation

and 10 company holidays in thesU Thi ssbiexlt alal édon
time is offset somewhat by an expectation of higher billalie ut
lization.

Contribution Margin - The true differentiator for professional service
profitability is how the pracsctice ma
sional frvices organizations typically produa&lobal Net Service

Contribution Magin between 10 and 2Q Typical Corporate expenses

(as a % of total PS Revenue) include:

General and Administrative (5 to 10%)i includes PS corporate ma
agement and fringe beritst facilities, norbillable travel, IT, telecom,
etc.

Sales (6 to 20%) includes all direct sales headcount and fringe + non
billable business development travel & expense, commissions-ince
tives, sales training.

PS Engineering & PMO (2 to 5%)i includes all PS engineering &
PMO headcount, fringe & expense. Labs, tools, delivery training,
project reviews.
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Marketing (2 to 5%) i includes all Service Marketing headcount e
pense. Web, PR, advertising, tradeshows, sales training, custorsier sati
faction suvey, references and service packaging.

Most PS organizations undewest in PS engineering and servicerma

keting and oveinvest in norbillable management overhead and-hon

billable travel. Sales expense is typically hidden in the regional P&L and
repe s ent edbialsl ainloend ti me f or keéey manag
tects. As a PS firm grows and matures, investments in dedicated service
engineering, marketing and sales can pay huge dividends by maiking se

vice delivery more repeatable and efficient aedvice sales more effe

tive.

Customer Satisfactioni for Product Companie®ne of the gmary
Airaid®da rfesofessional Servicdausiness is to produce refe

ence customers. This is an extremely important measurement area yet
one that is oftewverlooked. Unless you have a very laRyefessional
Servicebusi ness, typical Customer Sati sf
not granular enough to showcase delivery problems. So, no matter how
small your organization, you shoutdeate a project dashirdaand co-
tinually monitor project healthl recommend at least quarterly reviews

of all projects with defined criteria for RED, AMBE&d GREEN plus
ongoing knowledge sharing to continue to improve the practice and your
methodology.

Workforce Plan i the lowest common denominator is the health of your

service delivery orggization. Billable headcoumepresent youbrand

and reputation as well as yagrvice deliverncapability and revenue

potential. From practice inception, you should quigedbill rates by

skill l evel and of course youl must m
both billableand norbillable. | always recommend creatig orgai

zational view showing profit and losy person You will probably find

80% of your revenuand pofit is produced by 0% of your workforce

S0 it is imperative to know who your revenue producers are and ensure

they are recognizeghdrewarded!

Resour ce iioanmteresing dilpmima arises when regions or
practices fownoO tonsltaftsu THergisdiii ded cos
di sincentive to share resourdes. Me
ingdo include central resourcer- manage
ing for loaned consultants.

Utilization - there are mangifferent ways taalcuhte utilization.In the

US the standard definition is based on 2080 available work hours per

yeari this translates to 260 available work days per.y&éost standard

utilization measurements subtract company holida@sr( the US and

12 ormorein EMEA Th e st and a rsthrtifgdoueaicdaa b1 e 0
tion in the US is 2000 while in EMEA
typically 240. Primary differences in utilization definitions emanate

from the varyi g |tlradbd teme rtagjects ffroan i n
customer satisfaction issues or business development (in the numerator)

and whether nobillable personal time off is excluded from the derom

nator.
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