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PREFACE 

V Which Key Performance Indicators are the ñgotta measureò to 
run your professional services organization?  

V Which KPIôs drive success and contribute to the bottom line? 

 In this article you will learn: 

æ The growing role services revenue plays in overall financial per-

formance 

æ Which KPIôs are essential and what do they mean? 

æ Typical Key Performance targets 

æ 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.  Accord-

ing to a recent Association of Support Professionals 

(www.asponline.com) survey of the Top 100 publicly traded software 

companies, services (PS and maintenance) now represent from 50 to 

80% of overall revenue (Table 1).  Service margins have also dramatical-

ly improved, propelled primarily by healthy support margins (exceeding 

80%), service margin contribution is now 45 to 80% of total service rev-

enue.  Seemingly overnight, services have become quite respectable 

sources of revenue and margin.  

Table 1: Maintenance and Services Ratios / 2006 

Company Size 
(Revenue) 

Combined Sup-
port and PS 

Gross Margin 

Services % of 
Total Revenue 

Service Median Statistics 

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

$250M-$999M 62.3% 54.3% 58.2% Gross Margin 

$100-$249M 54.3% 58.1% Maintenance = 40% of Total Revenue 

$50-$99M 52.3% 40.7% 
Professional Services = 20% of Total 
Revenue 21% Median Margin 

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

Source:  Association of Support Professionals 2006 

æ Half of the companies reported total service revenue (Mainten-

ance and PS) greater than 50% of total revenue.   

æ Eight companies reported total service revenues greater than 

75% of total. 

æ Eleven companies (primarily shrink-wrap software) reported to-

tal service revenues less than 20% of total revenue.   

æ Maintenance represents greater than 40% of overall revenue and 

produces a whopping 83% median margin! 

æ Professional Services revenue represents from 4 to 45% of total 

revenue.  

http://www.asponline.com/
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æ Professional Services reported a median 21% margin.  PS mar-

gins vary widely from negative to +46%.   

WHAT ARE THE ESSENTIAL KEY PERFORMANCE INDICATORS? 

With the growing contribution and significance of Services to the bottom 

line, it has never been more important to effectively monitor, measure, 

and manage your services business.  But with over 150 KPIôs to choose 

from, where do you start? 

Running a Professional Services business is very complex ï and itôs a 

game which must be won with ñsingles and doublesò, not homeruns; so it 

is imperative to know which KPIôs are ñessentialò, ones you must conti-

nually measure, and ones that are ñnice to haveò but not essential.  The 

challenge for all Services executives is how to balance Customers, Em-

ployees, Partners and Operations.  The excellent Service leader spends 

50% of her time with Customers, Partners and the Sales organization and 

50% with employees and operations.  The challenge is to continually 

capture new business, while ensuring projects are delivered with quality, 

to provide consultants the tools they need to deliver and grow their skills, 

while effectively running operations and ensuring revenue and cost are in 

alignment.   

Figure 1: Key Performance Indicators ñ the Essentials 

Source:  Service Performance Insight, March, 2008 

Revenue ï starts with service bookings, which convert to ñcleanò back-

log once all required contracts, Professional Services Agreements and 

Statements of Work have been completed, signed and approved.  Re-

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

based on the contract terms - time and material, fixed price, milestone, 

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

your firmôs accounting practices.  Sarbanes Oxley has imposed a com-
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plex set of rules so make sure you understand contract obligations up 

front to avoid revenue recognition problems later.   

Gross Margin ï Margin must be measured at several different levels.  

Most organizations use subcontractors for service delivery.  Subcontrac-

tors not only provide a lower cost variable workforce but can also pro-

vide a rich source of margin.  For systems integrators, hardware and 

software pass-through revenue and margin must be closely monitored.  

And finally, since Professional Services is based on applying highly 

skilled professionals to deliver project revenue, the most important 

measure of all is your labor margin.  Subcontractor margin, hardware and 

software pass through margin and direct labor margin create gross mar-

gin. For even the best-run professional services organizations who com-

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 ser-

vices P & L.  Depending on your companyôs accounting practices, corpo-

rate overhead costs may be apportioned to the region or line of business 

or kept in a ñCorporateò overhead cost center.   

For example, if your company requires a 20% PS contribution margin 

and your corporate overhead is 20% you will need regions to produce a 

40% margin. 

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

increased cost of: 

æ Fringe Benefits ï employee overhead costs for health and bene-

fits range from 22 to 25% in the US but may be as high as 40% 

in EMEA, plus an expensive car allowance in many countries.  

æ Vacations and company holidays - in EMEA, typically 4 weeks 

vacation and 12 or more holidays compared to 2 weeks vacation 

and 10 company holidays in the US.  This extra ñnon-billableò 

time is offset somewhat by an expectation of higher billable uti-

lization. 

Contribution Margin - The true differentiator for professional service 

profitability is how the practice manages ñbelow the lineò costs.  Profes-

sional Services organizations typically produce a Global Net Service 

Contribution Margin between 10 and 40%. Typical Corporate expenses 

(as a % of total PS Revenue) include:  

General and Administrative (5 to 10%) ï includes PS corporate man-

agement and fringe benefits, facilities, non-billable travel, IT, telecom, 

etc. 

Sales (6 to 20%) ï includes all direct sales headcount and fringe + non-

billable business development travel & expense, commissions, incen-

tives, sales training. 

PS Engineering & PMO (2 to 5%) ï includes all PS engineering & 

PMO headcount, fringe & expense.  Labs, tools, delivery training, 

project reviews. 
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Marketing (2 to 5%) ï includes all Service Marketing headcount & ex-

pense.  Web, PR, advertising, tradeshows, sales training, customer satis-

faction survey, references and service packaging.  

Most PS organizations under-invest in PS engineering and service mar-

keting and over-invest in non-billable management overhead and non-

billable travel.  Sales expense is typically hidden in the regional P&L and 

represented as ñnon-billableò time for key managers and Solution Archi-

tects.  As a PS firm grows and matures, investments in dedicated service 

engineering, marketing and sales can pay huge dividends by making ser-

vice delivery more repeatable and efficient and service sales more effec-

tive. 

Customer Satisfaction ï for Product Companies, one of the primary 

ñraison dô°tresò for a Professional Services business is to produce refer-

ence customers.  This is an extremely important measurement area yet 

one that is often overlooked.  Unless you have a very large Professional 

Services business, typical Customer Satisfaction ñloyaltyò surveys are 

not granular enough to showcase delivery problems.  So, no matter how 

small your organization, you should create a project dashboard and con-

tinually monitor project health.  I recommend at least quarterly reviews 

of all projects with defined criteria for RED, AMBER and GREEN plus 

on-going knowledge sharing to continue to improve the practice and your 

methodology.   

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

service delivery organization.  Billable headcount represent your brand 

and reputation as well as your service delivery capability and revenue 

potential.  From practice inception, you should quote tiered bill rates by 

skill level and of course you must measure your employeeôs utilization ï 

both billable and non-billable.  I always recommend creating an organi-

zational view showing profit and loss by person.  You will probably find 

80% of your revenue and profit is produced by 20% of your workforce 

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

they are recognized and rewarded! 

Resource ñownershipò ï an interesting dilemma arises when regions or 

practices ñownò the fully loaded cost of consultants.  There is a built-in 

disincentive to share resources.  Methods to overcome ñresource hoard-

ingò include central resource management or ñcost and/or revenueò shar-

ing for loaned consultants.   

Utilization  - there are many different ways to calculate utilization. In the 

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

year ï this translates to 260 available work days per year.  Most standard 

utilization measurements subtract company holidays (10 in the US and 

12 or more in EMEA).  The standard ñavailableò starting hour calcula-

tion in the US is 2000 while in EMEA the standard ñavailableò days are 

typically 240.  Primary differences in utilization definitions emanate 

from the varying treatment of ñnon-billableò hours for internal projects, 

customer satisfaction issues or business development (in the numerator) 

and whether non-billable personal time off is excluded from the denomi-

nator.   




