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PREFACE

Professional service organizations (PSOs) provide one of the highest
leverage business models to quickly grow revenues and profits, but can
be the most difficult organizations to transform and change. Think about
the dot.com eBusiness integrators (the ants...Scient, Viant and Sapient)
who launched new methodologies and penetrated the Fortune 50 almost
overnight, IBM’s massive strategic shift into IT services and consulting,
and the rapid dominance of Tata in IT outsourcing.

The 2009 Professional Services Maturity Model benchmark from SPI
Research provides a unique and quantifiable view of the profit and
growth potential that exists within every PSO, given the ability to
confront market realities, focus strategic efforts, align the full
organization and follow through with operational excellence.

INTRODUCTION

Over 70% of major change programs fail to achieve their desired results.
One major barrier to success is that leaders often underestimate the
magnitude of change, the need to fully engage the full organization and
the requirement for leadership focus and follow through. By managing
change in a more complete way, as a business transformation, the odds of
success are greatly increased. Some of the reasons organizations begin a
service transformation are because they want to:

A Accelerate revenue and margin growth either through mergers
and acquisitions or internal process improvements;

A Drive alignment between the service organization and other
departments, or improve internal service organization alignment;

A Assimilate new groups, companies or functions;
Capitalize on new markets and create new solution offers;

A Implement new systems and processes to improve effectiveness
and efficiency;

A Improve quality and client satisfaction; and
A Optimize sales and marketing effectiveness.

>

Transformation has been used to describe everything from high-risk

complete business overhauls to tactical changes in IT Systems. So to be

clear, by transformation, we mean a wide variety of actions and

opportunities that are required to drive continuous growth in a

business. Thesesr ange from a new | eader “taki
l aunching a new phase in the organiz
markets, to integration of acquisitions, or to breaking down

organizational silos. Put simply, transformation means opening up new

possibilities for growth and moving from one state to another, but it is

tough work and most efforts fall short.

How many change initiatives to merge services organizations or
significantly enhance processes or accelerate market penetration, end up
as “flavor-of-the-month” efforts, where little lasting change takes hold?
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DIFFERENTIATING TRANSFORMATION, REENGINEERING AND CHANGE
MANAGEMENT

One common gap for organizations driving business or process
transformation is the failure to differentiate between change
management, process reengineering and business transformation, as
described in the table below. More importantly, this lack of
understanding of the magnitude of change leads to using the wrong tools
at the wrong time.

Table 1: Transformation, Reengineering & Change Management

Area Objective Scope Applications
Business Clarify vision and prioritize Vision Organization-wide
Transformation | initiatives Business performance drivers and priorities performance improvements

Improve overall business Organizational alignment tha}_?rg{lgtoverall revenue and
performance (e.g., E t and qoal setting (all level protitability
customer experience, ngagement and goal setling .(a evels) Large-scale shifts in how
revenue, cost structure, Performance dashboard, metrics and business is conducted and
people management) checkpoint process how the business competes
Merge or create new Performance management systems (e.g.,
organizations compensation, reviews)
Process Improve internal processes | Map present method and future method of Targeted internal process
Reengineering | for efficiency and operation for selected processes improvements
effectiveness, often witha | pefine needs for reorganization, skill Basic impact to operations
systems focus development and training and customer-facing

Define systems requirements

organizations

Change
Management

Training for employees on
how to use new systems
and follow new processes

Training and communications for system or
process users

Tactical systems upgrades
and changes

Source: Dissero Partners, February 2009

Given the differences in the types of changes required to truly transform
an organization, it is clear why typical change efforts that focus mostly
on change management and process reengineering fall short when true
business change or transformation is the goal.

Two of the most important success factors in a successful professional
service transformation project are:

1. Benchmarking and best-practices data to drive fact-based
decisions

2. Following a complete and proven business transformation
process that engages the leadership team and cascades input and

commitment throughout the organization

Service Performance Insight Research (SPI) and Dissero Partners are
nationally recognized experts in these two specific areas and have come
together to deliver a comprehensive service assessment and
transformation solution. Figure 1 indicates the scope of this
transformation solution and how it compares to typically under-scoped
efforts to drive change.
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Figure 1: PS Transformation Framework
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Source: Dissero Partners, February 2009

Often what seems to management as a minor tweak in business process is
often received by sales, service delivery and operations as a major shift
that is disruptive to daily operations and requires much more preparation
and consideration to accomplish. Typical service transformation gaps
include:

A Absence of executive alignment and leadership, due to the
project being viewed as only tactical,

A No market, benchmark or customer fact base to substantiate
decisions on priorities or to describe why the changes are being
made;

A Lack of meaningful engagement of business operations and
employees until it is too late for them to have input, investment
or engagement in the process; and,

A No ongoing process for strategy execution and follow-through,
resulting in lack of sustained focus and follow-through.

The Professional Services Maturity Model 2009 industry benchmark
guantifies what many of us have known instinctively for years, which is
that leadership and strategic focus matter in terms of bottom line
performance. This is especially true in the case of PSOs which are
people-oriented businesses and have the flexibility to become highly
fragmented without clear strategic focus. Specifically, Table 2 shows
40% faster revenue growth and more than double the profitability when
there is high confidence in leadership by the team.
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Table 2: Confidence in PS Leadership

Attribute High Confidence Low Confidence
(>7 out of 10) (<4 out of 10)

Revenue Growth 15.9% 11.3%
Contribution Margin 23.4% 10.4%
Attrition 5.5% 20.0%
Projects delivered on time 75.5% 44.2%

Source: Service Performance Insight, February 2009

Table 3 shows that PSOs with better clarity of vision and mission and
strategic alignment drive over 50% faster revenue growth and 65%
greater profit margins. In addition with improved leadership focus there
is less staff turnover and improved on-time delivery performance.

Table 3: Organizational Vision, Mission and Strategy Clarity

Attribute High Confidence Low Confidence
(>7 out of 10) (<4 out of 10)
Revenue Growth 16.9% 11.0%
Contribution Margin 23.8% 14.4%
Attrition 6.5% 9.0%
Projects delivered on time 79.3% 55.4%

Source: Service Performance Insight, February 2009

A SOLUTION THAT WORKS

Combining the hard facts of the Professional Services Maturity Model
benchmark with a proven process for transformation provides a recipe
for success in driving increased revenue, profitability, human capital

alignment, and delivery quality, in what we call a PS Transformation.

More than 25 years ago, groups of CEOs, Division Presidents and their
executive teams participated in an innovative program at Harvard
Business School chaired by one of the founding partners at Dissero
Partners, Dr. Robert Miles. The executives worked collaboratively on
their top business challenges with peers and key faculty. The biggest and
most common problem facing executives was how to generate a tough
confrontation of external realities and then fully engage their
organization in executing business changes. Now captured in the book,
BIG ldeas to BIG Results (FT Press 2008, Michael T. Kanazawa and
Robert H. Miles), the process was built on the best-practices that
surfaced through that program and many years of refinement and
streamlining.

The transformation process consists of a compressed launch phase that
gets the organization focused, aligned and fully engaged in driving the
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changes. This is followed by a specific process to cascade the plans that
puts leaders at each level in a role of re-setting priorities and making firm
commitments to action at each level. This is followed by quarterly
checkpoints to drive best-practices learning and to serve as waypoints to
test the strategic direction.

Figure 2: PS Transformation Timeline
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Source: Service Performance Insight, February 2009

The ability to quickly confront reality and focus on the highest impact
initiatives for improvement is rapidly accomplished by applying SPI’s
PS Maturity Model (PSMM). Using qualitative and quantitative
techniques, the PSMM generates a comprehensive review and
assessment that includes:

A PS Maturity Model Survey covering all five Pillars (Vision,
Strategy, Leadership & Culture; Finance & Operations; Human
Capital Alignment; Service Execution; and Client Relationships)

A High level analysis of business plans, goals and reports
Key Leadership Interviews for all major business functions
A Targeted customer and non-customer interviews to provide an

“outside-in” perspective of the company’s strengths and
challenges

With this information, the leadership team can have an effective and fact-
based conversation about priorities for strategic change and
improvement. This information provides the catalyst for performance
change that is executed through the transformation process.

>
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WHAT ARE THE FINANCIAL RESULTS?

Improvements for improvements sake aren’t very interesting. And often
incremental baseline trending of budgets and sales forecasts isn’t enough
to keep pace with fast-changing markets and the financial demands of the
business. PS executives need to show demonstrable benefits from any
investments they make. By focusing on the highest leverage areas first,
the financial benefits can drive quick wins and solidify support for larger
scale changes over time. The results in the example that follows are for a
smaller PSO, but are scalable to larger organizations.

PS Transformation Business Case Example

For this analysis, SPI Research created an example PSO, with
fundamentals similar to organizations in the PS Maturity Model 2009
Benchmark study:

http://www.spiresearch.com/reports/reports.htm

The following is just an example, but shows the potential financial
benefits from embarking on a PS Transformation initiative.

For this example, we assumed the following:

A Number of PS employees: 130

A Number of Billable PS employees: 100

A Annual PS Billings: $20.0mm
A Revenue Leakage: 4.0%

A Utilization: 68.0%

While there are literally hundreds of potential improvements that PSOs
can make, SPI Research focused on a few Key Performance
Measurements PS firms target to improve profit margins. Small
improvements can yield significant results (Table 4).

Table 4: Service Transformation Quantifiable Business Benefits

. : Financial
Assumptions Calculation Benefit
3 9 70 more potential billable days 70 days * 8
Redu.ce rgcrwtmg and T $180/hour bill rate hrs/day * $180/hr.
ramping time from 120 o . IS $685,440
days to 50 days 1 68% utilization .0.68 utilization
10 people
9 10 new employees annually
9 $50,000 cost to hire and train one
person (staff time, lost productivity,

Reduce attrition to 7% etc.) $50,000 * (10
(from 10%) \ people -7people) $150,000

9 100 billable staff

9 Reduce attrition from 10 to 7 people

Service Performance Insight & Dissero Partners Page 6
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Goal Assumptions Calculation Flnanc!al
Benefit

o 1 2,000 billable hours /year potential 2,000 hrs * (0.70-
:?fﬂ%;:'tlf‘;%i/:f /0 1100 billable employees 9.68) *100 people §720.000
1 $180/hour average billable rate $180/hr.

Reduce revenue .

leakage to 2% (from T $20mm in annual revenue $20mm * (0.04- $400,000
4%) 0.02)

Total $1,955,440

Source: Service Performance Insight, February 2009

This example shows that a $20mm PSO can improve profitability by a
significant percentage. These improvements are realistic if the PS firm
follows a proven business transformation process. Change initiatives
with full executive team commitment and alignment that incorporate
employee input can succeed in driving bottom-line profits.

EFFECTIVE PROFESSIONAL SERVICES TRANSFORMATIONS

Based on over 25 years of facilitating meaningful and lasting change, the
transformation framework outlined here addresses the most common
reasons change initiatives fail:

A Leadership team inability to effectively confront the reality of
the current business environment with a realistic fact base and
competitive benchmarks;

A Focus on too many and sometimes competing and overlapping
priorities;

A Lack of alignment with all parts of the organization around a
core set of improvement initiatives;

A Inability to rapidly engage the full organization in translating
improvement plans into operational tactics and job-level
objectives; and

A No follow through to accelerate the learning and performing
cycle while creating committed leaders at all levels of the
organization.

By leveraging the structure of the PSMM benchmark and following a
process that keeps the responsibility for leading the transformation
squarely in the hands of business leaders themselves, the result is not
only quantum improvement in targeted initiatives in a shorter-than-
expected period of time, but also a fundamental improvement in
leadership acumen from top to bottom. There is no reason that 70% of
transformation and change efforts should be falling short of financial
expectations. The tools for success are available and the rewards are
great for those who learn to capture that value.
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RAPID PROFESSIONAL SERVICES MATURITY ASSESSMENT OVERVIEW
Gauge the Value of Transforming Your PS& in Just Three Weeks

The objective PS Maturity Model assessment will help your company
prioritize and focus on critical improvement areas to drive revenue and
profit growth this year and lay the foundation for continued growth in the
years to come. SPI and Dissero Partners bring more than 75 years of
combined experience transforming service, sales and marketing
organizations—based on our experience, we are confident we can help
you accelerate your PS organization’s business success.

Our senior consultants will work with your leadership team to provide a
guantitative and qualitative assessment of overall PS organizational
maturity. The assessment will include recommendations for
improvement and a Confronting Reality™ executive workshop to
identify your company’s highest impact initiatives and establish
leadership alignment on how to get started implementing them.

Goals and Benefits for the Assessment

Given the importance of developing a high quality growing, profitable
service business, your company needs an unbiased industry-recognized
Professional Service assessment to give an accurate view of PS strengths
and weaknesses.

A A comprehensive assessment of your company’s service
business, using the objective PS Maturity Model and 2009
benchmark

A Recommendations for priority improvement initiatives, based on
experienced third party insight and analysis

0 Quick-Start initiatives to begin immediately
0 A short-list of strategic initiative candidates
A Ensure executive support and alignment for recommended
improvements
Proposed Engagement Approach

A Use the PS Maturity Model to assess all five Service
Performance Pillars:

Vision, Strategy and Culture
Finance and Operations
Human Capital Alignment

Service Execution

O O O O O

Client Relationships

Service Performance Insight & Dissero Partners Page 8
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Figure 3: The Five Service Performance Pillars
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Source: Service Performance Insight, February 2009

A Comprehensive review and assessment using qualitative and
guantitative techniques

PS Maturity Model Survey

Key Leadership Interviews

o O O

Operational and Financial Performance Data Analysis
0 Review of current strategic plans

A Facilitate a Confronting Reality™ Executive Workshop to
review findings and drive alignment around Quick-Starts and
key improvement initiatives

A Deliver a comprehensive maturity report with benchmark
comparisons and recommended priority improvement areas

A Timeline

0 Week One: Conduct PS Maturity Model Benchmarking
Survey

0 Week Two: Conduct Executive Interviews and Analyze
Performance Data and Current Strategic Plans

0 Week Three: Conduct Confronting Reality™ Executive
Workshop and Prepare Written Report
Get Started

To get started, call jeanne.urich@spiresearch.com or click here to
request a call from one of our experienced consultants.
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