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Service as a Profit Center:The CFO’s View

Executive Summary

worldwide. Across multiple industry and market size categories, service chain ini-

tiatives have rapidly climbed the corporate ladder and are emerging among prod-
uct-centric companies as critical drivers of revenues, profits, customer satisfaction, and
competitive differentiation. In a survey of top-level finance, service, operations, and sup-
ply chain executives, post-sales service was considered a top two or three priority along
with sales and design/manufacturing in terms of investments in technology, personnel
and financial resources.

Post-sales service ranks among the top three priorities for chief financial officers

Key Business Value Findings

o 94% of best-in-class companies have reported an increase in service-driven prof-
its over the last two years. For these companies, 31% of overall profits are de-
rived from post-sales service, on average.

e Best-in-class companies were most likely to see increases in service-driven reve-
nues and operating cash flows over the last two years while seeing decreases in
service parts inventory, days sales outstanding and service-related costs over that
same time period.

e Industrial manufacturing companies lead the push toward an integrated profit-
centric service chain strategy, and edged out all other sectors with average ser-
vice-driven profits at 23%.

Implications & Analysis

e 61% of best-in-class companies report having senior-level financial executive in-
volvement in support of their profit-centric views around post-sales service fi-
nancial management. As such, these initiatives directly map to gains in service-
profit and operating cash flow over the last two years.

e Technology investments in post-sales service financial management do not match
its perceived importance. Spreadsheet and financial/accounting systems usage
dominates the list of technologies that companies rely on to evaluate post-sales
service performance. However, 47% of best-in-class respondents do plan to use
business intelligence and analytics solutions within the next 12 to 24 months.

o 70% of best-in-class companies practice frequent and ongoing measurement of
service chain productivity, profitability and customer value metrics compared to
59% of average and 26% of laggards.

Recommendations for Action

The key to being best-in-class in post-sales service financial management is to establish
an integrated approach addressing five key pillars: 1) process, 2) organizational involve-
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ment, 3) data/knowledge management, 4) technology usage and 5) performance meas-
urement.

Improve senior financial executive visibility with respect to budgeting and fore-
casting of service-specific revenues, costs and profits.

Slay the data dragon.
Evaluate outsourcing costs/benefits.

Measure top-line impact of service chain first by revenue recapture, then by
revenue creation.

Quantify impact of service activities and performance on asset-operator (e.g. as-
set uptime).

Reduce dependence on spreadsheets and evaluate other technologies for analyti-
cal processes.

Align worker performance milestones with corporate performance targets.

All print and electronic rights are the property of Aberdeen © 2006.
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Chapter One:
Issue at Hand

o 72% of C-level respondents consider post-sales service to be either very or extremely
important to their overall operational and financial performance, and 64% state that its
importance has risen over the last two years.

e Despite this high-level of importance, 43% of companies dedicate less than 10% of their
overall IT budgets on post-sales service.

e 55% of companies report cost-centric approaches to post-sales financial management
with limited to no budgeting, forecasting or reporting.
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hurdles in recent times. CFOs are under enormous pressure to deliver profit-

boosting initiatives at a time when increased competition, regulatory requirements
and commoditization of products are shredding traditional profit margins. In the simplest
terms, CFOs and their executive colleagues at manufacturing companies evaluate, priori-
tize, and implement initiatives that directly impact product quality, customer value, fi-
nancial performance, and competitive advantage. Increasingly, post-sales service activi-
ties and performance figure prominently in this mix (Figure 1).

I he traditional focus on product-centric financial management has faced numerous

Figure 1: Service Chain Management Value Framework
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More than two-thirds (72%) of C-level survey respondents reported that post-sales ser-
vice is either “very important” or “extremely important” to their overall financial per-
All print and electronic rights are the property of Aberdeen © 2006.
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formance. (Figure 2). What is more, 64% of C-level respondents say that this level of
importance has risen over the last two years.

Figure 2: C-level Focus on Post-Sales Service
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Source: Aberdeen , August 2006

Senior-level attention to post-sales service is a proven building block to increased profit-
ability. In a past Aberdeen study entitled, The Emergence of the ‘Chief Service Officer’,
companies that had director-level or higher oversight of post-sales service displayed prof-
its that were 11% higher on average than companies that had no oversight.

Therefore, CFO-level involvement in the strategic service management framework is key
to ensuring that the benefits of service are felt at the bottom line. However, despite com-
panies’ increasing interest in post-sales service as a strategic contributor to the business,
actual changes in investments and processes have been slow to follow. Indeed, 43% of
companies report that less than 10% of their IT budgets are devoted to post-sales service
(Figure 3). Moreover, 55% of companies reported cost-centric approaches to post-sales
service with limited to no budgeting, forecasting or financial reporting.

All print and electronic rights are the property of Aberdeen © 2006.
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Figure 3: Percent of IT Budget Dedicated to Post-Sales Service
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What is behind this discrepancy between expressed importance and evidenced action in
service chain transformation? It is interesting to note that the major challenges stem from
the inadequacy of current systems and organizational structures to communicate and cap-
ture the real value of post-sales service (Figure 4).

Many polled companies report that while there is a general understanding of the impor-
tance of post-sales service, it is extremely difficult to develop the level of organizational
urgency around post-sales service that is necessary to treat it as a profit center. Most or-
ganizations are measured on the basis of product-driven revenue and as such do not feel
the current need to make significant investments to support post-sales service operations,
budgeting and forecasting.

Aberdeen interviewed a director of field service operations for an industrial manufac-
turing company who stated, “The top challenge is convincing our product sales force
that giving away or discounting post-sales service hurts our company financially and
gives our customer the wrong impression about the true value of our services. It is too
easy for product sales people to give away services as they are not measured on profit-
ability, only revenue.”

All print and electronic rights are the property of Aberdeen
Aberdeen
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Figure 4: Challenges to Post-Sales Service Financial Management
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The top three factors driving companies to enhance investments in post-sales service are
1) Customer satisfaction/retention issues 2) Profitability and revenue mandates and 3)
Increased competition in the product segment.

Table 1: C-Level Strategies to Address Post-Sales Service Issues

Market Drivers % Selected ‘ C-level Strategies % Selected
1. Customer satisfaction issues 89% 1. Establish new metrics 58%
2. Profitability/Revenue mandates 67% 2. Enforce internal and external 54%
stakeholder accountability
3. Increased competition in the prod- 44% 3. Re-engineer and/or better inte- 50%
uct segment grate service chain processes and
personnel within financial value chain
4. Product quality issues 37% 4. Purchase/upgrade service chain 38%
technology (e.g. reporting and ana-
lytics)
5. Commoditization of product offering 37% 5. Restructure financial statements 31%
6. Regulatory requirements (e.g. Sar- 7% 5. Appoint senior-level executive(s) 31%
banes Oxley)
Source: Aberdeen , August 2006
All print and electronic rights are the property of Aberdeen © 2006.
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In response to the one-two punch of the challenges and drivers, CFOs and other execu-
tive decision-makers are looking to develop greater visibility into service chain activities
by establishing a strategic approach to post-sales service financial management. As such
they are looking to leverage their service/quality support operations as a competitive dif-
ferentiator with strategic cost and profit targets.

A senior finance/service executive at the Infection Control division of Getinge Group is
looking to develop a strategic plan to increase the organizational urgency and cohesion
around post-sales service. The Infection Control division boasts annual sales of US$370
million primarily through the sales of capital equipment, and the business unit houses 25
individual sales divisions and nine sourcing centers in Europe that are responsible for
post-sales service.

While product sales still overshadow post-sales service, this executive anticipates service
playing an increasingly critical role as competition stiffens on the product side of the
business. As such, he has developed a strategic plan to strengthen and elevate service
operations, which includes the following components:

o Appointment of a service business development manager to oversee post-sales
service activities and to form a connecting layer between the existing sales or-
ganization and group management.

o Development of strategic targets for post-sales service. Getinge’s Infection Con-
trol division estimates that it currently holds 15% of the European medical prod-
uct service market, and the group has set a target to claim up to 30% of the mar-
ket within five years.

e Implementation of field service technology to link to the company’s service
management system that was purchased in 1997 and upgraded in 2001. The
company’s 47 field service technicians are now equipped with PDAs to report
progress on orders, update invoices, request service part dispatches, access rele-
vant parts/customer data etc. The immediate benefit from the implementation of
this system has come in the form of reduced costs due to the elimination of pa-
perwork, reduced processing staff and a reduced invoicing cycle from three to
four weeks to three to four days. There has also been a decrease in parts lost dur-
ing invoicing as well and a 9% boost in billable hours, the top KPI monitored by
the company.

Following this road map, the executive believes that in five t010 years, with proper exe-
cution and organizational support, post-sales service can comprise up to 50% of the divi-
sion’s total business.

All print and electronic rights are the property of Aberdeen
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Chapter Two:
Key Business Value Findings

o 94% of best-in-class companies reported an increase in service-related profits over the
last two years; within this group, 31% of overall profits are derived from post-sales ser-
vice, on average.

e Labor costs, both full-time and contract, comprise 78% of total service costs on average.

¢ Industrial manufacturing companies display the highest level of senior-financial executive
involvement in post-sales service reporting, budgeting and forecasting.

Key Takeaways

down organizational adoption of post-sales service as a strategic profit center. As

such, it follows that 50% of best-in-class companies view post-sales service as a
stand-alone strategic profit center. Only 23% of laggards view post-sales service as a
stand alone profit center.

The cornerstone to maximizing total benefit from service chain operations is a tops-

The key factor that differentiates best-in-class from industry average respondents is that
they actually implement a profit-centric service chain management approach. In this con-
text, 71% of best-in-class companies report having profit-centric processes with system-
atic and service-specific forecasting. In comparison, only 47% of average companies and
26% of laggards have profit-centric processes in place.

Put simply, a profit-minded approach to service leads to performance results. Using a
performance-based framework, Aberdeen used several key metrics to distinguish be-
tween best-in-class, industry average, and laggard performers. These metrics reference
key service-contributions to overall profits, revenues and operational costs. In addition,
Aberdeen also weighed the directional improvements in key financial metrics. Based on
the combined scores, those companies in the top 20% achieved “best-in-class status”,
those in the middle 50% were “average”, and those in the bottom 30% were “laggard.”

As such, best-in-class companies have had the most success in driving service-based
revenues, profits, and operating cash flow while being able to control their service-
related costs and time-to-collection of payments from customers (Table 2).

Table 2: Financial Performance over the Last 2 Years

Change over % of Respondents Reporting Change
last 2 years in Each Class
Industry Bestin
Laggards Average Class
Service-driven Revenue Increase 26% 69% 90%
Service-driven Costs Decrease 8% 16% 39%
Service-driven Profits Increase 10% 62% 94%
All print and electronic rights are the property of Aberdeen © 2006.
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: Change over % of Respondents Reporting Change
Metric i
last 2 years in Each Class
Industry Best in
Laggards Average Class
Operational Cash Flow Increase 18% 47% 81%
Days Sales Outstanding Decrease 10% 6% 58%
Service Parts Inventory (as a Decrease 10% 14% 61%
% of sales)
Source: Aberdeen , August 2006

In addition, best-in-class companies are also likely to see the largest contribution to over-
all profits and revenues from their post-sales service activities. On average, they derive
31% of their overall profits from service-related profitability. This is compared to 17%
for average companies and 9% for laggards.

Figure 5: Best-in-Class Contributions to Overall Metrics
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Source: Aberdeen , August 2006

Service Contribution Levels at the Bottom Rung

While there has been improvement in the absolute value of service cost, revenues, and
profits over the last two years specifically due to the increasing focus on post-sales ser-
vice, these metrics only account for a small portion of respondents’ overall top- and bot-
tom-line metrics (Figure 6). Of all respondents to Aberdeen’s survey, the contribution of
service-profits to overall profit was at 19% on average. Service-driven revenues and costs
also comprised 17% of overall revenues and operational costs respectively.

All print and electronic rights are the property of Aberdeen
Aberdeen

© 2006.
o7



Service as a Profit Center: The CFQO’s View

Figure 6: Contribution of Service to Overall Revenues and Operational Costs
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Labor Dominates Service Costs

Companies are also looking to further breakdown key metrics to establish better cost con-
trols and to avoid redundant costs caused due to replication of procedures and practices
across divisions and geographical locations. All respondents reported that overall labor
costs completely dominate the service-cost breakdown.

Figure 7: Labor is the Top Contributor to Service Costs
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Source: Aberdeen , August 2006
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As such, a large proportion of companies polled by Aberdeen are looking for alternatives
to directly reduce their labor costs. GBC Australia, a document finishing and business
mailing solutions provider, is looking to reduce its service costs while more efficiently
managing its service labor force. Currently, 20% of the company’s revenues are derived
from post-sales service and the senior finance and service executives look to post-sales
service as a key selling point in their overall value proposition.

Historically, the company’s field force of 34 service technicians generated piles of paper-
based dockets and invoices. Paperwork processing and manual data entry added 30 days
to the typical cash flow and did not allow for real-time access to inventory.

To manage costs without sacrificing quality, the company recently turned to a technology
solution and equipped its field technicians with handheld computing devices that are
linked to the company’s service management system. The technicians are also equipped
with memory cards that can be inserted into their devices for instant access to vital
manuals on more than 95% of the company’s products.

The company has seen direct results within three months of implementation in such areas
as response times, time from call to service, time to completion, and average billable
hours. Its national call center no longer has to manually process two thousand paper-
based service dockets. The company estimates that this alone has freed up approximately
1.5 service workers to focus on key service-related issues.

Industrial Manufacturers See Most Service Profits

Industrial manufacturing companies display the strongest reliance on an integrated ap-
proach to post-sales service financial management. These companies are the most likely
to have both profit-centric processes in place (nearly two-thirds of respondents vs. 55%
of high-tech/medical manufacturing), as well as senior-level financial executive involve-
ment in the monitoring, reporting and budgeting of their post-sales service processes.

This integrated approach has, in part, underpinned industrial manufacturing companies’
success in driving profits from the service side of its business. In fact, this sector reported
the highest service-driven profit contribution as well as the most consistent improvement
in service-revenues, profits, and operating cash flows over the last two years (Figure 8).

All print and electronic rights are the property of Aberdeen © 2006.
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Figure 8: Industrial Manufacturing Payoff for Integrated Service Approach
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Source: Aberdeen , August 2006

While this large post-sales profit presence can partly be attributed to the relative size and
one-time purchase nature of products in the industrial manufacturing industry, the cen-
tralized focus is a primary contributor to the enhanced service profit contribution. Medi-
cal manufacturing, despite being an industry which also possesses the one-time purchase
nature to its products, does not display a high service profitability mix. Therefore, it is no
surprise that only 39% of companies in that industry claimed to have senior-level finan-
cial involvement versus 65% of respondents in the industrial manufacturing space.

All print and electronic rights are the property of Aberdeen © 2006.
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Chapter Three:
Implications & Analysis

o 71% of best-in-class companies have profit-centric processes in place with regards to
post-sales service budgeting, forecasting and reporting.

e 61% of best-in class companies also have senior-financial executive involvement with
regards to service chain budgeting, forecasting and reporting. This directly maps to im-
provements in key financial metrics such as service-profit and operating cash flow.

e Service-cost, revenues, and profits top best-in-class post-sales service KPIs.
e Spreadsheets top the list of tools used to analyze post-sales service metrics, while 47%
of best-in-class companies look to improve their abilities by using Bl/Analytics tools.

As described in the previous section, best-in-class companies have evidenced the
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most improvement in service-profits, service-revenues, and operating cash flow,

and have established controls on their costs and days sales outstanding metrics.
The key to their success is an integrated approach to service chain financial management.
This approach can be divided into four key aspects of a competitive framework which
make it easier to discern the key strategies of best-in-class companies. 1) process; 2) or-
ganizational structure; 3) knowledge/data management; 4) technology usage/integration;
and 5) performance management.

Table 3: Post-Sales Service Financial Management Framework

Process

Laggards

Cost-centric with limited
to no forecasting, budg-
eting and reporting.

Industry Average

Cost-centric approach
with some bottom-line
forecasting, budgeting
and reporting.

Best in Class

Profit-centric approach
with systematic and ser-
vice-specific budgeting,
forecasting and report-
ing.

Organization

Finance executives have
limited to no visibility into
financial contributions of
service chain.

Senior-level executives
provide periodic updates
to financial organization
regarding service chain
performance.

Senior-level finance
executives directly col-
laborate with senior ser-
vice-level executives to
forecast, budget and
report on service chain
performance.

All print and electronic rights are the property of Aberdeen
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age/ Integration

Primary technology solu-

tion is spreadsheet-
based.

tion is a back-office ERP
system in combination
with existing finan-
cial/accounting systems.
Analytic support via
spreadsheets.

Laggards Industry Average Best in Class
Knowledge/Data Limited to no historical Aggregated service data | Customer- and product-
Management trend data is systemati- | is captured over time, specific financial data is
cally captured. housed within the ser- captured and analyzed

vice organization, and over time and is system-
periodically shard with atically shared with value
value chain counter- chain counterparts.
parts.

Technology Us- Primary technology solu- | Primary technology solu-

tions are back-office
service management
systems (SMS), service
parts planning and exe-
cution systems, and
mobile wireless commu-
nication/ transaction
systems.

Performance
Measurement

Limited to no measure-
ment of service chain
productivity, profitability
and customer value.

Ad hoc and episodic
measurement of service
chain productivity, profit-
ability, and customer
value.

Frequent and on-going
measurement of service
chain productivity, profit-
ability, and customer
value.

Source: Aberdeen

Profit-centric Approach Maps to Service Gains

, August 2006

As mentioned earlier, 71% of best-in-class companies surveyed had profit-centric budg-
eting, reporting, and forecasting processes in place. As evidence of their commitment to
profit-centric processes, service-profit was rated as the top KPI measured by these com-
panies.

There is a direct payoff to this profit-centric view to service chain financial management.
Eighty percent of companies that reported having a profit-centric approach indicated that
they had seen an increase in service-related profit over the last two years. These respon-
dents also display the highest service-driven contribution to overall profitability (Table
4).

Table 4: Profit-Centric Processes Map to Performance Gains

Process

Average Result

Profit-centric approach with sys-
tematic and service-specific, fore-
casting, budgeting, and reporting

Service-Revenue as a % of overall revenues — 23%
Service-Cost and % of overall operational costs — 18%

Service-profits as a % of overall profits — 22%

All print and electronic rights are the property of Aberdeen © 2006.
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Process Average Result

Cost-centric approach with limited

to no forecasting, budgeting, and
reporting Service-Cost and % of overall operational costs — 13%

Service-Revenue as a % of overall revenues — 14%

Service-profits as a % of overall profits — 15%

Source: Aberdeen , August 2006

Yaskawa Electric Corporation (YEC) is an example of a company tailoring its ap-
proach to key customer service initiatives. The $3 billion global manufacturer of factory
automation products runs its service division as a separate profit and loss center, and as
such places high importance on providing high quality service. The company surveys its
customers annually, targeting 66 attributes of service, and runs correlations to determine
what areas are most significant to customers. Using this data, Yaskawa develops an ac-
tion plan for improvement. Since implementing the survey process and subsequent im-
provements within the organization, Yaskawa has seen an increase in overall customer
satisfaction from 72% to 81%.

CFO'’s Fingerprints on Service

Fifty percent of all respondents stated that a top challenge to effective post-sales service
management was the lack of organizational support and understanding of the importance
of post-sales service. Sixty-one percent of best-in-class companies report having senior-
level financial executives directly collaborate with senior-level service executives to
forecast, budget, and report on service chain performance. On the other hand, only 26%
of laggards report having any senior- level finance involvement.

Senior-level financial involvement directly correlates with financial performance trajec-
tories over the last two years. For instance, nearly 70% of companies where senior-level
financial executives directly collaborate with senior-level service executives to forecast,
budget and report on service chain performance have seen an increase in service-driven
profits over the last two years, and 54% have seen an increase in operating cash flow
(Table 5).

Table 5: Senior-level Financial Executive Effect on Key Metrics

% of respondents reporting in-
crease over last 2 years

Level of Organizational Involvement

Service-Driven Operating

Profits Cash Flow
Senior-level financial executives directly collaborate with 63% 54%
senior-level service executives to forecast, budget and re-
port on service chain performance.
Senior-level service executives provide periodic updates 46% 38%
to financial organization regarding service chain perform-
ance.
Financial executives have limited to no visibility into the 24% 34%
financial contributions of the service chain

Source: Aberdeen , August 2006
All print and electronic rights are the property of Aberdeen © 2006.
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One global manufacturer of digital imaging equipment surveyed by Aberdeen has
taken a big step to involving its senior-level executives. It reports that its COO is now in
charge of all service related activities, with specific insight into key service chain per-
formance indicators such as service-profits and service-related costs.

Data: Pass it On

Fifty-five percent of best-in-class companies capture and analyze product- and customer-
specific financial data over time and share it with other value chain counterparts. Only
42% of average and 16% of laggard companies proactively capture data and share it with
value chain counterparts.

Companies hoping to drive and measure growth with their service operations must ensure
that critical business data is up-to-date, accurate, universally accessible, secure, and rele-
vant by role. Pertinent data types to which service workers require accurate and timely
access can be classified by a few key categories:

e Transaction: service order details, schedule/route information, warranty/
entitlement information, etc.

e Customer: special requirements/preferences, historical service activity, SLA
commitments, etc.

e Asset: historical service trends, current performance status, best practices for
problem diagnosis/resolution, etc.

e Inventory: spare parts location, availability, etc.

o Performance: productivity of field technicians, SLA compliance, first-time reso-
lution rate, etc.

Universally available data on customer complaints, segmented by specific geographies
and product usage can greatly aid companies in rethinking product design, manufactur-
ing, and marketing initiatives to better serve customers. In return, specific data regarding
product sales and adoption in different industries and geographies can be shared with
service departments to allow for proactive resource allocation in areas where service re-
quirements are bound to be high.

While the benefits of universally available data are many, companies continue to struggle
to attain the required real-time data that can make the difference between three to four
week and three to four day order-to-cash cycles.

ASM International — a manufacturer of multi-million dollar semi-conductor equipment
and systems — sells and services its equipment to global semiconductor chip manufac-
turers. Customers often have multiple product lines that span the globe and require ser-
vice from various divisions within the service organization. As such, it is imperative for
all service teams around the globe to have visibility into data captured from global ser-
vice issues.

The company uses a technology solution to track such performance indicators as equip-
ment availability and consumption of service parts, and captures historical data on failure
issues for its equipment. Every stakeholder in the company has access to this system and
on a scheduled basis the service team meets with the design and engineering teams to go

All print and electronic rights are the property of Aberdeen © 2006.
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over data captured on equipment failures. From these meetings, the engineering team
harnesses this data to minimize the top failing issues for customers.

Technology Lags ldeology

A large proportion of companies (43%) polled stated that they dedicate less than 10% of
their IT budgets to post-sales service initiatives. Best-in-class participants, on the other
hand, dedicate 19% of their IT dollars to post-sales service, on average. This goes to re-
instate that even though post-sales service is a top priority for companies, the investments
in support of post-sales service initiatives and infrastructure are lagging.

The low technology investment is primarily reflected in the types of systems that compa-
nies have in place to support the financial management of their post-sales service activi-
ties. Usage statistics show that companies are looking to use a combination of their exist-
ing systems and tools to monitor post-sales service performance.

Spreadsheets are by far the most widely-adopted tool used for post-sales service financial
management with 91% of companies stating that they currently use spreadsheets. A large
proportion (85%) also indicate usage of their current financial/accounting systems. This
would indicate a strategy by most companies to use their financial systems as a backbone
for data collection, coupled with the dominant use of spreadsheets for service chain ana-
Iytics.

Figure 9: Technologies Used to Measure Financial Impacts of Post-Sales Service

Spreadsheets

Financial/Accounting
System

ERP System

CRM System

Service Management
System (SMS)

Business
Intelligence/Analytics

0% 25% 50% 75% 100%
% of All Respondents

M Currently Use | Plan to Use O No Plans to Use

Source: Aberdeen , August 2006

With the relative reliance on three to four systems for post-sales service financial man-
agement, it is thereby not surprising that more than a third of companies polled are look-
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ing to ramp up their analytics by evaluating business intelligence and analytics systems.
Nearly half of best-in-class companies are looking to adopt Bl/Analytics tools to improve
their management of post-sales service (Table 6).

Table 6: Future Best-in-Class Technology Investments

Technology Solution Area % Selected

Business Intelligence/Analytics 47%
Customer Relationship Management (CRM) 27%
Service Management System 21%
Enterprise Resource Planning 21%
Source: Aberdeen , August 2006

For Capital Cooling — a UK-based company specializing in the supply, installation,
maintenance, and service of commercial refrigeration equipment — tracking appropriate
KPIs is key to ensuring the company’s success at meeting its customers’ needs. In order
to achieve better control of its 600 service calls per day, Capital Cooling implemented a
service management system that allows the company to track vital key performance indi-
cators, run detailed reports, and track up-to-the-minute call histories and stock levels to
determine how well the service operation is performing.

Through its service management system, Capital Cooling is able to track customer-facing
KPIs and run reports that include service-specific information for each customer site.
This functionality allows the company to identify performance issues on a site-by-site
basis to proactively identify and resolve any problems that may have otherwise remained
hidden. In addition, Capital Cooling also uses the system to produce detailed exception
reports that track how well the service operation is performing in accordance with service
contracts.

As a result of the implementation, Capital Cooling is now better equipped to react imme-
diately to customer requirements. It is also better managing its field engineers and has
realized an immediate cash flow benefit through reducing invoicing delays.

Cost is Still Important

Related Aberdeen research indicates that two-thirds of best-in-class companies measure
the performance of their service chain in real-time. In terms of the financial ramifications
of their service chain, 70% of best-in-class companies are likely to practice frequent and
ongoing measurement of service chain productivity, profitability, and customer value
metrics.

While there is a substantial list of key metrics that companies view in order to evaluate
the efficacy of their post-sales service operations, service-specific costs, revenues, and
profits top the list in terms of frequency of evaluation for best-in-class companies (Figure
11).

All print and electronic rights are the property of Aberdeen © 2006.
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Figure 10: Top Best-in-Class KPIs.

Service Cost 62% |
Service Revenue 50%|
Service Profit 50%|
Customer i
Satisfaction/Retention 46% |
Metric
T T T T T T 1

0% 10% 20% 30% 40% 50% 60% 70%

% of Best-in-Class Respondents

Source: Aberdeen , August 2006

This implies that while best-in-class organizations are looking to monitor customer satis-
faction and use it as a key driver in improving their service chain activities, they are pro-
active in measuring the direct top-and bottom-line financial value of improved customer
satisfaction and retention.

For a data storage company interviewed by Aberdeen, customer satisfaction is of para-
mount importance. At the conclusion of every service call, the company sends a survey
to the customer, signed by the vice president, inquiring about wait times, field technician
performance, and other aspects of the service experience. The company collects, ana-
lyzes, and publishes this customer satisfaction data and features it prominently in sales
calls. 1t has even invested in third-party service quality assurance programs to add further
ballast to its service message.
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Chapter Four:
Recommendations for Action

Key Takeaways

C

Improve senior financial executive visibility into budgeting and forecasting of service-
specific revenues, costs and profits.

Slay the data dragon.
Quantify impact of service activities and performance on asset-operator.
Align worker performance milestones with corporate performance targets.

ost, revenue, profitability, and customer satisfaction benefits await all firms that
are committed to moving away from a cost-center approach to post-sales service
and moving toward a profit-centric service operation.

While financial investments in service management systems may assist in establishing
greater visibility into the financial contributions of post-sales service, most of the
changes that are required to improve post-sales service financial management have to
deal with processes and accountability.

Seven Steps to Success

1.

Improve senior financial executive visibility with respect to budgeting and fore-
casting of service-specific revenues, costs and profits.

A foundational step companies can take to improve their post-sales service con-
tribution to financial performance is to involve senior-level finance executives in
the service chain — specifically to forecast and account for service-driven costs,
revenues, and profits.

For one global provider of office equipment and document management ser-
vices, reporting performance via interactive dashboards and scorecards is a con-
cept the company is moving toward. The company is currently building the
foundations for transitioning its manual and spreadsheet-based reporting ap-
proach to automated dashboards and scorecards. The company is looking into
implementing a systematic performance management toolset that will help senior
service and financial executives monitor service chain performance through im-
mediate access to vital operational, financial, and customer data.

Slay the data dragon.

Any service executive looking to build a business case for service chain invest-
ment must subscribe to the adage, “garbage in, garbage out.” The fact is, at most
companies, critical operational, performance, and customer data is frequently un-
structured, decentralized, outdated, or worse, non-existent.

In order to effectively measure the impact service chain operations have on prod-
uct quality, customer value, financial performance, and competitive advantage —

All print and electronic rights are the property of Aberdeen © 2006.
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and to expose these metrics to financial decision-makers — service champions
must first shore up the data landscape.

Oftentimes, this requires a laborious data inventory, capture, purging, cleansing,
and normalization endeavor, made only slightly easier with the assistance of da-
tabase administrative tools and personnel. But this important step cannot be
skipped.

What’s the payoff? Clean, reliable, and timely data will spawn accurate and ac-
tionable views of service chain contributions to overall corporate performance.

Evaluate outsourcing costs/benefits.

In a previous Aberdeen study, The Service Network Optimization Benchmark
Report, OEMs were most likely to outsource field service labor. With labor be-
ing the top contributor to post-sales service costs, outsourcing can prove to be a
profitable strategy in eliminating burdensome investments, especially if re-
sources are constrained.

However, specific attention must also be paid to the costs of outsourcing, primar-
ily its effect on customer satisfaction and service quality as well as the impact
that outsourcing might have on contract management and responsibility entitle-
ment. Thereby it is essential that a company determine an appropriate mix of in-
house vs. outsourced service resources that is structured to support customer ser-
vice without compromising operating efficiencies.

Measure top-line impact of service chain first by revenue recapture, then by
revenue creation.

Progressive service-oriented companies strive to drive revenue growth initially
by focusing on plugging the revenue leakage. Most often the leakage is a result
of human error due to the gap in time between when a service was performed and
when the report was written.

A hundred-million dollar service provider for major computer networks re-
portedly leveraged mobile field service solutions to increase completed orders by
60%, from 250 to 400 per day, without adding field personnel. In situations like
this, real-time service automation solutions engender more timely, accurate, and
granular data on service performance, so companies can plug revenue leakage.

Once these plugs are in place, leading companies focus on leveraging the point-
of-service customer data that service automation solutions afford to increase SLA
prices and target cross-selling and up-selling opportunities.

Quantify impact of service activities and performance on asset-operator (e.g. as-
set uptime).

Managing service as a business requires a new set of performance metrics, many
of which are more indicative of customer experience. Tactical service operations
tend to measure performance with internally focused metrics like work orders
completed per day per technician, service part fill rates, and wrench-to-
windshield-time ratios. Most of these tactical metrics are insufficient to measure
customer experience.

Service executives looking to build a case to a CFO for investment in post-sales
service need to gain visibility into customer-centric indicators like machine up-
time/availability, first-time resolution rate, and mean time to repair (MTTR). For
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instance, how is 100% equipment uptime impacting profitability, asset utiliza-
tion, and customer retention for the end-user organization?

Constructing and quantifying this vital link in the “service chain” will only serve
to strengthen relations with the end-user firm, but also provide compelling data
points to share with prospects, not to mention justify SLA price increases. Un-
derstanding and documenting how service delivery ties directly to customers’
operations and performance is critical to justifying investment of resources in
service chain initiatives.

Reduce dependence on spreadsheets and evaluate other technologies for analyti-
cal processes.

Spreadsheets, while relatively inexpensive and abundant, offer a cumbersome
and inefficient medium for data analytics. It is of no surprise therefore that nearly
half of best-in-class respondents are looking at business/customer intelligence so-
lutions, service parts solutions, and mobile field service solutions to improve
their post-sales service performance.

For instance, one high-technology manufacturer Aberdeen interviewed has
more than 3,500 spare parts spread across 350 stocking locations around the
world. It was able to shave off $12 million in excess inventory and $1.5 million
in overall costs with the help of a codified service parts planning strategy and
technology solution.

Align worker performance milestones with corporate performance targets.

Service worker performance metrics, targets and incentives should be modified
to address the effects of post-sales service beyond just the basic appeasement of
entitled customers. Renewal rates, customer referral bookings, and cross-sell
bookings are metrics that are directly related to meaningful post-sales service and
as such should be included in the performance measurement of service workers.

For example, field technicians at a provider of products and services to the
photographic, graphic communications and healthcare markets are rewarded
for selling service contracts for the company’s product lines as well as the
equipment of other manufacturers. “In addition to our line of products, we also
service other manufacturers’ equipment,” says the company’s project manager of
global services. “If a field technician is at a customer site doing a repair and there
is a competitor’s equipment next to it, he can put that equipment under the cus-
tomer’s service contract. He receives a commission for up-selling and cross-
selling and also for renewing service contracts.”

All print and electronic rights are the property of Aberdeen © 2006.
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Featured Sponsors

SINGLE SOURCE
SYSTEMS £

Single Source Systems, Inc.

For companies that manufacture, sell, install and service technical or industrial products,
Single Source Systems is the solution partner of choice. With more than 300 customers
worldwide, Single Source has deep expertise in service management, manufacturing, en-
terprise systems, business process improvement, and custom software development.

We focus on the total success of our customers - making their businesses easier to man-
age by making it easier for their customers, dealers and suppliers to do business with
them.

Since 1985, Single Source has been helping clients:

. Improve efficiencies
. Develop delivery mechanisms for their products and services
. Create corporate value and stakeholder wealth

LAWS@N
Lawson Software

Lawson Software provides software and service solutions to 4,000 customers in manufac-
turing, distribution, maintenance and service sector industries across 40 countries. Law-
son's solutions include Enterprise Performance Management, Supply Chain Management,
Enterprise Resource Planning, Customer Relationship Management, Manufacturing Re-
source Planning, Enterprise Asset Management and industry-tailored applications. Law-
son solutions assist customers in simplifying their businesses or organizations by helping
them streamline processes, reduce costs and enhance business or operational perform-
ance. Lawson is headquartered in St. Paul, Minn., and has offices around the world. Visit
Lawson online at www.lawson.com.
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]rINDUS

Indus

Indus is a leading provider of Service Delivery Management (SDM) solutions, which
help clients in a broad array of industries optimize the management of their customers,
assets, workforce, spare parts inventory, tools and documentation in order to maximize
performance and customer satisfaction while achieving significant cost savings. Indus
customer, asset and field service management software products, professional services
and hosted service offerings improve our clients’ profitability by reducing costs, increas-
ing revenues, improving service to their customers and improving the overall efficiencies
of their operations.

The Indus Field Service Suite has been designed to maximize the effectiveness of a field
workforce through optimized scheduling and dispatching resulting in decreased operating
costs, increased revenues and improved customer loyalty. Indus solutions have been pur-
chased by more than 400 companies in more than 40 countries, representing diverse in-
dustries — including manufacturing, utilities, telecommunications, government, educa-
tion, consumer packaged goods, transportation, facilities, property management and
more. For more information, visit www.indus.com

O SERVIGISTICS'

Servigisitics
Servigistics is the leading provider of strategic service management solutions that enable

companies to transform their service business operations and access new sources of reve-
nue, profits, competitive differentiation and customer loyalty.

Servigistics solutions are comprised of software, services and domain expertise which are
focused on customer commitments and build from the ground up to enable the compre-
hensive management, scheduling and planning of service parts, service technicians and
the related pricing of such resources. Servigistics has a proven track record of delivering
significant value to companies as diverse as Avaya, Eurocopter, Maytag, Rolls-Royce,
Sun Microsystems, Toshiba Medical, Motorola, United States Postal Service and VVolvo.

All print and electronic rights are the property of Aberdeen © 2006.
22 + Aberdeen


http://www.indus.com/

Service as a Profit Center: The CFQO’s View

§IBIS

[.B.I.S., Inc.

Founded in 1989, I.B.1.S., Inc. (www.ibisinc.com) is a leading enterprise business solu-
tion provider for companies seeking to gain a competitive advantage through Microsoft
technology solutions.

I.B.1.S., Inc. provides business solutions related to Microsoft Dynamics ERP, SCM, and
CRM application systems, custom application development services, as well as Microsoft
infrastructure products.

I.B.1.S., Inc. is a Microsoft Gold Certified Partner, a Microsoft Dynamics Inner Circle
Partner, and a two-time winner of Microsoft Dynamics Outstanding Partner of the United
States award. 1.B.1.S. is one of just a handful of companies worldwide with five Gold
Certified Microsoft Competencies.
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(317) 596-3000
www.singlesrc.com

Lawson Software
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St. Paul, MN 55102

(651) 767-7000
www.lawson.com

Julian Archer
julian.archer@nl.lawson.com

Indus

3301 Windy Ridge Parkway
Atlanta, GA 30339

(770) 952-8444
www.indus.com
sales@indus.com

Servigistics

320 Interstate North Parkway
4th Floor

Atlanta, GA 30339

(770) 565-2340
WWW.Servigistics.com
info@servigistics.com

I.B.1.S., Inc.

30 Technology Pkwy South
Suite 400

Norcross, GA 30092

(770) 368-4000
www.ibisinc.com
info@ibisinc.com
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Appendix A:
Research Methodology

cial management procedures, experiences, and intentions of more than 150 enter-
prises in aerospace and defense (A&D), automotive, high-tech, industrial prod-
ucts, and other industries.

B etween July and August 2006, Aberdeen examined the service chain finan-

Responding finance, supply chain, quality, customer service, and other executives com-
pleted an online survey that included questions designed to determine the following:

e To document how best-in-class OEMs are measuring and reporting the financial
impact of post-sales service.

e To profile best-in-class post-sales service financial value chain management,
based on processes, organizational structure, data management, technology us-
age, and performance management.

e To provide specific recommendations for service financial value chain improve-
ment for companies in multiple industry categories, market size segments and
geographies.

Aberdeen supplemented this online survey effort with telephone interviews with select
survey respondents, gathering additional information on service chain financial manage-
ment strategies, experiences, and results.

The study aimed to identify best emerging practices for service chain financial manage-
ment and provide a framework by which readers could assess their own strategies and
opportunities.

Responding enterprises included the following:

e Job title/function: The research sample included respondents with the following
job titles: financial, supply chain, customer support manager (33%); Director
(29%); C-level officer or Senior/Executive Vice-President (24%), and Vice-
President (7%).

e Industry: The research sample included respondents from the following indus-
tries. Consumer-facing industries (29%); High-tech Manufacturing (21%); Tele-
communications/Utilities (12%); Industrial Manufacturing (12%); and Aero-
space/Defense (1%).

e Geography: Survey respondents from North America represented 58% of the
survey sample; from Europe, 24%; from Asia-Pacific, 10%, from the Middle
East and Africa, 6%; and from South America, 2%.

e Company size: About 26% of respondents were from large enterprises (annual
revenues above US$1 billion); 34% were from midsize enterprises (annual reve-
nues between $50 million and $1 billion); and 40% of respondents were from
small businesses (annual revenues of $50 million or less).
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Solution providers recognized as sponsors of this report were solicited after the fact and
had no substantive influence on the direction or content of this report. Their sponsorship

has made it possible for Aberdeen to make these findings available to readers at no
charge.
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Appendix B:
Related Aberdeen Research & Tools

Related Aberdeen research that forms a companion or reference to this report include:

e Best Practices in Service Chain Performance Management (August 2006)

e Best Practices in Mobile Field Service (June 2006)

e The Service Network Optimization Benchmark Report (March 2006)
e The Emergence of the ‘Chief Service Officer’ (September 2005)

e Best Practices in Strategic Service Management (June 2005)

Information on these and any other Aberdeen publications can be found at
www.chiefserviceofficer.com, or inquire via email at memberservices@aberdeen.com.
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Aberdeen

Our Mission

To be the trusted advisor and business value research destination of choice for the Global
Business Executive.

Our Approach

Aberdeen delivers unbiased, primary research that helps enterprises derive tangible busi-
ness value from technology-enabled solutions. Through continuous benchmarking and
analysis of value chain practices, Aberdeen offers a unique mix of research, tools, and
services to help Global Business Executives accomplish the following:

¢ IMPROVE the financial and competitive position of their business now

o PRIORITIZE operational improvement areas to drive immediate, tangible value
to their business

o LEVERAGE information technology for tangible business value.

Aberdeen also offers selected solution providers fact-based tools and services to em-
power and equip them to accomplish the following:

e CREATE DEMAND, by reaching the right level of executives in companies
where their solutions can deliver differentiated results

e ACCELERATE SALES, by accessing executive decision-makers who need a so-
lution and arming the sales team with fact-based differentiation around business
impact

o EXPAND CUSTOMERS, by fortifying their value proposition with independent
fact-based research and demonstrating installed base proof points

Our History of Integrity

Aberdeen was founded in 1988 to conduct fact-based, unbiased research that delivers
tangible value to executives trying to advance their businesses with technology-enabled
solutions.

Aberdeen’s integrity has always been and always will be beyond reproach. We provide
independent research and analysis of the dynamics underlying specific technology-
enabled business strategies, market trends, and technology solutions. While some reports
or portions of reports may be underwritten by corporate sponsors, Aberdeen's research
findings are never influenced by any of these sponsors.

All print and electronic rights are the property of Aberdeen
Aberdeen

© 2006.
*29



Service as a Profit Center: The CFQO’s View

Aberdeen , Inc. Founded in 1988, Aberdeen is the technology-

260 Franklin Street, Suite 1700 driven research destination of choice for the global

Boston, Massachusetts business executive. Aberdeen has over 100,000

02110-3112 research members in over 36 countries around the world

USA that both participate in and direct the most comprehen-
sive technology-driven value chain research in the

Telephone: 617 723 7890 market. Through its continued fact-based research,

Fax: 617 723 7897 benchmarking, and actionable analysis, Aberdeen

www.aberdeen.com offers global business and technology executives a
unique mix of actionable research, KPIs, tools,

© 2006 Aberdeen , Inc. and services.

All rights reserved

Month 2006

The information contained in this publication has been obtained from sources Aberdeen believes to be reliable, but
is not guaranteed by Aberdeen. Aberdeen publications reflect the analyst's judgment at the time and are subject to
change without notice.

The trademarks and registered trademarks of the corporations mentioned in this publication are the property of their
respective holders.



THIS DOCUMENT IS FOR ELECTRONIC DELIVERY ONLY

The following acts are strictly prohibited:
e Reproduction for Sale
¢ Transmittal via the Internet

Copyright © 2006 AberdeenGroup, Inc. Boston, Massachusetts

Terms and Conditions

Upon receipt of this electronic report, it is understood that the user will and must fully comply with the
terms of purchase as stipulated in the Purchase Agreement signed by the user or by an authorized
representative of the user’s organization. Aberdeen has granted this client permission to post this report
on its Web site.

This publication is protected by United States copyright laws and international treaties. Unless otherwise
noted in the Purchase Agreement, the entire contents of this publication are copyrighted by Aberdeen
Group, Inc., and may not be reproduced, stored in another retrieval system, or transmitted in any form or
by any means without prior written consent of the publisher. Unauthorized reproduction or distribution of
this publication, or any portion of it, may result in severe civil and criminal penalties, and will be
prosecuted to the maximum extent necessary to protect the rights of the publisher.

The trademarks and registered trademarks of the corporations mentioned in this publication are the
property of their respective holders.

All information contained in this report is current as of publication date. Information contained in this
publication has been obtained from sources Aberdeen believes to be reliable, but is not warranted by the
publisher. Opinions reflect judgment at the time of publication and are subject to change without notice.

Usage Tips

Report viewing in this PDF format offers several benefits:

¢ Table of Contents: A dynamic Table of Contents (TOC) helps you navigate through the
report. Simply select “Show Bookmarks” from the “Windows” menu, or click on the bookmark
icon (fourth icon from the left on the standard toolbar) to access this feature. The TOC is both
expandable and collapsible; simply click on the plus sign to the left of the chapter titles listed
in the TOC. This feature enables you to change your view of the TOC, depending on whether
you would rather see an overview of the report or focus on any given chapter in greater
depth.

e Scroll Bar: Another online navigation feature can be accessed from the scroll bar to the right
of your document window. By dragging the scroll bar, you can easily navigate through the
entire document page by page. If you continue to press the mouse button while dragging the
scroll bar, Acrobat Reader will list each page number as you scroll. This feature is helpful if
you are searching for a specific page reference.

o Text-Based Searching: The PDF format also offers online text-based searching capabilities.
This can be a great asset if you are searching for references to a specific type of technology
or any other elements within the report.

¢ Reader Guide: To further explore the benefits of the PDF file format, please consult the
Reader Guide available from the Help menu.



	Executive Summary
	Key Business Value Findings
	Implications & Analysis
	Recommendations for Action

	Table of Contents
	Figures
	Figure 1: Service Chain Management Value Framework
	Figure 2: C-level Focus on Post-Sales Service
	Figure 3: Percent of IT Budget Dedicated to Post-Sales Servi
	Figure 4: Challenges to Post-Sales Service Financial Managem
	Figure 5: Best-in-Class Contributions to Overall Metrics
	Figure 6: Contribution of Service to Overall Revenues and Op
	Figure 7: Labor is the Top Contributor to Service Costs
	Figure 8: Industrial Manufacturing Payoff for Integrated Ser
	Figure 9: Technologies Used to Measure Financial Impacts of 
	Figure 10: Top Best-in-Class KPIs.

	Tables
	Table 1: C-Level Strategies to Address Post-Sales Service Is
	Table 2: Financial Performance over the Last 2 Years
	Table 3: Post-Sales Service Financial Management Framework
	Table 4: Profit-Centric Processes Map to Performance Gains
	Table 5: Senior-level Financial Executive Effect on Key Metr
	Table 6: Future Best-in-Class Technology Investments

	Chapter One:�Issue at Hand
	Chapter Two: �Key Business Value Findings
	Service Contribution Levels at the Bottom Rung
	Industrial Manufacturers See Most Service Profits

	Chapter Three: �Implications & Analysis
	Profit-centric Approach Maps to Service Gains
	CFO’s Fingerprints on Service
	Data: Pass it On
	Technology Lags Ideology
	Cost is Still Important

	Chapter Four:�Recommendations for Action
	Seven Steps to Success

	Featured Sponsors
	Sponsor Directory
	Author Profile
	Appendix A:�Research Methodology
	Appendix B:�Related Aberdeen Research & Tools
	About AberdeenGroup
	Terms and Conditions - Usage Tips



