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Introduction



Introduction

You can measure many things you cannot manage. You can measure the temperature on a 
sunny day; and calculate the average over a season. If you live in London, you can count the days 
of rain, and, in the Sahara, the days of drought. But however much you measure them, these 
phenomena remain way beyond our powers of management.

But there aren’t many things you can manage that you cannot measure, whether 
measurement is formal, analogue, digital, quantitative, qualitative, or subjective. You can’t manage 
the temperature of a room if you can’t measure it, even if your measurement is an informal, 
subjective one rather than the precise measurement of an air conditioning system. And you can’t 
manage a business unless you can measure it – its profitability, its efficiency, its cash, and the 
trends of each of these. Without measurement, decision-making is intuitive and irrational.

Measurement and management go hand in hand. This is commonplace in most industries 
and a vast assortment of business systems reflects this. You can’t run a distribution company 
without knowing how much stock you’re holding, how fast it moves, how long it takes to procure 
it, and how its cost relates to its sales value. And there isn’t a single company in the world that can 
be managed well without a financial system (even if based on the abacus). Measurement is central 
to management everywhere and in all branches of business.

But in the professional services industry measurement is usually partial. Professional 
services companies succeed through the profitable deployment of their skills, and yet, these 
products being human, professional staff, whether lawyers, engineers, programmers, accountants, 
tax consultants, teachers or others, are often averse to measuring what they do. How many 
professional staff do you know who obtain pleasure from filling in a timesheet?

But this attitude, that human beings are beyond measurement, is the beginning of chaos 
and in some cases the start of financial collapse. At the very least it can lead to the serious 
mismanagement of professional services organisations, whether through the failure to recognise 
opportunity, or through the failure to recognise loss. Without measurement a professional services 



company is like a ship at sea without a GPS device. If it doesn’t know how busy it is, how busy it’s 
going to be, where its profits lie, what skills it’s short of, it’s permanently at risk.

These notes are about the key measurements that I believe a professional services company 
must be aware of, and about how measurement, management, and even motivation, can be made 
to work well together. It is only secondarily about how these measurements can be made. For a 
small company sometimes even Excel or Access may be sufficient, whereas for others, specialist 
software, such as time@work, is the answer.

Underlying all the observations in these notes are the following assumptions, which I hold to 
be truisms in business:

• Only things that are measurable are manageable

• Information is only useful and worth preparing if it affects the decisions you make

• No process will work if it isn’t to the advantage of those who should follow it 

• Motivational measurements work only if they fall largely within the control of those 
whom they are designed to motivate

This is why measurement, management and motivation are so closely linked. It is all very 
well to set up sophisticated mechanisms of management and reporting, but unless these work 
with what motivates professional staff and management, you might as well not bother.
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Time

But at my back I always hear

Time’s winged chariot hurrying near;

And yonder all before us lie

Deserts of vast eternity

Andrew Marvell (1621-1678)

To His Coy Mistress



Professional Services Organisations (hereafter PSOs) sell (or, in the not-for-profit world, 
simply determine the cost of) time. They may not know it, but this is what they do.

It’s not always obvious. Indeed some professional services organisations don’t like the sound 
of the idea, and would prefer to think of themselves as poised high above the grubby world of 
turning time into money. They develop ideas; they sell the intellectual emanations of their minds 
and these are surely beyond the reach of measurement. 

But in the end, at the deepest level, however proud they might justifiably be, time is what 
they sell, or spend, whether they are the genius creating a business revolution, or the humblest 
junior auditor adding up numbers. If they are not even subliminally aware of this, it is a miracle 
that they make a living. 

But of course, selling time isn’t like selling tangible goods. This is because of the nature of 
time:

• Time passes. 

• Time costs money.

• Time is limited.

In the words of Andrew Marvell, writing in the seventeenth century, long before the advent 
of the PSO, but presciently, time’s ‘winged chariot’ is always at our back, laying waste to the time 
we have failed to use profitably. Before us lie ‘vast deserts of eternity’, the time that we must fill or 
sell profitably to avoid going out of business.

To use an analogy from another kind of business, time is like a product that expires when 
the day is done. Imagine a shop that must dispose of whatever it hasn’t sold as the clock strikes 
midnight. Imagine a hotel that hasn’t sold its rooms. An empty hour and an empty room are 
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opportunities that are lost forever. And imagine the warehouse filling with new goods to sell as 
each day begins. PSOs have exactly these problems. If they haven’t put their time to good use 
by the time the day has ended, it has become unsalable and irretrievable. Costs may have been 
incurred but without the revenue to cover them.

And unless you have unique skills that are so much in demand that you can live well on only 
a few hours work (and spend every afternoon on the golf course without your mobile phone), you 
will know very well that there is never enough time to do the things that your clients and your 
colleagues want you to do. 

Or so it should be, because if you’ve too much time and nothing to do, and you’ve got 
respectable, agile and busy competitors, then you’re probably not going to invoice enough to 
cover your costs.  

Your time and your colleagues’ time are precious. You must spend time wisely on the 
activities that bring you the most benefit. You must never do tomorrow what you can easily do 
today. And you must avoid wasting time by planning so badly that there are days or hours when 
there’s nothing for you to do.  

If time is what you sell, then you must sell it efficiently. Only the genius (assuming, at least 
that he’s good at marketing himself) is exempt from this stricture. For the majority of us, working 
in competitive fields, efficiency is essential. 

Efficiency means getting the maximum return on available time. Usually this means 
obtaining the highest possible revenue now from the time you’re spending now. But often, and 
especially in the case of PSOs where relationships with clients are close and subtle, it means 
obtaining the highest possible revenue, in the long term, from the time you’re spending now. In 
both cases, measurement is essential.

Many PSOs charge by the year, the month, the week, the hour or the minute, with carefully 
calculated rates, for each client, for each grade, for each activity and location, but many don’t 
do this. They come up with ingenious (and sometimes high-risk) ways of selling time that don’t 
seem to be related to the time that they spend, pricing by project, or by task, or based on the 
success of whatever they do. But in the end, it comes down to the same thing: professional service 
staff spend time thinking about their clients’ problems, or doing things for them. These things 
might include adding up debits and credits, programming a new software system, managing 



the construction of a building, drawing plans for a bridge, devising a legal argument, disbursing 
charitable funds, and so on. They use the skills and knowledge they’ve gained through education 
and experience to provide value for their clients. In all cases, they spend time and obtain revenue.  

The vast majority of PSOs, therefore, if they are to be efficient, need measurement.

What should they measure? 

If profitability is the goal (or in the case of the not-for-profit sector, the reduction of cost), 
then what’s important is to measure and manage everything that threatens it: What threatens 
profitability?

• Idleness

If your professional staff aren’t busy enough then you’re likely to be incurring cost without 
gaining revenue.

Utilisation is a measure of idleness, or rather of its opposite – busyness.

• Discounted prices

Even if your professional staff are busy and all their time is invoiced at the rates you’ve 
contracted with your clients, you’ll still be in trouble if your rates are too low.

Standard Fee Variance compares the actual fees you charge with the fees that your target or 
budgeted rates would earn you, these being the rates on which your projected profitability is 
based.

• Activity shortfall

If utilisation and fee rates are in line with your plans, your overall rate of activity may still fall 
below the levels predicted in your forecast (of course this necessarily implies a smaller team 
of professional staff), leading to lower gross margins, a smaller contribution to overhead 
costs and a risk of losses.

Activity Variance measures your shortfall against (or excess over) forecast. It is made up of all 
values affected by fewer or greater numbers of staff.



• Unrewarded effort

If your professional staff are busy but their time isn’t invoiced then your service margins are 
likely to be squeezed.

Realisation is a measure of the efficiency with which you turn time into revenue.

• Underestimated costs

The cost of your staff is the equivalent of variable cost in manufacturing. It should vary in 
proportion to ‘production’ (revenue); staff costs should rise with revenue and headcount, 
and fall conversely.

Standard costs are often calculated for available hours, based on expected utilisation, 
and including direct costs that increase or decrease with headcount (i.e. salary, taxes, 
social payments, car costs, mobile phone, etc.). Notional profitability for an hour’s work is 
calculated by comparing fees with costs.

When costs are underestimated, profitability will therefore fall below expected levels. 
Keeping an eye on the accuracy of your standard costs is essential.

Standard Cost Variance is this measure.

• Uninvoiced Work in Progress

A PSO can seem to be very successful, can even appear, for a short time at least, until the 
auditors turn up their noses, to be very profitable, without even invoicing.

This is because PSOs can often recognise revenue that they haven’t invoiced, in the form 
of Work in Progress. This is work that can potentially be invoiced at a known value (less 
provisions). Work in Progress is a common feature in PSOs that perform work that can be 
invoiced on completion of phases, or on success, or at project completion.

But a company that has too much Work in Progress is a company that has too little cash.

WIP Days, a measure of the number of days of revenue that is tied up in WIP is a measure of 



this risk. 

[Note that the value at which Work in Progress is stated will depend on a PSOs accounting 
policy (and also, but often, separately, on statutory regulations). Here, I assume that for 
management purposes Work in Progress will be stated at revenue value rather than cost 
value. If an alternative policy is adopted then the relationship between revenue and delivery 
of services will no longer be linear, but will be distorted by timing differences between 
delivery and invoicing. See Revenue Recognition, WIP and Provisions.]

• Underestimated overheads

There will be little in these notes about overheads, since the management of overheads in 
PSOs is not significantly different from the management of overheads in non-service sectors. 
However, remember that your overall profitability is predicated on your professional staff 
delivering sufficient gross profit, or ‘contribution’ easily to cover your fixed overheads.

Overhead Variance measures the difference between planned and actual overheads.

• Debtor Days

Managing debts, ensuring they are paid and making the appropriate provisions when there 
is a risk that they will not be, is part and parcel of the management of any company. It is no 
more or less important in PSOs, and improper debt management can as easily destroy a PSO 
as any other, limiting cash available for growth, or the financing of WIP. Debtor Days, when 
properly analysed, can also be an indication of deeper discontent amongst your clients.

Debtor Days, a measure of the number of days of revenue that is tied up in Debt, is a 
measure of this risk. 

These are probably the eight most important financial Key Performance Indicators (KPIs) for 
a PSO. If you can make these measurements then you can answer some important questions.

If profits are lower than forecast, is it because:

• You’re selling less work than you planned?



• You’re selling at lower prices than you should?

• Your staff aren’t as busy as they should be?

• You can’t charge all the work you’re doing?

• Your fixed price projects are running out of control?

• Your staff costs are higher than you’d planned?

• Your overheads are greater than you’d planned?

Is it because of several, rather than any single one, of these issues? Which problem should 
you tackle first? 

And if your measurements are fine enough you can ask these questions not only of your PSO 
as a whole, but also of specific departments, teams, business units, locations, grades, roles, and 
however else you analyse your business.

It is the aim of the following chapters to explain and show how each of these measures can 
be defined. And along the way, from time to time, there are some suggestions on their resolution.

Assumptions

Many PSOs sell products as well as time, but these notes pay little attention to this. My 
basic assumption is that in terms of measurement you are able to separate the activities of your 
professional staff from your other activities, even if they are related. This may be naïve, of course, 
because in many companies there are cross subsidies between these different activities. But even 
if so, the measurements I recommend and the advice I suggest will still be of relevance to an 
important part of your business.

Terminology

I use the acronym PSO for Professional Services Organisation throughout. PSOs may be 
legal firms, engineers, non-governmental organisations, consultants, accountants, public relations 
experts and so on. Most of them are professional. All provide some kind of service. Most are even 
organised.



As for what they do, one PSOs ‘project’ is another’s ‘engagement’, or ‘case’, or ‘task’. One 
PSO’s ‘employee’ is another’s ‘resource’, or ‘consultant’, or ‘officer’, or ‘lawyer’. One PSO’s ‘client’ 
is another’s ‘customer’, and so on. My own experience has been in the world of ‘projects’, ‘clients’, 
and ‘employees’ and I shall use that terminology throughout. In that world ‘employees’ work on 
‘projects’ for ‘clients’. I leave it to you to make your own mental substitutions.   



Telling the Truth about Time

I’ve been on a calendar but I’ve never been on time.

Marilyn Monroe (1926-1962)



If PSOs are in the business of selling time, you’d think that recording time would be 
uncontroversial. Timesheets must be an accurate record of how your professional staff spend their 
time. If they’re not, then how can you do anything more complex, such as invoicing, let alone all 
the measurement and analysis we’ll be looking at in this book?

But often timesheets aren’t accurate. In fact, I’d say that inaccuracy is the rule rather than 
the exception. 

I don’t mean the inaccuracy that stems from the fact that PSOs don’t record time to the 
nearest second or minute. Very few PSOs need accuracy to that level (even law firms record time 
only to the nearest six minutes, whilst IT consulting organisations often record to the nearest 
hour). Nor do I mean the inaccuracy that comes from mistakes such as recording time against the 
wrong project or activity. What I mean is that professional staff deliberately misrepresent the time 
they’ve spent on one activity or another.

Why can’t PSOs take as much care about recording time as shops do in recording their 
inventory?

Professional staff simply won’t tell the truth about time.

Why?

The reasons are many, but I’ve come across these:

• ‘I always put eight hours. It’s the easiest thing to do.’ 

• ‘I didn’t feel I could charge the client. I don’t think the work I did was really worth what 
he’d have to pay.’

• ‘I don’t want my boss to see that it took me so long.”

Telling the Truth about Time
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• ‘I never charge more than a whole day, even if I work extra hours.’

• ‘It’s a fixed price project and there aren’t any hours left.’

• ‘I don’t like to charge for time I spend on research. The client expects me to know what 
I’m talking about.’

• ‘It was only a few minutes work. Not worth recording, surely.’

• ‘It’s an internal project. No one minds how many hours I record against it.’

• ‘I made a little mistake on the project. It really didn’t take me long to put it right.’

• ‘I wanted to make it really perfect, so I spent some of my own time on it.’

• ‘I know we need more work of this kind, and we won’t get it if we’re completely honest 
about how long it takes.’

• ‘I won’t get my bonus if I don’t hit 35 chargeable hours a week.’

• ‘This client doesn’t care how much we charge. The other one does. So I put all my time 
on the first one.’

• ‘The work was useful for two of my clients, so why not record it twice. We can charge 
them both.’

• ‘I can’t record time correctly because the law doesn’t allow me to work overtime.’

This is by no means an exhaustive list. You will have come across your own variations on 
these themes. None might display as cavalier an attitude to time keeping (and recording) as 
Marilyn Monroe’s observation, but some come close.

Of course these sentiments are sometimes laudable, sometimes selfish, and sometimes even 
fraudulent. Where they are laudable, we’re glad that our professional staff care greatly about their 
clients. But invisible generosity is often the beginning of commercial suicide. And fraud is fraud, 
and doesn’t need discussion.

In fact, as PSO managers, we never want guilt, or laziness, or greed, or carelessness, or 



pride, or malice, to play any part in time recording. We want timesheets to be emotionally neutral, 
objective accounts of what professional staff have done.

As I shall explain later in Motivation and Measurement, it’s actually hard to get your staff to 
tell the truth about time, even when it’s in their own self-interest. For every employee who will 
falsify the record to further his own interests, there are perhaps two who will falsify the record to 
further their clients’ interests. This may say something rather splendid about human nature, but 
I’m not sure it’s something we want to encourage. Disinterested honesty is the ideal.

If extensive (if not excessive) generosity to clients is the ethos of your PSO, perhaps the 
best you can do is to explain what you do with the information your staff give you. In particular, 
for those who are too ashamed to charge for their time, you need to explain that recorded time 
and charged time are two separate concepts. In fact, all we ever want our professional staff to do 
is to record their time accurately, leaving commercial decisions about chargeability and value to 
managers. You may allow them to advise about what they feel is chargeable, but about time, they 
must be honest. Even so, persuading our staff of this decoupling of time recording and invoicing is 
astonishingly difficult. 

But accurate time recording isn’t only about duration. It’s also about the detail of what’s 
been done. In some project-based organisations, and where projects are complex, and especially 
when based on fixed-price quotations, it may be useful to record time at the level of activity, or 
task within project. When it comes to determining the causes of project overruns this kind of 
information is essential.

Why is accuracy so important? These are the advantages:

Commercial

• More recorded time might mean higher revenue (and this doesn’t mean extortion)

• Accurate time means more useful reports on profitability, which in turn means better 
management decisions

• Accurate time means early warning when projects overrun

• Accurate time means you know how much all your projects, including your internal 
ones, are costing you



• Accurate time means you’re not defrauding your clients

Sales and Marketing

• Accurate time means more accurate estimates for similar work 

HR

• Accurate time means you know when your staff are overworking (and you might be 
surprised at how much they might resent the overtime, even if they’re not telling you 
about it)

• Accurate time means you know when your staff are struggling to cope with work that 
they may be finding too difficult

The beginning of wisdom for a PSO is the proper recording of time.

What can you do to increase the accuracy of time recording?

• Motivation works for some. If employees are rewarded for chargeable hours, utilised 
hours, or worked hours, then the more likely they are to record what they’ve really 
done. (But don’t overdo it. You don’t want dishonesty by exaggeration.)

• Include line managers in the timesheet authorisation workflow. This is useful if they 
really know and see the hours their staff are working. They’ll probably know if their 
staff are working excessive hours and not recording them.

• Collect timesheets frequently. There is no greater (and more innocent) enemy of 
accuracy than a poor memory. If staff don’t have to report their time every week, or 
every day, then they won’t get it right. Like the student revising for exams at the very 
last minute, your staff will fill in their timesheet as the deadline approaches, and will 
find it more difficult than they thought. How easily can you remember what you were 
doing all day after a month has passed? 



Eight Measures - 1 - Utilisation

It’s not enough to be busy, so are the ants. The question is, what are we busy about?

Henry David Thoreau (1817-1862)



What’s the most obvious sign of a successful PSO?

Well, one of the most tempting signs is an air of industry, of busyness approaching panic, 
with staff rushing from job to job, from one client to another, busy on their mobile phones as they 
hurry from fast cars into the prestigious offices of their clients.

Granted, this may be the sign of a happy PSO, since hyperactivity is often the lifeblood of 
consulting, but is it the sign of a successful one?

The answer, of course, is ‘It depends’.

It depends….

• On what your staff are actually doing

• On how much of their time can be invoiced

• On whether your level of activity is as planned

• On the rates at which they’re invoiced

• On how much of the time has been invoiced

• On whether the client will pay

• On whether your fees really cover your consultants’ costs

• On whether you’re squandering your profits on unnecessary overheads

Each of these measurements, in isolation, is insufficient and more or less meaningless. 
Together, they are the key performance indicators of a PSO.
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But let’s start with utilisation, a common measure of how busy a PSO is.

It’s my experience that PSO managers are often wary of discussing utilisation. Ask a 
professional services manager what level of utilisation he or she has achieved and you’ll get an 
evasive answer, or a very precise answer accompanied by an evasive demeanour. I’ve never been 
quite sure why this is so. Is it because they have an imprecise idea of what utilisation means? Is it 
because they’re incapable of measuring it? Or is because they are ashamed of the value they’ve 
calculated? It can often be all three.

In any case, some may say 65%, some 80%, and some 90%. But what do they really mean? 
Do they ever ask each other?

To explore the concept of utilisation let’s consider a made-up company called Genesys, who 
carry out research projects in genetic engineering. The company employs the following staff:

• A Founder/Managing Director, whose brilliance as a geneticist directs the research 
methods of the company, and who still contributes about 10% of his time to the 
company’s project work.

• A Secretary

• A Salesman/Account Manager responsible for procuring project work from clients.

• A Senior Scientific Officer, responsible for every one of the company’s projects. He 
spends around 50% of his time on project work and the rest of his time managing a 
team of Research Scientists and doing administration, including invoicing.

• Ten Research Scientists, at various different levels, employed to carry out project work.

The company carries out a mix of immediately chargeable project work for clients, and, 
when time permits, develops methods, tools and techniques that it may later put to good use on 
client-oriented projects.

Being busy is generally a good sign, and the Managing Director asks the Senior Scientific 
Officer on almost a daily basis how busy the company is. Invariably the answer is ‘very’, but what 
does this mean?



Utilisation, the term customarily used as a standard measure of busyness, can be defined in 
many ways, but best practice suggests something like this:

Utilisation, usually expressed in percentage terms, is the proportion of available time spent 
(and/or invoiced) by professional service staff on projects, which add value to the organisation.

But this is already troublesome, and begs at least the following questions:

• What exactly is available time?

• Who exactly are the professional service staff?

• Which projects add value to the company and in what kinds of ways?

Available Time

Available time is usually defined as the maximum amount of standard time (in other words 
normal daily office hours) that can be spent on projects. It will usually exclude holiday time, 
planned training time, and any other time (such as company meetings) that professional staff are 
required to spend on non-project work. Available time is the limit on the standard time that can be 
turned into value.

Let’s look at a typical weekly timesheet for one of our ten Research Scientists and consider 
the available time that it implies. In this example, we’ll assume that standard daily hours are eight 
per day.

Mon Tue Wed Thu Fri Sat Sun

Holiday 8
Project ABC for Client 6 6 3
Project CDE for Client 2 3 3

Training 4
Internal Project EFG 2 2 2

Administration 1 1
Sickness 2

Total Hours 8 8 9 8 9 2



On Wednesday and Friday, our Research Scientist has worked more than standard hours. 
However, our definition of available time limits it only to standard hours. This is therefore the 
maximum number of hours ‘available’ on each working day (here 8 hours), however many 
additional hours are worked. And the fact that our Scientist has worked on Saturday does not alter 
the fact that there are zero hours ‘available’ on Saturday.

Holiday and Training constitute unavailable time (even though Training ‘adds value’.)

Most other time in this timesheet is recorded as occurring during available time.

(Not everyone in every organisation agrees on which activities constitute available time, but 
the important thing is not to be dogmatic about this but to be consistent once you have formed 
your definition. Above all, it is important that you can explain your rules when asked what you 
mean by utilisation.)

The following table divides timesheet time into available and unavailable time; extra worked 
hours are unmarked.

In this timesheet, our Research Scientist has recorded 44 hours, and excluding Holiday, has 
recorded 36 worked hours. 28 of these are ‘available’ for fee-paid or other work that adds value. 

Note that it is the exclusion of unavailable time from your utilisation calculation that makes 
it immune to seasonal variations. Although it is very likely that your consulting earnings will dip 

Mon Tue Wed Thu Fri Sat Sun Total

Holiday 8

Project ABC for Client 6 6 3

Project CDE for Client 2 2 1 3

Training 4

Internal Project EFG 2 1 1 2

Administration 1 11

Sickness 2

Total Hours 8 8 9 8 9 2 44

Available Hours 0 8 8 8 4 0 28
Unavailable Hours 8 4 12

Worked Hours 8 9 8 9 2 36

Unavailable Time Available Time



during the summer months, it is less likely that your utilisation will fall, except as affected by your 
clients’ unavailability for project work or decision-making.

Professional Service Staff

In measuring both available time and utilisation, we should be careful to exclude staff who 
are not part of the professional team. It is the professional team who are involved in earning 
revenue and whose utilisation we are eager to measure. Administrators’ and secretaries’ costs 
contribute to overheads.

Clearly, the company’s Senior Scientific Officer and ten Research Scientists belong to the 
professional team and the company’s Secretary does not.

But what about the Managing Director, and the Salesman/Account Manager? Both of these 
work, in some sense, for Genesys’s clients. The Managing Director spends 10% of his time on 
projects, and the Salesman/Account Manager spends most of his time with potential clients and 
existing ones. Should they, then, be treated as members of the professional team?

In fact, there is no hard and fast rule about this, and consistency in measurement, and 
the usefulness of measures, is more important than any concept of absolute correctness. What 
matters is that trends should be observable and that expectations and standards for these 
measures can be set in budgetary planning. 

But most companies separate the costs of selling from the provision of services in their profit 
and loss statements, using the concept of cost centre to capture these differences, and for this 
reason it makes sense to separate Salesmen and Account Managers from utilisation measures, 
though we will see how it may be important to measure the time that Salesmen and Account 
Managers spend on particular opportunities and clients (see Profit & Loss).

Department/Cost Centre

Managing Director Management

Secretary Administration

Salesman/Account Manager Sales

Senior Scientific Officer Professional Services

Research Scientists Professional Services



Management and Administration are also often separated into separate cost centres, so that 
the Profit and Loss statement for Genesys can be given this structure:

Consulting Sales Revenue

Consulting Sales Cost 

Gross Margin

Cost of Sales and Account Management

Cost of Administration

Cost of Management

Other Overheads

Operating Costs

Net Margin

But where to place the costs and revenues of the company’s Managing Director? He may 
manage the company, but he also spends time on consulting. How do we measure his contribution 
to available time and utilisation? After all, if he earns revenue for the firm, then, on the principle 
that revenues and related costs must be matched, we should attribute some of his costs to the 
Professional Services department too.

The most practical answer is to estimate the time that he might expect to spend on 
consulting and any other projects adding value (in this case 10%), treat 10% of his time as 
potentially available and assign 10% of his costs to Consulting Sales Cost. Only 90% of this cost will 
therefore belong to Cost of Management.

In terms of available time, we might treat the Senior Scientific Office in a similar way in 
respect of available time, since half of his time is spent in managing the consulting team and half 
on projects. However, all of his costs will belong to Consulting Sales Cost.



We can use the term ‘target utilisation’ to capture the idea of the maximum planned 
utilisation that can be achieved by each member of the team.

We will see how these target utilisation values affect the calculation of utilisation in due 
course. We should now go on to consider which projects count as contributing towards utilisation.

Projects and Utilisation

Let’s go back the definition I gave earlier:

Utilisation, usually expressed in percentage terms, is the proportion of available time spent 
(and/or invoiced) by professional service staff on projects, which add value to the organisation.

This is carefully phrased. Time is considered ‘utilised’ if it adds value to the organisation. 
There are two ways projects can add value:

• By generating revenue from specific clients for specifically contracted work

In these cases, it doesn’t matter whether the revenue is directly related to time by a declared 
fee rate per hour or day, or in some more complex way, such as in fixed price projects, or 
milestone-based projects, or success-fee projects.

• By increasing the capability of the company to earn revenue at a later stage. 

This might include product development work, other forms of research, or even sales 
support work.

Department/Cost Centre Target Utilisation

Managing Director Management 0.1

Secretary Administration 0

Salesman/Account Manager Sales 0

Senior Scientific Officer Professional Services 0.5

Research Scientists Professional Services 1



Let’s look at the timesheet we were considering earlier, and separate available time into 
Unutilised, Utilised Available time, and Utilised time outside Available time (such as when a 
Research Scientist has worked more than standard hours in a day).

By our earlier definition utilisation can be calculated here as:

((Total Utilised Hours/Available Hours) * 100) = ((29/28) * 100) = 104 %

This Research Scientist has worked more hours than he has available. There is nothing 
counter-intuitive about this, since it is clear that he has worked overtime.

At least one thing, however, might complicate this calculation. We have assumed, for the 
sake of simplicity that the overtime hours that the Research Scientist has worked will not be 
compensated for by time off in lieu. In most PSOs, this is a fair assumption, reflecting both the 
eagerness of professional staff and the harsh assumptions of managers.

If, however, there is an assumption that time off in lieu is earned by overtime then overtime 
hours must also be considered as available. Sometimes overtime hours worked at weekends earn 
double time off in lieu, and this complicates matters even more, since available hours must then 
be doubled for each hour worked.

Mon Tue Wed Thu Fri Sat Sun Total

Holiday 8

Project ABC for Client 6 6 3

Project CDE for Client 2 2 1 3

Training 4

Internal Project EFG 2 1 1 2

Administration 1 11

Sickness 2

Total Hours 8 8 9 8 9 2 44

Available Hours 0 8 8 8 4 0 28
Unavailable Hours 8 4 12

Utilised Available Hours 8 8 5 4 25
Utilised Hours outside 

Available Time 1 1 2 4

Total Utilised Hours 8 9 5 5 2 29
Worked Hours 8 9 8 9 2 36

Utilised Time outside Available Time

Available Time UtilisedAvailable Time Unutilised 

Unavailable Time



Making this assumption, that overtime on weekdays earns one-for-one time off in lieu and 
overtime at weekends earns double, our timesheet looks like this:

((Total Utilised Hours/Available Hours) * 100) = ((29/34) * 100) = 85 %

These measures can become more and more sophisticated, but there’s a point at which (and 
only you can be the judge of this) further sophistication in calculation is pointless. This is at least 
partly because of the essential inaccuracy of your professional staff (see Telling the Truth about 
Time). It would be folly to assume that your records are completely accurate, and thus folly to 
assume your utilisation calculations can be.

Furthermore, you should bear in mind that the usefulness of utilisation calculations lies in 
what they make you do. Statistics are only useful inasmuch as they alter behaviour. It’s unlikely to 
be an absolute number that affects your decisions as a services manager, but your observation of 
trends. Increases and decreases in utilisation are more important to you than absolute numbers.

We have seen how utilisation can be calculated from available time, taking account of factors 
such as target utilisation and issues surrounding time off in lieu, and counting projects that add 
value as contributing to utilisation. This calculation now looks like this:

Utilisation %  = (Utilised Hours/(Available Hours * Factor)) * 100

Mon Tue Wed Thu Fri Sat Sun Total

Holiday 8

Project ABC for Client 6 6 3

Project CDE for Client 2 2 1 3

Training 4

Internal Project EFG 2 1 1 2

Administration 1 11

Sickness 2

Total Hours 8 8 9 8 9 2 44

Available Hours 0 8 9 8 5 4 34
Unavailable Hours 8 4 12

Utilised Available Hours 8 9 5 5 2 29
Utilised Hours outside 

Available Time
Total Utilised Hours 8 9 5 5 2 29

Worked Hours 8 9 8 9 2 36

Utilised Time outside Available Time

Available Time UtilisedAvailable Time Unutilised 

Unavailable Time



But there’s still something slightly misleading about this calculation, and taken on its own 
this is a highly dangerous formula.

Consider the following two timesheets:

Timesheet A

Timesheet B

Utilisation percentage, as defined above, shows them to be the same.

But there is one crucial difference:

Timesheet A shows 23 hours on Client Projects and 6 hours on Internal Projects.

Timesheet B shows 13 hours on Client Projects and 16 hours on Internal Projects.

In terms of adding value, it is conceivable that these are equivalent in the long run, but 
it is also very likely that Timesheet A will generate cash for the company far more rapidly than 

Mon Tue Wed Thu Fri Sat Sun

Holiday 8

Project ABC for Client 6 6 3

Project CDE for Client 2 3 3

Training 4

Internal Project EFG 2 2 2

Administration 1 11

Sickness 2

Total Hours 8 8 9 8 9 2

Mon Tue Wed Thu Fri Sat Sun

Holiday 8

Project ABC for Client 2 2 1

Project CDE for Client 2 3 3

Training 4

Internal Project EFG 4 4 4 2 2

Administration 1

Sickness 2

Total Hours 8 8 9 8 9 2



Timesheet B. And rare is the company to which this doesn’t matter.

This raises the issue of another kind of utilisation – Chargeable Utilisation.

The problem is that if utilisation becomes your guiding principle you will lose sight of 
the commercially more important measure of chargeable utilisation. If you’re not careful, and 
especially if you are measuring and motivating your staff by the simpler measure of utilisation, 
you will find that utilisation stays relatively high even as fee-earning client-oriented work declines. 
This is because your staff will deliberately or unconsciously fill their time with work on internal 
projects, albeit important ones that add value. Internal projects have a tendency to take up the 
slack when client project time declines.

Whist we’re on this subject, it’s worth emphasising that this is one reason why it is vitally 
important that you control your internal projects as well as your client projects. Many PSOs have 
a laissez-faire attitude towards non-fee-earning projects, believing that it doesn’t matter how long 
they take, precisely because they ‘take up the slack’. This is dangerous.

If you don’t control your internal projects carefully:

• You may be misled into thinking that your staff are productively busier than they are, 
and that you are not overstaffed

• You may find that your staff are reporting time against internal projects in preference to 
client-oriented work, simply because they prefer this work 

You might begin to wonder why it’s worth bothering with utilisation at all. Chargeable 
utilisation, you might think, is the only important measure. But this is not so. We measure overall 
utilisation for good reasons. Some of these have to do with motivating and comparing staff. 
There really is valuable non-client-oriented work that we must encourage our staff to do, without 
penalty, such as sales work, research and development. Your staff are not always in a position to 
choose what they work on and it would therefore be unfair to judge them solely by chargeable 
utilisation.

These then are the golden rules:

• Measure overall utilisation, but



• Keep a close eye on chargeable utilisation, and

• Control your internal projects as carefully as your external ones.

For the record, Chargeable Utilisation can be defined in this way:

Chargeable Utilisation, usually expressed in percentage terms, is the proportion of available 
time spent (and/or invoiced) by professional service staff on projects which are charged to clients 
(irrespective of contractual conditions).

Project Classifications

To summarise, utilisation measures depend on classifying your projects in these kinds of 
ways:

Utilisation divides Y by X (shaded cells).

I/E Av/Unav Util/Unutil Charge/NonCh Examples

Internal Unavailable Holiday
Planned Training

Available Unutilised
Administration

Sickness
Internal Meetings

Utilised Non Chargeable
Product 

Development
Sales Support

External Available Utilised Chargeable Time & Materials
Fixed Price

I/E Av/Unav Util/Unutil Charge/NonCh Examples

Internal Unavailable Holiday
Planned Training

Available Unutilised
Administration

Sickness
Internal Meetings

Utilised Non Chargeable
Product 

Development
Sales Support

External Available Utilised Chargeable Time & Materials
Fixed Price

X Y Z



Chargeable utilisation divides Z by X (shaded cells).

I/E Av/Unav Util/Unutil Charge/NonCh Examples

Internal Unavailable Holiday
Planned Training

Available Unutilised
Administration

Sickness
Internal Meetings

Utilised Non Chargeable
Product 

Development
Sales Support

External Available Utilised Chargeable Time & Materials
Fixed Price

X Y Z



Thirteen Obstacles to Good Utilisation

Patience and perseverance have a magical effect before which difficulties disappear and obstacles vanish.

John Quincy Adams (1767-1848)



It’s one thing to measure utilisation. It’s quite another to understand what it means and 
change it.

These are some of the issues you might consider when you’re faced with low utilisation:

Cancellations and Postponements

• Poor Planning

• Poor Time Management

• Failure to Share

• Short Days (over-ready acceptance of a client’s timetable)

• Unsophisticated Contracts

• Multiple Short Assignments

• Inaccurate Time Recording

• Overstaffing and Insufficient use of External Staff

• Inconvenient Project Dependencies

• Distant Deadlines

• Inaccurate Estimates

• Unimaginative Approaches to Last Minute Deals

Thirteen Obstacles to Good Utilisation

Patience and perseverance have a magical effect before which difficulties disappear and obstacles vanish.

John Quincy Adams (1767-1848)



Cancellations and Postponements

However irritating it might be, it is perfectly understandable that our clients don’t 
understand the basic principles of a PSO, that PSOs sell time, and that time passes irretrievably. 
True, most PSOs are in the business of understanding their clients businesses intimately, but that’s 
the nature of PSOs, and if it were otherwise, the money would flow the other way.

Clients, of course, don’t sufficiently feel the inconvenience a PSO faces when an assignment 
or meeting is cancelled or postponed at short notice. And sometimes our professional staff don’t 
feel this either. But for the PSO as a whole this is tantamount to throwing money away, since very 
often costs will be incurred (unutilised time) without revenue to match them.

There are a number of ways you might try to avoid this situation. 

Penalties, or the threat of penalties, might be effective solutions. Your contract should 
explain that at short notice it is difficult to reassign your staff and that you will therefore charge 
X% of fees for cancellation or postponement with N days notice, and Y% of fees for cancellation 
or postponement with M days notice. You may have to make special allowances for your most 
important clients, but in all cases, you should at least track each cancellation or postponement. 
It’s very likely that if you can educate your clients to understand the commercial damage that 
cancellation does you might find it happens less frequently.

Also, bear in mind that postponement, whilst a good deal less unpleasant than cancellation, 
is still damaging. Even if your staff diaries show sufficient empty space for the future, you reduce, 
by postponement, your readiness to provide services elsewhere, and you defer revenue. There is 
potentially an opportunity cost in the future, and a revenue timing issue now.

Poor Planning

In a complex PSO employing a wide range of staff with different skills and experience, and 
when the PSO executes a mixture of short-term and long-term assignments, each with its own 
requirements for skills and experience, it is no wonder that managing the future is difficult.

But mismanaging the future leads inexorably to poor utilisation, with potentially useful staff 
standing idle whilst assignments that need them are delayed due to ignorance of their availability.



The skills, cost, experience, (and even preferences of your staff) should be visible to all 
involved in assigning staff to projects. Maintaining an accurate, up-to-date skills database is 
essential. And, ideally, even feedback on an employee’s contribution to the projects he or she has 
worked on is useful information when appropriate allocation is required. Above all, availability 
must be visible and up to date. Where there are uncertainties (perhaps a staff member has been 
booked to a project only tentatively) this must also be visible. It is the task of the services manager 
to try to bring forward, postpone, rearrange or otherwise juggle, staff and time to maximise 
utilisation.

This might even involve commercial agility too. Persuading a client to bring forward or 
postpone a project or assignment may involve discounting or the provision of other benefits. But 
the overall increase in utilisation may justify all of this.

Poor Time Management

But planning isn’t only about managers planning the disposition of their staff. It’s also a 
personal thing. Some of us have a natural tendency to think ahead, decide on a goal and calculate 
the steps to get there. We have an instinct for the most efficient management of time, a sense of 
where the critical path lies and what depends on what. Others don’t. Some adopt an empirical 
approach to getting things done, doing one thing until they discover they must begin another, and 
only then calculating what they need to have in place to get that done. They think serially, rather 
than in parallel.

Planning personal time well can make an enormous difference to the productivity (and 
utilisation) of professional staff, especially when they must switch frequently from one task to 
another, from working for one client to working for another. 

Good personal planning can be as simple as ordering a taxi in advance rather than at the 
time when one needs it, or taking materials home so that an unnecessary trip to the office in the 
morning isn’t needed. Getting these things wrong can mean hours of unutilised time.

This may seem to be a personal rather than a company issue, but good time planning is 
something one can learn and it makes perfect sense to provide education and training in this area. 
When planning ahead, encourage your staff to think carefully, days in advance, about:

• What needs to be done by colleagues or clients before they can begin their work, so 



that they can ensure that it will be done, or that they have a contingency plan if it’s not

• How they can get from A to B or from A to C to B efficiently

• What materials they need and where they need them to be, so that no time is wasted 
in collating or collecting materials inconveniently 

• How long tasks will take so that schedules aren’t distorted

Don’t ever assume that an excellent consultant is good at managing time.

Failure to Share

Sharing is essential in the more complicated PSO. This means the sharing of staff across 
teams, business units, companies and countries, when skills, languages, travel costs and 
availability permit it.

Failure to share results in skills lying idle when they might be put to gainful employment. 
This is an adjunct of poor planning, but it is important to emphasise the fact that managers must 
be encouraged, motivated, and incentivised to sell their idle resources to their peers, and to buy 
from their peers instead of from the external market. 

Above all, good visibility of availability and aptitudes across teams, business units, even legal 
entities, is essential. Systems that can’t manage your resources as a single pool risk losing you 
opportunities for greater efficiency and improved utilisation.

Short Days

How often do you see your staff record 6.5 hours of project work, when you expect to see a 
whole day? Or 2 hours when you expect to see a whole morning?

When you query this, you’ll hear stories like this: ‘The client said to come at 10, and he sent 
me away at 4.30 because he had so many other things to do’.

There’s nothing wrong with this, if this is what the client wants, and if the client understands 
that he must nevertheless pay for a whole day or a whole half-day. What is disastrous for the PSO 
is the assumption that the client will pay only for exactly the hours that professional staff have 



worked in his workplace, whilst a whole day or half day has been agreed. 

Accepting this practice amounts to an assumption of lower than maximum utilisation and it 
should be avoided. Consider the following technique:

Clearly state that you deal in days and half days, at least when your staff work at your client’s 
workplace. Anything less than 3.5 hours will be treated as a half day in terms of fee calculation, 
and anything less than 8 hours and more than 4 will be treated as a whole day.   

You should also negotiate higher rates for half days (pro rata) than for full days since it is 
highly unlikely that you will always fill the second half of the day with fee-earning client work.

Rules like these, enshrined in contracts, will ensure that your clients work full days or half 
days with your professional staff, or accept the commercial consequences of not doing so. 

Note, however, that you should not encourage your staff to enter incorrect (rounded) hours 
because of this. It’s important that you have a complete and accurate record of actual hours. If 
you are going to round your hours to half days and whole days, let your system do this for you. 
However, make sure that you can report both actual hours, as entered, as well as rounded hours.

You may, instead (or in other circumstances), round all assignments of fewer than X hours to 
X hours. Even if you are not rounding to half days or whole days, this can be effective (and when 
the time is spent at a client’s site, it is also entirely justifiable).

I recently analysed the effect, in terms of fee value, of rounding durations that are shorter 
than two hours up to two hours. Over the course of a year, in a company employing around 140 
chargeable staff, the numbers were these:

The benefits in this case would clearly exceed the cost of implementing the systems and 
contracts that would enable the process.

Reported Hours Rounded Hours Difference Notional Fees @ 
60 EUR per Hour

76,743 77,428 685 41,100



Unsophisticated Contracts

It would be useful if your clients could understand the commercial basics of a PSO, that 
utilisation is the key to a PSO’s profitability. Make sure that your contracts are very clear about 
how hours are calculated and fees charged (as above in the case of short days or half days, and 
rounded hours), about how travel time is to be counted and charged, about how research time, or 
time spent on other supporting activities, is to be counted and charged. Making these rules clear 
at the outset will avoid difficulties later.

You might consider creating a Services Charter alongside your contract that articulates the 
assumptions underlying the contract.

Note that all client-related activities, including research, travel to and from the client’s 
workplace, entertainment, and account management, as well as the core activities of consulting, 
must be recorded. Even if these hours are not all charged, they will help you to understand your 
costs.

Multiple Short Assignments

Especially when your professional work involves activities at the client’s workplace, there is a 
danger that your professional staff will execute multiple short assignments during the working day, 
spending additional time on travel to and from one client or another. 

Have you ever calculated the average client assignment time per day? 

If this is much less than a day then your utilisation will fall for no other reason than that your 
staff are spending time travelling or engaged in some other unproductive activities.

If this erosion of utilisation is a necessary aspect of the work of some or all of your staff 
then you must compensate with higher fees or charge premium rate fees for short periods. 
Especially using the latter technique you can encourage your clients to gather a number of issues 
into a single group of issues before engaging with you. This will also tend to lead to more careful 
planning.

I recently analysed the 2012 timesheet data of a company I advise. This company employs 
around 140 consultants, at a number of different grades, in several countries within a number of 



different business streams. In other words, it’s quite complex. I calculated the average length of 
time reported on each unique day/project combination by professional consulting staff, on client 
oriented projects (in other words, excluding internal projects), analysed by grade, business stream, 
and country. 

The company has an agreement with its clients that it never charges less than two hours 
(unless by special agreement) so we can compare time reported and time charged, expecting the 
latter to be higher.

Taking twenty employees randomly the data look like this (note that all these staff work in 
countries where 8 hours per day are standard):

The second and third columns show average hours per assignment, regardless of whether an 
employee works on two assignments on the same day. The second shows hours recorded, and the 
third shows hours charged. The difference between the two is a result of rounding.

Average Assignment 
Hours

Average Rounded 
Assignment Hours

Average Daily Charged 
Hours

Average Rounded Daily 
Charged Hours

Employee 1 8.00 8.00 8.00 8.00

Employee 2 7.88 7.88 7.88 7.88

Employee 3 7.63 7.63 7.63 7.63

Employee 4 7.35 7.35 7.35 7.35

Employee 5 7.32 7.35 7.32 7.35

Employee 6 7.10 7.15 7.10 7.15

Employee 7 7.03 7.14 7.49 7.61

Employee 8 6.62 6.64 6.65 6.68

Employee 9 6.59 7.39 6.59 7.39

Employee 10 6.52 6.52 6.65 6.65

Employee 11 6.29 6.29 6.29 6.29

Employee 12 6.09 6.40 6.09 6.40

Employee 13 6.08 6.24 6.67 6.84

Employee 14 5.98 6.04 5.98 6.04

Employee 15 5.63 5.66 5.63 5.66

Employee 16 5.43 5.47 5.64 5.68

Employee 17 5.42 5.50 5.52 5.60

Employee 18 5.08 5.20 5.55 5.67

Employee 19 5.08 5.10 5.08 5.10

Employee 20 5.00 5.00 5.00 5.00



The fourth and fifth columns show average hours recorded per day (regardless of how many 
different clients’ projects are worked on). The fourth shows recorded hours, and the fifth shows 
charged (rounded) hours.

Clearly, the second pair of averages can never be lower than the first pair. If an employee 
switches frequently between projects in the course of a single day (as lawyers might) then we 
would expect the second pair to be substantially higher. In the data we see in this table, however, 
this is rarely the case, by which we can conclude that it is rare for any of these employees to work 
on two assignments in the same day. 

In this case, it is reasonable to assume that utilisation will decline with average assignment 
time.

The average chargeable utilisation for the first ten employees, for whom average rounded 
assignment time is longer, is 57.48% and for the second ten it is 34.6%.

Average
Assignment Hours

Average Rounded Assignment 
Hours Chargeable Utilisation

Employee 1 8.00 8.00 43.75

Employee 2 7.88 7.88 74.05

Employee 3 7.60 7.60 102.47

Employee 4 6.59 7.39 81.80

Employee 5 7.35 7.35 52.78

Employee 6 7.32 7.35 63.17

Employee 7 7.03 7.14 88.28

Employee 8 6.09 6.40 85.19

Employee 9 6.08 6.24 87.47

Employee 10 5.63 5.66 54.39

Employee 11 5.43 5.47 39.45

Employee 12 4.93 5.10 43.10

Employee 13 5.00 5.00 1.04

Employee 14 5.00 5.00 82.31

Employee 15 4.86 4.86 63.27

Employee 16 4.01 4.13 41.56

Employee 17 4.01 4.01 58.57

Employee 18 3.76 3.76 66.96

Employee 19 3.38 3.75 32.72

Employee 20 3.35 3.48 54.82



This, in itself, is insufficient evidence to establish a causal link between short assignment 
hours and lower chargeable utilisation, but the data certainly do not refute the theory.

And on their own these data don’t tell us much. This measurement, in isolation, doesn’t help 
us to decide a) whether there’s a problem that needs to be solved, or b) whether there’s a way of 
solving it. After all, we can’t tell from this whether the employee really ought to achieve a longer 
assignment time average. Clearly, on the basis of these data, we can’t yet go to Employee 20 and 
ask him or her about time management, though we can, of course, congratulate Employee 1.

We need to know more. We need to look more deeply into the data.

These data, for example, show averages for each country, and begin to help us understand 
the overall issue at a more detailed, but manageable level. It begins to be possible to ask 
questions. Why, for example, are average assignment times so short in Country 8, Country 9 and 
Country 10, and so high in Country 1?

Average Hours Average Rounded Hours

Country 1 7.31 7.40

Country 2 6.07 6.08

Country 3 6.02 6.07

Country 4 5.95 6.01

Country 5 5.75 5.90

Country 6 4.96 5.09

Country 7 4.96 5.22

Country 8 4.15 5.23

Country 9 4.00 4.00

Country 10 1.00 1.00

Average Hours Average Rounded Hours

Stream A 7.99 7.99

Stream B 6.03 6.08

Stream C 5.80 5.91

Stream D 3.95 4.14

Stream E 5.94 6.07

Stream F 5.02 5.24

Stream G 5.80 5.82



Or we can analyse the problem by business stream to determine whether this difference 
arise from the nature of the work in each stream.

Or again, by grade. And here it’s easy to see what we might expect, that the more senior the 
employee, the shorter the average assignment time.

And, most usefully, we can look at all these data together, and look more deeply into the 
time management habits of particular employees, whose averages are higher or lower than we 
might expect.

It’s also interesting to note, since the data are available (but not shown here), that average 
assignment duration doesn’t vary significantly from month to month, scotching any intuition that 

Average Hours Average Rounded Hours

Consultant 6.13 6.19

Snr Consultant 6.06 6.19

Snr Programmer 6.05 6.08

Programmer 5.93 5.96

Team Leader 5.45 5.54

Project Manager 5.40 5.56

Services Mngr 3.97 4.08

Manager 3.65 4.16

Average Hours Average Rounded 
Hours

Employee 1 Consultant Country 3 Stream 1 4.93 5.10

Employee 2 Consultant Country 8 Stream 2 6.09 6.40

Employee 3 Senior Consultant Country 3 Stream 1 6.08 6.24

Employee 4 Programmer Country 6 Stream 3 4.01 4.13

Employee 5 Consultant Country 6 Stream 3 3.38 3.75

Employee 6 Consultant Country 2 Stream 2 7.88 7.88

Employee 7 Consultant Country 2 Stream 2 4.01 4.01

Employee 8 Consultant Country 5 Stream 2 5.00 5.00

Employee 9 Consultant Country 3 Stream 2 5.63 5.66

Employee 10 Senior Consultant Country 2 Stream 2 7.63 7.63

Employee 11 Senior Consultant Country 2 Stream 2 3.76 3.76

Employee 12 Senior Consultant Country 5 Stream 1 6.59 7.39

Employee 13 Services Manager Country 6 Stream 2 3.54 3.68

Employee 14 Consultant Country 2 Stream 1 4.86 4.86

Employee 15 Consultant Country 3 Stream 4 7.32 7.35



professional staff might be more keen to hurry home in one season or another.

Having analysed the data in these ways, we can now ask questions such as these:

• Why do employees with Consultant grade in the same business streams have markedly 
different averages in different countries?

• Why do Employees at the same grade in the same business stream in the same country 
have markedly different averages?

• Why does one business stream have markedly different averages from another?

The questions can go on and on. But the point is that if you ask the right questions you might 
eventually discover some answers.

Inaccurate Time Recording

Utilisation can sometimes seem lower than it actually is simply because your staff fail to 
record accurately the time they spend working for clients. This is the natural tendency of staff in 
PSOs, who sometimes fear their clients more than their managers. Or, more seriously, of staff who 
love their clients so thoroughly that they do not want to embarrass them by charging them for 
their work.

You might try any number of techniques to motivate your staff to record their time 
accurately, but these will not always work. In such situations, there is no substitute for a line 
manager’s close understanding of what his or her staff are doing, and when and where they’re 
doing it. 

But allowing your staff to work extra hours, whilst recording only standard hours, can 
seriously damage your utilisation figures, not only because you might thus forego the recording of 
greater than 100% utilisation on certain days, but because if an assignment is finished earlier than 
planned, you might have empty days on your hands that you cannot sell.

Bear in mind that you should make your time recording sufficiently ‘granular’ to enable 
fairly accurate measurement of time spent on an assignment. If you set your minimum unit as 
30 minutes, then you may well find that your consultants record their time to the nearest lower 
measure. Instead of recording one hour and fifty minutes, they might tend to record one hour and 



a half. Setting this ‘granularity’ to a lower unit might increase both the accuracy of time recording 
and the utilisation measure you calculate. As a consequence, it might also increase the fees you 
charge. 

Overstaffing and Insufficient Use of External Staff

Clearly, the most obvious cause of low utilisation is too many staff. If you can’t find enough 
work to occupy your staff then your utilisation must fall.

But how can you judge whether you have too many staff?

The answer is that you have too many staff if you never have too few. If you can always 
satisfy immediate demand then you probably have too many staff too much of the time. This is 
because demand for services never comes evenly. There are peaks and troughs. If you can satisfy 
all the peaks then you have too many staff during the troughs.

The following graph shows demand for consulting days over a number of weeks. To ensure 
full satisfaction at this level of demand requires capacity of 48 days per week.
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Plan A

Ensuring sufficient capacity to accommodate the peak of demand means accepting 
considerable slack at non-peak times:

In this example, 49 hours are slack, around 10% of available time.

Plan B

If we set maximum capacity at 44 days per week then it’s clear that there are some weeks 
where demand exceeds capacity and somewhere there is still idle time.

Assuming that demand cannot be shifted to occupy idle time, the percentage of slack time 
has been reduced to approximately 3.5%. In addition, it is reasonable to assume that the seven 
hours of demand that cannot be met might be rescheduled.
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In the first case, you must bear the cost of 49 hours idle time.

In the second case, you must bear the cost of 16 hours idle time, and forego revenue for 
seven hours.

Plan B saves 9,500, but if we can assume that clients will accept some rescheduling of 
work, then Plan B becomes even more attractive. Effectively we are saving money because we are 
employing fewer staff to execute the same work.

Of course, satisfying demand means satisfying clients, an important goal regardless of 
utilisation, and if you can’t satisfy the peaks of demand, you risk an unsatisfied customer.

The skill lies in finding a balance between these two competing demands - one that calls for 
high levels of customer satisfaction and another that calls for commercial pragmatism – a balance 
that is reasonable both for your clients and your PSO. This balance is best achieved through careful 
management of your clients’ expectations. If your client unrealistically believes that you can 
provide resources at short notice of whatever type he requires then he will be disappointed if you 
can’t. You need to:

• Publish your service levels in respect of ad-hoc consulting, substantial project work, 
emergency on-site work, etc.

• Make ‘penalties’ and ‘incentives’ in respect of timing (and, as discussed above, 
‘cancellations’) clear

• Explain the reasoning behind these understandings

The important point to remember is that service levels are not absolute, but are measured 
against expectations.

Another approach to meeting expectations is to ‘farm out’ work during the peaks of 
demand. This is a useful approach when the skills that you sell are standard enough and common 
enough to exist in a pool of freelancers in the market. Especially if you have competitors (and who 

Idle Time @ 500 Lost Revenue @ 1000 Total

Plan A 49 = -24,500 -24,500

Plan B 16 = -8,000 7 = -7,000 -15,000



doesn’t?) these freelancers are very likely to exist, helping both you and your competitors to meet 
peaks of demand. 

But bear the following in mind:

• If your own staff’s skills can easily be supplemented by ‘standard enough and common 
enough’ skills readily available in the market, then you may wonder whether you 
have any ‘unique selling points’ that differentiate you in the market and make you 
competitive

• But if, on the other hand, you do have unique approaches that differentiate you, you 
risk passing these on to your competitors, especially if they have recourse to exactly the 
same pool of freelancers

• Gross margins on freelance suppliers of skills will be lower (which fairly reflects that fact 
that you have no risk of covering cost without revenue)

• Freelancers rarely have the same loyalty and attachment to your standards and 
approaches

• Freelancers are tempted (and especially if encouraged by your clients) to sell their 
services directly to your clients

• Clients like consistency in the professional staff who provide services to them. They like 
familiar faces. But you cannot guarantee or easily supply consulting/service continuity 
to your clients if you employ freelancers.

Inconvenient Project Dependencies

Not all PSOs are project-oriented or team-oriented. Many provide services that are 
sequential, and therefore dependent on one another, where the completion of one task must 
precede another. Large IT, or engineering or architectural projects involve the deployment of 
large multi-disciplinary teams over long periods, executing highly structured projects, where each 
task has a logical dependency on preceding ones. When this is the case, and when an individual 
employee may work on several projects in several teams, scheduling issues can arise due to 
interdependency, not only within projects, but also across projects.



Suppose that employee A is needed for a particular task X in project A, and for a similar task 
Y in project B. 

Suppose task Z in project B cannot begin until task Y is complete. 

Suppose also that task Z employs large numbers of staff. 

Then suppose task X begins and ends late.

Your original plan might show Project A Task X finishing just in time for the start of Project 
B Task Y. Your projected utilisation shows employees busy on Project A Task Z from 23rd February 
and on Project B Task Z from 9th March. 



But supposing Project A Task X overruns by a week. Everything is then shifted and utilisation 
suffers across the company.

This is merely to show how dependencies affect utilisation. But how can you avoid these 
issues?

• First, by understanding these dependencies and assessing risks of slippage in advance 
(MS Project Central is a good tool for this)

• Second, by substitution - by trying to avoid dependency on a single employee in this 
way

• Third, by creative project management – by structuring your projects to avoid 
dependencies

Distant Deadlines

Procrastination is pleasant. Doing tomorrow what you don’t need to do today gives you 
moments (sometimes many moments) of time in which you can relax and play a round of golf.

But procrastination increases risk and can ultimately damage the financial health of your 
organisation.



Much better to live by the grim Protestant work ethic that says ‘Never do tomorrow what 
you can easily do today.’ 

The reasons are obvious. 

By filling the future with work that can be finished today, you are potentially incurring an 
opportunity cost by reducing your availability for new opportunities that you don’t (yet) see.

And by putting off work that you can do today, you reduce the revenue that you can 
recognise, even if it takes the form of Work in Progress value rather than invoiced value.

Doing today what you think you can do tomorrow applies equally to both chargeable 
projects that you invoice to your clients, and internal projects. If you have a good grasp of 
availability then don’t encourage your clients to give you distant deadlines. Encourage them to 
give you deadlines that you can meet on the soonest possible date. This means more revenue 
and quicker cash. Equally, just because a project is internal (writing a research paper, choosing 
a software system, writing your own procedure manuals, building sales cases, etc.) don’t allow 
yourself to think that deadlines don’t matter. Take the same view. The quicker something is done, 
the sooner your staff are available for new opportunities, and the sooner ‘value’ is built, whether 
in the form of revenue or intangible asset value.

Remember too, that it’s just as important to control the duration of internal projects, as it 
is to control the duration of client projects. Failing to do so can impact disastrously on chargeable 
utilisation even if not on utilisation. An uncontrolled internal project is likely to extend to fill the 
time available, fulfilling Murphy’s merciless law, and at a huge cost to chargeable utilisation if your 
staff even once find it more convenient to give their time to this rather than chargeable work.

Inaccurate Estimates

Estimating how long it will take to do something is phenomenally difficult. How often do you 
correctly estimate how long it will take you to cook a three-course dinner for ten of your friends 
(well, in my case I usually get this wrong)?

The problem with estimating is that things are never quite the same from one day to 
another, and from one project to another. If they were, we wouldn’t be working in professional 
services. We would be working on a production line.



However, estimating is essential in professional services, and not only when clients are 
asking to know when your work will be completed, or demanding a fixed price for the work they 
want you to do. Estimating is important for utilisation too, since it is the duration of a task for an 
employee that determines his next availability. If a culture of inaccurate estimation prevails then a 
PSO will have to leave generous gaps between assignments to ensure reasonable levels of service. 
Some of these gaps will be filled, but some won’t, and you will never be able to optimise the 
placement of staff on projects, and meet your clients’ deadlines.

When I worked in Central and Eastern Europe, just before the Iron Curtain came down in 
1989, I tried to bring the disciplines of project management that I’d learned in London to the work 
I had to do in Budapest.

‘How long will it take you to translate this manual into Hungarian?’ I asked one of my team.

The question was met with puzzlement.

‘How can I possibly know that until I’ve finished it?’

This attitude prevailed across the entire region. Is it any wonder that the Five Year Plans of 
Communist Eastern Europe never succeeded except on paper, or without bloodshed?

Estimation is an art that professional staff learn as they go along, but it’s also a science, in 
that learning from experience need not be an entirely intuitive process. If your staff have told you 
the truth about the time they’ve spent on similar tasks and projects then your timesheet system 
should contain a wealth of useful information to help you estimate more accurately in the future. 
And you will have reports on previous performance against estimates.

Nevertheless, however much you might believe you have learned, I would still hold to the 
general principle, and especially if you’re dealing with programmers, that it is wise to increase 
every number that you’re given.

Unimaginative Approach to Last Minute Deals

Markets of all kinds have become more like auction houses. Through the internet, we can 
all attend ‘sales’ and bid for the goods and services we buy. We all know that prices we see reflect 
both the scarcity of what remains for sale (causing prices to rise) and the risk of holding unsold 



stock (causing prices to fall). Buyers are afraid that stock will all sell, and suppliers are afraid it 
won’t. Prices reflect the risk of one or the other eventuality, in proportion to its likelihood.

Let’s look at hotels and air travel. Most of us are very familiar with the methods of 
hotels and airlines, and the ‘revenue management’ systems they employ. Some of these are 
extraordinarily sophisticated, predicting patterns of purchase for particular flights or particular 
nights based on season, weather, day of the week, special events, and so on.

The basic rule is that the earlier you buy, when unsold stock is high, the cheaper the price. 
As stock diminishes, prices rise, until, just a few days before a flight or night, the price can be as 
high as on any old-fashioned airline or in any old-fashioned hotel, both selling at fixed prices per 
category without sophisticated revenue management systems. This is fine, because, as availability 
diminishes, and choices close in on the buyer, he or she must balance the risk of not getting a 
flight or room at all, with the higher cost. 

At the last minute, if there’s almost nothing left, you’ll pay a premium to secure a flight 
home or a good night’s sleep.

But what if there isn’t almost nothing left?

If the hotel or the airline is holding too much unsold stock as the deadline for its expiration 
approaches, then you might expect them to price their stock at almost any price as long as it 
exceeds cost (and the marginal cost can be extremely low). Almost any price is better than an 
empty seat or an empty room. We all know they do this sometimes, and even for whole seasons. 
Hotel prices can be remarkably low when, for one reason or another, a resort has suddenly 
become unpopular.

However, in general, airline and hotels don’t sell in this way. 

If you pack your bags, and wait until the very last minute to buy an airline seat, when you 
know that a particular flight isn’t full, you’ll be surprised to see that prices don’t fall dramatically at 
the last minute. 

Why not? Is it a lack of sophistication in the systems that hotels and airlines use?

No, the general reason is that this isn’t quite the game they want to play with their 



customers. And yes, buying and selling is a game. It’s a game governed by rules that are set by the 
airlines and hotels, but which customers come to understand. The rules of the game are that as 
time runs out prices rise.

If the rules were different, and prices didn’t go on rising at the last minute, but fell again 
as unsold stock began to look ‘unsalable’ we would quickly learn these rules and our behaviour 
would become more complicated. We would begin to book our rooms or flights either very early 
or very late. Exactly what effect this would have is somewhat unpredictable, but our sense of risk 
versus price would fail, hotel companies and airlines would cease to be able to predict demand 
accurately, and the ‘system’ or ‘game’ would become an unruly ‘rout’.

What does this have to do with PSOs and utilisation?

The available time of our staff is our unsold stock, our equivalent of a row of empty seats, or 
a corridor of unoccupied hotel rooms. If it remains available as the time for its passing approaches, 
we must sell it. Perhaps the techniques of revenue management have a place in the pricing of 
consulting time. Book early to get the best prices.

But I’ve yet to see this happen, other than through the application of a short-notice 
premium price. PSOs don’t generally use the revenue management methods of the airline and 
hotel businesses. It would be an interesting game to try, though I suspect that whilst clients 
would take advantage of low prices booked early, they would rarely be tempted to pay a very 
high premium for last minute bookings, unless the advice they needed was urgent. It is rarely 
that urgent. The overall effect of this game would probably be lower achieved consulting rates. 
In practice, our clients would buy early at lower prices, and only rarely buy later at higher prices, 
except when an emergency demands it.

However, a PSO cannot totally ignore the rules of the market, rules that relate price to 
availability. And generally we don’t. Through differentiation, we seek to make our particular 
skills appear rare, and we price accordingly. We apply discounts to bulk purchases and long-
term commitments. We charge a premium for short-notice demands. We offer discounts during 
periods of low utilisation (often in the summer months), and we package our services into ‘training 
courses’, ‘system audits’, ‘best practice reviews’, etc., when times are lean. We cannot afford to be 
too proud.

The point to remember is that if your time is unsold, it is lost forever. Because of this, you 



must be imaginative about how you sell your unsold stock. Whilst doing so you must also be aware 
that buying and selling remains a game between you and your clients. Just as the airline and hotel 
industries cannot afford to confuse the public as to the basic rules of the game, you, too, must 
never allow your customers to think that if they wait long enough before placing an order for 
your time, they’ll get a better price. That way, disaster lies, since optimising the deployment of 
your staff, and estimating the resources you will need, becomes impossible in such circumstances. 
Hold fast to the general rule, that customers will get a better deal the earlier and the greater their 
commitment.

But be imaginative too. Sell your unsold stock in imaginative ways, by ‘packaging’ it to 
differentiate it from the services you usually sell. And if you can predict your leaner times well in 
advance, so much the better.



Eight Measures - 2 - Standard Fee Variance

Anybody who thinks talk is cheap should get some legal advice.

Franklin P Jones (1887-1929) 



The idea of ‘standard fees’ may be an alien one. What I don’t mean by ‘standard fees’ is 
a price list that you might optimistically publish to your clients. What I mean is the fee rates on 
which your financial plans are based, and which, if you exceed them, could mean more profit 
(all other things being equal), and which, if you fail to meet them, can mean lower profit or even 
losses. They are central to budgeting, financial planning, and revenue planning in particular.

One of the reasons for reticence about standard fees is that budgeting costs is a much easier 
task than forecasting revenue, especially if you’re assuming that your professional service team is 
fixed in number. But your finance director and your shareholders aren’t likely to be satisfied with 
a cost budget without a revenue forecast. They won’t sanction cost without justifiable revenue 
to cover it. So if you’re managing a PSO then it’s unlikely you can avoid forecasting consulting 
revenue alongside consulting cost. Nor should you avoid this.

How can you approach forecasting?

The first thing is to understand the constraints:

• You cannot achieve what is physically impossible. By this I mean that you cannot earn 
more revenue than your staff are capable of earning. Their working days are limited and 
utilisation has an upper limit.

• You cannot charge fees that the market will not support.

• You must make a profit.

The first constraint sets an upper limit on the number of days your staff can work, and 
therefore the number of fee-days that can be charged.

Eight Measures - 2 - Standard Fee Variance

Anybody who thinks talk is cheap should get some legal advice.

Franklin P Jones (1887-1929) 



Taking our notional PSO, Genesys, and what we already know about the upper limit on 
utilisation for each employee, and assuming 220 available working days per year, and an average 
utilisation of 80%:

The total fee-days we can forecast are 1,892.

The next step is to set average expected (or ‘target’, or ‘standard’) fee rates. 

Standard Fees can be defined in this way:

Standard Fees, usually associated with grades, roles, and business streams, are target fee 
rates on which revenue forecasts have been built. They should not reflect any loss of revenue due 
to anticipated realisation rates of lower than 100%.

There are two approaches to the determination of standard fees:

• You can start with cost and multiply it to arrive at fee rates, or

• You can start by considering what the market will bear.

In reality, whichever method you start with, you will have to look at the numbers from both 
points of view.

Number Limit on 
Utilisation Days Utilisation Days

Managing Director 1 0.1 220 0.1 22

Secretary 1 0 220

Salesman/Account Manager 1 0 220

Senior Scientific Officer 1 0.5 220 0.5 110

Research Scientists 10 1 2,200 0.8 1,760

Total 1,892



Let’s assume the following fee rates and calculate these total revenue figures:

However, in reality, it’s unlikely that we’ll be able to invoice the full value of all fees (see 
Eight Measures - 4 - Realisation). We may have to correct some project work at our own cost, or 
we may spend too much time on fixed price tasks.  Overall, we will assume then that 90% of the 
work we do can be invoiced. This is equivalent to predicting 90% realisation.

Next comes a comparison of anticipated costs and forecast revenues. Just as when 
calculating standard costs we should take all direct costs associated with an employee.

We might arrive at a table like this:

Days Fee Rate Fees

Managing Director 22 1400 30,800

Secretary

Salesman/Account Manager

Senior Scientific Officer 110 1100 121,000

Research Scientists 1,760 950 1,672,000

Total 1,892 1,823,800

Days Fee Rate Fees Fees @ 90%
Realisation

Managing Director 22 1400 30,800 27,720

Secretary

Salesman/Account Manager

Senior Scientific Officer 110 1100 121,000 108,900

Research Scientists 1,760 950 1,672,000 1,504,800

Total 1,892 1,823,800 1,641,420

Number Limit an Utilisation Total Cost per 
Employee Total Cost

Managing Director 1 0.1 180,000 18,000

Secretary 0 38,000

Salesman/Account Manager 0 110,000

Senior Scientific Officer 1 0.5 100,000 100,000

Research Scientists 10 1 70,000 700,000

Total 818,000



Note that:

• We take only 10% of the Managing Director’s costs, to set against the revenue that he 
or she earns from 10% of his or her time. The rest of the Managing Director’s time is 
spent on issues other than services delivery.

• However, we include the entire cost of the Senior Scientific Officer, even if only 50% of 
his time is spent on fee-paid work. This is because his time spent managing the services 
delivery team is part and parcel of the cost of services delivery.

• We have calculated an average cost of 70,000 per Research Scientist. This probably 
conceals a range of grades and costs.

Considering all of these factors we have arrived at the following:

This gross margin (of approximately 50%) is reasonable. It must cover all costs associated 
with marketing, sales, management, administration, and overheads, and provide a profit. 
Assuming a target profit of around 10% of revenue, this means that all additional costs must be 
covered by gross margin less target profit.

In this example, margins look reasonable, and we can therefore accept the suggested 
standard rates. But what if they are not reasonable? In this case there are only two alternatives:

• Reduce costs

• Increase revenues

How?

Revenue 1,641,420

Costs  -818,000

Gross Margin 823,420

Revenue 1,641,420

Costs -818,000

Gross Margin 823,420
Maximum Costs -659,278

Target Profit (10% revenue) 164,142



Costs

Assuming that overhead costs are under control, the only costs we can be seriously 
concerned with are the costs of professional staff. How can these be reduced?

• By increasing utilisation. If this can be done then more fee days can be achieved to 
offset costs, but this is only possible if the market allows it, and if realisation of 90% is 
maintained.

• By increasing realisation. If this can be done then more revenue will be achieved from 
the same fee days.

• By employing staff at lower salaries. This takes some time to achieve, and can only be 
a long-term goal. It may also threaten the quality of the work you do and, in turn, the 
realisation you achieve.

• By changing the balance of fixed salary and bonus so that employment costs reach 
budgeted level only if utilisation and revenue increase.

Revenues

• By using role-based fee rates cleverly. 

Fee rates are usually associated with employee grades, and are even published, on occasion, 
to clients. They are like hotel ‘rack rates’ in that they represent the highest rate the PSO 
charges. They should usually be pitched higher than the average fee rates that you’ve 
assumed in your forecasting, since most clients see them as the starting point for downward 
negotiation.

But you can set your rates more cleverly if you break the fixed link between an employee’s 
grade and the rates you charge. It is often better to charge on the basis of role since an 
employee may be capable of more roles than one, and you may thus be able to increase the 
average fees you charge.



In this scheme, we can place an employee onto a project in a position more senior than his 
grade and charge the appropriate higher fees. Of course, each employee will have a default 
role that reflects his or her grade.

We can also establish special roles that attract higher fees, such as Project Director, Project 
Manager, Quality Manager and Technical Consultant.

If your system is flexible and powerful enough you will be able to track the effect of more 
sophisticated pricing.

• By establishing sophisticated fee rates for specific clients, projects, tasks, and activities 
that exploit (not in any malign sense) the rarity of specific skills and experience that 
your staff may possess. 

• By completing fixed price projects in less than estimated time. But you are a brave 
manager if you base your profitability on this principle. Fixed price projects are usually 
treated with caution by PSOs for fear of underestimation and overrun.

Whatever techniques you adopt in anticipation of challenging margins, or in search of 
increased profit, you will forecast on the basis of an average or target or standard fee rates that 

Grades Roles

Employee A Principal Consultant

Project Director
Project Manager
Quality Manager

Principal Consultant
Senior Consultant

Employee B Senior Consultant

Project Manager
Principal Consultant

Senior Consultant
Consultant

Employee C Consultant

Senior Consultant
Consultant

Technical Consultant
Junior Consultant

Employee D Junior Consultant Consultant
Junior Consultant



you believe can be achieved. This fee rate will probably be associated with an employee, or 
more typically, with a group of employees, by grade or default role. In complex PSOs that work 
across international boundaries, and which may contain more than one business stream, you will 
probably associate standard fees with combinations of grade, business stream and company (or 
country), especially if markets are substantially different in each of these. But you may choose any 
other meaningful combination of criteria against which to hold your standard fee rates, as long as 
comparison with actual rates remains possible. As with all systems, however, it is sensible to keep 
complexity at bay if possible. This is no exact science. Think always in terms of what you will do 
with the information that you hope to obtain. 

As long as you can achieve actual fee rates that are close to your standard fees then your 
PSO should meet its planned profits (as long as all other measures are as planned). 

If your rates are higher or lower than planned then a variance will emerge between the 
value of your fees if they were calculated at standard fee rates, and your actual fees.

For example, our plan for Genesys assumes a specific number of days at standard rates:

Let’s suppose that actual fee rates are 10% lower than planned:

Days Fee Rate Fees

Managing Director 22 1400 30,800

Secretary

Salesman/Account Manager

Senior Scientific Officer 110 1100 121,000

Research Scientists 1,760 950 1,672,000

Total 1,892 1,823,800

Days Fee Rate Fees

Managing Director 22 1260 27,720

Secretary

Salesman/Account Manager

Senior Scientific Officer 110 990 108,900

Research Scientists 1,760 855 1,504,800

Total 1,892 1,641,420



In this case a standard fee variance emerges as follows:

Standard Fee Variance can be defined as follows:

Standard Fee Variance measures the difference between actual fees charged to clients and 
the standard fees that would be charged for the same work, these also being the rates on which 
revenue forecasts have been built. They may usefully be analysed by Grade, Role, Business Stream, 
Department, Company and any other useful segmentation.

Actual Rates on fixed price projects.

This definition of standard fee variance depends on the concept of actual fee rates. So let’s 
look in a little more detail at this concept. Actual rate is a simple enough concept in the case of 
time and materials projects, when every second of professional work is potentially chargeable. 
But how do we handle fixed price projects when there is typically a lump sum for a project or 
subdivision of a project?

You might think that it is meaningless to associate standard rates with fixed price projects. 
After all, revenue doesn’t depend in any way on how much time you spend on the project. Nor 
does it depend on who executes the work.

But this is a fallacy. If you are not imagining notional rates associated with the staff you 
plan to deploy on the project then you’re entertaining a very risky proposition, because you have 
arrived at a price without any calculation at all. True, you could claim, on the other hand, that 
you are fully aware of costs. And in this case, that’s fine, since you’re relating potential revenue 
to potential costs, and effectively defining rates as marked up costs. This is a slightly different 
method, but the result is the same.

You can think of it in two different ways:

Scenario 1

Standard Fees 1,823,800
Standard Fee Variance -182,380

Actual Fees 1,641,420



You can determine a discounted or uplifted rate proportional to standard fee rates and apply 
this to estimated days. In this example, the project has a fixed price of 50,000:

(The ‘actual’ fee rates for this project are calculated as five sixths of standard fee rates, since 
revenue is fixed at 50,000 instead of the 60,000 it would be at standard rates.)

Alternatively, you can calculate notional fees on the basis of proportion of uplifted costs:

It doesn’t much matter which method you choose. Both deliver a notional fee rate that can 
be compared with standard fee rates to determine standard fee variance.

And once you can monitor standard fee variance you can act on it. Because, all other things 
remaining constant, if your actual fees are lower than standard fees then your profits are under 
threat. If they are higher, then you’re doing well. 

Standard Fee Variance is a useful leading indicator of how well you’ve judged the market. If 
you have overestimated your rates then you must use all the tools at your disposal to claw back 
profitability:

• By increasing utilisation

• By increasing realisation

Days Standard Fee Rate Total Fees at 
Standard Rate Notional Fee Rate Total Fees at 

Notional Rate

Total Fixed Revenue 50,000

Principal 4 1250 5,000 1,042 4,167

Senior 10 1000 10,000 833 8,333

Junior 60 750 45,000 625 37,500

60,000 50,000

Days Cost Notional Fee Rate Total Fees at Notional 
Rate

Total Fixed Revenue 50,000

Principal 4 700 1,224 4,894

Senior 10 480 839 8,388

Junior 60 350 612 36,718

50,000



• By reducing staff costs

• By reducing overhead costs

• By negotiating fees more aggressively and cleverly



Eight Measures - 3 - Activity Variance

Doing nothing is better than being busy doing nothing.

Lao Tzu (6C BCE)



Measuring Standard Fee Variance is all very well, but if a low standard fee variance is your 
only goal then you’re in danger of not seeing the wood for the trees. A low variance on a value 
that’s lower than planned may be more dangerous than a higher variance on a value that’s much 
higher than planned.

If a low standard fee variance is your paramount goal then you can simply reject work when 
your fees are challenged by prospective clients, fire your superfluous staff as expeditiously as the 
law allows, and maintain a smugly high level of utilisation. Never mind that your gross margin will 
fall and that it won’t even cover your overheads.

The important point is that your forecast isn’t just based on standard rates. It’s also based on 
target volumes.

Our plan for Genesys assumes a specific number of days at standard rates:

Let’s look at two alternatives. 

Days Fee Rate Fees

Managing Director 22 1400 30,800

Secretary

Salesman/Account Manager

Senior Scientific Officer 110 1100 121,000

Research Scientists 1,760 950 1,672,000

Total 1,892 1,823,800

Eight Measures - 3 - Activity Variance

Doing nothing is better than being busy doing nothing.

Lao Tzu (6C BCE)



Scenario 1:

The first is a scenario where actual fee rates are 10% lower than planned:

Assuming other costs remain constant, and assuming for convenience a gross margin of 50% 
on standard fees, then total gross margin is lower by 182,380 than was forecast, reflecting the 10% 
discount on fee rates.

Gross margin: 1,641,420 – 911,900  = 729,520

Scenario 2:

The second alternative is a scenario where actual fee rates are 10% higher than planned, but 
we have cut our team of research scientists by 25%, and maintained the same level of utilisation.

Assuming the same 50% gross margin on standard rates:

Gross margin: 1,546,380 – 702,900  = 843,480

The second scenario is very likely to be the more profitable one when overheads have been 
taken into account. 

Days Fee Rate Fees

Managing Director 22 1260 27,720

Secretary

Salesman/Account Manager

Senior Scientific Officer 110 990 108,900

Research Scientists 1,760 855 1,504,800

Total 1,892 1,641,420

Days Fee Rate Fees

Managing Director 22 1540 33,880

Secretary

Salesman/Account Manager

Senior Scientific Officer 110 1210 133,100

Research Scientists 1,320 1045 1,379,400

Total 1,892 1,546,380



Note that activity variance is a variance not only on fees but also on costs. It is actually an 
accumulation of several values.

In these two examples, we can show Activity Variance and Standard Fee Variance as follows:

In reality, these numbers don’t recommend one course of action or another, since long-term 
strategy will often dictate the choices you make, but understanding whether a variance is due to 
discounted fee rates, or to lower levels of overall activity is important. These measures are the raw 
material of your decision-making.

Activity Variance can be defined as follows:

Activity Variance is the excess or shortfall on activity when compared with forecast activity. It 
is best measured as a monetary value.

Why ‘monetary value’?

In these examples, we have compared actual fees at standard rates against forecast fees at 
standard rates. The difference in value reflects a difference in the number of days of professional 
work that have been delivered. So, why not compare actual days with forecast days?

It’s true that thinking in terms of days is often helpful, and it is well worth making sure that 
you are able to report variance in days as well as value, but it is value that matters more, and value 
that is the true measure of deviance from forecast. This is because you might execute the same 
number of days as your forecast predicts, and yet, because proportionately more days are worked 
by staff at lower grades at lower standard fee rates, an activity value variance might still emerge. In 

Scenario 1 Scenario 2

Forecast Activity 1,823,800 1,823,800

Activity Variance 0 -418,000

Standard Fees 1,823,800 1,405,800

Standard Fee Variance -182,380 140,580

Actual Fees 1,641,420 1,546,380

Forecast Cost -911,900 -911,900

Activity Variance 0 209,000

Actual Cost -911,900 -702,900

Gross Margin 729,520 843,480



the end, it is value that has the stronger relationship to profit and to cash.



Eight Measures - 4 - Realisation

A man who dares to waste one hour of time has not discovered the value of life.

Charles Darwin (1809-1882)



In the ideal world of the PSO, our clients pay for every second we spend on their behalf, and 
without demur. And fixed-price contracts are delivered (on time) in perfect conformity with our 
estimates of effort.  

How we wish it were so.

The truth is that very often we can’t charge every precious second of our time even when 
we’re not engaged on fixed-price contracts. These are some of the reasons:

• We make mistakes that cannot reasonably be charged

• We work more slowly than is reasonable, perhaps because we place inexperienced staff 
on the assignment

• We spend more supervisory time than expected, directing the work of inexperienced 
junior staff

• We spend time on ‘account management’ with the client, which cannot reasonably be 
charged, especially if this time involves the resolution of disputes

• We have agreed to give time free of charge as part of commercial negotiations

• We have placed junior staff free of charge on the project to accelerate their training

• We spend time in preparation for the assignment that cannot reasonably be charged

And, when we’re engaged on fixed-price contracts, we very often overrun the estimates on 
which profitability is built.

• We incorrectly estimate the time it takes to deliver each stage of the project for reasons 
including inexperience, inaccurate estimation, and insufficient comparable historical 
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data on which to base estimates.

• We allow the project to spill beyond its original scope, without complaint.

• Scope is so poorly defined that we find ourselves in dispute with the client as to what 
constitutes delivery.

• We manage the project badly and must redo work because of poor communication 
between and within both parties to the contract.

• We incorrectly estimate the costs of skills we require for the project.

• We spend unexpectedly large amounts of time on commercial negotiations and other 
‘account management’ activities.

• We lose key staff and must introduce new staff to the project at our own expense.

 Looking at it another way, and this way makes it all the more obvious why perfection is 
unattainable, this is what we must get right in order to realise 100% of the value of our work:

• We must have perfect professional knowledge, or at least sufficiently excellent, so that 
the quality of our work is never challenged and so that we are not forced to spend time 
in research and training in preparation for the project.

• We must all work at a speed and level of efficiency acceptable to our client, with no one 
working challengably more slowly than others. 

• We must communicate perfectly with our clients so that there are no 
misunderstandings as to scope and the appropriateness of what we do.

• We must communicate perfectly with each other so that there are no 
misunderstandings between us that lead to incorrect or wasted work.

• We must retain the loyalty of all those involved in the project so that we don’t have to 
waste time introducing new staff at our own expense.

• We must estimate well (and overestimate plausibly if we are to build contingency into 
our plans)



• We must have a keen understanding of the project’s likely costs

• We must have the skills to avoid protracted negotiation and account management work 
beyond what we might reasonably expect

• We must avoid giving time free of charge as part of the deal.

• We must retain fee rates at target rates or above.

• We must understand and manage dependencies in the project with perfect fluency.

If all of these conditions apply then you can plan for 100% realisation on time and materials 
based projects, and even greater than 100% realisation on fixed price projects. You might also 
apply for accelerated canonisation by the Roman Catholic Church, because you deserve to live 
amongst the Saints.

In the mundane, imperfect world, you must assume a certain level of loss, for some of the 
reasons given above, perhaps for all.  Realisation is a measure of what is not lost.

Realisation can be defined in this way:

Realisation, usually expressed in percentage terms, is the extent to which work in progress 
value is realised in invoicing.

It is also useful to calculate the overall rate achieved per hour and compare this with the 
overall rate that your forecasts assume, after adjustment for anticipated realisation. Two factors 
affect this rate - the extent of discounts from standard rates, and the level of realisation you have 
achieved.

In these three cases the result is the same, but if you ask the question, what went wrong, 
you might expect three different answers:

• In the first case we negotiated excellent fees, and then we made so many mistakes that 

Hours Standard Rate Actual Rate Revenue Realisation Achieved Rate

10 1,000 1,250 7,500 60% 750

10 1,000 1,000 7,500 75% 750

10 1,000 750 7,500 100% 750



we had to write off 40% of the value of the project

• In the second case we succeeded in negotiating standard fee rates but we had to write 
off 25% of the value of the project

• In the last case, we negotiated low rates but executed the project well. Although we 
might have negotiated more effectively, the third example is our best, even if the results 
are the same.

There are many other possible outcomes including good rates, good realisation, and bad 
rates and bad realisation. For example:

Achieved Rate can be defined in this way:

Achieved Rate is the revenue rate per hour that is achieved by professional staff, after fee 
discounts and the effect of realisation on work in progress valuations. 

Many companies report achieved rate against standard project cost per hour to obtain a 
quick and simple view of whether gross margins are sufficient. As with all measures, the possibility 
to analyse this measure by company, business stream, department, role, grade, client, project, 
employee and other dimensions adds to its usefulness.

It’s also important to note here, that revenue itself is not an uncontroversial notion, 
especially in the world of large projects, where invoice value (sometimes invoiced in advance, 
sometimes based on milestones, sometimes on simple timetables) is not always a guide to 
revenue. See Revenue Recognition, WIP and Provisions for guidance on this issue.

Hours Standard Rate Actual Rate Revenue Realisation Achieved Rate

10 1,000 1,250 12,500 100% 1,250

10 1,000 750 3,750 50% 375



Eight Measures - 5 - Standard Cost Variance

There is one rule for industrialists and that is: Make the best quality of goods possible at the lowest cost possible, paying the highest wages possible.

Henry Ford (1863-1947)



The notion of a standard cost is a familiar one in manufacturing and distribution companies. 
In manufacturing companies, for example, standard costs are used to build up the full cost of a 
manufactured item, combining the costs of fixed quantities of purchased or consumed material, 
fixed quantities of labour and overheads. The standard costs of materials at one level contribute to 
the material costs at the next level and so on. 

During the manufacturing process, variances against standards are monitored, since these 
affect overall profitability when all costs are set against sales prices. Variances can be of a number 
of different kinds: purchase price variances when supplier costs rise or fall, labour cost variances 
when labour is more or less expensive than planned, quantity variances when the materials or 
labour consumed are in different quantities from those suggested by the standard bill of materials, 
and overhead variances when the cost of running machinery, or providing energy to the process 
differs.

Standard costs are essential in the planning process, since decisions about the profitability of 
products depend on the costs of making them, and initially these are theoretical.

Standard costs are also useful in PSOs, in monitoring profitability and the variances that 
threaten it, in estimating the profitability of specific projects and in the overall budgeting process 
for the organisation.

Standard Costs

How can we determine the standard cost of a professional employee? In other words, how 
much does an hour of professional work cost?

There are two deeper underlying questions that hide behind these two initial ones:

• What are employee costs?
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• How do we allocate employee costs to time?

Let’s start with the first one, which is by far the more simple question.

Basically, an employee’s costs are those variable costs that come with employment of any 
member of staff:

• Salary (including bonuses)

• Taxes on Salary

• Social Security Payments

• Medical Insurance

• Pension Contributions

• Mobile Phone

• PC, software and other equipment depreciations, where the equipment is 
unequivocally the equipment of the individual

• Car and Fuel

• Subscriptions

• Training

• Any other direct expenses

These costs may be aggregated to determine a total annual direct cost for each employee.

Let’s suppose these costs come to 176,000.

The second, more complex, question is how many days should these costs be spread over to 
determine a daily (and thus hourly) cost? Do we want to determine a cost:

• Per working hour, regardless of how it is spent (perhaps on holiday, perhaps on 



administration, perhaps on client work)?

• Per available hour, regardless of how it is spent (perhaps on administration, perhaps on 
client work)?

• Per project hour (of client or internal work that adds value)?

In fact, we need to have an understanding of all three.

But let’s take the last of these three first, since we will definitely want a cost that can be set 
against revenue, so that we can ask questions such as ‘Are we making a good gross margin on this 
project?’.  The ‘final purpose’ of employing professional staff is to earn service revenue from their 
work, so we need to be able to set these costs against the days on which he or she might work. 
The ‘real’ cost of productive project work must include the costs of time lost on unproductive 
activities.

In order to calculate the cost of a ‘professional hour’ we need to start with some basic 
questions. How many working days are there in the year?

And then, for how many of these days is each employee available for chargeable work?

And lastly, on how many of these available days do we expect him or her to work on 
chargeable or value-adding work? In other words, what utilisation do we expect?

(Note that in cases where an employee is only partially available for chargeable work (as, for 
example, the Managing Director, who expects to spend 10% of his time on chargeable work) then 
a portion (say, 10%) of cost may be allocated across a portion (say, 10%) of available days. In some 

Days per year 365

Weekend days -104
Public Holidays -8

Working Days 253

Working Days 253
Holiday Allowance -25

Training -5
Company Conferences -3

Available Days 220



of these cases you might, by the way, assume 100% utilisation, since the expectation is that exactly 
that portion of time will be spent on chargeable projects.)

We can therefore calculate standard project cost per day as:

 (Total cost / Utilised days):

 176,000 / 176 = 1,000

Assuming an 8-hour day standard project cost per hour is 125.

This means that if we can invoice 1,000 for each day this employee works, and if he or she 
works four out of every five available days, on average, then we will cover his or her costs. To make 
a profit, and a contribution to company overheads, we must obviously charge more than 1,000.

Standard project cost can therefore be defined in this way:

Standard project cost is the cost of professional work, whether client-directed or internal, 
determined by taking an employee’s direct costs and dividing them by available time and then 
adjusting for expected utilisation. It is usually expressed as a daily or hourly cost.

Margins are not always generous in professional services (despite what our clients 
sometimes think), mainly because they can be easily undermined by adverse circumstances, 
including poor utilisation, fee discounts, poor realisation, and many others. They are also 
undermined if an employee’s costs are greater than anticipated (and are improved if they are 
lower).  If this happens, then all the projects on which an employee works are less profitable 
than expected, and less profitable than suggested by gross margin calculations based on project 
standard cost. Project standard cost, after all, is only an estimate. 

In fact, there are several factors that may result in project standard cost being an 
overestimate or underestimate. These are:

• The possibility that more or fewer days are available than assumed in the calculation. If 

Available Days 220
Unutilised Days (20%) -44

Utilised Days 176



an employee spends less time on training courses than planned and if conferences are 
cancelled, then there are more days across which costs might be spread, and if 
utilisation holds steady, then we can expect our standard project cost to be an 
overestimate.

In these circumstances, we can expect a variance to emerge due to the change in availability.

• The possibility that utilisation is greater or lower than planned.

In these circumstances, we can expect a variance to emerge due to the change in utilisation.

• The possibility that employee actual costs are different from planned costs.

Plan Actual
Working Days 253 253

Holiday Allowance -25 -25
Training -5 -1

Company Conferences -3 -1
Available Days 220 226

Unutilised Days (20%) -44 -45
Utilised Days 176 181

Total Cost 176,000 176,000
Standard Project Cost 1,000 972

Plan Actual
Working Days 253 253

Holiday Allowance -25 -25
Training -5 -5

Company Conferences -3 -3
Available Days 220 220

Unutilised Days (30%) -44 -66
Utilised Days 176 154

Total Cost 176,000 176,000
Standard Project Cost 1,000 1,143

Plan Actual
Working Days 253 253

Holiday Allowance -25 -25
Training -5 -5

Company Conferences -3 -3
Available Days 220 220

Unutilised Days (20%) -44 -44
Utilised Days 176 156

Total Cost 176,000 190,000
Standard Project Cost 1,000 1,080



In these circumstances, we can expect a variance to emerge due to the change in actual 
costs.

In all these cases, a variance can emerge between planned and actual costs, and it can be 
important to understand the factors that create these variances. If we put all three instances 
together then we see an overall variance in project cost but we do not necessarily understand the 
causes:

In order to track variances and their cause it is useful to have three definitions of standard 
costs:

• Standard Project Cost

Standard project cost is the cost of professional work, whether client-directed or internal, 
determined by taking an employee’s direct costs and dividing them by available time and then 
adjusting for expected utilisation. It is usually expressed as a daily or hourly cost.

• Standard Availability Cost

Standard availability cost is the cost of available time, however spent, determined by taking 
an employee’s direct costs and dividing them by available time. It is usually expressed as a daily or 
hourly cost.

• Standard Working Cost

Standard working cost is the cost of standard working time, however spent, determined by 
taking an employee’s direct costs and dividing them by standard time. It is usually expressed as a 

Plan Actual
Working Days 253 253

Holiday Allowance -25 -20
Training -5 -3

Company Conferences -3 -1
Available Days 220 229

Unutilised Days (30%) -44 -69
Utilised Days 176 160

Total Cost 176,000 190,000
Standard Project Cost 1,000 1,188



daily or hourly cost.

Taking the example we have already looked at, our three values are:

In determining variances, over a year, we would calculate as follows:

Utilisation Variance = (Utilised Days * Standard Project Cost) – (Available Days * Standard 
Availability Cost)

Availability Variance = (Available Days * Standard Availability Cost) – (Working Days * 
Standard Working Cost)

Cost Variance = Actual Costs – (Working Days * Standard Working Cost)

Taking our last example, where all three variances are expected, our values would be:

These variances emerge during the course of the accounting year. How does it work on a 
shorter-term basis?

The following worked out examples show how these three standard costs work together.

In this simple timesheet (which assumes an 8-hour day), utilisation is precisely 80%.

We assume actual costs of 4,050.

Timesheet 1:

Days Daily Cost
Standard Project Cost 176 1,000

Standard Availability Cost 220 800
Standard Working Cost 253 695.65

Days Daily Cost
Utilisation Variance (160 * 1,000) – (229 * 800) -23,200

Availability Variance (229 * 800) – (253 * 695.65) 7,200.55
Cost Variance 190,000 – (253 * 695.65) -20,000

Mon Tue Wed Thu Fri

Client Work 4 4 8 8 8
Administration 4 4



Assuming a standard project cost of 125 per hour, we arrive at a total cost for the week of 4,000. 
This is calculated as:

32 hours Client Work at 125 per hour = 4,000

In terms of reporting in your Professional Services Management software you will have 
costed time at standard project cost in this way:

Client Work   4,000

Administration  0

Total   4,000

In this timesheet, utilisation is as planned (80%), hence utilisation variance is zero. However, 
this week contains no unavailable time, so is unrepresentative of the overall annual pattern of 
work. The algorithm suggests that costs are going to be lower than expected because there is, 
as yet, no suggestion that any time will be unavailable. Thus there is, in effect, an overstatement 
of cost for the week. However, actual costs are higher than they should be, leading to an overall 
variance of only 50. Standard project cost plus net standard cost variance balances actual cost of 
4,050.

In this case, utilisation was as planned.

Let’s look at a different timesheet:

Timesheet 2:

Variance
Standard Project Cost (4 * 1,000) 4,000

Utilisation Variance (5 * 800) - (4 * 1,000) 0
Availability Variance (5 * 695.65) - (5 * 800) -521.75

Cost Variance 4,050 – (5 * 695.65) 571.75
Total Variance 50

Mon Tue Wed Thu Fri

Client Work 4 8 8 8
Administration 4 8



In this case our costs and variances would be calculated in this way:

In this case, the total variance is 550, but much of this derives from utilisation lower than 
80%.

But there’s one more thing we need to clarify. Let’s look at a third timesheet:

Timesheet 3:

Let’s assume for the moment that this hard working employee (five hours overtime in just 
one week) isn’t entitled to any additional payments or privileges for his or her overtime.

In this case, there is a slight negative variance due to higher than expected utilisation, a 
positive variance on availability because there is disproportionately more unavailable time in this 
week than is expected, and the same overall cost variance.

In all of these timesheets there is the same actual cost of 4,050, but depending on the 
pattern of reported work, a variety of variances. Analysing one timesheet in isolation can seem 
meaningless, but as values accumulate over the year, and when aggregating values across teams, 
departments, business streams and companies, each of these variances can indicate something 
important.

Variance
Standard Project Cost (3.5 * 1,000) 3,500

Utilisation Variance (5 * 800) - (3.5 * 1,000) 500
Availability Variance (5 * 695.65) - (5 * 800) -521.75

Cost Variance 4,050 – (5 * 695.65) 571.75
Total Variance 550

Mon Tue Wed Thu Fri

Client Work 4 10 8 9
Administration 4 1

Holiday 8

Variance
Standard Project Cost (3.875 * 1,000) 3,875

Utilisation Variance (4 * 800) - (3.875 * 1,000) -675
Availability Variance (5 * 695.65) - (4 * 800) 278.25

Cost Variance 4,050 – (5 * 695.65) 571.75
Total Variance 175



We have now seen how costs of project time and standard working costs can be calculated. 
Costs of project time are used for project profitability reporting, with aggregation by company, 
business stream, department, team, and so on. Availability variances, which are the least likely 
to be large, tell us whether our assumptions about available hours are correct. Standard working 
costs are used for monitoring the accuracy of standard costs through comparison with actual 
direct costs.

This means that if you are ambitious in terms of analytical reporting you can actually 
calculate standard project cost, standard availability cost and standard working cost for each 
employee in your organisation. In fact most PSOs are reluctant to do this, not because it is time 
consuming but for reasons of confidentiality. There are dangers in disseminating these data, even 
when aggregated in reports, since it doesn’t take a genius to work back from these towards an 
employee’s basic salary and other benefits, or at least to make comparisons between employees.

Instead, most PSOs hold these various standard costs at departmental, business stream, and 
grade level, calculating an average for all employees at the same level. Even so, it’s not sensible to 
go too far. Costs of project time and gross margins aren’t an exact science and you will find that 
holding complex arrays of different standard values is arduous. In my experience, it is enough to 
hold costs of project time by grade, by business stream, and by company (assuming that salary 
terms and conditions differ from one company to another).



Eight Measures - 6 – WIP Days

The road to hell is paved with works-in-progress.

Philip Roth (1933-)



A PSO can appear to be highly profitable, but may still go out of business if it lacks the cash 
to sustain its operations. 

There is finally no substitute for cash. Work in Progress (WIP) is a pale stand-in for invoice 
value. Invoice value is a pale stand-in for cash. Without cash, you can’t pay your professional 
staff. Therefore, if you allow yourself to celebrate apparent profit, based on the value of Work in 
Progress, without regard for cash, your business will be at risk.

Many PSOs have only informal mechanisms for determining the value of WIP, especially 
if realisation is less than 100% or if projects are fixed price, or milestone dependent. However, 
assuming that WIP can be calculated (see Revenue Recognition, WIP and Provisions) it is vital to 
keep track of how it grows in relation to revenue and cost.

Let’s take an example:

A company is running a fixed-price project, which can be invoiced after the completion of 
three stages, A, B and C. These stages require the following expenditure of man-day effort:

We will assume standard project costs of project time of 500 per day and a revenue rate of 
1000.

Stage Month 1 Month 2 Month 3 Month 4 Month 5 Month 6
A 30 30 10
B 40 40 60 20
C 30 30 30
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In this example, these are the WIP balances, invoicing and cost values as the project 
progresses (assuming 100% realisation):

Now, assuming that invoices are paid one month after issue (perhaps an optimistic 
assumption), this would be the pattern of cash flow:

Ignoring the additional cash outlay for unallocated overheads, net investment in cash for 
salaries and other direct costs (costs that cannot be paid late) is high and must be sustained for 
many months.

And things often go wrong. Assuming timing delays in project execution, realisation of only 
80%, and an extra month for payments, the picture gets worse:

Stage Month 1 Month 2 Month 3 Month 4 Month 5 Month 6
WIP Bal 30,000 100,000 80,000 170,000 60,000

Invoicing 70,000 160,000 90,000
Cost 15,000 35,000 25,000 45,000 25,000 15,000

Cash Out (Employee Cost) Cash In Net Investment
Month 1 15,000 15,000
Month 2 35,000 50,000
Month 3 25,000 75,000
Month 4 45,000 120,000
Month 5 25,000 70,000 75,000
Month 6 15,000 90,000
Month 7 160,000 -70,000
Month 8 90,000 -160,000

Cash Out (Employee Cost) Cash In Net Investment
Month 1 10,000 10,000
Month 2 30,000 40,000
Month 3 30,000 70,000
Month 4 50,000 120,000
Month 5 30,000 150,000
Month 6 20,000 170,000
Month 7 15,000 70,000 115,000
Month 8 15,000 130,000
Month 9 160,000 -30,000

Month 10 90,000 -120,000



In this scenario investment peaks at 170,000.

This is why it is essential to keep Work in Progress under control and to ensure that invoices 
are so arranged that cash will arrive in sufficient time to cover expenses that must be paid on 
time, such as salary. It is very likely that salary and other direct expenses (as for most PSOs) will 
represent towards 80% of your costs, when ‘overhead’ salaries are also included.

WIP Days is a good measure of how well your WIP is under control. 

WIP Days can be defined in this way:

WIP Days is the number of days’ services revenue represented by your Work in Progress 
value (after provisions).

How is it calculated?

WIP Days = ((WIP – WIP Provisions) / (Average Monthly Revenue * 12)) * 365

Average Monthly Revenue may be calculated based on the previous six or more months’ 
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revenue.

Suppose average monthly revenue of 200,000.

Suppose WIP of 350,000.

Suppose WIP Provisions of 41,000.

WIP Days = ((350,000 – 41,000) / (200,000 * 12)) * 365 = 46.99

Obstacles to Invoicing

Rising WIP Days is often an indicator of underlying ills. It might indicate, amongst other 
things:

• A general deterioration in relationships with your clients. You find yourself deferring 
invoices because you don’t expect your clients to accept the value you’ve placed on the 
work you’ve done

• Structural weaknesses in the contracts you have with your clients, in that these do not 
permit you to invoice.

This can happen when invoicing depends upon reaching a milestone. However, if the 
milestone is not reached because the client has temporarily halted the project you can 
find yourself exposed. You must make sure that your contract allows you to invoice after 
a defined time has elapsed especially if the project is suspended for reasons beyond your 
control.

• An increase in the number of fixed price contracts, and their size 

Large fixed price projects are likely to be invoiced in larger ‘lumps’ which means that WIP 
is more likely to accumulate to higher values. Try to avoid large ‘lumps’ even if you are 
managing larger projects.

• Projects have extended beyond original scope without control

If you have performed services which you regard as beyond project scope, but without 



agreement with your client, it is likely that your client will be unwilling retrospectively to 
agree charges. In these cases, WIP balances are often ‘suspended’ until negotiations have 
concluded. And more often than not, such WIP is written off.

• Project Managers are deferring invoicing or write off to boost realisation figures

Realisation measures the relationship between invoice or WIP value and the value of the 
work that is related to it. When managers are judged on realisation they will consciously or 
unconsciously show reluctance either to write off or calculate provisions for work that they 
may never invoice.



Eight Measures - 7 - Overhead Variance

If you would be wealthy, think of saving as well as getting.

Benjamin Franklin (1706-1790)



Little needs to be said about overhead variance, since determining this by comparing actual 
costs against budget for all costs that are not specific to the exercise of professional skills, is no 
different in a PSO than in any other kind of business.

The cost of all staff in a PSO will often amount to between 60% and 80% of operating costs. 
Controlling these costs is proportionately more effective than controlling overheads, unless these 
are clearly extravagant.

Only one note is perhaps worthwhile here and that is to stress the importance of attributing 
costs, where possible, to clients and projects. Entertainment, travel, and other costs associated 
with client and project management, even if not recharged directly to clients, should be attributed 
to clients, so that the real cost, and margins associated with clients and projects can be known, 
and the remaining unattributed overheads understood separately.

Eight Measures - 7 - Overhead Variance

If you would be wealthy, think of saving as well as getting.

Benjamin Franklin (1706-1790)



Eight Measures - 8 – Debtor Days

Creditors have better memories than debtors. 

Benjamin Franklin (1706-1790) 



Debtor Days is a measure common to all businesses, but bad or merely overdue debts are 
as likely to destroy the financial health of a PSO as any other kind of business. All other indicators 
may be healthy, but if this indicator is ailing, then your business may still be in trouble.

How is Debtor Days defined?

Debtor Days is a measure of the number of days of revenue required to cover the current 
debtor balance.

It is calculated as:

Debtor Days = ((Debtor Balance / (Average Monthly Revenue * 12)) * 365)

Average Monthly Revenue may be calculated based on the previous six or more months’ 
revenue.

For example, if your Debtor Balance is 120,000 and your average monthly revenue is 60,000, 
then Debtor Days = ((120,000 / (60,000 * 12)) * 365) = 61 (approx). 

In this example, your company must work for two months to cover the cash that is owed to 
your organisation by your clients.

Note that Debtor Balance may include a tax component (e.g. VAT or GST).

Debtor Days compounds the issue of WIP Days. Adding Debtor Days to WIP Days tells you 
how many days or months of work you are financing. In many PSOs direct costs related to staff 
(and not just professional staff) can amount to 80% of the company’s monthly costs. These are 
costs where payment cannot be deferred without serious risk to the business. 

Eight Measures - 8 – Debtor Days

Creditors have better memories than debtors. 

Benjamin Franklin (1706-1790) 



The following table assumes 50% gross margin on consulting revenue and that the cost of 
that revenue is therefore half its value. Including additional overhead staff costs, the monthly total 
staff cost approximates to 300,000. If WIP Days and Debtor Days are high, the implied investment 
is very serious:

Debtors are rarely eager to part with cash, and most organisations have a well-rehearsed 
approach to debt collection, involving the usual techniques of polite coercion, dunning notes, the 
suspension of services, and the threat of legal action. These methods are best left to specialists 
in the finance area, whose insistence will not undermine the (often apparently uncommercial) 
relationship that a consultant or project manager might have with his or her client. 

However, it is important is to understand what bad Debtor Days means in a PSO, besides a 
reluctance to part with cash. And whilst you might want to protect your professional staff from the 
issue of non-payment, it is important to involve them in the issue when it become serious or when 
it is inexplicable, since non-payment may very well reflect the client-consultant relationship, about 
which they know the most.

Good practice:

• Ensure that contracts explicitly provide for termination and suspension of service in the 
case of non-payment

• Ensure that contracts stipulate appropriate procedures enabling clients to challenge 
invoices, as well as enabling you to challenge non-payment, and that the conditions for 
triggering these procedures (as well as when the right to make such challenges expires) 
are clearly stated

• Structure your contracts in such a way that you cannot be exposed to bad debt and the 

Monthly Revenue 500,000
Monthly Staff Costs 250,000 Assuming 50% Gross Margin

Additional Staff Costs 50,000 Notional additional costs for administration, sales, 
marketing and management

Total Staff Costs 300,000
WIP Days 20

Debtor Days 45
Months costs to cover 2.14

Staff Costs to Cover 642,000 Current Investment



risk of non-payment beyond a certain well-defined level. This might involve breaking 
a project down into phases or stages that are relatively small. In addition you might 
agree a credit limit for the project, the breaching of which will trigger suspension of 
services. This credit limit might also be variable (ideally declining) during the course of 
the project.



Utilisation, Standard Fee Variance & Realisation – Squeezing a Rubber Ball

Here, you see, it takes all the running you can do, to stay in the same place.

Lewis Carroll (1832-1898)   

The Red Queen, Through the Looking Glass



Reading these analyses and explanations of eight key measures for a PSO, you’ve probably 
wondered whether any or all of them really matter very much, whether they’re really worth all the 
trouble to calculate. 

You might be thinking that all that really matters is the relationship between total revenue 
and total cost. 

And yes, in a sense you would be right. If the relationship between these two is healthy and 
you’re running a profitable company, you probably don’t need to be too concerned with how you 
might increase your profitability. You’re happy as you are.

It’s when the relationship between total revenue and total cost goes wrong that you need to 
know more than that you’re simply losing money. It’s these measures that help you diagnose the 
underlying problems you face, and with the right diagnosis comes the possibility of cure. 

Let’s look at various forms of the profitability problem by examining our eight key measures 
over a period of several months.

Imagine a three-person consultancy that’s just beginning operations.  

In the first month everything goes exactly as in the business plan, which is based on the 
following assumptions:

Standard Fees 1000 per day
Planned Utilisation 80%

Realisation 90%
Standard Project Cost 450 per day

Overheads 6000
Days per month Exactly 20

Consultants 3

 Utilisation, Standard Fee Variance & Realisation – Squeezing a Rubber Ball

Here, you see, it takes all the running you can do, to stay in the same place.

Lewis Carroll (1832-1898)   

The Red Queen, Through the Looking Glass



In these examples we will ignore the separation of each different component of standard 
cost variance.

First Month

The first month looks like this:

Second Month

In the second month it’s more difficult for the company to keep busy, but this is 
compensated by an increase in realisation (the client disputes some charges, as usual, but the 
company negotiates hard):

Days Chargeable 48 Utilisation 80%
Actual Fees 48,000

Revenue 43,200 Realisation 90%
Standard Project Cost -27,000

Gross Margin 16,200
Actual Employee Costs -27,000
Standard Cost Variance 0

Overheads -6,000
Profit 10,200

Utilisation Variance 0
Standard Fee Variance 0

Realisation Variance 0
Standard Cost Variance 0

Overhead Variance 0

Days Chargeable 54 Utilisation 90%
Actual Fees 54,000

Revenue 36,180 Realisation 67%
Standard Project Cost -27,000

Gross Margin 8,180
Actual Employee Costs -27,000
Standard Cost Variance 0

Overheads -5,000
Profit 3180

Utilisation Variance -12,000
Standard Fee Variance 0

Realisation Variance 1,800
Standard Cost Variance 0

Overhead Variance 0



Third Month

In the third month, in an effort to impress the client, and increase utilisation, the company 
does some extra work that isn’t charged. They also manage to squeeze overheads.

Fourth Month

In the fourth month the client, appreciating the extra work, is happy to accept charges for 
more days, but only if the company reduces its fees to 800 per day. On this basis 95% realisation is 
achieved. Salaries are also reduced a little.

Days Chargeable 54 Utilisation 90%
Actual Fees 54,000

Revenue 36,180 Realisation 67%
Standard Project Cost -27,000

Gross Margin 8,180
Actual Employee Costs -27,000
Standard Cost Variance 0

Overheads -5,000
Profit 3180

Utilisation Variance 6,000
Standard Fee Variance 0

Realisation Variance -17,800
Standard Cost Variance 0

Overhead Variance 1000

Days Chargeable 48 Utilisation 80%
Actual Fees 38,400

Revenue 36,480 Realisation 95%
Standard Project Cost -27,000

Gross Margin 9,480
Actual Employee Costs -25,500
Standard Cost Variance 1,500

Overheads -5,000
Profit 5,980

Utilisation Variance 0
Standard Fee Variance -9,600

Realisation Variance 1,920
Standard Cost Variance 1500

Overhead Variance 1000



In summary, the story is this. After the first month, utilisation falls dramatically, and the 
company ends up contracting to do more work for less money on lower salaries. Overheads are 
also cut slightly.

Other management decisions might have been possible. What if the company had fired one 
of its three consultants after the second month?

Third and Fourth Month – Harsher Version

Assuming the client can provide as much work for the company in the third week as in the 
second, and that the remaining two consultants can work at 90% utilisation to cover it, the 
numbers would look like this:

The company has remained busy, kept fees high, and improved its profit.

Of course, long-term considerations, and even friendship, might persuade the company to 
choose the first alternative rather than the harsher one, but trading more work just for lower fees, 
as in the first scenario, is not obviously the right choice.

The point I want to make about these three measures, utilisation, standard fee variance and 
realisation is that they’re closely related to each other:

• You can sometimes increase utilisation, but with the effect that realisation falls, or 
standard fee variances grow (in the wrong direction)

Days Chargeable 36 Utilisation 90%
Actual Fees 36,000

Revenue 34,200 Realisation 95%
Standard Project Cost -18,000

Gross Margin 16,200
Actual Employee Costs -18,000
Standard Cost Variance 0

Overheads -6,000
Profit 10,000

Utilisation Variance 0
Standard Fee Variance 0

Realisation Variance 1,800
Standard Cost Variance 0

Overhead Variance 0



• You can even keep both utilisation and realisation high if you agree give-away prices

What’s important is to understand that you can’t solve an underlying problem by improving 
one poor indicator at the expense of another. In the case we looked at above, the basic problem 
with profitability after the first month is utilisation. Resolving this by chasing the problem into 
another corner is no long-term solution. In more complicated, multi-stream, multi-project 
businesses, the picture is more complex, but analysis helps you to understand where the problem 
lies, and through careful analysis, you can soon understand if your response is evasive or effective.

We can graph the progress of these three indicators (as % values), plotting them for the 
narrative that doesn’t include firing a colleague (note that standard fee variance is given as a 
negative number):
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And we can experiment, perhaps, with a single combined indicator (we can call this the 
composite revenue index) which adds our three indicators together :

It’s easy to see that after the problem begins in the second month, nothing we do really 
addresses it.

It’s also instructive to compare this with gross margin for each month (in this case, I’ve 
divided the gross margin figure by one hundred to achieve a comparable scale). This, admittedly, 
shows that some small improvements in profitability are achieved after the second month as a 
result of the steps the company takes.
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But it’s easy to see that the more radical action of the second scenario (firing one of the 
three founding consultants) gives us a more attractive upswing in both the composite index and 
gross margin:

We can plot these two scenarios together to make the difference in outcomes after the 
second month more striking:
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You might think this is all about playing with numbers and making them visually attractive. It 
is, but at the same time, it’s useful to see how the calculation of certain measures and their visual 
representation can bring issues very powerfully to life.

This interdependency of utilisation, standard fee variance and realisation reminds me of 
a rubber ball. Squeeze in one direction and you’ll get expansion in another. The professional 
services manager who responds to a problem by moving it from one place to another will never be 
effective in the long term. 



Motivation and Measurement

Benefits should be granted little by little, so that they may be better enjoyed.

Niccolo Machiavelli (1469-1527) 



In previous chapters, we have looked at how we can define eight important measures for a 
PSO, and in some cases, we have looked at how policy can be used to improve these. This chapter 
concentrates on how these measures can be made to work with the responsibility structures and 
motivational policies of a PSO.  

PSOs depend for their value on the professional staff they employ. A successful PSO must 
motivate its staff. But how?

In the notes that follow, you’ll see that I concentrate mainly on material bonuses. That’s not 
to say that other kinds of encouragement don’t work. Quite to the contrary, the most effective 
motivation derives from good leadership, from the encouragement, congratulations, and support 
you give your staff, as well as the understanding and help you give them when things go wrong. 

However, this is not a book about business psychology. Rather, I am concerned with the 
material bonuses that also play a part in motivating staff. After all, with the best leadership in the 
world, you won’t get your staff to work for nothing, and material bonuses (in short, money) are 
taken as proof that you mean what you say when you show appreciation in other ways. 

In the organisations I’ve managed I’ve tried a number of methods, most of them directly 
monetary:

• Bonuses based on utilisation

• Bonuses based on chargeable utilisation

• Bonuses based on invoiced value

• Team bonuses based on team utilisation

• Team bonuses based on chargeable utilisation

Motivation and Measurement

Benefits should be granted little by little, so that they may be better enjoyed.

Niccolo Machiavelli (1469-1527) 



• Team bonuses based on invoiced value

• Bonuses partially based on qualitative measures such as quality, client approval, 
communicativeness, team spirit, etc.

• Non-financial rewards, such as additional training, promotion, opportunities for 
influence, etc.

None of these works comprehensively, and if you adopt one or another of these schemes, 
you’ll be frustrated to find that they don’t always work. Some of them work for some of your staff 
and some of them work for others. None works for all.

Is this surprising?

No, and for the obvious reason that your staff are human, and every one of them is different. 
Moreover, being highly qualified professional staff, they are probably more than usually intelligent, 
proud, ambitious, and imaginative. Each works for different reasons. 

That said, you need a number of different tools to apply appropriately and sensitively.

Let’s look at motivation at four different levels in a PSO:

• Professional Staff – Individually based motivation

• Professional Staff – Team based motivation

• Team Leaders

• Project Managers

• Business Unit Managers

• Company Managers



At all levels, motivation schemes must follow the following broad principles:

• Motivation must reward success that benefits the PSO as a whole. This is your 
requirement, not theirs.

• Success must be based on clear measures

• What is measured must be at least partially within the control of the staff you are trying 
to motivate

• What is measured must also be within your control as a manager

Individual Bonuses for Professional Staff

Salesmen often earn as much income from bonuses and commissions as they earn in basic 
salary. Material reward is high on the list of a salesman’s goals, and human resource experts all 
over the world will usually advise you not to employ a prospective salesman unless he or she talks 
about money and reward early in the recruitment process.

The ethos of consulting and the professions is somehow different, and when we are looking 
for a new job we usually pretend, at least at first, a lack of interest in financial reward, as if we are 
motivated in the main by intellectual concerns. Of course, this is generally snobbish nonsense, but 
even so, it is at least partly true that motivation for professional staff is complex and isn’t based 
solely on material reward.

But if not solely, then at least partly, and it is sensible to design your bonus schemes mainly 
around revenue and profit, as you do for salesmen, though in my experience it is unusual for 
bonuses to exceed 20% of professional staff salaries, at least at the more junior levels.

Bonuses are designed to increase revenue and profit and must therefore be related to these 
measures in some way - if not strongly, at least loosely. Such schemes are also designed to protect 
you from expense when times are lean. These are two essential sides of the same coin. 

At the same time, the achievement of bonus payments must be within the scope of control 
of individual members of your professional staff, otherwise the incentives will not work. If profit is 
won or lost regardless, why work harder or better?



It might seem that the best incentive, one that is both sufficiently individual (based on 
analysis by employee), and comes closest to relating reward to profit, is employee gross margin, 
based on invoiced revenue (ignoring WIP) and the standard or actual direct cost of providing the 
services that are invoiced. (WIP is best ignored, on this view, because its conversion to revenue 
and cash is uncertain.)

But this measure is unsatisfactory, for a number of reasons:

• Employees have no control over the timing of invoicing, and become easily frustrated if 
their work is not rapidly rewarded.

• At junior levels, employees have little control over the rates at which they are invoiced. 
Nor do they have any say in the client’s contractual terms, these perhaps being based 
on fixed prices or discounted fees. They may be penalised because of underestimates or 
poor negotiation by staff that are more senior.

• At junior levels, employees have little control over the work that they are assigned. 
They may be unfairly overlooked when there is lucrative work to be done, and too often 
assigned to internal non-revenue generating work.

• Employees will be demotivated from doing important internal non-revenue generating 
work, such as sales support work, or account management.

Although a gross-margin based measure has a strong link with profit, and is attractive for 
senior management for this reason, it’s unlikely to work well. It is better that we retreat from this 
‘strong’ link to profit and consider another option. Perhaps ‘chargeable utilisation’ could work 
more successfully. 

‘Chargeable utilisation’ would link bonus payments to the amount of time (as a proportion 
of available time) spent on chargeable projects, regardless of the extent to which that time is 
converted into revenue. This solves the ‘timing’ problem since this measure is available as soon 
as timesheets are in. It also solves the ‘value’ problem, since we are rewarding utilisation, not 
realisation or low standard fee variance.

However, it doesn’t solve the second pair of problems that arise with the ‘gross margin’ 
based bonus. Employees don’t always control what they do, nor do we wish to demotivate 
essential non-chargeable work.



This leaves us with ‘utilisation’, a measure, as we have seen, of the proportion of time 
an employee spends on projects that ‘add value’, in some sense, to the company, whether by 
revenue, or know-how and asset building.

But there are two problems, even with this measure:

• We are left with only a loose link to profit or gross margin

• There is a risk that utilisation will rise without reward to the company, unless internal 
projects are controlled with the same rigour as external projects.

In short, none of these schemes is ideal. Each has shortcomings.

Of course, in some professions and in some circumstances, some of the issues I’ve listed 
don’t arise, but in designing a motivation scheme, it is crucial that you understand how behaviour 
changes as a consequence of subtle differences in measurement.

In practice, I have seen various bonus schemes succeed and fail, for both the employer and 
the employee. However, what is essential to any scheme that succeeds is clarity and openness of 
measurement.

In general, I believe a mix of measurements works best to motivate individuals:

• Utilisation, with the proviso that internal projects are well controlled

• Qualitative measures (teamwork, promptness with timesheets, quality of work, client 
approbation, etc.)

• A share in a team based bonus, which is more strongly tied to revenue and gross 
margin.

Team Bonuses for Professional Staff

Team bonuses can work well, especially if teamwork is part of the ethos of your PSO. Even 
though there may be some individuals who feel they are less well rewarded because of this, in 
combination with bonuses or rewards for individual efforts and successes team bonuses can still 
work effectively. One advantage from the employer’s point of view is that team bonuses can be 



related more strongly to profit and gross margin.

Bonuses for Team Leaders

‘Team Leader’ may mean any number of things in a PSO, but here we assume that:

• A Team Leader is responsible for deploying his or her staff and for maximising their 
utilisation at fee rates that maximise profitability

• A Team Leader is responsible for hiring and firing members of his or her team

• A Team Leader is responsible for ‘selling’ his or her staff internally to increase utilisation

• A Team Leader is responsible for the career development and ‘pastoral care’ of his or 
her staff

• A Team Leader is usually responsible for authorising the timesheets of his or her team 
members

But,

• A Team Leader may not be directly responsible for setting salary costs, since these may 
be determined organisation-wide.

• A Team Leader may not necessarily be responsible for projects and their profitability if 
some or all projects are managed by members of other teams.

In summary, a team leader works at a management level where there is limited control over 
absolute profit and loss or gross margin, but considerable control over utilisation (even chargeable 
utilisation). Bonuses should therefore be formed around utilisation or related to variance from 
forecast gross margin. A successful team leader is one who keeps his team busy at external or 
internal rates. 

Bonuses for Project Managers

A ‘Project Manager’ has a narrower field of interest. He or she wants to maximise the 
profitability of a project, regardless of the utilisation of the staff who work on his or her project. 
Clearly a project manager has an obligation (under the terms of his or her employment of staff 



from the team he belongs to or from other teams) to deploy staff with some regard for optimising 
the use of their time but that is not a primary concern.

A Project Manager is responsible for estimating the number of days required for a project, 
the skills needed and the timing of the project, assuming access to the staff he or she needs. 

• A Project Manager will advise on when and how a project can be invoiced. 

• A Project Manager is responsible for the realisation of a project (assuming he or she is 
also involved in project estimates and scoping at the time of sale and agreement with 
the customer)

• A Project Manager is responsible for invoicing, or, at the very least, taking action to 
minimise Work in Progress

• A Project Manager, together with an Account Manager, is usually involved in 
commercial negotiations as to what can be invoiced and when

• A Project Manager will be involved , together with an Account Manager, in resolving 
issues of overdue debt

But,

• A Project Manager may not be responsible for setting the fee rates or the costs of the 
staff he or she deploys

Bonuses for Project Managers should be based on variances, on realisation and gross 
margin, from the realisation and gross margin implied by the project forecasts he or she agrees to 
be reasonable. He or she should be protected from the consequences of a sales decision to sell a 
project at a dangerously low value.

A Project Manager should be involved in estimating a Project and a Project should not be 
sold to a customer until sales staff, account managers and senior managers have reviewed the 
estimates that an experienced Project Manager has put forward. 

Whilst sales and commercial staff should be measured against the contracts they make 
with customers (and rewarded on the project’s actual gross margin), Project Managers should 
be measured against the contracts they make with their own ‘company’, against the plan and the 



implied gross margin they believe is real.

Bonuses for Business Unit Managers

We can assume that Business Unit Managers have many of the same responsibilities as Team 
Leaders but with the added responsibility of commercial negotiation, employment terms and 
conditions, WIP management and debt collection. However, we can also assume that they do not 
have control over company overhead costs, though in their particular business unit we can expect 
that they will have control over sales and marketing costs associated with their unit.

So, since Business Unit Managers control all conditions for utilisation, realisation, standard 
fee variance, standard cost variance, WIP Days and Debtor Days, they should be judged and 
rewarded based on gross margin, with sales and marketing costs included too, if they control 
these, and WIP Days and Debtor Days. Qualitative measures should play a smaller part in the 
overall calculation.

Bonuses for Company Managers

In the case of Company Managers, we can assume that they control everything, ultimately, 
except demand in the market. But since they are responsible for the company’s response to that 
demand, as well as quality, project execution, sales, marketing, salary levels, fee levels and all 
other overheads, their bonus should be based almost entirely on profit in relation to profit targets, 
unless other goals such a growth, are of balancing importance. 

The following table shows these relationships between reward and control and the 
measures that are candidates for motivation:

Professional 
Staff Team Leaders Project 

Managers
Business Unit 

Managers
Company 
Managers

Utilisation Yes Yes
Realisation Yes

Gross Margin 
(actual fees – standard cost) Yes Yes Yes

Gross Margin (including 
Sales and Marketing costs) Yes

WIP Days Yes Yes
Debtor Days Yes Yes

Profit Yes



Intercompany and Interdepartmental Charging

If you want to be incrementally better: Be competitive. 

If you want to be exponentially better: Be cooperative.

Unknown



Efficient deployment of professional staff in a diverse PSO often means one company, 
business stream, department, or team borrowing from another if utilisation is to be kept high, 
and if clients are to be satisfied. Each team will inevitably staff a project from its own resources 
by preference, but if skills are in short supply, they must look elsewhere. This is one reason why 
visibility of availability, skills and experience across the entire organisation is important.

Conversely, a team with time on its hands will want to promote its professional staff and 
‘sell’ them to others.

However, these issues create challenges in terms of revenue sharing, costing, and 
motivation. These need analysis.

A perennial issue in the management of PSOs is that of responsibility. There is the ‘line 
management’ responsibility of team leaders which includes:

• Responsibility for the day-to-day deployment of a team of professional staff

• Responsibility for the personal career development of the team

• Responsibility for the profitability of the team

And there is ‘project’ responsibility:

• Responsibility for the staffing of a project

• Responsibility for the profitability of a project

• Responsibility for all commercial decisions (invoicing, etc.) associated with a project

In most organisations, these responsibilities overlap, but they can also be in conflict unless 

Intercompany and Interdepartmental Charging
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If you want to be exponentially better: Be cooperative.

Unknown



there are clear rules for the resolution of issues with respect to inter-team charging. As PSOs 
become more commercially driven and team leaders and managers are rewarded according to the 
profitability of their team these conflicts can become serious.

Let’s look at an example:

Let’s suppose there are two teams, led by A and B. Each team leader employs a number of 
staff as follows:

In a simple world, each team executes and invoices projects using its own staff. Budgeting 
and forecasting are relatively simple, and there are no cross charges.

But what if B sells a project that requires the skills of AC?

In this case, he or she must borrow AC from A. But how is this to work in terms of gross 
margin (on which the bonuses of A and B may partially depend)?

• Should some of the revenue that belongs to B be passed back to A?

• Alternatively, should some of the cost that belongs to A be passed on to B?

There are no entirely right answers here, but my own preference is for the second option, for 
several reasons:

• In a commercial organisation it is the obtaining of revenue (or rather gross margin) that 
should be rewarded most clearly

• In a commercial organisation it is the incurring of loss that should be penalised most 
clearly

• People should not generally be rewarded or penalised for circumstances that lie outside 
their control

A

AA AB AC

B

BB BCBA



Let’s consider what would happen if our cross charging rule were that A should receive 85% 
of the revenue earned in respect of AC’s work on the project.

When B comes to A to tell him about the project, which hasn’t yet started, he’s optimistic:

‘You’re going to get good money for AC. I’ve negotiated a rate that’s higher than the usual. 
So you’ll probably end up getting more than you would if you’d sold him yourself. Sadly, I’ll only 
see a small part of that revenue myself, but, sadly, those are the rules.’

Of course, as in all cautionary tales, things don’t work out well. What B didn’t really tell A 
was that this is a fixed price project, and B has made some dodgy assumptions about the number 
of days the project will require. When it comes down to it, the revenue is spread more thinly than 
planned across the days that AC has given. When A receives his share of the revenue, it doesn’t 
even cover AC’s standard project cost.

‘I could have sold AC on some other projects and made more money,’ he complains.

However, this is just one of the problems. 

When A complains to B that he was expecting more revenue, he points out that the project 
has gone wrong through poor project management, and poor estimating. Why should he be 
penalised for that, since it was B’s team who were responsible?

B has to admit that some of this may be true, but he counters with a complaint that AC 
wasn’t actually as experienced and suitable as A had suggested, and so some of the problems 
were AC’s fault, not his team’s. And so on.

Not all of these problems are resolved by looking at it another way, but some are. If A 
charged a fixed price for AC’s work, regardless of the revenue associated with the project, then at 
least the first kind of problem is averted. But what should that price be?

Full fee rate (B’s notional or actual fee rate for his project) would seem too high, since it 
would remove any incentive for B.

On the other hand, standard project cost would seem too low (let’s suppose that AC has a 
standard project cost of 450), since it doesn’t provide much of an incentive for A, and provides 



him with no reward for the ‘risk’ of employing staff (and incurring overheads to do so). In fact, 
assuming that appropriately skilled staff can generally be found in one team or another, a clever 
team leader wouldn’t bother to employ anyone at all. He would simply buy the time of his 
colleagues at standard project cost.

Of course, there are reasons why this would be a foolish policy. If you ‘own’ your own staff 
you may make your own decisions about how to deploy them, how to reward them, and you have 
a much greater chance of running successful projects if you have at least some influence over, and 
have earned the loyalty of the staff you deploy.

Risk must bring rewards, and so the risk of running a team must be reflected in a margin 
to be charged to other teams when they need to borrow your staff. You should be rewarded for 
having recruited them, trained them and obtained their loyalty and for the risk that you face that 
they may be idle and unprofitable.

So how should cross charges be calculated?

Well, do they need to be fixed? Do we really need a formula? Why not let the laws of supply 
and demand fix a price? After all, you’re sometimes in a position where you’re keen to sell your 
team at any price, and at others, you need an exciting financial incentive to do so. Aren’t teams 
little businesses within businesses that must respond to market forces as if they’re free agents? If 
it’s cheaper for B to look outside the company instead of employing AC, then why shouldn’t he do 
so?

This can work well, if you have the time and the administrative back-up to manage all the 
‘contracts’ that your team leaders make, and if you can define all the rules and penalties that apply 
to each kind of default.

If team A isn’t busy, then its team leader will be happy to sell time at almost any price. If 
team A is busy, then AC’s price will be higher.

But there are a few issues with this liberal ‘free market’ method:

• It tends to create an adversarial rather than a cooperative ethos, which can ultimately 
be damaging to the organisation as a whole



• It is complex to administer

• We don’t always want the rules of the market to apply. If B chooses a cheap external 
alternative to AC, whilst AC sits idly on the bench, is that really in the interest of the 
company overall?

• It involves frequent arbitration by management, which is tiresome

• It discourages openness, since if price depends on demand, a manager will obtain an 
advantage from concealing the true state of demand for his staff

However, it has its attractions, too. It places more commercial control in the hands of 
buyers and sellers. A and B are both buyers and sellers at different times, buying skills at the best 
price the market allows, and selling them at the best price the external market supports. It’s an 
orthodox free-market concept.

Alternatively, you might adopt a ‘cost-plus’ approach, cross charging at standard project cost 
plus a margin (of say, 50%). This has the merit of simplicity, reduces the frequency with which 
both parties will resort to arbitration, and still rewards the ‘seller’ for his risk in employing his staff, 
whilst rewarding the ‘buyer’ with a margin on his sale to his client. 

In short, you must make a pragmatic decision about how best to calculate cross charges, 
balancing the attractions of the free market approach with the adverse effects of competition and 
the complexity of administration. On balance, I favour the cost-plus approach.

Accounting for Cross Charges

How can these cross charges be reflected in a typical PSO’s Profit and Loss statement?

Let’s take a single instance of a cross charge between team A and B.

• B charges the customer 1000 for AC’s project work.

• AC’s standard project cost is 450.

• A charges B 675 for AC’s time.

• We assume 100% realisation on AC’s time.



We can analyse this as if both A and B are run as independent businesses.

These two P&L’s correctly show a company gross margin of 550, as well as a gross margin for 
both teams. 

In the way I have laid it out here, I have shown team A achieving a very low actual fee 
rate for AC’s work, treating the cross-charged revenue as if it were real revenue with a very high 
discount. It is arguable whether this is an appropriate way to show A’s revenue, but in the end it 
depends on the extent to which you want to show each team as a separate commercial concern. 
On balance, I prefer this. Such heavy discounts on intra-company ‘sales’ is a reflection of the 
surplus labour that team A employs. 

On the other hand, we must be careful to avoid double counting. If we add a third, total 
column, and simply accumulate columns A and B we seem to see total company revenue of 2000 
and total company net margin of 1675. Only gross margin is correct.

A B
Fees at Standard Value 1000 1000

Fees Discounts -325
Fees Write Offs

Net Fees 675 1000
WIP at Standard Value

WIP Discounts
WIP Provisions

Net WIP
Net Revenue 675 1000

Costs at Costs of project time -450
Cross Charge -675
Gross Margin 225 325

A B Total
Fees at Standard Value 1000 1000 2000

Fees Discounts -325 -325
Fees Write Offs

Net Fees 675 1000 1675
WIP at Standard Value

WIP Discounts
WIP Provisions

Net WIP
Net Revenue 675 1000 1675

Costs at Costs of project time -450 -450
Cross Charge -675 -675
Gross Margin 225 325 550



We must eliminate intercompany transactions (shaded below) in order to consolidate 
correctly:

Now we have numbers that make sense from a company as well as a team perspective.

A scheme such as this can work reasonably well as long as teams really are run commercially 
and effectively. In this example, B controls his own staff and his own projects, and can bring in staff 
from his colleague’s teams to their mutual advantage. He controls his own gross margin because 
he controls his own staff and his own projects. He is responsible for the costs he incurs and the 
revenue opportunities he obtains through his relationships with clients.

However, sometimes even this apparently simple scheme can be distorted further.

Suppose, for example, that ‘project management’ itself is regarded as a service that can be 
bought in if in short supply in a particular team. After all, good project management really is a 
scarce commodity.

Suppose that AC is a project manager and he is being employed by B to run a project 
team that is otherwise composed of team B’s staff. Now, project management isn’t just another 
consulting skill. It’s also a ‘commercial’ skill. AC’s decisions may include decisions about fee rates, 
free work, discounts, fixed price work, and so on, and will have a direct impact on the profitability 
of the project, and hence on the profitability of team B.

In a truly commercially-aware and partly commercially-motivated organisation, this situation 

A B Total
Fees at Standard Value 1000 1000 1000

Fees Discounts -325
Fees Write Offs

Net Fees 675 1000 1000
WIP at Standard Value

WIP Discounts
WIP Provisions

Net WIP
Net Revenue 675 1000 1000

Costs at Costs of project time -450 -450
Cross Charge -675
Gross Margin 225 325 550



is far from ideal. If AC manages the project badly, team A still picks up his fees, whilst team B 
suffers. This is a situation where motivation and measurement are not well aligned, and I believe 
that in situations of this kind, it is generally better that the situation be reversed. This may require 
management intervention to achieve and it may be that the essential sales-, or client-management 
relationship resides with team B. This complicates the situation still further. Should the reward 
(profit) belong to the team who ‘sold’ the project or to the team who runs it effectively? The 
answer must lie in a compromise, and this might be achieved through a compromise on the rates 
cross-charged for project management.

Nevertheless, instead of team B employing AC from team A to manage BA, BB and BC on a 
project belonging to team B, it might make more sense for AC to buy the time of BA, BB and BC 
from team B and run the project commercially from team A.

In terms of P&L, these two scenarios will appear quite different and will show quite different 
results.

• B charges the client 1400 for AC’s project management work.

• AC’s standard project cost is 700.

• A charges B 1,050 for AC’s time.

• B charges the client 1,000 for BA, BB and BC

• Costs of project time for BA, BB, and BC are 450

• We assume 100% realisation on the project.

• We assume 3 days of AC,s time and four days each of BA, BB and BC’s time



Scenario 1 - B ‘owns’ the project

Scenario 2 – A ‘owns’ the project

In the end, there can be no hard and fast rules here, but it is as well to be aware of the 
pitfalls of all schemes such as this. The underlying problem arises because of the intrinsic conflict 
of line-management, and project-management responsibility. 

Internal Cross Charges

In this chapter, we have so far described only cross charges between companies or 
departments for client-oriented work. In these cases, there is usually scope for the sharing of gross 
margin between the supplying entity and the buying entity. However, what about cross charges for 
internal projects? This can also happen frequently. What kind of projects are these?

A B
Fees at Standard Value 4,200 16,200

Fees Discounts -1,050
Fees Write Offs

Net Fees 3,150 16,200
WIP at Standard Value

WIP Discounts
WIP Provisions

Net WIP
Net Revenue 3,150 16,200

Costs at Costs of project time -2,100 -5,400
Cross Charge -3,150
Gross Margin 1,050 7,650

A B
Fees at Standard Value 16,200 12,000

Fees Discounts -3,900
Fees Write Offs

Net Fees 16,200 8,100
WIP at Standard Value

WIP Discounts
WIP Provisions

Net WIP
Net Revenue 16,200 8,100

Costs at Costs of project time -2,100 -5,400
Cross Charge -8,100
Gross Margin 6,000 2,700



• Product or concept development projects where the commissioning company or 
department expects revenues to flow from whatever the project delivers. In this case, 
an ‘asset’ is being created. In these cases, the company may choose to capitalise the 
expenses associated with the project on the balance sheet.

• Entirely internally-oriented projects (for example, a group financial system 
implementation project) that benefit the group as a whole but do not create revenue 
opportunities. In these cases, the company may choose to write off all expenses 
associated with the project.

• Service provision by one company or department to another. A good example here 
might be ‘sales support’ provided by one company or department when another is 
short of sales support resources. In these cases, also the company will write off all 
associated expenses.

How much should the supplying entity charge to the buying one?

As we discussed in respect of client-oriented cross charges the ideal situation, though one 
that may be impossibly hard to administer, is that market forces should prevail. If there is an 
excess of supply then prices to the buyer might be low. If there is a dearth of supply, then they 
might be high.

However, for practical purposes, it’s more sensible to avoid the games and deceptions 
involved in running an internal ‘free market’, and instead set some guiding principles. However, 
the difficulty that arises with internal projects is to decide whether the starting basis should be 
revenue rate (we may have the concept of ‘standard fee rates’ to work with even if the work is not 
for an external client) or standard project cost.

Both cases are unlikely to be attractive as they stand. A ‘buyer’ is unlikely to want to pay full 
market rates for internal staff, and a ‘seller’ is unlikely to want to receive only standard project cost 
and make no margin.

Partially relevant to this (but only partially because management accounts can differ in their 
policy from tax accounts) is the issue of how such work would be valued in accounting terms. 
Moreover, relevant to this is the issue of whether the work is intercompany (in which case transfer 
pricing rules might apply) or interdepartmental.

In practice, it makes best sense to have a fairly simple rule based on project cost plus a 



margin, say 20% or 25%. It is to some extent an arbitrary decision, but whatever method you 
choose you must make it:

• Easy to understand

• Easy to administer

• Effective in terms of motivation



Revenue Recognition, WIP and Provisions

Remind people that profit is the difference between revenue and expense. This makes you look smart.

Scott Adams (1957-) 



What is revenue? 

In many cases it’s what we invoice our clients. If we invoice them every month or accounting 
period for all the work we’ve done, then the issue isn’t a complicated one. It isn’t even 
complicated if we have to discount or write off some of the work.

In this first table, our revenue equals our invoices.

The situation isn’t made much more complicated if we decide to defer the invoicing of some 
of our work and hold a Work in Progress (WIP) and ‘provision’ balance at the end of each period 
instead. A ‘provision’ reflects the fact that we will ‘provide’ for the possibility of discount at some 
later stage. We are adjusting the value of work in progress to what we really think can be invoiced.

But, before we go on to look at how this works in practice, we need to consider another, 
sometimes controversial, issue. This is the issue of how to value Work in Progress, whether to 
value it on the basis of cost, as auditors require for statutory (tax calculation) purposes, or whether 
to value it as if it were revenue. 

International Accounting standards require that work in progress be valued at the lower of 
cost or net realisable value. However, I am not directly concerned with international accounting 
standards in this book, but rather with the measures that are needed for the management of 
professional services organisations.

Period 1 Period 2 Period 3
Actual Fees 2,500 3,400 6,100

Invoicing Write Offs -600 -200 -1,200
Invoices 1,900 3,200 4,900

WIP 0 0 0
Revenue 1,900 3,200 4,900

Revenue Recognition, WIP and Provisions

Remind people that profit is the difference between revenue and expense. This makes you look smart.

Scott Adams (1957-) 



Cost Rate vs. Revenue Rate - WIP Valuation

Let me make my own view very clear. I strongly believe that from a management point of 
view it makes good sense to value WIP, albeit prudently (with carefully judged provisions), as if it 
were revenue. Statutory considerations, or public accounting rules, may require that you adjust 
your WIP to reflect a cost basis when publishing your accounts, but from a period-to-period 
management perspective, it makes good sense to report your WIP at revenue value. 

Let’s look at why:

Suppose that a Project requires 120 man-days of effort over a period of 6 months. Our 
planned fee rate is 1,000 per day, and our standard project cost is 500 per month. We work 
steadily at the rate of 20 days per month and no discounts are required.

If we could invoice at the end of each month, our numbers would be these:

But if we can only invoice 40,000 at the end of the 4th, 5th, and 6th months and we value 
WIP at cost rates then our numbers would look like this:

The effect of this policy is to show a positive gross margin only in the last two months of the 
project.

This seems counterintuitive when the project proceeds steadily and without any need to 
discount or anticipate that we may not be able to invoice the client. The profit is effectively moved 

01 02 03 04 05 06

Potential Fees 20,000 20,000 20,000 20,000 20,000 20,000
Invoiced Fees 20,000 20,000 20,000 20,000 20,000 20,000

Change in WIP 0 0 0 0 0 0
Cost 10,000 10,000 10,000 10,000 10,000 10,000

Gross Margin 10,000 10,000 10,000 10,000 10,000 10,000

01 02 03 04 05 06

Potential Fees 20,000 20,000 20,000 20,000 20,000 20,000
Invoiced Fees 40,000 40,000 40,000

Change in WIP 10,000 10,000 10,000 -30,000 0 0
Cost 10,000 10,000 10,000 10,000 10,000 10,000

Gross Margin 0 0 0 0 30,000 30,000



to the last two periods only because of the terms surrounding invoicing.

The problem is that this makes it difficult to manage the company on the basis of gross 
margin reports, for if many such projects were running simultaneously, and if some were also 
overlapping, it would be very difficult to understand the gross margin figures that would result, 
without further complex analysis, and it would be therefore quite difficult to make effective 
management decisions.

If we value WIP at revenue rates then our numbers would look like this:

Adopting this policy results in the same pattern of gross margin distributed across six months 
as when we invoice monthly.

In terms of the eight key measures I have described, the only one to be affected is WIP 
Days. In addition, this makes sense. Nothing else is alarming other than the fact that invoicing is 
deferred.

Returning then to our analysis of WIP and provisions, we can look at how our numbers are 
affected by a decision to defer the invoicing of project work. We will look at how values develop 
over three periods, assuming the same values for the same work as shown in the first table, where 
invoice value equals revenue. 

And from now on, all WIP values are given at revenue rather than cost rate:

01 02 03 04 05 06

Potential Fees 20,000 20,000 20,000 20,000 20,000 20,000
Invoiced Fees 40,000 40,000 40,000

Change in WIP 20,000 20,000 20,000 -20,000 -20,000 -20,000
Cost 10,000 10,000 10,000 10,000 10,000 10,000

Gross Margin 10,000 10,000 10,000 10,000 10,000 10,000

Period 1 Period 2 Period 3
Actual Fees 2,500

Invoicing Write Offs -200
Invoice Value 1,300
Opening WIP 0

Opening Provisions 0
Closing WIP 1,000

Closing Provisions -400
Net change in WIP 600

Revenue 1,900



We have taken work initially worth 1,500, discounted it by 200 to invoice 1,300.

WIP not invoiced is initially worth 1,000 but we have discounted this with a provision of 400 
to give a WIP value of 600 (the value we believe we will invoice sometime in the future).

Our revenue for the first month of operation is therefore equal to invoice value plus net 
change in WIP value = 1,300 plus 600 = 1,900.

The second and third periods illustrate the reason why we talk in terms of ‘net change in 
WIP’, since some of our invoice value in Periods 2 and 3 relate to WIP from previous periods. Note 
that in this example we effectively close the business at the end of Period 3, with zero WIP carried 
forward.

In this example, which is still simplified, revenue per period is just as in the first simpler 
table. All that has happened is that invoicing has been sometimes deferred from one period to a 
later one. In all of these cases, our provisions against WIP were estimated ‘correctly’ at the end of 
each period.

The picture can become further complicated if WIP isn’t estimated correctly. After all, what 
we have been discussing is anticipated discounting, and when it comes to it, what we actually 
invoice may be different. You can see from the following example that overestimating WIP at the 
end of period 1 inflates revenue in period 1 at the cost of lower revenue in period 2.

Period 1 Period 2 Period 3
Actual Fees 2,500 3,400 6,100

Invoicing Write Offs -200 -650 -1,150
Invoice Value 1,300 3,150 5,550
Opening WIP 0 -1,000 -1,050

Opening Provisions 0 400 400
Closing WIP 1,000 1050 0

Closing Provisions -400 -400 0
Net change in WIP 600 50 -650

Revenue 1,900 3,200 4,900
 



In these cases invoicing and revenue have become progressively more loosely connected. 
In fact, PSOs generally should come to think of both as logically disconnected, at least in terms of 
timing. The value of time expressed in terms of WIP follows one trajectory, and invoicing another. 
Both must, of course, coincide at some point. When a project is complete, invoice value and 
revenue must be identical. After all, revenue is ultimately defined in terms of cash (it is an accrual 
for cash that will ultimately reach your bank account):

Revenue:

The cash value that activities in an accounting period are likely to generate.

Let’s now consider how our table of values will look if invoicing is postponed until the end of 
the project.

Period 1 Period 2 Period 3
Actual Fees 2,500 3,400 6,100

Invoicing Discounts -200 -650 -1,150
Invoice Value 1,300 3,150 5,550
Opening WIP 0 -1,000 -1,050

Opening Provisions 0 100 400
Closing WIP 1,000 1050 0

Closing Provisions -100 -400 0
Net change in WIP 600 50 -650

Revenue 2,200 2,900 4,900
 

Period 1 Period 2 Period 3
Actual Fees 2,500 3,400 6,100

Invoicing Discounts 0 0 -2,000
Invoice Value 0 0 10,000
Opening WIP 0 -2,500 -5,900

Opening Provisions 0 300 800
Closing WIP 2,500 5,900 0

Closing Provisions -300 -800 0
Net change in WIP 2,200 2,900 -800

Revenue 2,200 2,900 4,900
 



In this case, we have carefully anticipated the discounts we must later make in our invoicing. 
Many PSOs make the mistake of valuing WIP at full value. If we had done that, our revenue would 
have suffered considerably in the last period.

Some PSOs tend to ignore the issue of provisions on WIP until their auditors require it at 
year-end. Last-period revenue is the victim, and earlier, optimistic views of revenue and profit 
ultimately prove unfounded.

Revenue Recognition

It is a short distance from the last two examples to the issue of revenue recognition for fixed 
price projects. In fact, our last scenario is very much like a fixed price project, except that we did 
not know in advance how much we would invoice. If we had known in advance that the total fixed-
price value of the project would be 10,000 then the revenue reporting might have been identical. 
In the last scenario, we made judgements about provisions on the basis that some of the time our 
staff incurred could not reasonably be invoiced. 

In the case of a fixed price project for 10,000 the judgement we make is effectively the same, 
except that we put it another way. The progress we have made against our plan for the project 
will only justify partial recognition of the value of the time we have incurred. And in this case we 
may spread the ‘discounts’ more evenly across periods, or use quite different methods, based on 
judgements of progress, to decide how to spread them. 

Let’s remind ourselves of our earlier definition of revenue:

The cash value that activities in an accounting period are likely to generate.

Period 1 Period 2 Period 3
Actual Fees 2,500 3,400 6,100

Invoicing Discounts 0 0 -2,000
Invoice Value 0 0 10,000
Opening WIP 0 -2,500 -5,900

Opening Provisions 0 0 0
Closing WIP 2,500 5,900 0

Closing Provisions 0 0 0
Net change in WIP 2,500 3,400 0

Revenue 2,500 3,400 4,100
 



In the case of fixed price projects the ‘cash that activities are likely to generate’ in a period 
has to be justified in some way. Typically, ‘progress against plan’ is the justification.

If a project is worth 10,000 in total and half is completed then 5,000 may be recognised as 
revenue. 

However, sometimes it’s a little more complicated.

For example, a project may be worth 100,000 in total, but in terms of pricing and planning, 
the project has actually been broken down contractually into various steps.

In this case, revenue recognition is determined at a more ‘granular’ level. In addition, 
estimates of percentage completion may have little connection with original estimates for the 
work involved.

It is also both possible and highly useful to monitor realisation at this lower level too. 

Total realisation for the project in this example is about 91% (64 days should be worth 
64,000, but we have revenue only of 58,500). However, realisation is different, task by task. Note 
that values are rounded to the nearest whole number in this and following tables.

Task Value % Complete Revenue
A 40,000 75% 30,000
B 10,000 90% 9,000
C 28,000 50% 14,000
D 22,000 25% 5,500

Total 100,000 58,500

Task Value Original Days 
Estimate Days Actual % Complete Revenue

A 40,000 40 30 75% 30,000
B 10,000 10 15 90% 9,000
C 28,000 28 12 50% 14,000
D 22,000 22 7 25% 5,500

Total 100,000 100 64 58,500



Bear in mind that it’s useful to track realisation at the lowest practical level for several 
reasons:

• You can obtain a more accurate and justifiable statement of overall revenue (even if you 
have contracted at overall project level you may have built your price on estimates at a 
lower level)

• You can analyse realisation at task and lower levels (employees, grades, roles in respect 
of time recorded against each task)

• You can learn to estimate more accurately for similar tasks in future

You may have noticed that we have used the concept of percentage complete without 
discussion. In fact, there are a number of ways in which companies arrive at this figure, none 
of them intuitive (it isn’t quite enough to obtain an informal estimate from a project manager). 
Where revenue recognition is concerned auditors require plausible justifications. These methods 
might be:

• Project managers’ reasoned estimates based on experience. This is more or less 
intuitive, though well informed and justifiable. In this scenario, project managers are 
asked to judge percentage completion at task or project level.

• Comparisons of time expended against latest time estimates at task or project level 
(note that this also enables us to calculate an overall percentage complete for the 
project of 59%). Latest time estimates effectively ‘document’ a project manager’s 
reasoning.

Task Value Original Days 
Estimate Days Actual % Complete Revenue Realisation

A 40,000 40 30 75% 30,000 75%
B 10,000 10 15 90% 9,000 60%
C 28,000 28 12 50% 14,000 117%
D 22,000 22 7 25% 5,500 79%

Total 100,000 100 64 58,500 91%



• Comparisons of cost incurred against latest cost estimates at task or project level. This 
can result in different figures, since the cost of each task may differ according to the 
employee assigned to it (using his or her standard project cost) and costs may not be in 
proportion to notional fee rates (which in this example assumes 1000 per day)

In this example, the differences (nearer 59% in one case and nearer 58% in the second) are 
not startling, but it is important to recognise that these two methods can deliver different 
results. Your auditors may have a view on which method is appropriate.

Revenue is an important concept underlying some of the eight measures described in this 
book. This chapter has shown how the notion of revenue is not a simple one, and though related 
to invoice value, is far from equivalent period by period. Various methods have been described 
for the determination of revenue, including how ‘provisioned’ WIP is involved in the period 
calculation of revenue. We have also looked at how revenue is determined for fixed price projects 
based on project or task percentage completion, using time and cost as determinants.

We’re now in a position to link some of these eight measures to the financial profit and 
loss statement and to analyse how accounting transactions are related to the measures we have 
described and the events, such as invoicing and timesheet completion, that might create them.

However, before considering financial profit and loss statements, we should first turn our 
attention to something that is often regarded as incidental the operation of a professional services 
organisation, the management of expenses.

Task Value
Original 

Days 
Estimate

Latest Est. Days 
Actual

% 
Complete Revenue Realisation

A 40,000 40 40 30 75% 30,000 75%
B 10,000 10 17 15 90% 9,000 60%
C 28,000 28 24 12 50% 14,000 117%
D 22,000 22 28 7 25% 5,500 79%

Total 100,000 100 109 64 59% 58,500 91%

Task Value Daily Cost Original 
Cost Est.

Latest Cost 
Est

Days 
Actual Actual Cost % 

Complete
A 40,000 375 15,000 15,000 30 11,250 75%
B 10,000 600 6,000 10,200 15 9,000 90%
C 28,000 900 25,200 21,600 12 10,800 50%
D 22,000 409 9,000 11,452 7 2,863 25%

Total 100,000 55,200 58,252 64 33,913 58%



Expenses

Beware of little expenses. A small leak will sink a great ship.

Benjamin Franklin (1706-1790)



So far, we have looked only at time, and our eight key measures have been designed mainly 
around time, its value, and its relation to revenue. As I suggested at the outset, PSOs are in general 
in the business of selling or costing time, so this is hardly surprising.

However, they also spend an inordinate amount of time on expenses, and the management 
of these can be as important to the financial health of a PSO as the management of time. How 
many of us spend as much time on our timesheets as we do in filling out our expenses?

Expenses of one kind or another are important to a PSO. They can come in a variety of 
forms:

• Rechargeable ‘out-of-pocket’ expenses that professional staff incur whilst going about 
the business of their profession. These can include taxi fares, hotel accommodation, 
car hire, meals, etc. They are ‘out-of-pocket’ because our staff pay for these expenses 
themselves and must be reimbursed (though sometimes they are incurred through the 
use of a company credit card, and the issue is not so much one of reimbursement as 
explanation and the allocation of expenses to the appropriate project). 

• Non-rechargeable ‘out-of-pocket’ expenses, as above, which are included in project 
costs but not recharged to the client. These might include, for example, client-
entertainment expense.

• Rechargeable third-party costs that are not handled directly by professional staff. These 
might include travel agents’ invoices for travel expenses, or outsourced photocopying 
services that will be recharged to clients.

• Non-rechargeable third-party costs that are charged as a project cost without recharge 
to the client.

• Rechargeable services, such as photocopying, telephone charges, etc., that are not 
directly related to the ‘real’ cost of the activity but calculated based on fixed rates per 
piece, per minute, etc.

Expenses

Beware of little expenses. A small leak will sink a great ship.

Benjamin Franklin (1706-1790)



• Non-rechargeable services, such as photocopying, telephone charges, etc., that are not 
recharged to clients.

• Rechargeable per-diem allowances/travel allowances or mileage, payable to 
professional staff for time spent away from home and the office, or to compensate for 
fuel, wear and tear, and depreciation on a private vehicle used for company activities.

• Non-rechargeable per-diems and mileage.

• Accumulated costs, such as staff and overhead costs, allocated over projects and clients 
(usually based on proportionate time) and recharged.

This is not an exhaustive list of the possibilities, but many PSOs deal with some or all of 
these, and many have trouble doing so. The difficulties are these:

• It is hard to ensure that each expense is properly allocated to a project, whether 
rechargeable or not

• It is hard to keep track of what can and cannot be invoiced to each client

• It is hard to keep track of what has and has not been invoiced to each client

• There are complex currency issues that arise if an expense is incurred in one currency, 
reimbursed in another and invoiced in a third

• In a multi-company environment where an employee from one company is incurring 
expenses on a project invoiced by another company, there are issues of recharging 
reimbursed expenses between the two entities.

• It is difficult to motivate professional staff to complete the task of expense recording 
rapidly, even if they are the losers (they don’t get reimbursed until they’ve done it)

• The act of reimbursing an employee for expenses incurred is quite separate from the 
act of invoicing a customer for expenses that can be recharged, and accepting the 
cost of those that cannot. And whilst it is often the responsibility of a line manager to 
authorise the former, it is usually the responsibility of a project manager to authorise 
invoices, and reimbursement usually precedes invoicing. It is important that you clarify 
who will take responsibility for each of these and that they are synchronised if that is 
necessary.



The risks are that:

• Substantial expenses will be ‘lost’ in terms of recharging, if not in terms of 
reimbursement (professional staff are usually sufficiently commercially driven at least 
to ensure they are eventually reimbursed)

• Expenses will be recorded and approved at such a late stage that it becomes difficult to 
charge the client

• Your understanding with your client about what can or cannot be recharged is 
imprecise, and by the time you want to recharge these expenses it is too late to 
negotiate

Sometimes the value of expenses on a project can be very substantial, even 20% to 40% 
of the total charged value (in the advertising industry, where the costs of purchasing media are 
recharged, this value can be nearly 100%). This means that some of our key measures can be as 
relevant to expense value as to time, in particular ‘realisation’ the extent to which the value of 
incurred expenses is converted into recharge revenue.

What is important is that you:

• Clarify very precisely (through contractual terms) which expenses you will recharge 
and, when relevant, at what rate. In particular, expenses that you incur (sometimes 
statutorily enforced) such as per diem travel allowances and which undermine your 
gross margin on time, really should be included in the costs you recharge to your client. 
Or, if not, you should be highly aware of these costs so that you can accordingly adjust 
your fee rates.

• Charge ‘administration’ fees (if this is acceptable in your circumstances and professional 
services sector). This involves uplifting the cost that you have incurred by an 
administrative fee (whether absolute, or percentage based) to reflect the real costs of 
managing the paperwork and procurement involved.



A full picture of project profitability doesn’t just include time values:

In this case there is a negative margin on expenses (resulting from realisation of less than 
100%) leading to an impact on overall profitability.

Time Expenses Total
Fees at Standard Value 1000 1000

Fees Discounts -325
Fees Write Offs

Recharged Expenses 350
Net Invoice Value 675 350 1025

WIP at Standard Value
WIP Discounts
WIP Provisions

Net WIP
Net Revenue 675 350 1025

Costs at Costs of project time -450
Cost of Expenses -400

Gross Margin 225 -50 175



Planning and Budgeting

It’s clearly a budget. It’s got a lot of numbers in it.

George W Bush 



Most of the concepts and measures we’ve discussed rely on the idea of plans and budgets 
for the professional services we provide. For example, Project Standard Cost relies on the notion of 
expected utilisation. Overhead Variance depends on the notion of planned overheads.

Before looking at how a Profit and Loss statement for a PSO might be structured, and how 
the measures we’ve described are reflected in it, it is worthwhile to consider how the whole 
budgetary process might work for a PSO. First this means planning revenue and direct costs for 
each member of your staff:

The following are the data that you need to start with when planning and when determining 
the values that enable the measures recommended in this book:

Time
Number of Working Days 254

Number of Holidays 25
Number of other Unavailable Days (Planned Training, 

Company Conference, etc.) 8

Total Available Days 221
Utilisation Factor (proportion of time available for 

professional services) 1.0

Chargeable Utilisation (proportion of available time likely to 
be charged) 75%

Chargeable Days 165.75
Utilised Days 165.75

Average Fee Rate 1,000
Total Fees 165,750

Expected Realisation 0.95
Realised Fees 157,462.50

Total Direct Costs (Salary, Taxes, Insurance, Car, PC, Phone, 
etc) 85,000

Utilisation Factor 1
Standard Project Cost (Total Direct Cost / Utilised Days) 513

Standard Availability Cost (Total Direct Cost / Available Days) 385
Standard Working Cost (Total Direct Cost / Working Days) 335

Gross Margin 72,462.50

Planning and Budgeting

It’s clearly a budget. It’s got a lot of numbers in it.

George W Bush 



This exercise should be carried out for the entire professional services team. For example, 
taking Genesys, the company we considered when analysing the notion of Utilisation, the table 
below shows calculated values for each member of the team.

Note that if these values were to be recorded in a system it would be normal to average the 
standard cost values by department and grade to avoid the risk of confidential employee cost data 
becoming public.

Monthly Planning

Budgeting over a year is good for overall planning, but most PSOs don’t expect an even 
distribution of work for the whole year:

• Clients and your own professional staff will tend to have fewer available hours during 
the summer holiday season (usually July to September)

• Days off are also frequently taken around year end and public holidays

These will have the effect of reducing fee income (but not employee costs) at such times. 
You should therefore distribute your budgeted revenue accordingly if you want an accurate 
measurement of variance against your plan.
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The initial, largely human, elements of your plan are the most complex, and it is on these 
that most of the eight measures depend. Only one of these measures, overhead variance, is 
(generally) independent of the actual activities and costs of your professional staff. Overhead 
variance measures the difference between actual and planned operational costs. Whilst this might 
seem to suggest they can be lumped together into one large number you will, in practice, break 
down operational costs into a structured set of cost types (marketing, administration, fixed office 
costs, etc.) and you will measure variances at this level, perhaps even analysed by department and 
business stream.



Profit & Loss

If your goal is anything but profitability - if it’s to be big, or to grow fast, or to become a technology leader - you’ll hit problems.

Michael Porter (1947-)



In a sense, this is the dull part at the back of the book. It’s where we look at how the 
concepts we’ve discussed earlier – utilisation variance, standard fee variance, activity variance, 
standard cost variance and overhead variance – can be reflected in your financial reporting. This 
requires that we look in detail at the way in which standard project cost, standard availability cost, 
standard working cost, fee discounts, revenue, invoicing discounts and write offs, WIP and WIP 
provisions work in terms of debits and credits. It’s one thing to define the measures we need to 
run a PSO effectively, but it’s quite another to work out how these measures can be realised at the 
lowest level of detail.

Another question arises as to where these measurements can be made and reported. You 
may have a separate Professional Services Management system, or you may have an integrated 
system that combines Professional Services Management functionality with the standard features 
of a financial system (see Systems). Whichever of these two options reflects your situation you 
may still have the choice as to whether to report all of these eight measurements in your financial 
system. This chapter, irrespective of that choice, shows you how you might do so.

The Project P&L

The Holy Grail in project financial management is the Project P&L, a statement that shows 
all revenues and costs for a project, determining its contribution towards overheads, and its 
relevance to the profitability of the company.

Ideally, the structure of the P&L in a PSO should reflect the key measures we’ve discussed 
earlier. Let’s look first at how this can work by examining a typical P&L for a very simple company.

Profit & Loss

If your goal is anything but profitability - if it’s to be big, or to grow fast, or to become a technology leader - you’ll hit problems.

Michael Porter (1947-)  



Let’s assume that the company trades for one week,  and employs a single consultant who 
reports time as follows:

• Standard hours per day are 8.

• No overtime payments are made and no time off in lieu is accrued.

• Standard fees are 100 per hour.

• Fees for Shell are 105 per hour.

• Fees for BP are 90 per hour.

• Fees for Exxon are 85 per hour.

Actual P&L

Fees are calculated as follows:

• Standard project cost per hour is 50 (assuming utilisation of around 80%)

• Standard availability cost is 40

• Standard working cost is 37

Project Available 
Time

Utilised 
Time M T W T F

Administration Y 4 2 3
BP Y Y 4 8

Shell Y Y 2 8 2
Exxon Y Y 4 6

 

Hours Standard Fees Actual Fees
BP 12 1200 1080

Shell 12 1200 1260
Exxon 10 1000 850
Total 3400 3190

Hours Standard Fees
Utilised Time 34 1700

Available Time 40 1600
Working Time 40 1480



At the end of the week two of the projects are invoiced, but at differing rates of realisation.

• The expected realisation on the remaining work is 90%

• Actual, as opposed to ‘standard’, employment costs are 1550.

• Overheads for the week are 500.

This results in a P&L like this:

Some of these values need explanation:

Costs at standard project cost This is a multiplication of hourly standard project cost by the 
number of hours worked on each client-oriented project.

34 * 50 = 1700

Realisation Potential Fees Invoiced Fees
BP 95 1080 1026

Shell 85 1260 1071
Total 2340 2097

Realisation Potential Fees Provisioned Fees
Exxon 90 850 765

Fees at Standard Value 2400
Fees Discounts -60
Fees Write Offs -243

Net Fees 2097
WIP at Standard Value 1000

WIP Discounts -150
WIP Provisions -85

Net WIP 765
Net Revenue 2862

Costs at standard project cost -1700
Gross Margin 1162

Sales & Marketing
Utilisation Variance 100

Availability Variance 120
Cost Variance -70

Standard Cost Variance 150
Planned overheads -450
Overhead variance -50

Operating Profit 812



Utilisation Variance This adjustment reflects variances in utilisation. Costs of project 
time have been built on the assumption of 80% utilisation. 
However, in this week the employee has worked 34 hours out of 
40, resulting in utilisation of 85%. The cost of his available hours 
can be calculated as 40 hours * 0.8 * 50.

40 * 0.8 * 50 = 1600

 This means that his costs have been overstated at costs of 
project time and must beadjusted down to 1600. 

Availability Variance All time reported this week has been available time, which 
means that more cost has been accumulated into this week 
than assumed in the standard project cost calculation. A positive 
adjustment of 120 is required to reflect this.

Cost Variance Costs of project time were built by taking total costs for the 
year, and dividing these by available days and then adjusting 
for utilisation. Standard working costs for each ‘standard’ hour 
are calculated as 37. Multiplying standard hours by employee 
cost for the whole year should give us the value that we started 
with. In this week there are 40 standard hours (other weeks that 
contain Public Holiday will have fewer standard hours), so costs 
for this week can be calculated as:

37 * 40 = 1480

 In fact, direct costs this week have been 1550, which means that 
a further adjustment must be made of -70.

When the P&L is structured in this way, five of the key measures that interest us are clear.

Utilisation Higher than planned, at 85%, hence a positive variance of 100.

Standard Fee Variance A negative variance of -210, resulting from standard fee rates 
that have been discounted. 



Realisation Slightly lower than planned at 89.7%. Write offs and provisions 
amount to 328.

Standard Cost Variance A positive variance of 150. Actual employee costs have slightly 
exceeded the direct cost estimates on which costs of project 
time were built. But availability and utilisation variances of 120 
and 100 have more than balanced this cost variance of -70, 
resulting in an overall positive variance.

Overhead Variance Slightly higher than planned overhead costs leading to a 
negative overhead variance of -50.

Planned P&L

We will now look at the week’s measures as if everything had gone exactly as planned, with 
80% utilisation, fees at standard rates, and an assumed realisation of 90%, and other costs as 
planned. We will add one further complication, however, by assuming that the plan had been 
made for two employees and not for one. This will enable us also to show how activity variance is 
visible in the P&L statement. We will also assume that they do identical work.

Fees are calculated as follows:

• Standard project cost per hour is 50 (assuming utilisation of around 80%)

Hours Standard Fees Actual Fees
BP 20 2000 2000

Shell 24 2400 2400
Exxon 20 2000 2000
Total 6400 6400

Hours Standard costs
Utilised Time 64 3200

Available Time 80 3200
Working Time 80 2960



At the end of the week two of the projects are invoiced:

• The expected realisation on the remaining work is 90%

• Actual, as opposed to ‘standard’, employment costs are 2960.

• Overheads for the week are 450.

This results in a P&L like this:

Realisation Potential Fees Invoiced Fees
BP 90 2000 1800

Shell 90 2400 2160
Total 4400 3960

Realisation Potential Fees Provisioned Fees
Exxon 90 2000 1800

Fees at Standard Value 4400
Fees Discounts 0
Fees Write Offs -440

Net Fees 3960
WIP at Standard Value 2000

WIP Discounts 0
WIP Provisions -200

Net WIP 1800
Net Revenue 5760

Costs at standard project cost -3200
Gross Margin 2560

Sales & Marketing
Utilisation Variance 0

Availability Variance 240
Cost Variance 0

Standard Cost Variance 240
Planned overheads -450
Overhead variance 0

Operating Profit 2350
 



Actual vs. Plan

If we compare our ‘actual’ P&L, resulting from one employee’s work, with a ‘planned’ P&L 
for two employees’ work, we can see that the planned profit of 2350 has been realised as an 
actual profit of 692.

Putting these two P&L statements side by side results in a table that is somewhat 
misleading:

This table is misleading because it compares actual variances for one employee with planned 
variances for two. For example, the variance on fee write-offs and provisions is shown as positive 
(312) because we have written off and provisioned less on actual fees than we expected to do on 
planned fees, which were nearly twice as high. The variance misleadingly suggests that something 
rather good has happened. 

In order that our variance measures should tell us something meaningful, we need to 
separate from the comparison the effect of activity variance, the fact that we planned to do twice 
as much work as we did, and compare actual values with what these values would have been if 
they had conformed to planned values for discounts, realization, etc. In other words, we cannot 

Plan Actuals Variance
Fees at Standard Value 4400 2400 -2000

Fees Discounts 0 -60 -60
Fees Write Offs -440 -243 197

Net Fees 3960 2097 -1863
WIP at Standard Value 2000 1000 -1000

WIP Discounts 0 -150 -150
WIP Provisions -200 -85 115

Net WIP 1800 765 -1035
Net Revenue 5760 2862 -2898

Costs at standard project cost -3200 -1700 1500
Gross Margin 2560 1162 -1398

Sales & Marketing
Utilisation Variance 100 100

Availability Variance 240 120 -120
Cost Variance -70 -70

Standard Cost Variance 240 150 -90
Planned overheads -450 -450 0
Overhead variance 0 -50 -50

Operating Profit 2350 812 -1538



directly compare the values in our actual P&L with the values in our planned P&L if we want to 
understand the underlying cause of differences between them.

So we must first calculate and separate out the variance that results from differing levels 
of activity, and then, taking actual activity, we must calculate values for standard fees, discounts, 
write offs, and provisions, using the assumptions about discounts (effectively zero) and realisation 
that our plan was based on.

Our table would then look like this:

• Standard Fee Discounts on Fees and WIP are set to zero, since Standard Fees are our 
planned fee values.

• Write-Offs and Discounts are set to 10% of Standard Fee values since our plan assumes 
90% realization.

• Utilisation, Availability and Cost Variances are set to zero.

At Planned Values Actuals Performance 
Variance

Planned Fees 4400
Activity Variance -2000

Fees at Standard Value 2400 2400
Fees Discounts 0 -60 -60
Fees Write Offs -240 -243 -3

Net Fees 2160 2097 -63
WIP at Standard Value 1000 1000

WIP Discounts 0 -150 -150
WIP Provisions -100 -85 15

Net WIP 900 765 -135
Net Revenue 3060 2862 -198

Costs at standard project cost -1700 -1700
Gross Margin 1360 1162 -198

Utilisation Variance 100 100
Availability Variance 120 120

Cost Variance -70 -70
Standard Cost Variance 150 150

Planned overheads -450 -450 0

Overhead variance 0 -50 -50
Operating Profit 910 812 -98



The variances that emerge from this comparison can collectively be called Performance 
Variances, since they measure the performance of the organization against standards for the 
activities undertaken.

In this example, there is a negative overall performance variance of 98.

However, in order to understand the complete picture, we need also to include the original 
plan and show how the actual profit we have made varies from the planned profit, due both to 
performance and activity variances.

What this shows is hardly surprising: our performance variance of -98 is insignificant in 
comparison with the variance from planned profit that emerges due to a much lower level of 
activity.

What general conclusions can be drawn for the week?

Actuals

A

Actuals at 
Planned

Values
AP

Performance
Variance

(A-AP)

Plan

P

Activity 
Variance

AP-P
Fees at Standard Value 2400 2400 4400 -2000

Fees Discounts -60 0 -60 0
Fees Write Offs -243 -240 -3 -440 200

Net Fees 2097 2160 -63 3960 -1800
WIP at Standard Value 1000 1000 2000 -1000

WIP Discounts -150 0 -150 0 0
WIP Provisions -85 -100 15 -200 100

Net WIP 765 900 -135 1800 -900
Net Revenue 2862 3060 -198 5760 -2700

Costs at standard project 
cost -1700 -1700 -3200 1500

Gross Margin 1162 1360 -198 2560 -1200
Sales & Marketing

Utilisation Variance 100 100
Availability Variance 120 120 -240

Cost Variance -70 -70 240
Standard Cost 

Variance 150 150 240 -240

Planned overheads -450 -450 0 -450
Overhead variance -50 0 -50 0

Operating Profit 812 910 -98 2350 -1440



• Activity Variance is problematic (a negative variance of -1440 due only to lower levels of 
activity)

• Utilisation is not a problem (positive variance of 100)

• Realisation is not a significant problem (overall positive variance of 12)

• Standard Fee Variance is a problem (negative variance of -210)

• Cost Variance is a problem (negative variance of -70)

• Overhead Variance is a problem (negative variance of -50)

It sometimes helps to show this information graphically. 

This first graph shows fee values as they might have been, should have been and actually 
are:
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This second graph shows variances:

Project P&L

We have seen how variances can be calculated and shown in a P&L statement, these 
variances emerging from a comparison of actual against planned activity, and actual against 
planned performance. We will move away from variances and how these are related to key 
performance measures and go on to consider how a project P&L statement might look. 
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A Project P&L expands the company P&L ‘horizontally’ as far as Gross Margin vertically (and 
in some cases, expanding sales and marketing costs).

I have included Sales & Marketing Costs in the P&L structure without showing any 
values. I do this as a reminder that these are also costs that can be allocated to Projects if time 
and expenses are correctly recorded. Values as far as Gross Margin relate to the activities of 
professional staff, but these are not the only client-directed activities in most PSOs. 

Sales staff and account managers spend time on specific clients or projects, and incur 
expenses. It is unlikely that these are evenly spread across your clients or projects, and it is thus 
very useful to be able to see how the profitability of each project is affected by such activities. 
There are also activities of professional staff that are more properly classified as sales and 
marketing costs. 

BP Shell Exxon Not Allocated Total
Fees at Standard Value 1200 1200 2400

Fees Discounts -120 60 -60
Fees Write Offs -54 -189 -243

Net Fees 1026 1071 2097
WIP at Standard Value 1000 1000

WIP Discounts -150 -150
WIP Provisions -85 -85

Net WIP 765 765
Net Revenue 1026 1071 765 2862

Costs at standard project cost -600 -600 -500 -1700
Gross Margin 426 471 265 1162

Sales & Marketing
Utilisation Variance 100 100

Availability Variance 120 120
Cost Variance -70 -70

Standard Cost Variance 150 150

Planned overheads -450 -450

Overhead variance -50 -50

Operating Profit 426 471 265 -350 812



A P&L statement might therefore look more like this:

Some companies go to great trouble to allocate all costs across projects (or business 
streams, or departments, etc.), doing this by taking all unallocated costs (such as planned 
overheads) and spreading them proportionally across projects on the basis of headcount, or 
consulting hours, or net revenue. Which ‘key’ should be used for allocation can be a hotly debated 
topic. Sometimes different keys are used for different cost types.

BP Shell Exxon Not Allocated Total
Fees at Standard Value 1200 1200 2400

Fees Discounts -120 60 -60
Fees Write Offs -54 -189 -243

Net Fees 1026 1071 2097
WIP at Standard Value 1000 1000

WIP Discounts -150 -150
WIP Provisions -85 -85

Net WIP 765 765
Net Revenue 1026 1071 765 2862

Cost at standard project cost -600 -600 -500 -1700
Gross Margin 426 471 265 1162

Sales & Marketing -20 -30 -10 -40 -100

Utilisation Variance 100 100

Availability Variance 120 120

Staff Cost Variance -70 -70

Standard Cost Variance 150 150

Planned overheads -450 -450

Overhead variance -50 -50

Operating Profit 406 441 255 -390 712



By Consulting Hours

For example, these are the results when we use consulting hours as a key for the allocation 
of unallocated costs:

BP Shell Exxon Not Allocated Total
Hours 12 12 10 34

Fees at Standard Value 1200 1200 2400
Fees Discounts -120 60 -60
Fees Write Offs -54 -189 -243

Net Fees 1026 1071 2097
WIP at Standard Value 1000 1000

WIP Discounts -150 -150
WIP Provisions -85 -85

Net WIP 765 765
Net Revenue 1026 1071 765 2862

Costs at standard project cost -600 -600 -500 -1700
Gross Margin 426 471 265 1162

Direct Sales & Marketing -20 -30 -10 -60
Reallocated Sales & 

Marketing -14 -15 -11 -40

Utilisation Variance 36 38 26 100

Availability Variance 43 43 34 120

Staff Cost Variance -25 -25 -20 -70

Standard Cost Variance 54 56 40 150

Planned overheads -162 -169 -119 -450

Overhead variance -18 -19 -13 -50

Operating Profit 266 294 152 712



By Net Revenue

And these are the results when we use net revenue as the key:

When debating the merits of one kind of key or another (and I prefer the hours based 
allocation) it’s important to remember the basic principles I outlined at the outset.

Information is only useful and worth preparing if it affects the decisions you make.

Sometimes debates of these kinds are as futile as arguments about the gender of an 
archangel.

You should also note that inasmuch as project P&L statements are useful for project 
managers there is no point in including in them costs that project managers do not control.

BP Shell Exxon Not Allocated Total
Hours 12 12 10 34

Fees at Standard Value 1200 1200 2400
Fees Discounts -120 60 -60
Fees Write Offs -54 -189 -243

Net Fees 1026 1071 2097
WIP at Standard Value 1000 1000

WIP Discounts -150 -150
WIP Provisions -85 -85

Net WIP 765 765
Net Revenue 1026 1071 765 2862

Costs at standard project cost -600 -600 -500 -1700
Gross Margin 426 471 265 1162

Direct Sales & Marketing -20 -30 -10 -60

Reallocated Sales & 
Marketing -14 -15 -11 -40

Utilisation Variance 36 38 26 100

Availability Variance 43 43 34 120

Staff Cost Variance -25 -25 -20 -70

Standard Cost Variance 54 56 40 150
Planned overheads -162 -169 -119 -450
Overhead variance -18 -19 -13 -50

Operating Profit 266 294 152 712



Summary

In summary, profit and loss can differ from plan for all sorts of reasons, but if your 
accounting policy is designed carefully, then each measure described in this book can be reflected 
in your profit and loss statement. This summarises those possibilities separately (ignoring the fact 
that problems often don’t come singly). Note that the utilisation problem shows itself twice (in 
lower fees and in a utilisation variance on employee costs).

This table illustrates performance variances only.

Performance and Activity Variances

It is important to understand the separate meanings of performance and activity variances.

Generally, an activity variance will emerge when fewer or more professional employee hours 
are reported than planned. This will happen if:

• Employees join or leave the PSO

Plan Utilisation 
Problem

Fee Discount 
Problem

Employee Cost 
Problem

Overhead 
Problem

Fees at Standard Value 2200 1600 2200 2200 2200
Fees Discounts 0 0 -600 0 0
Fees Write Offs -220 -160 -220 -220 -220

Net Fees 1980 1440 1380 1980 1980
WIP at Standard Value 1000 800 1000 1000 1000

WIP Discounts 0 0 -200 0 0
WIP Provisions -100 -80 -100 -100 -100

Net WIP 900 720 700 900 900
Net Revenue 2880 2160 2080 2880 2880

Costs at standard project cost -1600 -1200 -1600 -1600 -1600
Gross Margin 1280 960 480 1280 1280

Sales & Marketing

Utilisation Variance -400

Availability Variance

Staff Cost Variance -300

Standard Cost Variance 0 -400 0 -300 0

Planned overheads -450 -450 -450 -450 -450

Overhead variance 0 0 0 0 -200

Operating Profit 830 560 30 530 630



• Employees are transferred from or to a service role, to or from another role, such as an 
administrative, marketing or sales role

Note that in the second case you might expect overhead variance to grow. It may be 
tempting, if activity is low, to reduce the number of staff whose utilisation is measured, but this 
may only have the effect of transferring the problem from utilisation to overhead variance (be 
aware of this when using utilisation as an incentive measure). 

Generally, a performance variance will emerge if assumptions about standard fees, 
utilisation or realisation are incorrect, but these variances are unaffected by the absolute volume 
of activity.

Analysis

As with all the measures we have discussed in this book, the profit and loss statement 
becomes ever more useful as it is broken down in various alternative or compounded ways to 
reflect the structure of your PSO. The process of solving problems (such as why we are not making 
the profit we planned) is an analytical one, and involves breaking down numbers first one way and 
then another.

Does the problem lies in overall activity, utilisation, realisation, fee rates, or variances? 

Once you have discovered where the problems lies generally you will look further to see 
whether they are related to a single business stream, or client, or project, or company, and so on.

Whatever systems you use, whether for managing professional services or for finance, you 
must make sure they are capable of extensive analysis and that ad-hoc enquiries will enable you to 
conduct forensic investigations.

Transactions

The chapter on Systems discusses software systems and the capabilities they must have 
in order to provide the measures that this book describes. In some detail it will describe the 
manner in which accounting debits and credits should be generated in order to support the P&L 
statements we have illustrated in this chapter and which, in turn, are designed to reflect the 
measures we’ve described.



Summary of Recommendations

The only thing to do with good advice is pass it on. It is never any use to oneself.

Oscar Wilde



Telling the Truth about Time

01. Encourage staff to record time accurately, and make it clear that time recorded and 
time invoiced are different concepts

02. Collect timesheets weekly

03. Record time to the nearest appropriate unit (six minutes, quarter of an hour, half an 
hour, etc.) that does not encourage under reporting

Utilisation

04. Distinguish between chargeable utilisation (based on projects that are directly charged 
to external clients) and utilisation (which includes valuable internal projects). These 
different measures are important when it comes to motivation.

05. Exclude planned absences (holidays, training, etc.) from available time so that trends in 
utilisation are unaffected by seasonal absences

06. Adjust available time for staff who have other responsibilities besides project work

07. Control internal projects rigorously to avoid the ‘dumping’ of time onto internal 
projects that count as utilised time

Thirteen Obstacles to Good Utilisation

08. Increase utilisation by:

8.1. Planning ahead, based on well-informed estimates, avoiding dependencies that lie 
outside your control

8.2. Ensuring a clear view of staff availability, skills and experience
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8.3. Not having quite enough staff, using external staff when necessary

8.4. Sharing staff between departments, business units and companies

8.5. Penalising clients for postponements and cancellations, as far as good relations 
permit

8.6. Insisting on assignments of appropriate length (whole days, half days, etc.), as far 
as good relations permit

8.7. Finding ways to incentivise clients to buy your spare time, or to bring assignments 
forward

8.8. Clarifying your understanding of what kinds of time are chargeable (research, 
travel, corrections,  etc.), and documenting this understanding in a Services 
Charter

8.9. Analysing and improving staff time management

8.10. Never do tomorrow what you can do today

Standard Fee Variance

09. Calculate standard fee rates by grade/role and business unit, these being the fee rates 
that you will use as a basis for forecasting revenue (but note that standard fee rate will 
be the rate before the effect of realisation on the forecast)

10. Record your ‘assumed’ or ‘implied’ rates for fixed price projects so that you can monitor 
variances from standard fee rates for fixed price projects as well as for time and 
materials projects

Realisation

11. Record all time against each project honestly, even if the time is clearly not chargeable

12. Scope well

13. Estimate well



Standard Cost Variance

14. Calculate standard costs by business unit and grade rather than by individual, to avoid 
inadvertent disclosure of confidential information

15. Calculate standard project cost by dividing all directly allocable employment costs by 
available days and increase to reflect planned utilisation

16. Calculate standard availability cost only if you think it worthwhile to track an availability 
variance

17. Calculate standard working cost only if you think it worthwhile to track employment 
cost variance separately

Motivation and Measurement

18. Recognise that everyone is motivated in different ways and that motivation is rarely a 
matter only of material reward

19. Where material motivation is appropriate:

19.1. Motivate professional staff 40% by utilisation (not chargeable utilisation), 40% by 
team gross margin variance from plan, and 20% on qualitative measures

19.2. Motivate team leaders 40% by utilisation (not chargeable utilisatiion), 40% by 
team gross margin variance from plan, and 20% on qualitative measures

19.3. Motivate project managers 40% by project realisation, 40% by project gross 
margin and 20% on qualitative measures. Ensure that project managers and more 
senior staff are involved in estimating, scoping, and agreeing between themselves 
a reasonable project plan irrespective of the commercial decisions made by 
commercial and sales staff

19.4. Motivate business unit managers on the basis of gross margin variance from plan, 
including sales and account management costs, excluding overhead costs which 
they do not control

19.5. Motivate company managers on the basis of P&L variance from plan



Intercompany and Interdepartmental Charging

20. Don’t implement a completely ‘free market’ for the buying and selling of time between 
companies and departments unless you are prepared to manage the contentious 
atmosphere this might engender and the complex administration it will imply

21. Cross charges should always be chargeable from supplying to consuming entity unless 
the execution of work is clearly unacceptable. It is for the consuming entity to accept 
the risk (and associated margin) that comes with project estimation and management.

22. Avoid situations where project management is outsourced to a supplying entity, since 
this confuses the responsibility and financial impact of poor management

23. Calculate cross charges for externally chargeable projects based on a standard uplift 
on standard project cost, so that there is a margin both for the supplying entity (which 
bears the employment risk) and the consuming entity (which bears the project risk)

24. Calculate cross charges for internal projects based on a lower uplift on standard project 
cost, so that there is a margin for the supplying entity (which bears the employment 
risk) and a reasonable and acceptable (because unrecoverable) cost for the consuming 
entity

Revenue Recognition, WIP and Provisions

25. Calculate WIP for management accounting purposes on the basis of net realisable 
value, not on the basis of cost

26. Always calculate WIP provisions and revenue on fixed price projects properly every 
month to avoid unpleasant surprises

27. Base revenue recognition on a project manager’s estimate of days to go (reviewed by 
senior management) at task level as well as project level, if possible

Expenses

28. Record and recover project expenses as rapidly as possible

29. Make sure that it is clear to the client what expenses he will be charged

30. Make sure that all unrecoverable expenses associated with a project are properly 



recorded against a project so that a more accurate P&L can be created by project

Planning and Budgeting

31. Annual budgeting, assuming that you cannot forecast actual project work a year ahead, 
should be based on capacity, standard fees, planned utilisation, planned realisation and 
planned costs

Profit and Loss

32. A profit and loss statement is only of use to an individual inasmuch as it contains values 
that are under the control of the individual

33. Allocate direct costs and revenues to projects and tasks as transactions occur, including 
sales, account management and marketing time and cost, if possible. Don’t bother 
to allocate higher level overheads or variances at a lower level. Don’t allocate team 
overheads across projects, don’t allocate business unit overheads across teams, and 
don’t allocate company overheads across teams.



Systems

We build our computer (systems) the way we build our cities: over time, without a plan, on top of ruins.

Ellen Ullman  



This book is about measures, but it’s also about systems, since it is rare that a PSO can 
obtain all the measures it needs without systems of some kind of another. By systems, I mean 
all the means of recording, communicating, aggregating, calculating and reporting that together 
constitute the technical and human aspects of the task. I don’t necessarily mean that computer-
based software systems sit somewhere inside this network of media, but for all practical purposes 
we might as well assume that. 

What kind of software systems support the kinds of measurements that this book 
recommends?

Well, before I can answer that question I must confess bias. As the designer of a software 
system expressly devised to enable the measures I’ve described, I’m bound to be describing 
characteristics of time@work, the system I’ve designed. However, I’ll try to do so in ways that are 
partially neutral, in that other software systems (and there are many competitors for time@work) 
may very well share some of these characteristics.

I should also point out that to my mind, at least, there is a distinction to be made between a 
financial system, which provides statutory and management accounting information for companies 
and groups of companies, and Professional Services Management systems, which provide tools for 
the management of professional staff. 

Many financial systems serve all kinds of industries, from distribution, to manufacturing, 
to professional services, but specialist Professional Services Management systems serve only the 
professional services sector (and sometimes not all of it). There is overlap, of course between 
financial and Professional Services Management systems. Indeed, there must be overlap. Financial 
systems and Professional Services Management systems must be integrated closely. The third and 
fifth of our eight key measures, activity variance and cost variances, must combine data from both, 
and the seventh and eighth, overhead variance and debtor days, must naturally come from your 
financial system. Activity variance depends on the calculation of performance variances, and cost 
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variance must rely on the provision of data (standard project cost, standard availability cost, and 
standard working cost values) from your Professional Services Management system since these are 
all multiples of project time.

I do not know that it must be so, but my own view is that the eight key measures depend in 
this way on these two kinds of system:

I will not attempt to describe the characteristics of a financial system (if you are reading a 
book such as this you must already have a good understanding of what they do), so in my analysis 
of the ideal characteristics of a Professional Services Management system I will concentrate on the 
first six measures, taking each in turn.

First, I’ll begin by introducing some more general requirements of a Professional Services 
Management system.

Analysis

Some PSOs are very simple, but many, indeed perhaps most, are not. Sometimes even the 
smallest PSOs are complex. In my experience complexity is a more prevalent feature of PSOs than 
of comparably sized manufacturing or distribution companies, for whom products, prices, and 
methods of delivery are relatively standard.

If even a moderately complex PSO encounters financial performance problems and it 
becomes useful to analyse the organisation using such measures as those I’ve described in this 
book, then it may well be useful to analyse them by a number of different criteria, chasing down 
problems by looking at these measures from a variety of different angles, slicing and dicing the 
data to get to the underlying problems.

Financial Professional Services
Utilisation YES

Standard Fee Variance YES
Activity Variance YES YES

Realisation YES
Standard Cost Variance YES YES

WIP Days YES
Overhead Variance YES

Debtor Days YES



For example, issues such as utilisation don’t always affect all business streams or 
geographies equally. In addition, issues such as realisation don’t always affect all your clients, or 
client types, or client sectors equally. The same goes for all the other measures.

Because of this it is essential that your system should be capable of analysing data (time, 
expenses, invoice values, forecasts, etc.) using a number of user-definable criteria. What could 
these be?

Time-based: Date

 Day of the Week

 Week

 Timesheet Period (usually a week)

 Month

 Accounting Period

 Quarter

 Year

Activity-based: Activity (e.g. Meeting, Researching, Consulting, etc.)

 Location (e.g. At Home, At the Client, At the Office, etc.)

 Role

Employee-based: Employee

 Employee Department/Cost Centre

 Employee Business Stream



 Employee Company

 Employee Grade

 Employee Position

 Employee Type (Internal/External/etc.)

Client-based Client

 Client Department/Cost Centre

 Client Business Stream

 Client Sector

 Client Type

 Client Duration

Project-based Client

 Project

 Project Department/Cost Centre

 Project Business Stream

 Project Company

 Project Location

 Project Type

   Project Duration



   Project Sector

Task-based  Task

   Task Type

These are just some of the ways you may want to analyse data. In reality, every PSO is 
different and it is likely you can imagine dozens of other ways you might want to analyse your 
organisation’s performance. Your system must allow you to define these dimensions for yourself.

Multi Company

If your PSO isn’t already a multi-company organisation, consider very carefully whether it 
might become so. If it does, you would probably want to treat your entire team of professional 
staff as one group, one pool of resources. And if so, then the system you use should enable this 
in ways that are completely transparent to your staff, who should record time in their timesheets 
without being aware of any separation of companies, employees and projects. 

This surface simplicity must in fact conceal some complexity. Multi-company means:

• That each employee must belong to one and only one company, so that appropriate 
accounting transactions (for example, expenses for reimbursement) can be sent to the 
right accounting ledger

• That each project must belong to one and only one company, so that appropriate 
accounting transactions (for example, invoices) can be sent to the right accounting 
ledger

• That the system must be capable of holding multiple charts of accounts, one for each 
company whose data are held in the system

• That the system must be capable of managing more than one base currency, potentially 
a different base currency for each company whose data are held in the system

• That the system must be capable of detecting inter-company transactions (such as 
when an employee of one company records time on a project belonging to another), 
and of generating the appropriate accounting entries



Multi Currency

Even if your organisation is comprised of a single legal entity you will probably need to 
manage multiple currencies:

• You will need to calculate values in the your company’s base accounting currency

• You may need to calculate or record values in a separate transaction currency, such as 
fee currency if your fees are stated in a foreign currency, or expense currency if you 
incur expenses in a foreign currency

• You may need to calculate values in your client’s invoice currency. For example, your 
client may wish always to be invoiced in EUR, and you may need to convert your fee 
values or the expenses you have incurred into EUR.

• You may need to calculate values in your own corporate currency, which may differ 
from your accounting currency. Especially when your organisation comprises two or 
more companies with two or more different accounting currencies, you will probably 
want to report all values together in a common reporting currency.

Multi Language & Flexible Terminology

Consider whether you will want to deploy your system in more than one language. Not all 
systems do this easily. It is important that if they are capable of this they hold all linguistic terms 
(messages, labels, and other textual items) outside program code, so that they can be modified 
easily. Ideally, all terms should be available to you for editing so that you can make your own 
substitutions for Client, Project, Task, Employee, etc.

Flexibility

In my experience, PSOs are more likely to break their own rules than most kinds of company. 
Whether the motives for this are laudable – the need to be commercially creative – or whether 
they reflect disinclination in general to be bound by rules – more flexibility is needed in software 
for PSOs than for most other kinds of organisation. Your software, therefore, must be very flexible. 
This means that it must adapt itself to new procedures, or new analytical requirements (as well as 
changing statutory regulations) without too much difficulty. 

There is no software in the world which will do this automatically, but you must make sure 



that yours is at least capable of change. It may do exactly what it says in the manual, and this 
may be exactly what you need and all that you need it to do now, but beware of the commercial 
creativity to come.

What kinds of flexibility should you look for?

• The possibility of multiple workflows

• The possibility of multiple document types with differing characteristics: timesheets, 
expense forms and other forms, and different types of each form

• The possibility of additional analysis

• The possibility of multiple rules for fee rates and costs in any number of currencies

• The possibility of terminological change

• The possibility of calculating new values and measures

• The possibility of creating new reports easily

• The possibility of designing multiple invoice and other document formats easily

No system is unlimited in what it can do. In fact, systems are implemented precisely in order 
to impose discipline and control, and to restrict creativity. They are sometimes as much about 
limiting freedom as offering it. The most flexible invoicing medium in the world is a blank sheet of 
paper, but this is no strong recommendation for Word as an invoicing system.

Bear in mind also that flexibility should not be achieved through program change, since 
this will make it hard for you to keep up with new versions of a system (and we are assuming 
throughout that any system you choose is a commercially available packaged software system). It 
is important that flexibility be achieved through configuration or parameterisation.

Timesheets

Every PSO is different. Even PSOs within the same sector (be they lawyers, engineers, 
accountants, consultants, etc.) differ, sometimes markedly, from each another. They differ in the 
way in which they record time, the structures (clients, projects, tasks, activities) against which they 



record time, and they differ in the rules they apply when validating time entries and in the periods 
they divide their calendars into.

What sort of flexibility should you look for?

• The possibility of specifying your own ‘unit’ of time entry. Lawyers traditionally divide 
time into six-minute units. Others report by quarter hours, or hours or even days.

• The possibility of specifying your own timesheet periods. Some PSOs demand daily 
timesheets (though these are hard to chase), some weekly, some fortnightly and some 
monthly. Best practice for most PSOs is weekly, but whether you choose to start the 
week on a Monday or any other day must be within your realm of control. You also 
need to be sure that you can close an accounting period or month rapidly, splitting the 
final week of the month appropriately.

• The possibility of recording time at Project level, or at Project and Task level, as required 
by the Project. 

• The possibility of defining (and switching on or off at least by Project) additional fields 
for free form or selective data entry. These might be used for any number of purposes 
such as Activity, or Location. It is an extra bonus if the values associated with these can 
also be limited by Employee or Project.

• The possibility of including or excluding a field allowing staff and their line managers to 
specify whether work is chargeable or not.

• The possibility of multiple calendars, defining, if necessary for each employee, the 
length of the working day so that the entry of standard working hours can be enforced, 
if this is a requirement.

• The possibility of entering unlimited free form notes against time entries with selective 
enforcement of notes.

• The possibility of validating time entries using various rules, to prevent incorrect entries 
or the entry of time beyond specified limits.

• The possibility of limiting projects available to an employee so that he or she may select 
only from an approved list.

• The provision of easy to use project search tools so that an employee can find his or her 



most recent projects and any other specific project easily.

• The possibility of pre-filling a timesheet with confirmed diary entries.

• Flexible workflow possibilities so that timesheets can be routed to line managers or 
other managers (conditionally) for authorisation.

• The option to calculate multiple values for each entered timesheet cell. These might 
include Standard Fees, Actual Fees (local and/or foreign currency), Standard Working 
Cost, Standard Availability Cost, Standard Project Cost, Cross Charges, etc.  

• The option to approve time by Project view rather than Timesheet view, so that Project 
Managers can see all timesheet records that have been entered against their projects, 
irrespective of who has recorded the time.

Expense Forms

Expense Forms may be simple, or complex, according to the activity of the PSO. A simple 
domestically oriented PSO needs far less complexity than a multi-national internationally oriented 
one. Some will need some, and some will need all of the following features:

• The option to create a number of different forms with different characteristics, these 
including, different static data entry fields (Project, Task, Activity, etc.), and different 
value entry fields.

• The option to specify validation rules for data entry, to enforce expense policy.

• The option to specify different authorisation workflows for each form.

• The option to make workflow conditional on aggregated or specific row values in a 
form.

• The possibility of managing multiple tax rates (differing VAT rates, for example, for 
multi-national PSOs).

• The possibility of specifying values in many currencies, whilst converting these into local 
currencies for reimbursement, and potentially further currencies for re-invoicing.

• The possibility of automating, and overriding, the provision of an exchange rate.  



• The possibility of deriving account codes from static data fields without an employee 
having to be concerned with these.

• The possibility of arranging pre-approval for travel expenses.

• The option to specify whether an expense is rechargeable to a client or not.

• The option to manage value-based expenses, per-diem (daily allowance) expenses and 
mileage-type expenses separately or on one form.

• The option to import credit card statements in a variety of formats and present these as 
expense forms for completion by employees.

• The option to import recharges to clients such as photocopier expenses, telephone 
expenses, etc.

• The option to record supplier-invoiced expenses such as travel tickets.

• The option to import expense data from suppliers such as travel agencies, online 
retailers, etc.

• The option to attach scanned images and documents to expense forms

• The option to calculate values such as ‘carbon footprint’ in respect of specific expense 
types

Invoicing

PSOs differ enormously from one to another in the way they handle invoicing. For some it 
is a simple matter of invoicing work in progress at full value, for others there is a need to record 
discounts and write-offs. Others invoice in advance, or based on milestones, or percentage 
completion, or invoice regular values every month or quarter or year. Some combine expense and 
time invoicing. Others don’t.

Your needs may also change from time to time. You may at some stage need some, if not all, 
of these options and possibilities:

• The option to create time and materials invoices based on work in progress, with 
specified deferrals, additions, discounts and write offs.



• The option to track discounts and write offs against original values for the purposes of 
management (realisation) reporting.

• The option to combine time and expenses on a single invoice or to keep time and 
expense invoices separate.

• The option to invoice in advance, and afterwards allocate work in progress to advance 
invoices.

• The option to invoice based on percentage completion.

• The option to invoice scheduled values periodically.

• The option to reverse invoices of any kind, fully or partially.

• The possibility of generating all accounting entries from the invoicing process.

• The option to separate the booking of revenue from the booking of invoices.

• The option to format invoices in a number of different ways, at a detailed or summary 
level.

• The option to produce ad-hoc invoices and credit notes of any kind, without reference 
to time or expenses.

• The option, in all invoice types, to amend any textual item.

• The option, at invoicing time, to recalculate accounting or fee values based on latest 
specific exchange rates.

• The possibility of invoice authorisation workflow.

• The option for project managers (and sometimes customers) to approve time and 
expenses prior to invoicing.

Planning & Budgeting

Planning and Budgeting have both an active and a passive aspect. They can be used actively 
to achieve optimal utilisation through the intelligent scheduling of project work, using skills, 



availability, cost, and preferences as inputs to the process. In addition, they can be used passively 
for reporting actuals against plans, and for the determination of recognisable revenue. 

I assume that full financial budgeting, including total forecast revenue, total budgeted staff 
and overhead cost, is managed in your Financial System.

These are some of the planning and budgeting options you might look for in a Professional 
Services Management system:

• The option to hold anticipated time, expense, fees and costs for a project, optionally at 
project, task, activity, role and employee level, so that actual values may be compared 
with plan.

• The option to import a plan from an external project management tool such as MS 
Project.

• The option to hold multiple plans and revisions.

• The option to hold skills, preferences, and other attributes, against employees so that 
staff may be scheduled appropriately for specific work.

• The option also to review staff availability during scheduling.

• The option to plan at possible as well as firm level.

• The option to integrate planning with diary systems such as MS Outlook.

• The possibility of publishing scheduled work and availability across the entire PSO.

Eight Key Measures

What is needed in a Professional Services Management system if it is to support the eight 
measures I’ve described?

Utilisation

Not everyone agrees on the definition of utilisation. That doesn’t much matter as long as 
you have a clear and consistent definition for your own purposes that allows you to track trends in 



utilisation from month to month, and which you can use in your financial planning. 

So, whatever software system you use, it should not impose its own rules on you, such as, 
for example, its own inbuilt concept of utilisation, without allowing you to make changes.

That said, you will need at least the following kinds of possibility:

• The possibility of multiple calendars, so that standard hours can be set appropriately 
for each employee. Remember that standard hours can differ even within one country, 
with regionally different public holidays.

• The possibility of distinguishing between unavailable and available time, unutilised and 
utilised time, chargeable utilised and non-chargeable utilised time.

• The possibility of aggregating only standard hours in respect of available time, and 
actual recorded hours in respect of utilised time (at least if you follow a definition of 
utilisation close to the one I used in 8 Measures – 1 – Utilisation)

• The possibility of defining upper limits (by employee) on utilisation at different grades 
and positions so that utilisation figures are not unduly swayed by inclusion of managers’ 
data, where lower utilisation is expected.

• The possibility of excluding ‘non professional’ staff from utilisation reporting.

If you need to report utilisation variance, effectively a financial gain or loss that results 
from utilisation rates that differ from the rates you have assumed, then you must be able to hold 
standard availability cost at the appropriate level in your Professional Services Management 
system. Each recorded ‘available’ hour will be costed at this rate and subtracted from each 
recorded ‘utilised’ hour costed at employee standard project cost.

For example, if 80% utilisation has been assumed, then:

Employee Availability Cost    = A

Employee Standard project cost  = A / 0.8

If, in a 40-hour week, 32 hours are utilised, then Utilisation variance will be:



(32 * (A / 0.8)) - (40 * A) = 0

If, in a 40-hour week, 36 hours are utilised, then Utilisation variance will be:   

(36 * (A / 0.8)) - (40 * A) = 5 * A

Because more time has been utilised than planned there is a positive utilisation variance, 
increasing the organisation’s profit. Project standard cost has been overestimated.

In overcoming the obstacles that impede good utilisation you will need:

• The possibility of viewing availability of professional staff easily and rapidly across your 
entire PSO (however many companies it comprises and however many countries it 
operates in), with a distinction between firm and tentative allocations. You will need to 
be able to make rapid decisions about reallocations.

• The possibility of viewing skills, aptitudes and costs when making decisions about 
employee allocation to projects.

• The possibility of staking a claim to an employee’s time in a controlled way so that 
allocations can be made appropriately.

• The possibility of setting rules in the system for the rounding of short times to longer 
times (by contractual agreement with the client, and allowing exceptions) without 
employees having to record time inaccurately. Original and rounded values must both 
be visible in the system.

• The possibility of analysing average assignment times.

• The possibility of tracking internal projects against plans as assiduously as client 
projects.

• The possibility of imposing cancellation and postponement fees on clients who cancel 
with unreasonable notice.

Standard Fee Variance

Your budgets will reflect the ‘standard’ or average fees that you aim to charge, these being 
expressed in your accounting currency or corporate currency. In order to track actual negotiated 



fees against these you will need:

• The possibility of recording standard fees appropriately in the system, whether by 
employee, grade, role, business stream, company, country, depending on the structure 
of your operation.

• The possibility of reporting a multiplication of charged hours by standard fee in variance 
reports.

• The possibility of recording actual fees appropriately in the system, in a variety of 
currencies, whether by employee, grade, role, business stream, company, country, 
client, client type, project, project type, activity, task, or location, exactly as your fee 
structures require.

• The possibility of reporting a multiplication of charged hours by actual fees.

• The possibility of converting actual fees from transaction currency to accounting or 
corporate currency for comparison with standard fees.

• The possibility of reporting variance of actual fees against standard fees, analysed 
by any number of criteria, such as client, project, client sector, project type, activity, 
location, company, business stream, country, etc.

Activity Variance

Activity variance is the value difference (profit or loss) that emerges when overall 
professional activity exceeds or falls short of a PSO’s overall budget. I assume that a complete 
budget is held in a Financial System, and that a Professional Services Management system will 
supply data for actual activity.

Activity Variance is a value that ‘emerges’ (through calculation) as follows:

Plan/Budget P This contains all anticipated revenues and costs for a 
period.

Actuals A This contains all actual revenues and costs for a period.

Actuals at Planned Values AP
This contains revenues and project costs calculated 
on the assumption that fees are at standard rates and 
realisation is as planned.

Performance Variances (A-AP)
These are the variances that emerge due to differences 
in: actual fees, realisation, utilisation, availability, actual 
employee cost and actual overhead cost.

Activity Variance (AP-P) These are the variances between actual and plan that 
are not explained by performance variances.



Note that saying that:

Activity Variance = Actuals at Planned Values - Plan

is the same as saying that

Plan + Performance Variance + Activity Variance = Actuals 

P + (A-AP) + (AP-P) = A

is self-evident.

To take an example, assuming that:

• Standard Fees are 1,000

• Realisation is planned at 90%

• Utilisation is planned at 80%

• Activity is half of planned activity (in other words half the number of employees are 
working for the PSO in this period)

• Utilisation and realisation are a little worse than planned

• Fee rates are a little lower than planned

• Overheads are higher than planned

Your Professional Services Management system will enable the calculation of performance 
variances and actuals at planned values.

Your Finance system will hold the overall plan for the period.

The determination of Activity Variance from these is simple.



Realisation

Realisation is a complex measure, involving the comparison of values calculated before 
invoicing with values created by invoicing. This essentially means that you must be able to track 
discounts created during the invoicing process. In order to be able to do this your system will 
need:

• The possibility of relating timesheet and expense transactions to invoices, on a line-by-
line, project, task, activity, employee and other bases.

This relationship is often explicit, in that when a time and materials basis invoice is produced 
each timesheet or expense transaction is eventually either invoiced or written off, and, if 
invoiced, invoiced at equal, higher or lower value. 

But when time and expenses are related only in a more general way to particular invoices, 
as when invoices are created in advance, or based on milestones, or are for part or parts of 
a fixed price project, the relationship is more complex. Nevertheless, in these cases too, it 
may be necessary to relate groups of transactions (say, time records for a particular activity 
or task on a project) to particular invoice values in order to be able to calculate realisation at 
that level.

Standard Cost Variance

Standard cost variance is something that you will measure in your financial system, since 

Plan/Budget Actuals Actuals at 
Planned Values

Performance 
Variances

Activity 
Variance

Fees 10,000 5,000 5,000 -5,000
Standard Fee Variance -200 -200

Discounts -1,000 -1,200 -500 -700 500
Net Fees 9,000 3,600 4,500 -4,500

Standard Project Cost -5,000 -2,500 -2,500 2,500
Gross Margin 4,000 1,100 2,000 -2,000

Utilisation Variance -150 -150
Availability Variance -50 -50

Employee Cost Variance -100 -100

Overheads -800 -800 -800

Overhead Variance -50 -50

Profit 3,200 -50 1,200 -1,250 -2,000



it is there that you will gather all direct costs associated with employing your professional staff. 
If you’re to be able to analyse by useful criteria such as department, business stream, location, 
company, and so on, just as you might in your Professional Services Management system, then you 
must make sure that your financial system is set up to do this. 

Note that whilst costs of project time can be tracked at project level in your Professional 
Services Management software you will not record actual direct standard working costs in your 
finance system at this level, though you may, indeed should, record it at the level of department, 
business stream, grade, etc. 

Standard cost variance is calculated by comparing the cost of standard hours recorded by 
your professional staff (using standard working cost) with actual direct costs. Your system must 
therefore be capable of holding standard working cost at the level of detail you need. 

Note that if you record actual direct costs at the same level at which you hold standard 
working costs (by department, business unit, etc.) in your Professional Services Management 
system then you will be able to respond to significant variances by making adjustments to 
standard working costs (and by implication costs of project time). 

The final goal is to produce useful reports from your Professional Services Management 
software that are as accurate as reasonably possible and at least accurate enough to encourage 
action.

Overhead Variance

Overhead variance is a measure for your Finance system and imposes no constraints on your 
Professional Services Management system.

WIP Days

Your system must be able to track Work in Progress and provisions and compare these 
values (by a variety of analytical dimensions) with revenue.

Debtor Days

Debtor Days is a measure for your Finance system and imposes no constraints on your 



Professional Services Management system.

Other Requirements

Project P&L

If your Professional Services Management system is to be capable of reporting gross margins 
then it must hold an employee standard project cost against each employee (or, should you be 
worried about issues of confidentiality, at grade, company and other levels, without risking the 
identification of an individual). If yours is a moderately complex PSO then you will probably have 
calculated different average costs of project time for each combination of department, business 
stream, company, location and grade, and you will want to reflect this in your system. 

Cross Charges

If your professional staff regularly work ‘outside’ their own department or company then you 
may want to calculate cross charges between departments and companies so that the supplying 
entity can be reimbursed by the buying entity.

Your system should:

• Be capable of detecting when cross charges must be calculated by comparing employee 
company or department with project company or department. 

• Be capable of a number of different possibilities for the calculation of charges, 
these being based sometimes on a percentage of revenue, sometimes on a specific 
negotiated charge and sometimes on a mark up of standard project cost.

Interfacing  to Financial Systems

Whilst they may be separate, Finance systems and Professional Services Management 
software must communicate in many ways. 

The accounting process for a professional assignment can be broken down into these 
elements. They do not, of course, follow one another in strict sequence:



Time Example

You may choose to take some shortcuts in this process and combine some steps.

Expense Example

Note that in some countries it is a statutory requirement that recharged expenses be shown 
as revenue but this is not shown here.

There may also be some provision accounting for expenses held as Work in Progress.

These, then, are the typical points of contact between Professional Services Management 
system transactions and your Finance system:

• Timesheet transactions may result in:

Timesheets Provisions Revenue Invoicing
Work in Progress @ Standard Fees 1000 D 1000 C

Standard Fee Variance 100 C 100 D
Provisions 50 C

Employee Standard Costs 500 C
Accrued Revenue 900 C 900 C

Accrued Revenue Provisions 50 D 50 C 50 D
Accrued Employee Standard Costs 500 D 500 C

Sales Tax 100 C

Debtor 950 D

Revenue 900 C

Revenue Provisions 50 D

Employee Standard Costs 500 D

Non-rechargeable 
expense

Rechargeable 
expense Invoicing

Work in Progress Expenses 200 D 200 C
Employee Standard Costs

Employee Liability 165 C 220 C
Accrued Revenue

Purchase Tax 15 D 20 D
Sales Tax 20 C

Debtor 220 D

Expense Costs 150 D



• Work in progress values, with separable standard fee values and standard fee 
variances

• Standard cost values (with separable standard project cost, standard availability 
cost and standard working cost values)

• Cross charge values (if at cost) between departments and companies

• Provision transactions may result in:

• Discounts against Work in Progress values

• Revenue transactions may result in:

• Revenue values being posted

• Expense form transactions may result in:

• Non-rechargeable expense values being posted as costs to the P&L account

• Rechargeable expenses being posted as Work in Progress values

• Reimbursable values being posted to employee liability accounts

• Tax values on purchases being posted appropriately

• Invoicing transactions may result in:

• Debtor, tax and revenue values being posted

Finally, let’s look at the way in which performance variances emerge from timesheet 
transactions. This is worth explaining in some detail since these are the most complex transactions 
to move between your Professional Services Management system (or modules) and your Finance 
system.

Timesheet Transactions

Timesheet records create potential value. This is the work in progress value of work done for 



clients, or the intangible asset value of work done for an internal purpose. 

Timesheet records also create cost. Depending on the ways in which you want to record 
costs for the purposes of variance tracking, you may use a number of different cost concepts. 
These standard costs have already been described, but it’s worth reminding ourselves of what 
they mean:

• Standard Working Cost (SWC).

This is the cost of each working hour, irrespective of whether it is an available hour or a 
utilised hour. This value is used for the determination of standard cost variance.

• Standard Availability Cost (SAC)

This is the cost of each available hour, irrespective of whether it is a utilised hour. This cost 
will be typically around 15% higher than SWC due to the exclusion of holiday, training and 
other planned unavailable hours. This value is used for the determination of Utilisation 
Variance.

• Standard Project Cost (SPC)

This is the cost of each project hour and is calculated by taking SAC and adjusting upwards 
so that the cost of unutilised time is spread across utilised time. SPC is used for calculating 
Project Gross Margin.

There are also fee values that we will use in generating accounting entries:

• Fees at Standard Fee Rates (FAS)

This is the value of fees at the standard fee rates that have been defined by role or grade for 
each department or business unit

• Actual Fees (FA)

This is the value of fees at the rates negotiated with your client



Timesheet data will create transactions that may look something like this (note the different 
treatment for externally charged ‘client hours’ and ‘internal hours’):

In this example, we assume that you will value the time you spend on internal projects at 
standard project cost rather than at a revenue rate. However, you may want to do this differently, 
showing a margin between cost and value. This may be appropriate when cross charging between 
departments for internal work.

Account Client Hours
Utilised

Internal Hours
Utilised

Other Available 
but Unutilised 

Hours
Unavailable Hours

BALANCE SHEET
Projects in Progress SPC (D)

Work in Progress @ Std Fee Rate FAS (D)

Work in Progress Fee Discounts FAS (C)
FA (D)

Work in Progress Provisions

Accrued Revenue FA (C)

Cost @ Std Project Cost SPC (D)

Cost (Utilisation Variance) SPC (C)
SAC (D)

SPC (C)
SAC (D) SAC (D)

Cost (Availability Variance) SAC (C)
SWC (D)

SAC (C)
SWC (D)

SAC (C)
SWC (D) SWC (D)

Cost (Std Cost Variance) SWC (C) SWC (C) SWC (C) SWC (C)

PROFIT AND LOSS

Revenue @ Std Fee Rate

Revenue Discounts

Cost @ Std Project Cost

Cost (Utilisation Variance)

Cost (Availability Variance)

Cost (Std Cost Variance)

Project Cost



Services Charter

A verbal contract isn’t worth the paper it’s written on.

Samuel Goldwyn



Although the subject of this book has largely been measurement, I have also put forward 
some recommendations on how to address situations where measurements show that the 
services an organisation provides, or the organisation’s relationship with its clients, could be, and 
should be, better managed.

Some of these issues aren’t related to the relationship between a PSO and its clients, but 
many can be:

• Standard Fee Variance is affected by the willingness of a client to accept a PSO’s most 
profitable fee rates

• Utilisation is affected by the way a PSO and client work together

• Realisation is affected by the willingness of a client to accept that a PSO’s work is 
chargeable

• WIP Days are affected by the willingness of a client to accept an invoice

• Debtor Days are affected by the client’s willingness to pay

Five of our eight measures are influenced by the PSO-client relationship.

Many aspects of this relationship are defined by contract, but it often makes sense for a 
PSO to agree in advance the way in which both parties should work together. You might think 
that these understandings should be part of the Terms of Reference for a particular project, 
but they are often sufficiently general, and summarise the style and philosophy of a PSO so 
comprehensively, that there is some value in publishing these terms and agreeing them separately, 
even in advance of project negotiation. They can be useful during the sales process, clarifying what 
the buyer is buying and the seller, selling.

Services Charter

A verbal contract isn’t worth the paper it’s written on.

Samuel Goldwyn



The following is an example of a Services Charter, with passages relevant to our eight 
measures highlighted:

Services Charter

Introduction

This document sets out the principles and assumptions that underlie the provision of 
services by the PSO to a client. It is not a contractual document, but the signature of both parties 
indicates acceptance that this charter governs day-to-day relations between the parties.

Principles

Independence and neutrality

A client should expect honest, impartial, objective advice and guidance from professional 
staff, who, from the moment of engagement, must have the client’s best interests in mind, 
whatever the commercial implications for the PSO. 

Where the PSO is represented by a team of consultants, advice must be seen as collective, 
and must be formed in a disciplined and methodical manner, led by a senior member of the team, 
a project manager or services manager responsible for the assignment or project. Any professional 
staff holding a different view, must have the option to express this view through the team’s 
spokesman, but professional staff should not express, nor should a client foster, dissident views in 
a manner that undermines team work, and team responsibility.

Professional advice is given in good faith in the circumstances. These circumstances will 
reflect:

• Agreed needs of the client

• Agreed priorities of the client

• Financial limitations of the project or assignment

• Deadlines



• Skills available to the PSO

• Skills available within the client’s organisation

• Other factors

In giving advice, staff do so against a background of stated assumptions. 

These may change, but a complete set of agreed, documented assumptions must always be 
at hand.

It must also be understood that staff are fallible, and that whilst they accept responsibility 
for mistakes and the correction of those mistakes, they cannot on occasion avoid making them. 

[Impact: Realisation]

However, staff must always identify, admit and correct errors in their work or judgement.

In some cases, mistakes and their correction should be seen as part of the working process 
(such as, in the joint development of systems), and because they are not surprising, plans must 
reflect the fact that they will occur. 

[Impact: Realisation]

The client will sometimes disagree with the judgement of professional advisers, even 
when all assumptions are agreed and there are no disagreements as to fact. In this case, whilst 
registering disagreement, a professional adviser should continue to advise the client and to accept 
the client’s judgement, though in some extreme cases the adviser may choose to withdraw from 
the project or assignment, if a reasonable case can be made for doing so.

Limitations

By default, a professional adviser is never an executive within a client’s organisation, and 
should not take responsibility for the client’s staff or their work unless (as perhaps in the case of 
interim management) he has specific, published authority to do so.



A professional adviser is never the legal representative of the client and is not responsible 
for statements, verbal or financial, that have legal repercussions for the client. 

A professional adviser advises, and does not act in the place of any of the client’s staff, 
unless this is specifically agreed.

Client Involvement

Client Engagement

Projects and assignments can go wrong if the client does not engage deeply with the project 
or assignment. A professional adviser does not work ‘for’ the client, but more often ‘with’, the idea 
being that knowledge will be transferred to the client. Where the appropriate level of engagement 
by the client is missing, and if this raises risks for the project or assignment, the PSO will notify the 
client. 

[Impact: Realisation]

At best, a PSO’s professional staff can play the role of energetic, persuasive advisers, but final 
responsibility for the success of a project or assignment will depend on the client.

Communication

It is essential that expectations of the project and assignment are synchronised not only 
between the PSO’s project team and the client’s project team, but in depth in the client’s 
organisation, especially when end-users’ opinions, reactions and acceptance are required. 

It is particularly essential that in the case of training the client clarifies for all trainees the 
objectives of the project, the limits to its scope and the role of the PSO in the process of the 
project or assignment.

Communication should be in unambiguous written form whenever possible.  

Working Practices

Working Time



Professional service time includes all time during which professional staff are adding 
value to the client through project or assignment work, on the assumption that such time is 
spent efficiently on relevant issues falling within the scope of the project or assignment during 
reasonable working hours or agreed overtime.

Such time is not always spent at the client’s place of work, but when time is spent elsewhere 
this is by agreement.  

All working time is recorded by professional staff using the PSO’s professional services 
software and is subject to review and approval for invoicing by the PSO’s project managers and/or 
services managers as well as by the client. The PSO’s presumption is that project and assignment 
time will be invoiced whether on-site or off-site.

Sometimes the client will be unable to verify that time reported by professional staff has 
been spent in the way each individual has reported (especially if the work is done off site, but also 
at times when the work is done on site), but the working relationship between the PSO and the 
client requires a degree of trust on this matter. If the client wishes to dispute such time then he or 
she may do so (see Disputes).

The PSO’s time recording software records time to the nearest (greater) quarter of an hour 
in respect of time spent by the PSO’s staff. Thus if 10 minutes are spent, a quarter of an hour will 
be reported.

For on-site assignments a minimum of two hours is charged for an assignment. This 
mitigates the inefficiencies (lost consulting time) incurred by the PSO when consultants move 
between locations, and encourages clients to consider ‘packaging’ issues into assignments of 
greater duration, whether ad-hoc or project assignments. Doing this is mutually beneficial.

Working time will usually be standard time for the location. This is determined by the 
location of the client. In general, unless required otherwise, the client’s working conventions 
(arrival and departure times) will be observed by the PSO. When projects are executed at the 
client’s location and full days are worked by the PSO’s staff, a full day will be reported and charged 
when the client’s hours are observed. In these circumstances, if a client specifically asks the PSO’s 
staff to arrive late or leave early, a full day will nevertheless be reported and charged, unless other 
terms have been agreed in advance.



[Impact: Utilisation and Realisation]

Working Conditions

Safety 

The client is responsible for providing for the PSO’s staff with a safe and clean working 
environment, with sufficient space made available for the conduct of his or her work. This will 
usually mean a specific working space or desk where the consultant can work without distraction.

Refreshments and Meals

The client is responsible for providing for the consultant access to refreshments, such as tea, 
coffee, and water. There is no obligation on the client to provide these free of charge.

The client is responsible for providing for the PSO’s staff access to meals at mealtime, either 
in the client’s staff restaurant or through recommendation of a local restaurant.

Both parties understand that pauses of a few minutes (sometimes including smoking breaks) 
are part of working life, and this applies equally to professional work. We believe it is reasonable 
that pauses of up to five minutes occur every hour, though this by no means confers a right to such 
breaks in circumstances that make such breaks inconvenient.

The duration of meal breaks will conform to local standards and will not usually be reported 
as or considered as consulting time unless they are effectively ’working lunches’ with the client’s 
staff, where serious issues pertaining to the project or the assignment are discussed. If meals are 
taken with the client and as a consequence the duration of the meal exceeds local standards, the 
PSO reserves the right to treat the excess time as services time spent with the client.

[Impact: Utilisation and Realisation]

Interruptions

We generally discourage our professional staff from making personal phone calls, reading or 
preparing emails that are not relevant to the client’s assignment, or from browsing the internet 
for irrelevant purposes. However, it is understood that occasional private calls, even calls to other 



clients, when important, are part of everyday life. When these exceed more than five minutes the 
client may dispute charges for this time. We generally discourage clients from making unarranged 
calls to staff when they are not working on the client’s project or assignment.

[Impact: Utilisation and Realisation]

Environment

The client is responsible for ensuring that the PSO’s staff ‘s working environment is quiet and 
comfortable, and that professional staff are not interrupted or otherwise prevented from making 
progress with the project or assignment.

Standards of Behaviour

The PSO requires that clients behave respectfully towards its staff, just as the PSO enjoins 
its staff to behave in a respectful manner towards the client’s staff. Ideally this is a friendly 
relationship based on mutual respect and common goals.

In this relationship anger, as well as other displays of emotion, is inappropriate. Where there 
may be cause for anger, we would ask the client to abide by the procedures laid out in Disputes 
just as we ask our staff to do so.

In situations where the client engages in angry, insultingly disrespectful or verbally 
aggressive behaviour we ask our staff to request a pause, or to withdraw from the situation. The 
PSO reserves the right to withdraw professional staff permanently from the project or assignment 
when this situation occurs frequently or is extreme. 

Furthermore, the PSO reserves the right to withdraw from meetings or gatherings or from 
the working environment if disputes between the client’s staff are unduly emotional.

Standards of Appearance

Unless agreed otherwise consultants will wear business attire. If the client permits, 
consultants will wear business casual or more informal clothes.



Commercial Issues

Expenses

These are the expenses typically charged to clients:

• Travel costs to and from the client’s location

• Accommodation and all meals when the consultant stays overnight at or near the 
client’s location

• Per-diem allowances when these have not been included in the fees charged to the 
client. If per diem allowances are charged then meals are usually not charged.

[Impact: Realisation]

Travel Time

Travel time to or from the client is usually charged by the PSO to clients if it exceeds two 
hours, whether on a working or non-working day.

Especially in the case of travel on non-working days, the PSO itself incurs costs, either 
directly as a consequence of additional payments made to consultants, or indirectly through 
offering time off in lieu. 

[Impact: Realisation]

Account Management

Account management is distinct from project management, and concerns the commercial 
relationship between the client and the PSO. Usually a salesman, sales account manager, and 
occasionally professional staff, a services manager or project manager from the PSO’s professional 
services team will be appointed to oversee the relationship between the client and the PSO. 
Account management does not involve the provision of professional advice. Rather, an account 
manager is involved in commercial issues: fee negotiations, dispute resolution, payment 
reminders, quality issues, and so on. In general, account management can be distinguished from 
other project work in that it does not, of itself, add value to the project, and for that reason is not 



charged, but is seen as a cost of sale by the PSO.

Cancellations

The PSO is a commercial organisation that seeks to make reasonable profits from the 
deployment of professional staff. Fees charged for advice are calculated on the basis of an 
employee’s cost to the PSO, his or her ‘utilisation’ (this being the proportion of available time that 
is generally spent on fee-paid professional assignments) and the extent to which his or her time 
is invoiced. Professional services organisations are profitable when they are busy and loss-making 
when they are not. It is essential that the PSO should be able to plan the deployment of its staff, 
and this is why project plans for long-term projects, and weekly plans for staff performing ad-hoc 
assignments, are carefully prepared.

Cancellations seriously jeopardise this planning process and often have a direct effect on the 
PSO’s income. This is why cancellation with less than a week’s notice will usually incur a penalty 
of up to two-thirds of lost fee value if notice is given between one week and two days of an 
assignment (for example if notice is given on Monday of cancellation of Wednesday’s assignment), 
and of up to the entire lost fee value if notice is given with less than two days.

[Impact: Utilisation]

Sometimes it is the PSO who must cancel a planned meeting with the client, due to 
unforeseen circumstances, such as illness or accident. When this has a serious impact on the 
outcome of the project or assignment, and when contractual agreements stipulate, reasonable 
substitution, compensatory services or recompense of some kind is appropriate. 

Commercial Issues

All commercial issues relating to the PSO’s professional work should be addressed to the 
PSO’s nominated project manager, services manager or account manager. As far as is possible it is 
our policy to distance our professional staff working on a client’s project or assignment from issues 
of payment, or price.

Issues Arising from Non-Payment

Clients’ payment terms are contractually defined, as are terms for delivery of services by 



the PSO. Both parties will act in good faith to deliver the defined services and to make payments 
according to terms. Where failure occurs on either side, a dispute arises, which both parties will 
attempt to resolve amicably.

The PSO reserves the right to withdraw additional services if payments are overdue, and 
without prejudice to its claim in respect of existing outstanding payments.

[Impact: Debtor Days]

Whilst this can be awkward in terms of the good relations otherwise built up between the 
PSO’s staff and the client’s staff, as well as disruptive to the project or assignment, the PSO must 
on occasion exercise this right, and the client should understand that in these circumstances 
no implication should or can be drawn as to the PSO’s overall commitment to the project or 
assignment, or to the PSO’s wish to work amicably and in good faith with the client’s staff.

When the PSO exercises its right to withdraw from a project or assignment until such time 
as a dispute over non-payment is rectified, the client will explain the situation to his or her staff so 
that no erroneous imputation can be drawn from the PSO’s withdrawal.

Project Issues

Projects (Scoped Fixed Price / Time and Materials / Etc.)

Projects (and assignments) are generally of several types:

• Scoped Fixed Price projects, where the PSO has agreed that specific well defined 
(scoped) tasks can be accomplished  for a given fee (based on the PSO’s estimation of 
the professional services time these will take). In these cases the PSO assumes some 
risk, and will benefit if the tasks are accomplished in less time, and will be penalised if 
the tasks take more time.

• Time and Materials projects, for which the PSO charges based on the time specific tasks 
take.

• Time-Hire ‘projects’, where the client has engaged the PSO’s staff to provide general, 
usually on-site, assistance for a period.

• Outsourced ‘functional’ work, such as long-term support provision.



Different provisions may apply to these:

Scoped Fixed Price projects

In assuming risks associated with fixed price projects, the PSO does so on the understanding 
that the client’s involvement in and commitment to the project is such as never to impede 
progress. These and other assumptions are contractually binding:

• Changes to the agreed scope will involve additional charges. Discussions and 
investigation of ideas beyond the agreed scope of the project will also be charged 
separately. In general the PSO’s staff will request that changes to the scope be discussed 
only at project management level and will resist discussion during the execution of 
tasks within scope.

• The client will ensure that no delays in the provision of information, or designs, or 
relevant infrastructure result in the PSO’s staff waiting unproductively. In the event of 
the PSO’s staff waiting unproductively the PSO reserves the right to charge for this time

• Arrangements made for meetings and any other service time on site which are 
cancelled at short notice will also be charged separately, since such cancellations make 
it difficult for the PSO to switch to other productive work.

[Impact: Realisation]

Breaches of this understanding by either party will be handled formally. See 

Disputes.

Service reports and other forms of detailed accounting for time are not provided by the PSO 
to clients on fixed price projects or assignments.

Time and Materials projects

Time and Materials projects are more simple, in that all time spent by the PSO’s staff will be 
charged unless there are specific agreements otherwise, and unless it is clear that through the PSO 
staff’s fault his or her time is unproductive and cannot reasonably be charged. Delays that render 
staff time unproductive due to the action or inaction of the client are charged at normal rates.



[Impact: Realisation]

Time-Hire Projects

In these instances it can sometimes seem as if the PSO’s staff are temporarily employed 
by the client, working to the client’s direction. However, it is important that both parties clearly 
understand the scope of the engagement and its limitations.

Outsource ‘Functional’ Work

In these instances the PSO’s staff are usually working from the PSO’s offices providing 
services to a distant client. The scope of the work is usually defined in terms of service level or 
delivery, and there is rarely a need to account for time. 

Training

Training is an important aspect of many projects. The time set aside for it is usually 
determined at the outset of a project and depends on assumptions made at that time concerning 
the complexity of what must be conveyed during training, and the ability and eagerness of 
trainees to learn. 

Training courses should contain exercises or assessment sessions that can enable 
measurement of their success.

Training is a specific skill and the PSO will endeavour to provide staff who are skilled in 
training as well as in other professional areas. Where training skills appear inadequate to the client 
the issue should be raised immediately (see Disputes).

Unfortunately the success of training does not always and only depend on the skill of the 
trainer. If the trainees have not understood the material this is not always a measure of the skills 
of the trainer. It is essential therefore that issues such as:

• Non-attendance

• Inattention



• Lack of engagement or interest

• Failure to learn

be raised immediately by the trainer to the client. The success or failure of training may have 
a serious impact on the success or failure of the project or assignment.

Acceptance

Some substantial projects are broken down into phases, and contracts with clients will often 
refer to these phases when defining the criteria that allow the PSO to invoice the client for services 
performed for the phase. Sometimes a formal ‘acceptance’ is required before the PSO may invoice, 
this meaning that the phase is accepted as complete. Defining ‘completion’ of a phase can be 
complex and there is often room for argument. 

Does completion mean that every single detail must be complete and correct (for example, 
‘font size for headings on a report’)? 

No. 

On the other hand does completion mean that PSO has simply declared the phase 
complete? 

No.

In general completion means this: that all work defined as being within scope for the phase 
(including any agreed change requests for the scope of the phase) is substantially finished and 
working. In this case ‘substantially’ means that further phases of work within the project may be 
begun and are not impeded by any minor details that remain to be finished or corrected (which 
the PSO may nevertheless accept liability to complete), or that work completed in the phase has 
passed into production use.

When a phase is declared as ‘complete’ but with unfinished minor details, it is essential 
that what remains to be completed is clearly and precisely defined and that responsibility and 
timescales for completion are agreed (in written form) by both the PSO and the client.



Projects are structured into phases in respect of project management and often in respect 
of contractual terms for invoicing and payment. It must be understood that these are sequential 
phases, and that later phases will not be begun unless earlier phases are completed and formally 
accepted as completed.

[Impact: WIP Days]

Project Management

Project management is an essential element of substantial projects. The skills of project 
management are rare and highly valued and the PSO provides project management as a paid 
professional service. Project management involves establishing with the project sponsors the 
priorities for the project, breaking down the project into manageable tasks, determining the 
dependencies between these, establishing the optimal deployment of staff (PSO and client staff), 
estimating the duration of tasks, establishing project budgets, monitoring actual against budgeted 
costs, dealing with unexpected events that require rescheduling, redesigning, correcting work 
already done or planned, as well as advising on ways to work around problems if the project’s 
objectives are to be met. The skills required of a good project manager are acquired over many 
years, and usually only senior staff at the PSO are qualified to perform this role. The value of good 
project management is immense, and in virtue of this the time spent on this is charged.

[Impact: Realisation]

Disputes

All disagreements or claims by either party arising in respect of the PSO’s services will be 
handled:

• at project management level (when a specific project manager has been assigned by 
both parties), 

• or at service management level (when staff have been assigned to work on a 
client’s assignment by the PSO’s service manager on the request of a qualified client 
employee),

• at a more senior level if a dispute concerns the attitudes, policies, behaviour or 
judgements of the project manager or service manager.



Disputes and claims should not be discussed with individual professional staff, or raised by 
staff with clients, unless they are of a trivial and uncontroversial nature capable of immediate and 
friendly resolution.

Escalation levels within the PSO will be provided to the client but typically disputes should 
be resolved within seven days at the first level, 30 days at the next level, and beyond that either 
party may seek independent arbitration.



Glossary



Achieved Rate Achieved Rate is the revenue rate per hour that is achieved by 
professional staff, after fee discounts and the effect of realisation 
on work in progress valuations. 

Activity Variance Activity Variance is the value excess or shortfall that results from 
a difference in overall activity, as when staff numbers differ from 
forecast.

Availability Variance The cost variance that emerges when employee availability 
differs from planned availability. For example, if employees were 
generally not to take their holidays, then total direct costs could 
be spread across a greater number of days, leading to reductions 
in Standard Project Cost, Standard Availability Cost and Standard 
Working Cost. If this is not anticipated, then this will emerge as 
an availability variance.

Chargeable Utilisation Chargeable Utilisation, usually expressed in percentage terms, 
is the proportion of available time spent (and/or invoiced) by 
professional service staff on projects which are charged to clients 
(irrespective of contractual conditions).

Cross Charge The charge made by one company, business stream, department 
or team for time spent by one of its staff on a project belonging 
to another company, business stream, department or team.

Debtor Days Debtor Days is the number of days’ services revenue represented 
by your unpaid Debtor value.

Overheads All costs incurred in running your business that are not directly 

Glossary



related to employing or supporting your professional staff. 
Typically, these will include rent, sales, account management, 
administration and management costs.

Overhead Variance The difference between actual overheads and planned or 
budgeted overheads.

Performance Variance A variance that emerges due to deviations in planned realisation, 
utilisation or other values used in the development of a budget.

PSO Professional Services Organisation

Realisation Realisation, usually expressed in percentage terms, is the extent 
to which work in progress value is realised in invoicing.

Revenue The cash value that activities in an accounting period are likely 
to generate.

Standard Availability Cost (SAC) Standard availability cost is the cost of available time, 
determined by taking an employee’s direct costs and dividing 
them by available hours. It is usually expressed as a daily or 
hourly cost.

Standard Cost Variance The difference between actual costs and standard working cost 
over a period, indicating that total employment costs have 
changed since budgets were calculated.

Standard Fees Standard Fees, usually associated with grades, roles, and 
business streams, are target fee rates on which revenue 
forecasts have been built. They should not reflect any loss of 
revenue due to anticipated realisation rates of lower than 100%.

Standard Fee Variance Standard Fee Variance measures the difference between actual 
fees charged to clients and the standard fees that would be 
charged for the same work, these also being the rates on 
which revenue forecasts have been built. They may usefully 



be analysed by Grade, Role, Business Stream, Department, 
Company and any other useful segmentation. 

Standard Project Cost (SPC) Standard project cost is the cost of professional work, whether 
client-directed or internal, determined by taking an employee’s 
direct costs and dividing them by available hours with an 
adjustment for expected utilisation. It is usually expressed as a 
daily or hourly cost.

Standard Working Cost (SWC) Standard working cost is the cost of employment, determined by 
taking an employee’s direct costs and dividing them by standard 
hours. It is usually expressed as a daily or hourly cost.

Utilisation Utilisation, usually expressed in percentage terms, is the 
proportion of available time spent (and/or invoiced) by 
professional service staff on projects that add value to the 
organisation.

Utilisation Variance An employee cost variance that emerges when utilisation differs 
from planned levels.

WIP Days WIP Days is the number of days’ services revenue represented by 
your Work in Progress value (after provisions).


