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Abstract

The first Russian consulting companies emerged in mid-1990s and grew out of IT compa-
nies, which had been spontaneously developing as project-oriented companies. Yet we had
to make quite a long and complicated journey from realizing the usefulness of project man-
agement to applying it efficiently in the consulting business. All of our company's operations
are carried out in projects - marketing, presale, commercial projects and investment. Various
combinations and sequences of such projects make up the following three basic operational
cycles of the company - the product cycle, the customer cycle, and the development cycle.
The model based on these cycles combined with the time dimension gives a clear view of the
business efficiency. Other important points of the paper are the flat organizational structure
as one of the most convenient platforms for forming project teams and the three-level budget
structure based on individual project budgets.
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1. Brief overview of the history of consulting business in Russia

The first Russian consulting companies emerged in mid-1990s and grew out of IT compa-
nies. IT companies are interested in the consulting market due to several main reasons.
First, IT services are mainly ordered by top managers who are not ready to use only the lan-
guage of IT solutions and prefer the language of business; and appropriate competencies
are required in order to build efficient relationships with them. Second, any service company
naturally wants to expand its competencies and provide a customer with a comprehensive
range of professional services from business consulting to implementation of applications
and hardware supplies. It is also worth bearing in mind what 'the best international practice'
means. As Russian IT companies look at the practice and trends of their colleagues abroad,
they see that players in the west provide a combined mix of IT and consulting services.

There is a good deal of major professional players, both western and Russian, already pre-
sent in the Russian management consulting market. IT companies do not seek to gain a
competitive edge over them; they just want to complement their portfolios with something
that those portfolios lacked in order to maximize the efficiency of IT solutions. For example,
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someone who is essentially clueless about financial management can implement an ERP
system. It is also possible that it would even work although most likely its operation would
neither last long nor be entirely correct. But an ERP system can be implemented so that it
would really benefit the company's existing financial processes. These two entirely different
approaches create entirely different solution values for the customer. Therefore it is not at all
surprising that IT companies seek to apply a business-oriented approach to project imple-
mentation.

It is important to note that the Russian consulting market is still at a very early phase in its
development. As more products appear and demand for professional services grows and
gains more purchasing power, it is clear that consultants are expected to meet ever more
stringent requirements and customers become ever more competent and already have a
clear understanding of what they want to be done and often how this is to be done. Large-
sized companies and now mid-sized ones too, are ready to pay for professional consulting
services. Let us show how the market grows using IBS as an example - the consulting busi-
ness has been growing at an annual pace of 40-50 per cent over the last several years. All of
this poses quite stringent requirements as to the consulting business organization.

Russian IT companies had been spontaneously developing as project-oriented companies.
Thus, consulting business in Russia has been taking shape as a project business from the
outset. The staff drain from western consulting companies operating in Russia into fast-
growing Russian companies brought along respective management technologies and
spurred growing interest in project management.

Yet we had to make quite a long and complicated journey from realizing the usefulness of the
technology to applying it efficiently in the consulting business.

2. Process model
2.1. Projects and operational cycles

IBS has been built as a project-oriented company. This means that all of the company's op-
erations are carried out in projects.

All kinds of company’ activities are realized thru four main types of projects (see Fig.1):

= Marketing projects - identifying consumer preferences, presenting company products
to the market and attracting prospective customers.

= Presales projects - preparing offers for customers, preparing and entering into con-
tracts with customers.

= Commercial projects - performance under contracts those have been entered into.
= Investment (Internal) projects - operational improvement and organizational develop-

ment of the company, improving the existing commercial products and creating new
ones by using own funds.
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Kinds of activities

Production operations

Organizational
development

Business development

i Commercial <: Presale projects
Projects projects proj
Marketing projects Investment
projects

Fig.1l. Projects in consulting company’ practice

Various combinations and sequences of such projects make up the following three basic op-
erational cycles of the company:

= The product cycle includes core production processes of development, market launch
of the company's products and implementation of specific customer solutions based
on the company's products.

= The customer cycle focuses on supporting customer relationship processes and sales
processes in a broad sense.

= The development cycle includes processes of identifying requirements for internal
changes to be made to the company, implementing those changes and assessing the
consequences of changes.

2.2. Business development

A business develops through various ways of targeting prospective customers. A business
can target specific customers or certain market segments (vertical markets) generally without
singling out any individual customers or company products.

A full customer relationship cycle (the customer cycle) includes processes of developing cus-

tomer relationships and processes of selling; implementing and supporting the solutions (see
Fig.2):
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Prospective customers, their needs and preferences are identified at the stage of
searching for customers and/or finding out their needs. Prospective customers are
presented company products and services. As a rule, this is done both through adver-
tising and PR events and through direct contacts with customers.

At the stage of enquiries handling incoming enquiries are examined to determine
whether they match a specific product or a mix of products of the company, and en-
quiries are prioritized and selected for further contacts. We understand enquiries to
include instances of meaningful interest shown in company products and invitations
to bid. This stage results in a decision on whether or not to proceed with an enquiry.

At the stage of offer generation and contract signing a solution is configured based on
a product or a mix of products, a technical and commercial offer or a bid is prepared,
presentations are held for the prospective customer and the contract for the solution
implementation is prepared. If successful, this stage results in the signed contract.

The stage of solution development and implementation comprises performance under
contract(s) within one or several commercial projects. This stage results in handover
of the finished solution to the customer in accordance with the contract(s) terms.

‘Exceptional’ cases are dealt with as part of warranty and post-warranty support of so-
lutions. This stage also includes customer relationship monitoring and settlement of
conflicts.

Customer retention involves review of financial return from each specific customer
and making decisions on whether or not to continue the relationship with the cus-
tomer (and possibly whether new terms would be appropriate if the relationship is to
be continued).

Ident|fy|ntg of Offer generation Solution Dealt of
ptrospec I\:leh' Enquiries handling and contract development and «exceptional» Customer retention
e Onm:;din = signing implementation cases

r 1 ¥ 1 31 1

Marketing project > Presale project > Commercial project Presale project >

4 «Customer cycle» >
Fig.2. Business development projects
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2.3. Production operations

Production operations include product research and development, marketing that targets the
market as a whole, and production operations per se (i.e. solution development and imple-
mentation for a specific customer).

A full product lifecycle (the product cycle) includes processes of development, promotion and
sales of the product and implementation of product-based solutions for customers (see
Fig.3):

» The stage of identifying requirements for new products includes monitoring and re-
view of market conditions, identifying new trends of the market and the competition
and finding out new customer needs. Marketing studies result in ideas to upgrade old
products and develop new ones.

* The stage of product development or upgrade involves efforts to improve the competi-
tive edge of the company's products. Auxiliary work is carried out including training of
technical staff, entering into agreements with partners, preparation of training and ad-
vertising materials.

= At the promotion stage a product is presented to prospective customers. Promotion
involves advertising, PR events and informative publications targeting the market as a
whole. This stage results in a flow of enquiries for specific products.

* The subsequent stages, i.e. enquiries handling, offer generation, contract signing, so-
lution development and implementation, have the same scope of work as in the cus-

tomer cycle.
Identifying Product Offer generation Solution
requirements for development or Product promotion )| Enquiries handling and contract development and
new products upgrade signing implementation
Marketing project > Investment project> Marketing project > Presale project Cog:g}:;ilal >
— «Product cycle» —

Fig.3. Production operations projects
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2.4. Organizational development

The organizational development lifecycle (the development cycle) includes processes of
identifying requirements for changes, implementation and assessment of the consequences
of those changes.

At Fig.4 the stages shown are clarified with the example of human resources development,
which is a specific instance of the development cycle:

= The stage of identifying requirements for changes involves review of the current situa-
tion, making the decision on whether and how to implement the changes and deter-
mining the required budget.

= The stage of implementing changes includes making appropriate decisions and
documents, implementation of new information systems and training staff to work in
the new environment.

= At the stage of assessing the consequences of changes the new situation is reviewed
and plans of further changes are modified as necessary.

!

Identifying requirements for . Consequences of changes
changes Changes Implementation assessing

Investment project Investment project >

— «Developmentcycle» —

Example: raising the level of personnel skill

v |

Personnel assegsmem and Training organizing and Testing and / or certification
attestation realization

Fig.4. Development cycle structure

3. Organization model

Now virtually any Russian consulting company has the traditional matrix structure. Vertical
components of that matrix are technology divisions with expertise in various areas of consult-
ing (strategic consulting, financial consulting, operational consulting, HR consulting, IT con-
sulting, etc.). Project teams made up of employees of different departments are formed for
implementation of projects, which are most commonly cross-functional.
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We consider the flat organizational structure as one of the most convenient platforms for
forming project teams. That structure proved to be especially efficient for organizing opera-
tion of small consulting divisions (20-30 consultants). Such structures may still be efficient as
the headcount of such divisions grows to 100-120, but in such cases special managerial staff
(see Fig.5) and management tools have to be used (timesheet records, balancing motivation,
etc.).

Formally employees are divided in two categories in the flat structure - project managers and
consultants. But actually we have no fixed division of competencies into those categories,
which enables us to use free resources more efficiently.

Plane structure |]|]|::> Matrix structure
(20-30 consultants) (more then 100-120 consultants)

4 years later

Top executive Top executive

Managerial staff
Administrative staff

$trategic

2 Sultants
HR

. Consultants .

Fig.5. From plane organizational structure to matrix

Administrative staff

\ Project
' Managers

4. Economic models
4.1. Consulting business model (the 3D model)

During designing business model the model of our business we distinguished three core di-
mensions - products, customers, and time.

The product dimension corresponds to the production structure and describes the company's
products and product lines. The customer dimension corresponds to the sales structure and
describes vertical markets and key accounts. The products/customers plane locates specific
projects (solutions) implemented by the company for its customers.
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The time dimension is used for analyzing the progress of customer relationships. A network
of inter-related implemented and planned projects on the customers/time plane corresponds
to the target program being implemented for the customer.

This model gives a clear view of the business efficiency (see Fig.6). Ongoing sales of all
products and long-term customer relationships result in a high density of projects filling the
3D space and thus make up the "right" business configuration. Different projections of this
model allows to obtain formalized profiles of “right” customer, “right” product and “right”
business plan.

Industries / Customers “Right” produc

Government Institutions |
Education |
Large-scale Industry |
Transportation Industry o
IT Industry F . ‘(,\\ 66
Gasprom ng (4]
Lukoil Telecommunications | MNP
Surgutgasprom D
Tymentransgas Civil Construction | A
Lentransgas
Yamburggasdobycha Power Industry |
Naryanmarneftegas s-0il Industry F
L L L L L L L L >
. 2003 2004 2005 2006 2007 2008 2009 2010 Time
IT consulting

HR consulting
Operational consulting “Right”
Financial consulting ng t" custorer

Strategic consulting

Legend

@ - No projects on the product for the customer in the year
Products

' - The most intensive projects on the product for the customer in the year

Fig.6. “Right” products —“Right” customers — “Right” business

Customer profile is forming in product and time dimensions. We consider customer to be
“right” if our program for it compliance to logic of step-by-step management system perfec-
tion. A standard schema of program is illustrated in the Fig.7:

= Strategy developing projects dominate in the first year but there are not only strategic
consulting projects.

= Business-process reengineering and other projects of operational consulting are the
main content of the next step.

= And IT projects come after that.
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Logic of step-by-step management system perfection spreads axial time dimension. And for
each time interval the set of projects is formed especially by the products corresponded to
just that period of company reorganization.

“Right” customer profile

Gas-0il Industry Customers The 17 year —

Strategy developing

Customer-1 |
Customer-2 |
Customer-3 |
Customer-4

Customer-5 |

Customer-6 |

Program for
customer

Customer-7

Customer-8 |

Customer-9 |

2003 2004 2005 2006 2007 2008 2009 2010 Time

IT consulting

HR consulting
. . ) The 31 year — IT
st —
Operational consulting The 2¢t year — Business developing
. . . processes reengineering
Financial consulting

Strategic consulting =

Product Legend
roducts
9

- No projects on the product in the year

' - The most intensive projects on the product in the year

Fig.7. 3D-model - customers dimension

Product profile is also analyzed from two points of view. Time dimension shows customer
point of view. At the Fig.8 it's demonstrated with an example of product line in IT consulting.
Sequence of IT projects for one customer should compliance IT strategy that we have sug-
gested for this customer at the very beginning of our IT program for him.

Customer dimension shows our own point of view. It's connected first of all with our company
ability to provide all IT projects portfolio with qualified resources — project managers, system
architects and consultants. We have permanently to solve two interconnected tasks — how to
minimize time of staying idle and how to avoid risks of insufficient resources at the same
time. Our experience says that horizon of recourse planning large-sized consulting company
can permit itself to avoid resource gaps should be no more then two weeks.
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“Right” product profile

A (example of IT consulting)

Gas-Oil Industry Customers

Customer-1 | |——'
Customer-2 @ .6@
Customer-3 | !_
customerd I @ Customer point of view
IR | - - Compliance with IT
Customer-6 | .6@@@ strategy
Customer-7
e
Customer-9

%J I 1 I 1 I I >

. 2003 2004 2005 2006 2007 2008 2009 2010 Time
IT consulting

HR consulting
Operatianal consulting IBS point of view — Providing with
Financial consulting resources

Strategic consulting

Legend

PrOdUCtS @ - No projects for the customer in the year

. - The most intensive projects for the customer in the year

Fig.8. 3D-model - product dimension

The third projection of 3D-model allows forming “right” business plan profile. This profile
takes into account revenue prognosis per clients and per products (see Fig.9). Quality of pro-
ject set included into business plan is actually depended on real customer and product pro-
files and degree of their compliance with ideal profiles.
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“Right” business plan

Rate of return per
products
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A
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Customer-3
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Customer-8 |

Customer-9 y

96/2007 2008 2009 2010 i
IT consulting Time

HR consulting
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Legend

Pl'Od ucts @ - No projects on the product for the customer

' - The most intensive projects on the product for the customer

Fig.9. 3D-model - time dimension

4.2. Financial model

In the company's accounting system a project is regarded as a dedicated profit centre (for
commercial projects) or as a cost centre (for other project types). Budgets of individual divi-
sions are formed based on budgets of projects considering the input and costs of each divi-
sion involved in a project. Budgets of divisions make up the overall budget of the company.
Cost accounting is project-specific. Customer-specific and product-specific cost accounting
have also been provided. Customer-specific cost accounting can be used to determine the
rate of return from each specific customer and make reasoned decisions on whether or not
the relationship with the customer should be continued and whether or not the terms of the
relationship should be modified. Product-specific cost accounting can be used to determine
the rate of return from each specific product and make reasoned decisions on whether or not
the product should be continued.

We had to overcome two main complications in implementing that model. There were techni-
cal problems due to the requirement to maintain hourly timesheet records of consultants in a
large company environment (several thousand employees). On the other hand, the specifics
of consulting business hampered objective assessment of the efficiency of project time ex-
penditures. Nevertheless, this is the model currently relied upon in the operation of the com-
pany's accounting system and its motivation system applied to all staff categories from con-
sultant trainees to top managers.
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5. Concluding remarks

The philosophy of project management in a state-of-the-art consulting company is that for
such a company projects are the way of conducting business and the way of operating in a
competitive environment. All company operations (operations that have profit making as their
immediate objective and to a large extent internal company development operations) are car-
ried out in projects.

When this approach is applied, project accounting can and should become the basis of the
corporate management accounting system and ultimately have direct links to accounting
postings, which in turn makes the company much more manageable. The management has
a clear understanding of which projects should and which ones should not be pursued given
their rates of return, which projects have break-even risks and which ones have high mar-
gins. The management knows all project performance cost components and what each work-
ing hour of a consultant was spent on. This enables fast and correct managerial decision-
making, efficient allocation of resources and elimination of losses, ultimately increasing the
company's profits.

In order to materialize the concept of a project oriented organization, project management in
a consulting company should be implemented as a full-fledged management cycle encom-
passing strategic management, the company's organizational structure, its financial structure
and budgeting system, the human resources management system, the quality management
system and many other aspects including information technologies.
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