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CompTIA’s 1"#3%&'($" ) *$*+#%", #"-(.#&'study consists of five sections, which can be viewed
independently or together as sections of a comprehensive report.

Section 1: Market Overview & End User Outsourcing Habits

Section 2: End User Managed Services: Adoption/Demand Drivers
Section 3: End User Managed Services: Experience/Satisfaction Levels
Section 4: Channel Managed Services: Adoption & Business Transition
Section 5: Channel Managed Services: Customer & Vendor Trends

To view other sections of the report please go to the managed services research page on the CompTIA
website.

This study was conducted in two parts.

Part I: quantitative online survey of 400 IT and business professionals in the United States involved in IT
decision-making (aka end users). CompTIA worked with the research firm Research Now to facilitate
data collection using an independent panel. Data collection occurred during June 2011. The margin of
sampling error at the 95% confidence level for the U.S. results is +/- 4.5 percentage points. Sampling
error is larger for subgroups of the data.

Part Il: quantitative online survey of 364 IT firms in the United States (aka channel). CompTIA worked
with the research firm Research Now to facilitate data collection using an independent panel. Data
collection occurred during June 2011. The margin of sampling error at the 95% confidence level for the
U.S. results is +/- 5.2 percentage points. Sampling error is larger for subgroups of the data.

As with any survey, sampling error is only one source of possible error. While non-sampling error cannot
be accurately calculated, precautionary steps were taken in all phases of the survey design, collection
and processing of the data to minimize its influence.

CompTIA is responsible for all content contained in this series. Any questions regarding the study should
be directed to CompTIA Market Research staff at research@comptia.org.

CompTIA is a member of the Marketing Research Association (MRA) and adheres to the MRA’s Code of
Market Research Ethics and Standards.
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SECTION 1: MARKET OVERVIEW AND END USER OUTSOURCING
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End user organizations that react more favorably to the various concepts of outsourcing,
offshoring and automation are more likely to be involved in some kind of managed services
arrangement for some or all of their technology needs. Case in point: Nearly twice the number
of non-users of managed services (61%) characterized the term “offshoring” as
negative/questionable as did current users of managed services (33% did so).

The smallest end user organizations (59.9M and below in revenue) reported outsourcing at least
half of their IT-related functions, eclipsing the rates seen by medium- and large-sized
respondents. Many of these companies lack internal IT staff, rendering them prime customers
for today’s MSPs.

Nearly 8 in 10 (78%)%end user organizations reports being very or mostly satisfied with the
outsourcing experience, compared with just 4%Sciting the most negative response. But the
incidence rates are low. The most outsourced business function, payroll, is still only handled
mostly by a third party among 28% of respondents.

68% of end user organizations today contract with a managed services provider (MSP) for some
or all of their technology needs, versus 29% that handle all of their IT on their own.
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In the last five years or so, as technology has grown more complex and expensive to manage, more and
more companies have turned to outside parties to handle the running of day-to-day IT needs. Thus the
now-maturing concept of managed services, in which technology is bought, delivered, monitored and
managed as a set of services provided from a remote location and provider. Today, as many
organizations look to trim costs and shift from a cap-ex model for buying technology to an op-ex model
for remotely delivered services at a recurring monthly fee, the willingness to outsource some or all IT
needs has become more commonplace.

CompTIA’s 1"#$%&'($" ) *$*+#%', #"-(.#& study finds that 68% of end user organizations today contract
with a managed services provider (MSP) for some or all of their technology needs, versus 29% that
handle all of their IT on their own. The high incidence number for managed services use is somewhat
misleading, however. Respondents are still handling the majority of their IT needs internally, based on
study data. But if just one function is being handled externally by an MSP, then they identify as a user of
managed services. It's a matter of degree of use and the data suggest there is quite a bit of room for
MSPs in this marketplace.

The study explores current attitudes, usage trends and demand drivers around managed services and IT
outsourcing in general, tapping the insights of both end users and the IT channel. Section 1 of this report
takes a look at how end user organizations perceive outsourcing of general business functions and
technology, usage prevalence and satisfaction levels.

Over the past decade, outsourcing has played a more prominent role in how businesses operate. The
largest companies were the first to turn to outsourcing some of their business functions, such as payroll,
but the trend has also trickled down to the smallest-sized organizations, especially those that lack an IT
staff and need outside help with their technology needs.

Consider the following recent statistics on the outsourcing market:

¥  Gartner estimates that North America's business process outsourcing (BPO) market will grow
3.8% in 2011. This is somewhat tepid growth compared to the levels of outsourcing growth
going on in developing countries, according to Gartner. Yet there are some bright spots; Gartner
identified several key vertical markets poised for industry-specific BPO growth through 2014 in
North America, including retail, healthcare, transportation and utilities. Within horizontal
sectors, dynamic growth is expected for customer selection in the customer relationship
management (CRM) and human resources (HR) domains.
|

¥ Gartner also projects the worldwide BPO market to grow 6.3% in 2011 and 5% in 2012.
Meanwhile, IDClexpects the global IT outsourcing market to grow at a five-year compound
annual growth rate of 3%, reaching $133 billion in 2015.

¥ Insight Research Corp. predicts that the managed services market will see double-digit growth
through the next four years. In addition, the research group expects the U.S. managed services
market to outpace the telecommunications services market — which has itself been buoyed by
the surge in cloud computing -- by about two or three times, increasing 12% per year through
2015.
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¥ Recent data from CoreConnex, a financial analytics research firm and CompTIA partner,
calculated year-on-year revenue growth for managed services-centric channel businesses to be
40% as of August 2011. On a quarter-to-quarter basis, managed services revenue was up 6%
from 2010. This data is representative of the 800 participants in the CoreConnex channel
program.
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In addition to collecting data on how prevalent the use of managed services is among end user
organizations, the study also sought information on outsourcing in general. Respondents were asked if
their companies outsourced any type of business function to an outside party, from payroll to human
resources to accounting. They were also polled on how they rated the experience. General attitudes
toward outsourcing are important as they often reflect whether a company is a potentially willing
customer for a managed services engagement.

For some, outsourcing comes with negative connotations. When asked their perception of three words
often associated with the use of a third party to handle business functions outside a company -
“outsourcing,” “offshoring” and “automation” — a healthy percentage of respondents leaned toward a
less-than-positive view of the three terms, particularly offshoring. In general, the term offshoring
resonated poorly with the total sample, with 8 in 10 viewing the practice as at least a somewhat
negative. But breaking responses down based on users vs. non-users of managed services reveals a stark
difference. Nearly twice the number of non-users of managed services (61%) characterized the term
“offshoring” as negative/questionable as did current users of managed services (33% did so). Likewise,
45% of managed services users view the term “outsourcing” positively compared with just a quarter of
non-users of managed services.

Both groups tended to view the term automation in a more positive light, with nearly two thirds of
respondents working in an IT-related job for their organizations favorable to the concept.

Bottom line, the data suggest that those organizations that react more favorably to the various concepts
of outsourcing are more likely to be involved in some kind of managed services arrangement for some or
all of their technology needs.
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Of the business functions that are most outsourced, payroll is the clear leader. This isn’t surprising.
Payroll processing giant ADP is a household name to anyone who’s held a corporate job. And yet, just
28% of companies said they “mostly outsource” payroll functions. Across all size companies by revenue,
just about half on average said they handle payroll mainly internally. It’s possible definitions play a role
here; payroll functions can include a number of things from calculating employees’ hours worked to
assessing overtime wages to printing and distributing the actual paychecks. It’s possible that just one
piece of payroll is handled externally, prompting the majority of respondents to say they handle payroll
mostly in-house.

One other data point to note, the smallest organizations (59.9M and below in revenue) reported
outsourcing at least half of their IT-related functions, eclipsing the rates seen by medium- and large-
sized respondents. In many cases, the smallest companies lack any IT staff at all, rendering them prime
customers for today’s managed services providers.
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While incidence rates for outsourcing of general business functions are relatively modest, satisfaction
with the experience is positive. Nearly 8 in 10 (78%)$end user organizations reports being very or mostly
satisfied with the outsourcing experience, compared with just 4%fciting the most negative response.
Positive satisfaction levels broke evenly across all size organizations, while similar among users and non-
users of managed services, interestingly.

— 1R 20" 4988~ . )& /0" (1

The primary reason for not choosing to outsource any business functions is cost-related. That’s a bit
ironic given that cost-savings and predictability is typically one of the prime reasons companies cite in
making the decision to outsource some or all of their business functions to a third party. This may come
down to an awareness issue — these organizations do not know the exact costs associated with
outsourcing — or to the fact that not all pricing schemes are the same for every outsourcer. Some charge
a flat recurring fee each month; others do a pay as you go model. Depending on the needs and usage
patterns of a particular organization, costs could end up being more than operating things in house.

One worthwhile data point to note: More than half (56%) of respondents who work in an IT role in their
organization cited concerns over the quality of service of an outside firm as the second only to cost
considerations as their reason not to outsource. That compares with just 17% of business executives
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respondents who reported quality of service concerns. Some of this can be explained as human nature;
in-house IT staff want job security and if outsourcing is perceived as a threat to that, they will
understandably raise objections.
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In Section 2 of this report, we will dive more deeply into specifics around technology outsourcing and
examine trends and patterns around the use of managed services among end user organizations. The
data reveals that technology, in general, holds very high value for companies today. More than 9 in 10 of
respondents said technology was important or very important to their businesses, with the same
number predicting similar levels of importance moving ahead into the next year.

§
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Adoption Rates Remain Measured
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Use of MSPs and Impact on IT Staff
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=71) of end users today are working with between 2-4 MSPs,
though >'/0"?(@ cite a preference for working with a lone provider.

Source: CompTIA’s I"#$%&'($" ) *$*+#%' , #"-(.#&'study
Base: 273 managed services users
Advancing the Global IT Industry

CompTlA

Speaking of IT staffs, many of the larger organizations have at least a small team of internal IT workers,
while enterprises clearly have entire departments devoted to technology. One of their concerns about
managed services historically has been the impact that model will have on their jobs and job security.
It’s clear from the data that switching some or all of technology needs to an MSP has a subsequent
impact on internal IT departments, it is not as dire as some have suggested. More than half of
companies that engaged with an MSP made no changes to their own IT staffs, instead freeing them up
to work on more strategic projects that drive revenue for the company. Just 4% of companies across the
total sample eliminated an entire IT staff when making the shift, while 3 in 10 reported reducing
headcount.

And proving further that a hybrid of managed services coupled with an internal IT department can work
well, companies that reported the highest levels of satisfaction with their MSP experience were least
likely to have made any internal IT staff changes. Six in 10 from those satisfied MSP customers kept
headcount stable.

Organizations for the most part aren’t tossing their lot with a single MSP either, but interestingly many
of them wish that they were. More than half of end users today said they are working with between 2-4
MSPs, with less than a quarter (22%) on contract with a single MSP. And yet, 4 in 10 cite a preference for
working with a lone provider. The fact that few are likely reflects that a single MSP can’t or doesn’t
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Top 10 Managed Services Being Offered

Plan to offer No plans
next 12 months to offer

Application monitoring 73% 19% 8%
IT consulting 72% 20% 8%
Network management 71% 23% 7%
Software deployment/support 71% 22% 7%
Desktop management 70% 28% 13%
Server management 68% 28% 5%
Database management 67% 26% 7%
Security 66% 26% 8%
Hardware deployment/support 63% 29% 9%
Help desk functions 62% 30% 10%

Source: CompTIA’s Trends in Maenaged Services study
Base: 155 IT channel companies offering managed services
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Main Customer Objections that MSPs Face in Selling

Understanding the cost benefits
Security concerns

Customers want to "own" their IT

Overcoming familiarity issues/selling value
prop

Uptime/Internet reliability concerns
SLA wariness
Cost/pricing

Resistance by existing IT staff

Source: CompTIA’s I"#$%&'($" ) *$*+#%' , #"-(.#&'study

C TI Q Base: 155 MSPs
Olllp ] Advancing the Global IT Industry

Security concerns may actually be waning based on findings from the study. While more than half of the
channel says that security skittishness has led many customers to balk before buying, nearly 4 in 10 end
users say security is the primary managed service they plan to add in the coming year. That’s an obvious
disconnect, but may reflect the fact that end users are beginning to get the message from MSPs that
security is no greater a risk in a managed services model than it is on an internal network. As more
adopt managed security services, MSPs will have more in-place deployments to illustrate as safety proof
points for potential customers that remain wary or on the fence.

The effort to overcome initial obstacles to selling managed services is later followed by the task of
retaining those customers. Customer retention rates are critical to the financial health and recurring
revenue of a managed services business, as well as its reputation. But a job well done alone does not
always a guarantee a contract renewal. In fact, one great irony about managed services high-level
performance remains largely invisible to the customer.

Think about it: Unlike a conventional break/fix relationship where the engineer swoops into the
customer site, spends the day troubleshooting and ultimately solving the problem and saving the day,
the MSP does all of this work unseen and often preemptively from a remote location. As part of
ensuring customer renewals, it’s incumbent to make sure clients “see” the work that has been done.
This best practice can take the form of routine activity reports or quarterly business reviews that
demonstrate the value of the MSP arrangement.
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