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Services Transformation:

A Continuing Journey
Services are endemic to the channel – particularly on the small-business level. The average SMB-oriented
solution provider earns as much as 60% of its gross revenue from managed or professional services. Cloud
computing – infrastructure and application services – make up another 15% of the revenue mix. And the
balance comes from a mix of traditional hardware and software products.
The dominance of services in solution provider portfolios reflects the continuing evolution of partners’
business models and operations. For much of the past two decades, vendors and distributors told partners
to evolve their models and adopt services as a means of staving off the declining profitability of commoditized
hardware and software products. The evidence is clear they took the advice.

Services Margins

Services Lead the Way

Professional
Services: Up to

75% of solution provider revenue
comes from professional, managed,
or cloud services.

Managed
Services: Up to
Cloud Services:
Up to

60%
50%
20%

From a fiscal perspective, services are good for solution providers. Gross margins on managed services
range from 40% to 50%. Professional services – pre-sales consultation and post-sales implementation and
integration support – carry margins up to 60%. While cloud services aren’t as lucrative for solution providers,
they still generate as much as 20% profit. Even if these services were less profitable, their recurring installments
produce compounding income with fewer resources and costs.
Services in the SMB channel are widespread. According to our study, the SMB Channel Services Transformation,
small solution providers are the conduit that brings and increases service volume to the small-business
segment. As small businesses increasingly transition from on-premises technologies to remotely delivered
and cloud-based systems, they’re turning to their traditional solution providers for guidance in selecting,
acquiring, and migrating their organizations to more modern systems.
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While solution providers continue to see strong growth potential in services, most don’t focus on making the
right investments to maximize their returns. Like their counterparts from the old product-focused channel,
solution providers see growth as a riddle solved with more offerings added to their portfolios and line cards.
Their actual growth remains stymied by a lack of investments in capabilities that improve repeatable go-tomarket processes and customer experience.
In this first “SMB Channel Services Transformation” report, we’ll detail the strengths and shortcomings of
SMB solution providers in services and where they can improve their competitive standings, growth,
and profitability.

About This Report
The SMB Channel Services Transformation report is a collaborative effort of Channelnomics (formerly The
2112 Group), Pax8, Acronis, Dropsuite, IBM, Microsoft, and Novacoast. The project’s objective is to provide
solution providers in the Pax8 community with insights into service adoption and transformation of capabilities
in the channel.
For the study behind this report, Channelnomics reached out to more than 16,200 solution providers in the
Pax8 network. More than 400 qualified solution providers participated in the study, giving the data a margin
of error of +/- 5% with a 95% confidence level. Channelnomics believes the results reflect the Pax8 solution
provider network’s current state.
The study’s sample is almost entirely composed of SMB-oriented solution providers that are themselves small
businesses (see FIGURE 1: Annual Revenue of Survey Participants). Among the participants, 81% generate less
than $5 million a year in gross revenue; 75% self-identify as managed service providers, with the balance made
up of IT consultants, value-added resellers, and other channel companies. Most of the solution providers in
the sample are seasoned organizations that have been in business for 11 years or more (see FIGURE 2: Age
of Surveyed Businesses).
FIGURE 1: Annual Revenue of Survey Participants

34%

33%

14%
6%
$499,999
or less

$500,000
to
$999,999

$1 million
to
$4.99 million

$5 million
to
$9.99 million

4%
$10 million
or higher

8%
Don’t
know
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FIGURE 2: Age of Surveyed Businesses

Less than 2 years

2 to 4 years

11%
13%

5 to 10 years

20%
31%

11 to 20 years

25%

More than 20 years

SMB Solution Providers
Bring Services to SMB
Customers
Small businesses – companies with 250 employees or fewer – are typically
resource-constrained. Most SMBs don’t have in-house IT staff and
resources to select, manage, and maintain increasingly complex IT systems.
Simultaneously, SMBs are getting more dependent on IT – particularly cloudbased applications and resources – to operate effectively. The imbalance in
resources puts SMBs at risk.
The strategy most SMBs take to address their IT needs with limited
budget and know-how is working with knowledgeable solution providers.
By outsourcing their IT needs to solution providers with managed and
professional service capabilities, SMBs get the support and technologies
they need within a predictable budget.
Small solution providers are the source of most services consumed by
SMBs. In the SMB Channel Services Transformation study, 90% of the
solution provider participants reported having 25 employees or fewer (see
FIGURE 3: Number of Full-Time Employees of Surveyed Companies). In that
group, 95% support small-business customers, and one in four of that 95%
works with companies of nearly equal size (see FIGURE 4: Size of Solution
Providers’ Average Customer).
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FIGURE 3: Number of Full-Time Employees of Surveyed Companies

50+

25 to 50

6%

11 to 25

4%

21%

69%

1 to 10

FIGURE 4: Size of Solution Providers’ Average Customer

38%

Small business (<25 FTEs)

SMB (25 to 250 FTEs)

Midmarket (251 to 1,000 FTEs)

57%

5%

The correlation of size is significant as it reveals two opportunities:
 Solution providers seeking growth in services should target companies that look like them in size
and composition.
 Solution providers have an opportunity to grow their business beyond the small-business segment,
as only 5% of participants support midmarket companies (251 to 1,000 employees), and none work
with enterprise accounts.
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Growth in Services Over Products
Even as the channel and its customers transition more of their IT to service-based offerings, traditional hardware
and software products remain foundational to all businesses. The expansion of services isn’t the result of
share shift – or money previously spent on one offering converting to a new offering with no appreciable
growth. Traditional hardware and software sales are a services growth catalyst.
Traditional products and services continue to dominate the portfolios of solution providers in the SMB Channel
Services Transformation study. More than one-half of solution providers (54%) report selling and supporting
endpoint devices such as PCs and tablets. Another 38% sell and support networking equipment such as
switches and routers. And 35% offer network-level security products such as firewalls and intrusion detection
appliances (see FIGURE 5: Products and Services Offered by Solution Providers).
FIGURE 5: Products and Services Offered by Solution Providers
Endpoints and client devices

54%

Cloud infrastructure/services

47%

Networking

38%

Network security

35%

Cloud security

22%

Business continuity and disaster recovery

21%
15%

Unified communications and collaboration

9%

Off-premise data storage

5%

Application development

4%

Printing and imaging
Mobility
Big Data/business analytics

3%
1%

The presence of traditional hardware and software products on solution providers’ line cards tells only part of
the story of their economic model and transition to services. Most of the traditional products are a means to
an end, as most have attached services. The sale of network and security equipment is often a part of managed
services. Endpoint devices often come with configuration and deployment services. And all hardware sales
have some level of backup and cloud services attached.
Among the surveyed solution providers, 64% generate revenue through primary and secondary service sales.
In other words, if they’re not selling a service as the primary offering, the traditional hardware and software will
often drag a managed or professional service with it.
When it comes to growth, solution providers are bullish on services – mainly services that support traditional
products (see FIGURE 6: Technologies With Highest Growth Potential). Solution providers see strong growth
potential across most common technology categories – both traditional and service-based equivalents. Only
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two categories – product-based Big Data and business analytics, as well as application development – aren’t
seen as having growth potential by at least 50% of solution providers.
FIGURE 6: Technologies With Highest Growth Potential

Cloud infrastructure/services

89%

55%

Security
BCDR

77%

52%

UCC

72%

47%

70%

53%

69%

45%

66%

Networking
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65%

Printing and imaging

64%
58%

Servers/data center

61%

Services Engagements

73%

65%

Data storage

IoT

76%

59%

Endpoints and client devices

Big Data/business analytics

85%

54%

Mobility

App development

87%

62%

68%

Product Sales

What’s interesting is the growth perceptions around different products and services. More than 80% of solution
providers see growth opportunities in cloud infrastructure, security services, and cloud-based backup and
disaster recovery. More than two-thirds of solution providers see potential in services around mobility, unified
communications and collaboration, endpoint device management, storage services, and business analytics.
The standout data point is that only two traditional product categories – networking equipment and data
center servers – have higher growth potential for solution providers. The inverse means that services are
overwhelmingly seen as more advantageous to solution providers in terms of growth and success going
forward. Among respondents, 72% said they plan to increase their service offerings in the next 12 months.
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72% of solution providers plan to increase their

service offerings in the next 12 months.

Challenges Hindering Growth
No business is worry-free, and that holds true for the solution providers participating in the SMB Channel
Services Transformation study. While the economic damage and lingering uncertainty caused by the
COVID-19 pandemic are palpable, the most significant challenges are rooted in attracting customers and
generating revenue.
Among the solution providers surveyed, 43% said closing sales is a challenge for them. One-third said marketing
is a challenge. A substantial number of them are grappling with price and margin contraction pressures and
managing cash flow (see FIGURE 7: Challenges Facing Solution Providers).
FIGURE 7: Challenges Facing Solution Providers
Sales

43%

Marketing

33%

Lack of time/resources

28%

Economic uncertainty

28%

Security threats

20%

Recruiting/retaining talent

19%

Price/margin erosion

18%

Staying current with latest technologies

15%

Generating and managing cash flow

12%

Tech skills gap

11%

Increased competition

10%

Customer retention

9%

Customers’ ability to pay

9%

Business churn

7%

Funding for new investments

7%

Sales and marketing challenges are a long-standing issue among solution providers. Perennial studies often
find solution providers conceding that their lack of marketing and sales capabilities stymie their revenue
creation and stability. The chronic sales challenge is why 60% of solution providers are adopting more services
to build and sustain recurring revenue. With more recurring revenue from accounts under contract, solution
providers are under less pressure to generate net-new sales.
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The lack of sales and marketing success among solution providers isn’t surprising given the absence of planning
(see FIGURE 8: Business Instruments Used by Solution Providers). Only 33% of solution providers have a sales plan,
and 55% don’t have established sales goals. For a cohort that’s focused on growing services, solution providers
aren’t planning for success. Only 12% have sales goals for their cloud services.
FIGURE 8: Business Instruments Used by Solution Providers
General business plan

60%

General marketing plan

52%

Overall sales goals

45%
33%

Sales plan
None of these
Cloud-specific marketing plan
Cloud-specific sales goals

18%
14%
12%

Most solution providers plan to add more services – particularly around the cloud – in the next year, but only
14% have plans for marketing their cloud offerings and capabilities. On top of that, 48% of solution providers
don’t have a general marketing plan.
Just 60% of solution providers have a general business plan that defines and governs their business operations.
That lack of planning contributes to other operational pressures. More than one-quarter say they’re challenged
by the lack of time and resources to do their jobs effectively. Others face difficulty keeping current with new
technologies and emerging skills, retaining customers, and staving off competition.
The research shows that the lack of planning doesn’t hinder the current revenue and profitability performance
of solution providers, as market momentum carries them forward. However, the lack of sales and marketing
planning does contribute to general uneasiness among solution providers, which saps their confidence and
challenges their ability to forecast future growth accurately.

48% of solution providers don’t have a general
marketing plan.

60% of solution providers have a general business

plan that defines and governs their business operations.
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Unpredictable Revenue and Account
Retention Problems
SMB solution providers are generally supporting SMB customers, as noted previously. The average solution
provider in the SMB Channel Services Transformation study supports less than 50 accounts, with 37%
reporting having 25 or fewer accounts with service contracts (see FIGURE 9: Number of Active Services Customers
of Solution Providers).
FIGURE 9: Number of Active Services Customers of Solution Providers
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The sales and marketing challenges are acutely noticeable in the account acquisition and retention data
provided by solution providers.
Most solution providers say they’re building services to develop and sustain recurring revenue. When flowing
smoothly, the recurring revenue paradigm can deliver predictable income and profits. With more predictable
revenue, solution providers will mitigate the pressure they feel from their sales and marketing challenges.
Two things make the recurring-revenue model work: account acquisition and account retention. Revenue
compounds as more customers are brought under contract and expand their service consumption. What
makes recurring revenue predictable, though, is account retention. Customer renewal means that every new
account is compounding new revenue on top of the existing base. If account retention is low – or, conversely,
account attrition is high – the recurring-revenue model is unstable because the revenue stream isn’t predictable.
The account acquisition-to-attrition ratio is moderate among solution providers participating in the SMB
Channel Services Transformation study (see FIGURE 10: Service Account Acquisition-Loss Ratio). While 88% report
adding one to 10 new accounts per month, 31% report losing the same amount. At the same time, 67% of
solution providers report losing no customers each month. For all the partners in the study, these numbers
add up to a 2.5-to-1 ratio of new accounts to lost accounts each month.
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FIGURE 10: Service Account Acquisition-Loss Ratio (per-month basis)
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The acquisition-attrition issue is seen when comparing specific add-loss ratios. One-third of solution providers
add no new accounts while losing as many as 10 accounts per month. Nearly one-third are losing as many
accounts as they’re gaining. And slightly more than two-thirds report losing one account for every 2.5 they add.
Solution providers readily admit they have sales and marketing problems, but they’re more blasé about their
account retention issues. Only 9% say they’re challenged by account retention, and only 7% say they’re vexed
by business churn (when customers downgrade or drop certain services).
The lack of concern about account attrition doesn’t go unnoticed by solution providers, but those polled in the
SMB Channel Services Transformation study see the problem as a product portfolio issue, not an operational
issue. More than one-half plan to increase their service offerings to attract and retain customers; 50% plan to
standardize their technology stack to simplify offerings to customers; and 46% anticipate that they’ll add more
products to their portfolio to attract and retain customers (see FIGURE 11: Investment Plans for Increasing and
Retaining Services Customers).

Solution providers readily admit they have sales and
marketing problems, but they’re more blasé about their
account retention issues.

 9% say they’re challenged by account retention.
 7% say they’re vexed by business churn.
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FIGURE 11: Investment Plans for Increasing and Retaining Services Customers
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20%
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18%
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Reduce prices
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6%
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While 51% of solution providers plan to increase marketing efforts to keep customers in the fold, less than
one-half plan to focus on operational issues and customer experience. Just shy of one-half plan to improve
their ease of doing business, but only 14% plan to add customer success specialists to ensure customers have
successful engagements.
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Reinvestment Lacking
Whether right or wrong, solution providers see their future success in services entirely through the lens of
expanding their offerings. Today, the average solution provider works with 11 service and cloud vendors,
includes six vendors in its sales to accounts, and includes about seven service products in each sale.
As noted in the growth plans, expanding services and attracting customers through expanded marketing
require investment in capabilities and capacities. Solution providers need talented people to support go-tomarket initiatives and service customers brought under contract. Each new service added to the portfolio
requires infrastructure and training. All these cost money.
In 2019, the average net profit of the solution providers participating in the SMB Channel Services Transformation
study was between 16% and 20%. Only 8% reported no profits or a loss for the year. And just 20% reported
profits of 31% or higher. Average solution provider profitability is consistent with the rest of the technology
market, meaning they’re relatively healthy.
As a best practice, a business should reinvest at least 10% of its net profits in business development. Nearly
one-half of solution providers say they’re reinvesting 10% or less in their service development. Another onethird is investing 11% to 25% in the growth of their services. And 9% are investing more than 25% of their
profits in service expansion (see FIGURE 12: Solution Provider Reinvestment Growth Plans).

Percentage of Solution Providers

FIGURE 12: Solution Provider Reinvestment Growth Plans

49%

32%

9%
10% or less

11% to 25%

Greater than 25%

Percentage of Profits Reinvested in Growth

Context matters when it comes to investment in growth. While these reinvestment percentages sound
impressive, the actual numbers are typically not sufficient to make a material impact on a business. By revenue,
the largest segment of solution providers in the study generates less than $1 million a year in gross revenue.
If profit for these businesses is 20%, their actual net is $200,000. If they reinvest even double the best practice
– 20% of net profits – they’re only earmarking $40,000 for their growth.
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To put the reinvestment challenge differently, that $40,000 – a liberal estimate based on the known variables
– must cover the increased expenses of adding services, training, and marketing. Given that many of these
businesses don’t have sales and marketing plans, the base on which new investment is added is likely small.
Funding growth to align with appropriately ambitious investment strategies requires more than the minimum
investment. Businesses under $2 million in revenue should consider allocating as much as 25% or more of
net profits to growth investments. Only after the $5 million gross revenue threshold can reinvestment revert
to best-practice levels.

Service Transformation: A Work in Progress
The common theme in the SMB Channel Services Transformation study is that small solution providers are the
primary conduit of technology, managed, and cloud services to the SMB market segment. Solution providers
play a vital role in ensuring SMB customers get access to the services they need and the support they require
to maximize the return on the associated expenses.
The motivation for solution providers is getting off the roller coaster of unpredictable transactional sales.
Solution providers are clear that they want more recurring revenue to bring stability to their businesses and
minimize the risk of disruption – such as what many experienced during the 2020 pandemic.
While solution providers see growth opportunities in services, they continue to treat the growth equation from
a transactional model that includes legacy hardware and software products. They see adding “more” services
– professional, managed, and cloud – as the means for facilitating growth, but they’re making precious little
investment in business planning aimed at realizing their growth aspirations.
Despite a decade of solution providers migrating to service-based portfolios and revenue models, the SMB
Channel Services Transformation study reveals that most SMB solution providers need to pay more attention
to their soft skills and organizational efficiencies rather than continue to focus on products and vendor brands.
The good news for solution providers is that they have a cushion on which to buffer their maturation. The
service market will continue to grow at a substantially higher rate than the rest of the market for at least the next
five years. Demand for services endemic to solution providers’ capabilities – endpoint management, essential
security and backup, and cloud-based storage – will remain high as SMBs continue their digital transformation
investments. In the meantime, vendors and distributors – Pax8, among them – can provide resources to offset
gaps and support development efforts.
SMB solution providers in the Pax8 network have the right elements and foundations for service success. Any
gaps in current capabilities are only slowing success, not making it unattainable. Based on the SMB Channel
Services Transformation study findings, solution providers will compete and excel in services with planning,
investment, and effort.
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About the Report Supporters
The SMB Channel Services Transformation study and report are a result
of a collaborative effort from these companies.

PAX8
Pax8 is modernizing how partners buy, sell, and manage cloud. As a born-in-the-cloud
company, Pax8 simplifies the buying journey with cloud automation, empowering the
modern partner to achieve more. The company’s technology displaces legacy distribution
by connecting the channel ecosystem to its award-winning transactional cloud marketplace.
Through billing, provisioning, automation, industry-leading PSA integrations, pre- and postsales support, and education, Pax8 is a proven disruptor in the market. Pax8 has ranked in
the Inc. 5000 for three consecutive years — #68 in 2018, #60 in 2019, and #111 in 2020
— as one of the fastest-growing private companies in the US. If you want to be successful
with cloud, you want to work with Pax8. Get started today at www.pax8.com.

CHANNELNOMICS (formerly The 2112 Group)
Channelnomics is a business strategy and research firm focused on improving the
performance of companies’ direct and indirect channels through a portfolio of marketleading products and services. Channelnomics leverages proprietary intelligence with
qualitative research, market analysis, tools, and enablement programs. Industry experts
approach each engagement by applying innovative solutions customized to meet the
needs of clients. By looking at the market from the viewpoint of vendors, partners, and
end users, Channelnomics is uniquely positioned to develop route-to-market strategies
that are beneficial to all parties from both a channel and enterprise perspective. Visit us at
www.channelnomics.com.
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ACRONIS INTERNATIONAL GMBH
At Acronis, we believe the data, applications, systems and productivity of every organization
should be protected against loss, theft, and downtime – whether it’s caused by cyberattacks,
hardware failure, natural disaster, or human error. From MSPs supporting clients to
enterprises serving global users to organizations handling sensitive data, we lower risks,
improve productivity, and ensure your organization is #CyberFit.
Driven by our passion to protect every workload, we’ve created the only all-in-one cyber
protection solution for environments of any size – and solved the safety, accessibility,
privacy, authenticity, and security (SAPAS) challenges of the modern world.
With our unique combination of automation and integration, you gain all of the prevention,
detection, response, recovery, and forensics capabilities needed to safeguard all of your
workloads while streamlining your protection efforts.

DROPSUITE LTD
Dropsuite Ltd safeguards business information. We are a partner-centric company building
secure, scalable and highly usable cloud backup technologies for businesses. Our mission
is to ensure organizations never lose data again. Dropsuite performs billions of backups
per day for firms around the globe.
We do this by providing professional-grade, easy-to-use, cloud products such as:
• Office 365 Backup
• Email Archiving
• G Suite Gmail Backup
• Website Backup
Dropsuite’s attentiveness to making our reseller partners successful is the essence of what
we stand for. It’s what has enabled Dropsuite to rise so quickly to become one of the mostexciting, most talked about and fastest growing data protection companies in the world.
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IBM SECURITY
IBM Security offers one of the world’s most advanced and integrated portfolios of enterprise
security products and services. The portfolio, supported by world-renowned IBM X-Force®
research and development, provides security intelligence to help organizations holistically
protect their people, infrastructures, data, and applications. Our solutions enable
organizations to effectively manage risk and implement integrated security for mobile,
cloud, social media, and other enterprise business architectures. IBM operates one of the
world’s broadest security research, development and delivery organizations, and monitors
15 billion security events per day in more than 130 countries.

MICROSOFT
Microsoft (Nasdaq “MSFT” @microsoft) enables digital transformation for the era of an
intelligent cloud and an intelligent edge. Its mission is to empower every person and every
organization on the planet to achieve more.

NOVACOAST, INC.
Novacoast helps organizations find, create & implement solutions for a powerful security
posture through advisory, engineering, development & managed services. We’ve built
our unique breadth of expertise to allow us to work in wider terms than products and to
approach challenges from the perspective of business goals.
We’ve built a blended technical bench by selecting resources and supporting them with
comprehensive delivery management and a culture of creative problem solving.
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