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INTRODUCTION

After a year that turned all notions of business as usual upside down, small and medium businesses (SMBs) are
more than ready to put COVID-19 in the rearview mirror.

As we move ahead and hopefully past the pandemic, however, surviving businesses are still dealing with many
unknowns. What will revert to the “before times” in terms of customer, employee and business norms? What
behaviors and expectations will remain from the pandemic long after it is over? What new changes are in store?

SMB Group’s 2021 SMB Technology Directions for a Changing World Survey Study examines how SMBs are
reshaping their business and technology strategies for what comes next. In February 2021, we surveyed 761
North America SMB (1-1,000 employee) decision-makers and influencers and mid-market (1,000-2,500 employee)
organizations. Here, we refer to the entire sample as “SMBs" for the sake of brevity.

In this eBook, we share key highlights from the study about their business health, new initiatives, technology
Investment priorities, and more.
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2020 Revenues Grew or Stabilized for Many SMBs

Have monthly revenues increased, decreased or Did your company's 2020 revenues increase, decrease,
remained from March 1, 2020 - July 1 2020? or remain the same when compared to 2019 revenues?

Increased
1 5% D;Saj/ed Increased
’ 43%
Decreased
53% Remain
the same Stay
32% the same

37%

When we surveyed SMBs in July 2020, more than half said that their average monthly revenues had decreased after
the pandemic hit, and only 15% said revenues had increased.

Overall, many SMBs rebounded as 2020 progressed: 43% reported 2020 revenues exceeded 2019 revenues, just over
one-third managed to break even, and only 20% suffered a year-over-year decline.
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SMB Performance Varied Greatly by Company Size and Industry

Larger SMBs fared much better than smaller ones. Those with more than 20
employees were roughly twice as likely to have enjoyed revenue growth than those
with 1-19 employees

There were also substantial industry differences. IT services, financial services and
healthcare were most likely to have increased revenues year-over-year, while
hospitality, personal services and media were most prone to have suffered revenue
declines from 2019 to 2020.

2020 vs. 2019 Revenues
W 51 O/ of businesses with 100-2,500
o of businesses with 20-99
A8 % cmployees grew revenes
230/ of businesses with 1-19
O employees grew revenues

P

Industries most likely to report Y-Y revenue increases

IT services: 61 o/o

Financial services/banking insurance:
(o)
59%

Healthcare/medical/dental:

96%

Industries most likely to report Y-Y revenue decreases

Hospitality: 500/0

(o)
Personal services: 41 /o

Media: 390/0

Did your company's 2020 revenues increase, decrease, or remain when compared to 2019 revenues?



SMBs Trend Towards Optimism for 2021—Except for the Smallest Businesses

With COVID rates declining, vaccinations in progress, and consumer stimulus boosting spending, almost three-quarters of SMBs are
optimistic about their prospects for 2021.

Optimism is the norm for SMBs of all sizes—except among small businesses with 1-4, employees. Only 44% of these very small businesses
are optimistic, and 23% are pessimistic.

Industries most likely to be very/somewhat optimistic

'ﬁ\ 82%
O)) e

Process
manufacturing

72%

of all SMBs are optimistic 8 50/0

about their prospects in 2021
Discrete

manufacturing

44 Industries least likely to be very/somewhat optimistic
(o]
of small businesses with 1-4 o
employees are optimistic about 54 /O
their prospects in 2021 0 Hospitality
97%
Education

94%

Personal services

=4

© SMB Group 2021 What is your overall business outlook for 2021?



Many SMBs Took Advantage of PPP Loans

Businesses with 500 or fewer employees were eligible for U.S. Payroll Protection loans in 2020, and many
SMBs took advantage of this program.

A majority of businesses with 10 or more employees secured PPP loans to help them navigate through the
trough of the pandemic in 2020 and begin to build back in 2021.

However, less than 20% of businesses with 1-9 employees secured PPP loans, likely contributing to their more
negative 2020 revenue results and more pessimistic outlook for 2021.

Also of concern is the finding that small businesses in some of the hardest hit industries—such as personal
services and hospitality—were the least likely to receive PPP loans.

Percentage of SMBs securing PPP loans

59 o/ of businesses with
O 100-499 employees

of businesses with
10--99 employees

m 1 30/0 of businesses with 1-9 employees

© SMB Group 2021 Did your company receive a Payroll Protection (PPP) Loan?

Industries most likely to receive PPP loans

713%

IT services/
VAR/systems
Integrator

Process
manufacturing
(Oil,Gas,etc)

Industries least likely to receive PPP loans

Construction
/Real Estate

33%

Hospitality (lodging,
travel/transportation)

Personal services
Including beauty, pet




About One-Third of All SMBs Intend to Apply for
Financing in 2021

37% of SMBs are applying for or plan to apply for funding in 2021. SMBs are more likely to seek 2021 funding from banks
and investors than from the government.

SMBs with more than 20 employees are much more likely to seek external funding than those with fewer than 20
employees. These smaller businesses are historically more wary about taking on debt and paying interest than
larger companies.

But it is still somewhat surprising that such a small percentage are seeking funding in 2021, because the U.S.
government offered businesses with less than 20 employees a special two-week window to apply for the second round
of PPP loans before opening financing up to businesses with 20-500 employees. Hopefully, more businesses at the low
end will take advantage of this business-friendly financing before the program closes at the end of May.

Percentage of SMBs seeking funding in 2021 Types of funding sought

[N R RRCRIRCR] 51%

of businesses with 100-2,500 employees

399% Bank Loans

390/ Investments from venture capitalists (groups that
O take equity in our business in exchange for financing)

o)
34 /O Investments from angel investors (individuals who

of businesses with 20--99 employees get equity stake in return for financing)

B 11%

of businesses with 1-19 employees

26% Loans/Investments from friends/family members

25% Federal/state government loans

) AL, Federal/state government grants

Is your company currently applying/planning to apply for additional loans/funding? What type(s) of funding is your company seeking? m
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Larger SMBs Are More Inclined to Shift Gears Than Smaller Ones

Have made significant changes to business
strategy in the wake of COVID-19

of businesses with 100-2,500 employees

35%

of businesses with 20--99 employees

21%

of businesses with 1-19 employees

41%

Have made significant changes to technology

strategy in the wake of COVID-19

of businesses with 100-2,500 employees

of businesses with 20--99 employees

of businesses with 1-19 employees

As a result of COVID-19, many SMBs have adjusted their business and technology strategies. Larger SMBs—with
more technical and business expertise and resources at their disposal—are more likely to have done so than

smaller ones.

Different industries also have different appetites for change. The three most likely to be revamping business
strategy are IT Services, mining and manufacturing, while those least inclined to do so are personal services,

wholesale/distribution, and media.

On the technology side, IT Services, financial services and manufacturing are most prone to revise plans, while
personal services, media, and wholesale/distribution are least prone to do so.

© SMB Group 2021

Do you agree or disagree with the following statements regarding your business?

Media

Manufacturing
Wholesale/

distribution

Mining

Personal

T
services o Services
Percent agreeing that they are
changing business strategy

Wholesale/ o
distribution Mining
Financial
Media Services
Personal IT
services Services

O

Percent agreeing that they are
changing technology strategy



Workforce Changes Have Proven Valuable—and Will Continue in 2021

The definition of the physical workplace, workplace culture and workstyles have all undergone significant change in the past year—and SMBs are adapting to these new realities.

The most common changes that SMBs have made in this area are to establish and/or expand remote work programs, invest in technology to support remote workers, and create

long-term strategies to support more flexible workstyles. SMBs also rate these adjustments as delivering the highest value—and plan to continue to pursue efforts in these areas.

5 Invest in better technology
Reskill employees for (PCs, monitors, networking,
new requirements SOftware, Security, etC.) to

Establish/expand
work-from-home

support remote workers

0 programs
“23 Decrease payroll
n
o
e .
s L
c
9 - A
= 3 |
S ' Sevel I Create a long-term strategy
- Hire more contract evelop hew employee for more flexible work styles
o . retention programs
! (non-salaried) workers
=
@
= Create new employee
recruitment programs
Increase payroll
:
20% 25% 30% 35% 40%
Percentage of SMBs investing in these areas
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Technology Spending Correlates Closely with Company Size

Overall, 54% of SMBs intend to increase tech spending. But while 70% of businesses with 100-2,500 employees say they’'ll spend more, just

31% of businesses with 1-19 employees plan to do so. Tech spending plans also vary significantly by industry: IT services, mining and discrete
manufacturing are most likely to boost spending, while personal services, retail and media are least likely to do so.

2020 vs. 2021 technology spending Industries most likely to increase tech spending

©Q @ ¢

Mining IT services/ Discrete
Increased technology/ VAR/ manufacturing

. o) systems integrator
Remain flat 54 /o

o
30 70 Industries least likely to increase tech spending

SR 70 I e

. . B Remain flat
of businesses with 100-2,500 employees

o 36% 43% 7% M Decreased
/¢
of businesses with 20-99 employees

. 25 ki —
of businesses with 1-19 employees

14% 959% 0%

Not sure

Decreased

10%

CARDEHOLDER NA ME

© SMB Group 2021 Do you expect your company's spending for technology solutions to increase, stay the same, or decrease in the next fiscal year?



Top Drivers and Challenges to Invest in and Implement Digital Solutions

Drivers to invest in digital solutions

36% Improve employee productivity

Keep up with changing customer
demand/expectations

35%

Improve external collaboration with
customers, suppliers, partners, etc.

34%

yx &4 Keep up with/get ahead of competitors

Provide employees with flexible
workplace options

28%

y A8 Improve employee collaboration

Replace manual efforts with
digital processes

25%

yLs%/ 3 Reduce costs

25% Attract new customers

w7 &/8 Attract/retain qualified employees

What are the top three drivers for your company to invest in digital

Challenges to implement digital solutions

400/ Concerns about
- security issues

Hard to figure out what
will work best

33%

33% Integration difficulties

Lack of adequate
IT staff/skills

31

o°

Decision-makers haven't
set goals in this area

28%

. s%/ Resistance to change

Not a priority for
decision-makers

24

Not enough money to
adequately fund it

22%

22% Unsure as to how to execute

II!

We don't have enough time
to focus on this

20%

What are the top three challenges your company faces implementing digital
technology solutions?

=

The top three drivers for SMBs to
Invest in new technology solutions
center on people—improving
employee productivity, keeping up
with changing customer demands,
and improving external collaboration.

Overall, SMBs cite concerns about
security, figuring out what will work
best, and integration difficulties as
the main obstacles to investing.
However, budgetary constraints
feature more prominently among
very small businesses. Companies
with 1-9 employees rank reducing
costs is a top driver—and lack of
funds is a key challenge.




SMB Technology Investments and Their Value

Many SMBs are turning to technology solutions to help them to make the business changes necessary to respond to new market and business realities.

SMBs are most likely to have invested in technology solutions to support initiatives to help them to attract new customers, improve financial management, and change operations.
SMBs also rate these investments highly in providing business value.

However, the area SMBs rank as providing the best return-on-investment is improving collaboration with external customers, suppliers and partners.

Improve collaboration
with external customers, Improve employee

Add new service

capabilities such as chatbots, Change operations to support

new social distancing
and safety requirements

5  self-service, etc to improve suppliers and partners productivity and
collaboration

customer support

A . Attract new customers
Change our business

model to pursue new

n
GEJ market opportunities
7)) Improve financial management,
b budgeting, forecasting, etc.
n
g \ B
5 3 » ‘
2 ' Business modeling to
Y— | cope with uncertaint | Is your company currently investing in,
8 adz t 10 new markety Support empI(.)yees In remote planning to invest in, or have no plans to
> P workplaces with better invest in a technology solution(s) for the
;U conditions hardware (PCs, monitors, etc.) following initiatives:
Expand payment options Streamline the billing and/ How valuable has this investment been
with new payment methods or payments process to your company?,
1
34% 36% 38% 40% 42% 44% 46% 48% 50%
© SMB Group 2021 Percentage of SMBs investing in solutions



SMBs Want New Solution Capabilities—Both Now and In the Future

SMBs generally don’t have the time, money or expertise to find, select and add new Looking ahead, SMBs also recognize the importance of being able to access new
capabilities onto their core applications. technologies to help grow their businesses. A majority of SMBs see these newer

. : technologies as critical to helping them to flourish in the future.
A preponderance of SMBs say that it is extremely/very important that vendors J Ping

provide all of these capabilities as part of their solutions.

Importance of embedded solution capabilities when Importance of new technologies for business growth

selecting new technology solutions
38% <§ 74" Hybrid cloud computing

43% 33% Strong data security and privacy

37% 7Aor/3 0 Artificial intelligence/machine learning

36% 33% Fully enabled mobile version

o (o) .
36% <f¥4 Pre-built connectors to integrate other solutions 34% I Edge computing

35% <{s4 | Dashboards, reporting and analytics 34% <44 | Voice enabled applications

34% <{:¥4 " Real-time collaboration streams 31%

vAv/ | Augmented/virtual reality

cEPAn vy 8 Artificial intelligence/machine learning

{788 <l Blockchain

32% viy/A Natural language processing/voice enablement

B Extremely important [ Important

(1A% vy Augmented and/or virtual reality

B Extremely important [ Important
When evaluating new solutions for your business, how Looking ahead, how important do you believe the

important is it that vendors provide the following following new technology solutions will be for business

© SMB Group 2021 capabilities as part of their solutions? resiliency and growth?




SMB Movement Along the Digital Transformation Curve

50% of SMBs have established a digital transformation strategy and are executing on it. Once again, however, the likelihood that SMBs have started down this path corresponds
with company size. SMBs with 100-2,500 employees are 2.25 times more likely to have started executing on digital transformation than those with fewer than 20 employees.

This is troubling for smaller SMBs—because, as shown on the following pages, businesses that have begun the digital transformation journey are faring better than those that
are putting it off.

All SMBs Digital transformation status

20%

We have no plans for
digital transformation

65%

of businesses with 100-2,500 employees

90%

We have a digital
transformation strategy of businesses with 20--99 employees
and are executing on it

| ~ | of businesses with 1-19 employees

30%

Plans for digital transformation
are underway

© SMB Group 2021 _ Which of the following best describes your company's activities regarding digital transformation?



The Cloud Enables Digital Transformation and Business Agility

The overwhelming majority of SMBs that have started on their digital transformation process are taking a cloud first approach when it comes
to selecting new applications than those that are holding off.

SMBs engaged in digital transformation are also more likely to be making changes to business strategy than other SMBs.

Cloud solutions are typically easier, faster and more cost-effective to deploy and get productive with than on-premises solutions. These SMBs
are using the cloud as a key facilitator to pivot and capitalize on new opportunities today—and put new technologies to work in the future.

Extremely likely/likely to select cloud/SaaS solutions Making changes to business strategy

SMBs with no digital

transformation plans
71

SMBs planning for
digital transformation

SMBs with no digital SMBs planning for SMBs executing on
transformation plans  digital transformation digital transformation

SMBs executing on
digital transformation

=

How likely is your business to select a cloud/SaaS solution Do you agree or disagree with the statement: We are making
the next time you need to buy a new application? significant changes to our business strategy in the wake of COVID-19.



SMBs Executing on Digital Transformation Out Perform Peers

There's a strong correlation between digital transformation and business results. SMBs with a digital transformation in place and initiatives underway were three times more likely
to have enjoyed an uptick in revenues from 2019 to 2020 than those with no plans.

They are also 2.5 times more likely to expect revenues to rise in 2021 than SMBs that are planning for digital transformation, but have yet to start executing on it.

However, just considering how the business needs to change and crafting a strategy to start the journey correlates with better financial expectations. SMBs that have plans in place
are more likely to forecast revenue increases than those that have no plans in the works.

Revenues increased in 2020 vs. 2019 Expectations for increased revenues in 2021 vs. 2020
o
We have a digitial transformation strategy and initiatives are underway We have a digitial transformation strategy and initiatives are underway in our company
We are planning for digital transformation and will begin executing within We are planning for digital transformation and will begin executing within
the next 12 months the next 12 months

00 000

We have no active or planned initiatives for digital transformation We have no active or planned initiatives for digital transformation at this time

Did your company's 2020 revenues increase, decrease, or remain Do you expect your annual revenues to increase, stay the same, or decrease in
© SMB Group 2021 when compared to 2019 revenues? 2021 when compared to 20207?



Takeaways

© SMB Group 2021

Business is rebounding for many SMBs—and most lean
towards optimism for 2021

Smaller SMBs—especially those in the 1-19 employee size
band—face a tougher road to recovery, as do those in highly
Impacted industries that require a physical customer experience

Smaller businesses in hard hit industries that haven't taken
advantage of PPP loans and other financing options should
consider doing so, to help build back their businesses

Customer expectations will not revert to pre-pandemic status
In 2021, nor will they stay stuck in pandemic
mode—conditions will continue to change and SMBs will
continue to adjust

SMBs need to tune into changing customer, employee and
competitive conditions and adapt business and technology
strategies for resiliency and growth

SMBs should pursue a cloud first strategy to more easily enable
digital transformation

Creating a digital transformation strategy and executing on it
Is critical to create a resilient business that can weather
downturns and capitalize on upturns

o



About the study

Unless otherwise noted, all data in this eBook is sourced from SMB Group’s 2021 SMB Technology Directions for a Changing World Survey Study.

Data was collected via a web-based survey from a random sample of 761 completed survey responses in February 2021.

Business size distribution

y4/A 1,000-2,500 empl.

5%/ 500-999 empl.

V'8 250-499 empl.

1 WAS 100-249 empl.

1 A8 50-99 empl.

5N 20-49 empl.

4 10-19 empl.

A8 5-9 empl.

.H

1-4 empl.
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Industry distribution

P 14% 1T services/technology/VAR/ systems integrator
P 10% Financial Services/Banking/ Insurance
I 10% Professional Services (Consulting, Accounting, Legal)

I 8% construction/ Real Estate

I 6% Manufacturing - Discrete (Automobile, Electronic Equipment etc.)
I 6% Retail

I 5% Healthcare, Medical & Dental

I 5% Education

I 5% Other

I 4% Manufacturing - Process (Oil, Gas, etc.)

W A% Agriculture

I 4% Media

I 3% Wholesale/Distribution

I 3% Personal Services, including beauty, pet care, dry cleaning services

1 3% Hospitality (lodging, travel/transportation, Casino, etc.)

0 2% Independent Software Vendor (ISV)

" 2% Government, Federal (including Military)

I 2% Utilities/Communications/Telecom

" 2% Mining

B 2% NGO or Not for Profit

1% Government State and Local

" 1% Life Sciences (pharmaceuticals, contract research org.{CROs})

Respondent role

Owner/ President / CEO

CIO/IT manager
Office manager
. 6% Partner

. 5% Marketing manager

. 5% VP Sales/Sales manager
. 5% CFO/Finance manager
l 4% HR manager

I 2% Other
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