STAFFING INDUSTRY E B OOK

|
|

Winning in the Turns |

How Staffing Firms Can Prctec‘:'t
Margins and Build Operational

Reliability in Volatile Times




Executive Overview

The staffing industry functions as the economy’s real-time signal system, absorbing shifts early both in downturns and
recoveries. Research from Staffing Industry Analysts (SIA) shows the sector is two to three times more volatile than the
broader GDP. Even in today’s steadier labor market, volatility hasn't disappeared — it has simply taken on new forms
amid geopolitical conflict and economic uncertainty. For small and growing firms, even modest fluctuations in hiring
demand can create immediate cash flow pressure. For larger staffing leaders, incremental market shifts still translate into
million-dollar impacts to the bottom line. Although recent data points to steadier conditions, economic cycles are
inherently unpredictable, and disciplined operations remain critical. In 2026 and beyond, the firms that gain market

share won't be those with the biggest budgets, but those with the highest operational reliability.

KEY TAKEAWAYS

Volatility is structural — not temporary

Staffing revenue swings at 2-3x the rate of GDP. Even minor
economic shifts can produce disproportionate margin and
cash flow pressure.

Reliability drives revenue protection

In late-cycle markets, procurement consolidates around low-
risk vendors and billing errors or reconciliation gaps put client

retention and revenue at risk.

Margin leakage is measurable and preventable

Manual O2C gaps can quietly drain 2-3% of revenue annually

through rate mismatches, VMS discrepancies, tax errors,

credits, and write-offs.

DSO is a strategic lever and metric
This eBook outlines a strategy

Collecting cash even 5 days faster materially strengthens

liquidity, reduces reliance on external financing, and increases fOI" Stafﬁng Ieaders to Strengthen
resilience during hiring slowdowns. resilience in a rapidly changing

market by focusing on two
Automation creates the Reliability Dividend critical levers: financial resilience
Intelligent, full-volume reconciliation turns the back office into and workflow automation.

a competitive advantage by protecting margins, accelerating

cash flow, and enabling growth without added headcount.
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The Reliability Dividend

In late-cycle markets conditions, clients do not simply manage costs; they cut risk. As growth moderates and budget
scrutiny intensifies, procurement teams reduce vendor exposure by consolidating partners. The vendors removed are

rarely the cheapest. They are the ones that introduce friction and risk.

Inaccurate invoices, payroll errors, and timesheet disputes are not administrative nuisances. They are risk signals. To a
client’'s finance and procurement teams, these issues indicate weak controls, compliance exposure, and unreliable

execution. In expansionary markets, such friction may be tolerated. In constrained markets, it becomes disqualitying.

For staffing firms, the financial implications are
material. Even a modest billing error rate can extend The causal chain is predictable:
DSO, increase write-offs, elevate internal rework costs,
and compress gross margins. More critically, repeated
errors undermine revenue durability. When a top-three

client consolidates vendors, the impact is measured

Invoice
discrepancies
creates account
payable friction

not in basis points, but in millions.

Reliability, therefore, is not a back-office metric. It is a

revenue protection strategy.

Operational precision strengthens three executive Payable friction

priorities simultaneously: escalates to
operational review

[]3 Margin integrity through reduced

credit activity and fewer write-offs. Operational
review lowers
vendor score
performance

Cash flow stability through cleaner
S

invoicing and faster collections.

Scoreboard
deterioration
triggers
consolidation
Client retention through lower conversions
Co?
AN . : :
perceived operational risk.
Consolidation
reduces revenue
concentration to
In late-cycle markets, scale alone is insufficient predictable

: C L : artners.
differentiation. Large firms may compete on cost P

efficiency. But smaller and mid-sized firms can compete
on predictability. When procurement evaluates risk

exposure, consistency often outweighs size.
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Firms that institutionalize operational excellence —
from payroll accuracy to invoice precision — position
themselves not simply as staffing providers, but as risk
mitigators embedded within their clients’ financial
operations. When consolidation occurs, the most

reliable partner is the one that remains.

“Operational reliability is embedded in
controls, reinforced by automation, and
measured in financial performance. Firms

Operational reliability is embedded in controls,
reinforced by automation, and measured in financial

performance. Firms that consistently outperform in

late-cycle markets do so because they design for that con5|stent|y outperform In Iate'cyde
precision across the entire Order-to-Cash (02C) markets do so because they design 1{e]
ifecycle. precision across the entire Order-to-Cash

(02CQ) lifecycle.”

Operational reliability centers around four key pillars:

- Alex Babin, CEO of Hercules
+ The "Slowest Camel" Theory

Every revenue cycle moves at the speed of its most
manual bottleneck. Identifying and automating the

friction points in the O2C cycle prevents margin erosion

and internal resource drain.

-+ Insulating Margins

Using intelligent automation as a force multiplier to
reconcile data between client systems and your own,
eliminating the 2-3% leakage typically lost to human
error.

+ Cash as a Defensive Weapon

Optimizing Days Sales Outstanding (DSO), also known as

Debtor Days, to build internal liquidity. Your ability to

collect cash faster than you pay it out is your ultimate

insurance policy.

-+ Reputation and Relationship Management

Preventing friction from billing inaccuracies that damage

trust and jeopardize client retention.

Together, these pillars embed predictability into the

operating model. That predictability compounds into
the Reliability Dividend: protected revenue, insulated
margins, optimized liquidity, and reduced client
concentration risk when consolidation pressures

intensify.
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The Staffing Volatility Gap

YIERCULES

A SNEEZE VS. A COLD

Staffing moves in an exaggerated arc: it is two to three times more volatile than the U.S.
GDP. When the economy sneezes — a minor 1% dip — the staffing industry catches a full-
blown cold, with revenue contractions often hitting 3% to 5% or more. For smaller firms,

this margin for error disappears the moment the curve begins to bend.

THE DANGER OF PASSIVE WAITING

Many leaders fall into the trap of passive waiting — assuming they can weather the storm
by working harder. However, when revenue drops three times faster than fixed costs,

working harder isn't enough.

The winners of past cycles didn't just survive; they recalibrated. They recognized that in

high-volatility environments, manual processes are a liability. If your team is stuck manually
fixing invoices while the market shifts, you are burning the cash reserves you need to

survive.

STRATEGIC TAKEAWAY: THE AGILITY DEFENSE

Preparation is about building an agile business model. This means shifting from a human-
heavy back office to an Al-augmented one. When the turn happens, your firm must be
able to keep costs low without losing the accuracy that keeps your best clients from

leaving.
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The Order-to-Cash Engine

In a stable economy, back-office efficiency is often treated as a secondary priority. In a downturn, it becomes a strategic
lever in a firm's survival. For staffing providers, the Order-to-Cash (O2C) cycle — the journey from the moment a

contractor starts a shift to the moment cash hits the bank — is the engine that drives the firm's resilience.

CASH AS A DEFENSIVE WEAPON

The staffing industry often focuses on top-line revenue, but in a contraction, liquidity is the only metric that guarantees
safety. When external credit tightens and interest rates remain high, the cost of borrowing to cover payroll becomes

prohibitive.

The most accessible source of capital is not a bank; it is the money already owed to you by your clients. Reducing your
DSO is equivalent to receiving an interest-free loan. A firm that can collect payments even five days faster than its

competitors builds a cash cushion that can be used to protect top talent and weather a prolonged freeze in hiring.

“Reducing your DSO is equivalent to
receiving an interest-free loan. A firm
that can collect payments even five days
faster than its competitors builds a cash
cushion that can be used to protect top
talent and weather a prolonged freeze
in hiring.”

- Alex Babin, CEO of Hercules
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The Invisible Margin Leak: 5 High
Impact Use Cases

In a $100M firm, manual reconciliation gaps account for $2M-$3M in annual revenue leakage. This isn't just an

administrative burden: it is a direct drain on the bottom line.

01  VMS & Portal Synchronization

The gap between client VMS portals and internal e-recruit systems is a primary
source of leakage. When time entries don't align, it forces manual reconciliation for
tens of thousands of employees. Any discrepancy leads to a disputed invoice, which
restarts the payment clock. If an error is found on day 29 of a 30-day term, your

capital remains locked away for another full cycle.

02  Contractual Rate & Markup Integrity

Sales teams often amend contracts or VMS rates in the field, but if the billing system

isn't updated simultaneously, the Rate-to-Card mismatch goes unnoticed until the

client short-pays. These errors in markups, MSP fees, and overtime multipliers result
in arduous adjustment processes and eventual write-offs that eat directly into your
projected margins.

03  Sales Tax & Margin Reconciliation

Complexities in calculating sales tax based on consultant versus corporate location
often lead to chronic underreporting or manual audit nightmares. Without
automated reconciliation, firms must manually audit margins between billed amounts
and actual payroll to ensure they aren't losing 1-2 points of margin simply through

tax miscalculations and filing errors.

04  Cash Application & DSO Acceleration

With industry-average DSOs fluctuating from 45-90 days, the inability to quickly
apply cash receipts from VMS systems to internal invoices is a major liability.
Automated reconciliation identifies unapplied cash instantly. By closing this gap,
firms can collect payments days or weeks faster, effectively generating an interest-

free loan from their own receivables.

05 Manual Verification Bottleneck

Large firms often rely on dozens o people to manually verity timecards against
complex business rules — creating a "Slowest Camel" process. Manual verification
can add a 3-day lag or more to every billing cycle and introduce human error into the
verification stage. Automating this process ensures that only true exceptions reach

teams for review, allowing firms to scale volume without scaling headcount or

increasing DSO.
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Fixing the Slowest Camel

The proverb, "a caravan only moves as fast as the slowest camel” rings true when it comes to operational agility. In most

firms, overall performance is constrained by the most financially significant bottleneck in the O2C workflow. Too often,

bottlenecks are the manual movement of data between timesheets and invoicing, slowing cash flow, increasing risk, and

quietly eroding margins.

Attempting to solve this by hiring more people is a trap. High volume manual loads lead to high volume manual errors,
extended delays and high labor costs, if skilled labor can be found at all. By automating the reconciliation process, a firm

ensures that every invoice is accurate. This level of reliability removes reasons for clients to withhold payment,

transforming the back office into a strategic tool for cash preservation.

Receive order
/! Ny

Record payment L}j Fill order

l CYCLE l

@ Receive payment @ Execute order
Bottleneck: \ |/ Bottleneck: Manual data
Inaccurate invoices entry between timesheets

and invoicing

@ Create invoice

Operational Impact Financial Impact Risk Impact
Bottlenecks of e High manual touches e Delayed billing * |nvoice inaccuracies
manual entry + + Spreadsheet depend e Higher DSO e Client di
reconciliation: preadsheet depenaency igher lent disputes

e Context switching e Revenue leakage e Audit exposure
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Automated
Reconciliation as a
Force Multiplier

“For the first time, staffing

The arrival of automated reconciliation has fundamentally changed firms can operate with the
the economics of back-office operations. For the first time, total assurance of accuracy

staffing firms can operate with total assurance of accuracy without

without the associated
overhead from BPOs or
other high-cost manual
workarounds solutions.”

the associated overhead from BPOs or other high-cost manual
workarounds. In this context, automated reconciliation acts as a
force multiplier that allows human workers to focus on high-value
work and managing high-risk exceptions while technology handles

the rigorous data extraction, transformation and verification
required for operational reliability. - Alex Babin, CEO of

Hercules

MOVING BEYOND SIMPLE
AUTOMATION

Traditional automation follows rigid, if-this-then-that rules, which

often break when faced with the complex high volumes of data,

found in timesheets, invoices and contract terms. Intelligent

reconciliation at scale is different, verifying large volumes of data

against changing terms, rates, local laws and contract

amendments. These systems are capable of reasoning through

discrepancies. They can identity discrepancies between contract
terms and timesheets or invoices and flag the error before the

invoice is ever generated.

For finance and operations teams, this shift moves the firm from a

defensive posture — fixing errors after they happen — to a s
proactive one where errors are prevented entirely. s :-.“ SREEEREN L
\ | EEREERTrER
By using automated reconciliation at scale as a force multiplier, | ﬁ!. ..1. ﬂ,&’qﬂ.#.. R \
staffing firms decouple growth from headcount. Firms can manage L W ﬂ;; "I ij;.'i A ﬁﬂ.ﬁ":. | N | B .

peaks in volume without affecting existing headcount. Conversely, ﬁ.‘.?.d. . ﬁ ﬂ 1;. N ] . [}
when volume dips, organizations aren't left with an oversized inE .1.' ¥ ' . . . . .
_ - '-

i'-] JA" - :

payroll that threatens the firm’s survival. This elasticity is the

ultimate defense against staffing volatility from economic cycles.
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Conclusion

In 2026, the firms that win in the turns are those that refuse to accept operational friction as a cost of doing business. By
automating reliability and insulating margins today, you transform your firm from a reactive service provider into a

resilient, high-performance engine ready for whatever the market brings next.

WINNING IN THE TURNS REQUIRES A FIRM THAT DOESN'T
BLEED CASH.

Is your back office a strategic asset or a margin drain? Find out with a Hercules Margin Assessment. For mid to large
staffing firms, we’'ll benchmark your DSO and reconciliation accuracy against industry leaders and provide a roadmap for

automated resilience in 2026: https://www.hercules.ai/margin-assessment.

Visit https://www.hercules.ai/staffing for more information and book a demo at https://www.hercules.ai/contact-us.

Visit https://www.hercules.ai/staffing for more information and book a demo at https://www.hercules.ai/contact-us.
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