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ABSTRACT
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Information Technology (IT) outsourcing has traditionally been seen as a means to acquire new
resources and competencies to perform standard tasks at lowered cost. This dissertation
challenges the thought that outsourcing should be limited to non-strategic systems and
components, and presents ways to maximize outsourcing enabled benefits while minimizing

associated risks.

In this dissertation IT outsourcing is approached as an efficiency improvement and value-
creation process rather than a sourcing decision. The study focuses on when and how to
outsource information technology, and presents a new set of critical success factors for
outsourcing project management. In a case study it re-validates the theory-based proposition

that in certain cases and situations it is beneficial to partly outsource also strategic IT systems.

The main contribution of this dissertation is the validation of proposal that in companies where
the level of IT competency is high, managerial support established and planning processes well-
defined, it is possible to safely outsource also business critical IT systems. A model describing
the critical success factors in such cases is presented based on existing knowledge on the field
and the results of empirical study. This model further highlights the essence of aligning IT and
business strategies, assuming long-term focus on partnering, and the overall target of

outsourcing to add to the strengths of the company rather than eliminating weaknesses.
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DEFINITIONS

Adaptive Infrastructure: Modular information technology system consisting of reusable
components, patterns and services, enabling easy introduction of new business initiatives while

continuing to improve ongoing initiatives (Robertson & Sribar, 2002).

Data Warehousing: A strategy in which data is extracted from large transactional databases and

other sources and stored in smaller databases to ease analysis (Robertson & Sribar, 2002).

Infrastructure: The underlying structure of physical hardware, components and services used to
support a wide range of human activity from transportation of power to distribution of computing
(Robertson & Sribar, 2002).

Interaction cost (transaction cost): Represents the money and time expended whenever people
and companies exchange goods, services and ideas. It determines how companies organize

themselves and form relationships with others (Hagel & Singer, 2003).

IT infrastructure: The basic conditions required for an organization’s work to proceed.
Information technology infrastructure enables organizations to share information, conduct

transactions and control their operations (Robertson & Sribar, 2002).

IT Outsourcing: Third party management of IT assets, people and/ or activities required to meet

pre-specified performance levels (Lacity & Hirchheim, 1995).

Outsourcing: The strategic use of outside resources to perform activities traditionally handled by

internal staff and resources (Outsourcing Institute of Jerico, USA 2001).

Platform: An organizational concept that refers to grouping of individual component technologies
into technical layers or domains to provide a base infrastructure for common technologies
(Robertson & Sribar, 2002).

Selective sourcing: Making use of third party vendors for certain IT functions which represent
between 20 and 60 per cent of the IT budget while still retailing substantial internal IT
department (Laudon, 2000).
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1. DEFINING THE RESEARCH PROBLEM

1.1. Introduction

In today’s markets competitive advantage is realized by combining technology with company
specific resources, competences and tacit knowledge (Ramirez & Wallin, 2000). As advanced
information technology solutions are becoming industry standards, planning focus is shifting
increasingly toward new business and profit models, adaptive organizational structures and
management concepts (Dekker, 2003). Since the early 1980’s, outsourcing has been seen as an

effective way to achieve this organizational flexibility and agility.

Information technology outsourcing projects are typically profusely cost-driven, even so much
so, that the strong emphasis on costs savings sometimes leads to investment decisions that do
not fully support business continuity. Furthermore, companies typically have also other targets in

outsourcing, so the question remains:

Research problem: How to maximize benefits in IT outsourcing?

The question addresses the planning and management processes that need to be sub-
optimized in order for IT systems to fulfill the strategic goal of adding net value to the company

at the optimized cost. It also relates closely to partner selection and control.

Outsourcing as a means to help company achieve its’ overall business objectives and make
strategic transitions remains a less studied area. Some critics even argue that outsourcing
cannot add value to a company, and thus should be a solution only for companies with no IT
related strategic incentives (Rapp, 2000). However, also companies that use IT strategically (as
an integral part of their core products and services) outsource. This brings the research problem

to the next level:

Research question 1: How to determine which outsourcing model works best in the company’s

specific situation?

This question addresses companies’ specific targets in outsourcing, as well as their

organizational readiness to engage in advanced outsourcing models and agreements.

These days IT investments represent a major part of all new capital investments made by
multinational corporations (Goolsby, 2003). However, a sound approach to measuring the

systems’ overall bottom line contribution in business terms has been missing in several
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companies, or when implemented, has been controversial and unreliable (Kambil, Henderson &

Mohsenzadeh, 1991). Therefore we ask:

Research question 2: How can an IT investment’s business impact and baseline savings be

reliably measured and controlled in outsourcing?

1.2 Previous Research on the field

A significant amount of research has been published on information technology outsourcing
(ITO) following the popularity of the phenomena. Transaction cost theory (Willamson, 1975) is
the most often presented rational for outsourcing. IT outsourcing has also been considered as a
process of restructuring organization and resourcing (Yakhlef, 1996; Foucault, 1972), as well as
an administrative innovation (Loh & Venkatraman, 1992). Academic literature on make-or-buy
(or co-operate or compete) problematic developed most resurgently in the 1980’s, and was
based on the competing theories of transaction cost economists (Williamson,1975; Coase, 1937;
Dyer, 1997) and those with a resource-based view on the firm (Penrose, 1959; Wernerfelt,
1984). Later also core competence models (e.g. Barney, 1991), networking theories (Dyer &
Singh, 1998) and value chain analysis (Porter, 1985) have been associated with ITO research.
The most recent research associates outsourcing with the emergence of new types of hybrid

and borderless organizational models and assimilation of industries (Clark, 2003).

The societal nature of IT systems is highlighted in the works of Hirscheim, Klein and Newman
(1991), who extended social action theories from Weber (1974), Etzioni (1967) and Habermas
(1976) to technology research. In business or company level the phenomena can be considered
as an administrative innovation or a natural development step in resource optimizing process
(Carr, 2001). In industry level outsourcing can be linked to wider discussions on industry level
networking and digital convergence (Mol, 2001). Other popular research approaches include
post project analysis on critical success factors, partner management and knowledge creation
(Lacity & Hirschheim 1994). This plethora of approaches emphasize IT's multi-disciplinary
nature, as well as the wide-ranging social, economical and structural impacts IT outsourcing has

had on global economy.

Regardless of the approach, most research on IT outsourcing strives to identify the
determinants, motives and intentions for outsourcing (Laudon, 2000). Information technology
outsourcing is extensively documented in trade periodicals and other applied literature, but there

is still little systematic multi-disciplinary research linking the drivers, critical success factors and



13

impacts of outsourcing on company’s competitiveness and future potential (Willcocks, L; Sauer,
C., 2000).

1.3 Scope and Limitations of the Study

The research interest in this dissertation is mainly in understanding the critical success factors in
different types of outsourcing cases. It examines the process of sharing current and future
business needs and knowledge within organizations and their partners, and the use of this
information to manage limited resources for an optimal result. The study considers outsourcing
as a strategy to increase company’s future value, and examines IT management and planning
processes that would ensure that IT systems have the ability to accommodate business

operations even through rapid changes in direction and priorities.

The study builds on the assumption that the use of advanced IT services is a pre-requisite for
professional business operations in contemporary companies. Rather than examining “make-or-
buy” problematic, this dissertation focuses on how to ensure that a company has selected the
optimal outsourcing model for their specific environment, and maximize thus enabled benefits
and savings. While addressing various IT management and resourcing theories, the main

emphasis is on factors contributing to the company’s future competitiveness.

Studies on manufacturing or production outsourcing are not included in this study, as IT service
environment is different to such degree that theories from those fields of business cannot be
fully extended to it (Malone & Crowston, 2001). Also, out of scope is the technical analysis of IT

systems and speculations about replacing future technologies.

2. RESEARCH APPROACH

The dissertation seeks to better understand the studied phenomena through theoretical
presumptions, and present a process-oriented representation of the findings. Company
operations are studied from inside-out, and described based on the Authors’ interpretations of
the available data. Consequently, this research effort would best be described as constructive
and hermeneutic (Alasuutari, 1999). Active interviews were used as the principal data gathering
technique, so the Authors own opinions and targets clearly influenced the outcome of the

process.
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21 Research Design
In order to answer the research questions, the following steps were taken:

a) Definition of the research problem. The problematic behind the research questions was
defined and background for the research topic presented together with its’ linkages to wider

discussion on outsourcing as a discourse.

b) Literature review. Relevant literature was reviewed and the most relevant parts are collected
in Chapter 3 as a background for identified management and control problems when the level of

contractual commitment in outsourcing increases.

c) Proposition Development. Based on the existing theories and the Authors’ personal

observations, propositions addressing critical success factors in IT outsourcing were created.

d) Empirical Enquiry. The research propositions were validated with three case companies.
Personal interviews, questionnaires and data reviews were transcribed in order to identify the

incidents relevant to this study.

e) Analysis of the empirical findings. The findings were exposed to cross-case analysis and
compared to pre-understanding so as to look for analogical features and re-validate the theory
based propositions. This further explains differences between the respective case companies

and helped in creating the proposed model for critical success factors in outsourcing.

f) Creation of a model for critical success factors in value adding outsourcing. The model reflects

the created propositions and presents the findings of the analysis.

g) Summary and conclusions. The last chapter concludes the findings with a discussion on their
credibility and potential replica in another context. It highlights the main contribution of the
dissertation as well as its’ practical and theoretical implications, and suggests areas for future
research.

Figure 1. Below describes these steps in a flow chart.
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Author’s
Own Experience
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The Research
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Figure 1. The Structure of the Dissertation

2.2 Research Method

As the target in this dissertation is to develop a model describing how to effectively manage
knowledge and resources in IT outsourcing projects, constructive research method seemed the
most appropriate for the situation. Furthermore, as the Author assumed an active role in the data
collection phase, this method emphasizing the importance of communication between the

researcher and the target organization was considered a good fit for the study (Olkkonen, 1993).

The practical functionality and theoretical novelty of the developed model was validated with an
empirical market test typical for constructive research (Kasanen, Lukka & Siitonen, 1993). The
process was hermeneutic seeking to accurately interpret unclear parts of the studied
phenomena and compare the findings to prevailing theories. Identified analogies would then
further prove the practical utility and relevance of the findings (Kasanen, E., K. Lukka and A.
Siitonen, 1993). The theoretical contribution in this research effort lays in the re-validation of

existing IT management theories.

The high-level process of constructive research is described in Figure 2. The diagram highlights

the dual criteria for the created solution: its’ practical and epistemic utilities.
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Figure 2. Constructive research diagram (Constantinescu, 2005)

Critics of the method argue that it cannot offer grounds for establishing credibility and
generalization of the findings. Those with positivistic view to science also question the scientific
value of hermeneutic research where the role of a researcher is participatory (Kasanen, E., K.
Lukka and A. Siitonen, 1993). In this research effort these challenges are tackled by selecting
representative real-life cases and limiting the scope of the study to a few aspects of IT
management. The use of several case companies enables cross-case examination and
triangulation that further explains the differences between chosen outsourcing strategies and
helps in evaluating the novelty of the implemented ideas. Furthermore, a chain of evidence is
established backwards and forwards with suitable qualitative and quantitative measures where

applicable.

2.3 Data Collection Method

In order to understand the research environment thoroughly, qualitative techniques (in-depth
interviews, document reviews, data search) were seen as the best methods for data collection
and analysis. The findings were first categorized by company, and sought for patterns and
regularities. Then the author analyzed the data cross cases, and interpreted the findings
reflecting on the pre-understanding. Significant deviations and surprises were analyzed further,
and modified assumptions re-evaluated before the final framework and suggestions were

constructed
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The data collection was an iterative process of building new data and constantly comparing it to
the existing knowledge on the field. During the empirical validation process the emerging new
data was used to shape the propositions to better respond to real-life cases. The emerging
biases were minimized by establishing a data base for the empirical findings, and by presenting

the research intent and questions in a similar format to all informants.

The incorporated theoretical framework relative to the research questions and proposed
propositions draws on the works of acknowledged contemporary strategists and decision-
making scholars. It includes a review of contemporary research on information technology
management, different IT sourcing strategies, performance measurement and evaluation of
capital investment projects. Also investigated are IT systems’ links to companies’ overall

business strategies and economic performance.

After the initial contacts to the selected companies were established, the data collection started
with personal interviews with IT managers, senior business managers and relevant sourcing
managers. Interviewees also included development managers, IT service managers and
regional project managers. The informants were selected based on their role and involvement in
recent outsourcing projects. Many of the informants nominated new persons from their
organizations who could provide better answers to variant questions. Reliability of data was
improved by interviewing representatives both from IT departments and business divisions.
Interviewees represented both the company headquarters where the most strategic decisions

are made, as well as local country units where most of the implementation work is carried out.

All interviews followed the same semi-structured manner, and the questions had been made
available for the interviewees beforehand. After the questions were reviewed the interviewees’
areas of expertise were discussed in more detail. Reviewing the collected data with key
informants together with establishing a firm research focus eliminated the research biases prone

to the data collection method. It also ensured relevance of the findings and improved credibility.

The interviews were transcribed for analysis based on a final approval from the participants.
Then, the data was categorized not only in company level but also axially between the cases.
Triangulation enabled cross-company comparisons and improved the reliability of the findings.
Even the data was mainly descriptive in nature, it was first exposed to quantitative analysis in
order to improve clarity and ensure consistency of the findings. In the final analysis factors like

the interviewees position in the organization, experience in IT outsourcing and involvement in
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the specific cases under discussion were used to determine the relevance and importance of the
individual findings. The general questionnaire can be found in Appendix 1, and the summary of

the validation in Appendix 4.

In addition to the interviews, supporting material includes strategy papers, standard operational
procedures and descriptions of IT management tools, templates and processes. As every case
company was re-organizing their IT function or related processes at the time of data collection,
the informants had recent experiences and a special interest in the topic. This was considered to
add to the value of the findings. Moreover, the material includes project documentation from
recent outsourcing cases. The learnings from the past experiences had been well documented

by the companies, and have thusly provided an important input to the research.

3. THEORETICAL BACKGROUND

This chapter presents a review of theories relevant to the research problem. These theories form

the bases for the research propositions presented later in Chapter 4.

In order to better understand the numerous ways outsourcing can benefit an organization, the

research questions are approached from three angles:

- First, by focusing on the role of IT in a company’s value creation process. This includes
studies on the factors influencing that role, as well as various management models and
strategies used to capture the potential of implemented systems.

- Secondly, by exploring contemporary outsourcing markets and various sourcing strategies
available to companies today.

- The third part of the review focuses on measuring and controlling targeted business

benefits in outsourcing.

In this research the main focus is on factors impacting IT enabled company level benefits like
improved accuracy in planning, system agility and more effective use of resources (Icarr, 2001).
Performance is evaluated by focusing mainly on operational efficiency, user satisfaction and

improved management of stakeholder networks.

3.1. Using Information Technology Strategically

Traditional theories on IT focus mainly on IT enabled cost reductions in form of automatization,

reduction of market inefficiencies and decrease in transaction costs (Williamson, 1985; Coase,
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1937; Malone, 1987). Porter (1985), Olsen (1994) and Venkatraman (1994) started emphasizing
IT's role also in organizational transformation and revenue creation. Following the rapid
development of advanced technologies in the late 1990’s, IT research is increasingly focusing
on technology’s role on strategic level: in creating new revenue sources, changing consumer

behavior and restructuring traditional supply and value chains (Clarke, 2002).

Information technology enables companies to know more of and become increasingly interactive
with their customers and partners. Ramirez & Wallin (2000) introduce the term ‘value
constellation’ to describe the knowledge-intensive value creation process that occurs in
customer and supplier interfaces for mutual benefit. This increase in value propositions is
enabled by exclusively designed solutions consisting of confidential business intelligence and
tacit knowledge of the company and its operations (De Meyer, Duffa & Srivastava, 2002). Treacy
& Wierseman (2001) define value proposition as “the implicit promise a company makes to a
customer to deliver a particular combination of values: price, quality, performance, selection,
convenience and so on.” Information technology often plays a dual role in the value creation
process: a physical component of the offering or as a mechanism to facilitate the business

process that results in the product (DiVanna, 2003).

Some scholars still argue that while IT has contributed to the creation of value, it has rarely
proven to be the source of competitive advantage to companies others than its creators (Eskett,
Sasser & Schlesinger, 2003). They claim that a competitive advantage is created by an
innovative application of technology, not by the technology in its own right. Consequently, Clarke
(2002) highlights the importance of remembering “the service behind the systems”, meaning the
underlying management processes and capabilities as the ultimate sources of competitive

advantage.

3.1.1 Difficulties in Using Information Technology Strategically

Despite the vast potential of information technology it has been estimated that 75 per cent of
information system implementations are operationally disappointing (Curley, 2004). Reasons
range from difficult system usage, unreliable data and processing delays to excessive
operational costs and chronic production problems (Fitzsimmons & Fitzsimmons, 2000). Even
more common is the practice of over-investing in IT and underestimating the potential of the
systems (Lewis, Clayton; Reitsma, Rene; Wilson, Vance E.; Zigurs, lize, 2001). These difficulties

can often ultimately be accounted for organizational ability to apply IT in its’ operations.
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Challenges in effectively using IT resources are also partly being contributed to past investments
in IT (Perkins, Peter; Knell, Scott, 2004). Many companies have come to their current
infrastructure and service portfolio as a result of a series of decisions made in different parts of
organization. Lack of coordination and integration in IT management can cause expensive
duplication of effort as well as inaccurate and inadequate information for managing the business.
Furthermore, if the priorities are not based on overall business needs and priorities, the cost of
running systems increases and potential business benefits dissipate (Ward & Peppard, 2002).
Furthermore, in case the implemented infrastructure does not support business objectives, it can

even become a constraint to business development (Ward & Peppard, 2002).

3.2 Selecting an Optimal IT Strategy

Crucial to creating a company’s IT strategy is to assess the level of in-house IT competency and
IT’s role in increasing business value in the company’s specific situation. For that purpose
Doctor Rapp (2002) proposes a model for categorizing companies in three groups based on how
they use IT in creating functional benefits and establishing competitive advantages. The

variables include:

1. The structure of in-house IT department
2. The levels of management hierarchy

3. The level of system customization

In the most advanced companies IT is seamlessly integrated into the business strategy,
company operations and organizational processes. Functional benefits and competitive barriers
are pursued systematically and proactively with customers and suppliers in order to develop and
control industry standards. In order to use IT to this extent, the company must possess high
level of IT competency and infrastructure, which typically evolves in time through informal

maturity process.

Carnegie Mellon University’s maturity model (2003) proposes that IT maturity corresponds to the
company’s future potential in using IT for improved customer (and company) value. As
presented in Figure 3., IT mature organizations align IT and business processes, use
sustainable economic models and analyzing methods for evaluating IT investments, as well as

recognize IT as a strategic asset to the company.
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Administrative The Role of IT Source of Competitive Advantage

IT/ business alignment, Corporate strategic
asset, sustainable economic model, and
investment analysis

Service focus, Business strategic
capability, expanded funding options,
portfolio management

Customer orientation, Technology expert,
Defined routines, systematic cost reduction,
ROI & business case disciplines

Technology orientation, Utility provider,
Repeatable processes, Total cost of
ownership

The Level of IT Maturity High

Ac Hoc approach, no systematic
3 cost control

Figure 3. The Levels of IT Maturity (Carnegie Mellon University, 2003)
DiVanna (2003) has found further that the companies using IT strategically today typically:
1. Build on their existing competitive advantages and resources,

2. Make investments driven by a sound business strategy emerging from their competitive

environment,

3.  Know their industry and use IT to create higher competitive barriers and thus benefit from

greater returns and strategic flexibility,

4. Consider IT investing as a continuous process of assessing potential technologies and

suppliers.

Contemporary research also presents a direct link between a company’s success in using IT,
and its’ history of investing in it (Laudon, 2000). This development usually follows an
evolutionary path from technology led strategies toward more integrated, organization-wide
planning processes. Earl (1996) describes this evolution as an incremental process of an

increased integration and consensus concerning IT strategy (Table 1.).

The level of business management’s involvement in the planning processes typically increases
with maturity. In the final stages IT and corporate strategies co-exist in a participative
environment, encompassing both users and managers within the organization and its’ interest

groups.
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Stage 1 Stage 2 Stage 3 Stage 4 Stage 5
IT Strategy’s| IT Application Defining Detailed IT Competitive Ik;lnk‘age to
- " ; ) usiness
Main Task | mapping Business Needs | Planning Advantage
strategy
Key Management Agreeing Balancing the Pursuing Integrating
Objective Understanding | Priorities portfolio Opportunities Strategies
Senior Executive senior Coalition of
Directions Process strongly management User and IT management users,
From IT led manag together 9 management
initiative and users
and IT
Main Bottom up Top down Balanced top . . Multiple methods|
. down and User innovation -
Approach development analysis at the same time
bottom up
Summary Technology led | Method driven | Administrative Business led Organization led

Table 1. Evolutionary Approach to IT (Earl, 1996)

Lacity and Hirscheim (1998) depict the same process by dividing the evolution into three stages,
namely delivery, reorientation and reorganization. Central to their model is the increasing
stakeholder involvement in system development and the emergence of user support services.
Simultaneously, the gap between users and IT professionals diminishes and the strategic

potential of the systems is realized.

3.21 Information Technology Strategies

IT strategy has been considered as an iterative process of fulfilling stakeholder expectations and
increasing company value with the latest technologies in the given environment (Perkins & Knell,
2004). It has been said that IT management is all about relationships (Carley, 2001; Engers,
2001). Seamless and continuous dialogue between business units and IT management, as well
as with the selected service providers is central to effective resource management (Dekker,
2003). In the optimal case, high level executives form a steering board for relationship
management and strategic level planning (Malone, Crowston, 2001). However, IT and business
manager’ different orientations and views on IT can cause cultural clash between the groups
(Clarke, 2003). As perceived success of a system can be very different across the organization,
managing expectations is the key for the organizational climate to remain favorable (Heskett,
Sasser, Schlesinger, 2003). Olsen (2001) argues further that organizational climate strongly

affect the success of an IT strategy.

However, in addition to supporting company’s business objectives, an IT strategy should also
have its’ own distinguished goals (Ward & Peppard, 2002). Typically companies have several

overlapping systems running in parallel, so rationalizing, commoditizing and simplifying
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technologies are common high level targets for any IT strategy (Ward & Peppard, 2002).
Adaptive structure, flexibility and reusability are other typical high-level targets for IT managers
(Johnson, Scholes, 1999). Flexibility eases the introduction of new business applications and
enables various reconfigurations. The importance of adaptive structure is highlighted if parts of
the system are outsourced (Olson, Malone, 2001). IT system’s modularity can be assessed by
evaluating factors such as the scalability of the system in case of an expanded user base, its’
presentation, partitioned complexity and reusability. Evaluations often include also an analysis

on the level of system integration and speed of change (Laudon, 2000).

Hawryszkiewycz’'s model on IT’s infrastructure’s relation to business strategy (as presented in
Figure 4.) highlights the importance of aligning IT infrastructure to business objectives so that
when changes in market environment occur, the system is simple to rearrange in order to fulfill
co-operative needs. The most fundamental aspect in aligning, according to Hawryszkiewycz, is
introducing new technology in an evolutionary manner, based on strategic choices and solid

business case.

Organizational Drivers

Technology Driven Business Driven

Option 1.

Technical adaptation
Emphasis on adaptation
of new technologies as

They appear on the

market.
Random adaptation
in business activities

Option 3.

Busine ss Unit Strategy
Problem driven approach
identifying where
technology can improve
business activitie s.
Random adaptation
in business activities

Evolutionary
Development

Option 4.

Technical Strategy Enterprice Wide Strategy

Strategic
Development

:
§ Option 2.
ke
g

Identifying common ways
of using technologies

Training program
in technology use

across business activities.

Choosing technologies
to meet critical business
needs. Integration of
technology into business
Activities. Adapting to

governance structures.

Figure 4. Technology and implementation: approaches to adapting technologies to business

processes (Featuring Hawryszkiewycz, 2000)

According to Johnson & Scholes (1999) the main approaches to managing information
technology are strategy execution approach and technology potential perspective. In strategy
execution approach, business strategy is the main driving force behind IT system design. All

adjustments are made following changes in business strategies. The risks of the model include
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concentrating on short-term needs, which can lead to building IT systems that are constrained in

their attempt to serve corporate vision.

Technology potential perspective utilized advanced technology as the driver and enabler for
business operations. This model is best suited for new companies that are building on
technological innovations. Other common approaches include competitive potential model and
service level approach. The earlier also builds on technological advantages, and on how
technology can be used to advance core business operations. Service level approach
concentrates on IT strategy as a means to produce an improved organization and maximize
resource usage. The danger here, like in the earlier models, is a detachment from the business

strategy and a loss of focus.

Resource based view on IT considers the systems to consist of technology, people, intellectual
capital and relationships (Ward & Peppard, 2002). This approach emphasizes the intangible
aspects of IT solutions, and further clarifies the requirement for multi-disciplinary approach to IT
management practices. It also recognizes the inter-relation between the assets, as described in
Figure 5. A sustainable IT strategy should address all these assets and define targets for
performance, development and cost for each component individually, as well as facilitate

seamless information sharing across the domains.

Felationships

[&

Technolo gy

Intellectual
Capital

Feopls

Figure 5. Components of an Information Technology Solution (Ward & Peppard, 2002)

Earl (1996) presents a different approach to information technology strategy: he argues that IT
as a function should be treated like other business critical unit within the organization. Curley

(2004) presents similar views, stating that IT should be managed like a business with similar
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principles and success criteria. A proposed strategy would be coupling IT management with a
business line, where the manager has responsibility over the both operational entities. In such a
case, a sustainable economic model for IT is developed, and all activities in the value chain are

balanced (Mooney et al, 1994).

3.3 Information Technology Sourcing Strategies

During the last decade traditional supply chains have been increasingly replaced by complex
multi-layer networks, where companies have parallel partner and competitor relationships, and
their boundaries are becoming increasingly undefined (Wang, Kleinman, Luh, 2001). Figure 6.
Visualizes the significance of this change, and further clarifies the need for new types of

management concepts and collaboration models in this emerging networked economy.

Past New/Tomorrow

R —

|

o @ |

1

e

Figure 6. Changing Landscape of Product and Service Creation (Kosonen, 2004)

R

New multilayered and interdependent industry structures, open technology standards and inter-
operability requirements are also changing the definition of company resources (Teece, Pisano,
Shuen, 1998). The new types of sourcing opportunities highlight increased mobility, flexibility
and fluidity of knowledge access, as well as increased mutual dependency (Hitt, Amit, Lucier,
Nixon, 2002). This research effort focuses on IT outsourcing as an example of such advanced
networking models studying factors and management processes underlying strategic level

collaboration.
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3.3.1 Information Technology Outsourcing

Distinguishing features between manufacturing outsourcing and IT outsourcing are for example,
the extent of customer participation in the service process, fluctuations in demand cycles and
the point of delivery (Fitzsimmons & Fitzsimmons, 2000). Classical outsourcing theories need to

be modified for service environment, because (Lacity, Willcocks & Feeny, 1994):

1. Information technology evolves rapidly

2. The underlying economics change rapidly

3. The penetration to all business functions is ubiquitous

4. The transformation cost to a third party service provider is expensive

5. Inexperience in outsourcing causes problems

6. Efficiency is gained through efficient management practices rather than economies of
scale

In volatile IT markets the importance of strategic fit and intangible benefits is increasing, as well
as the quality of the partner's own network (Laudon, 2000). However, overall cost and moving
towards fixed-cost structures continue to be the major drivers for outsourcing despite contrary
public statements (Lacity; Willcocks, 2001; Goolsby, 2003). Other valued benefits included
business continuity, improved asset utilization and focus (Huband, 2004). The priority of each
factor depends on the outsourcing company’s own specific economical and competitive

situation, volatility of the markets as well as the industry it operates in (Gulker, 2003).

Tangible Benefits
Increased productivity
Lower operational cost

Reduced workforce

Lower computer expenses

Lower vendor cost

Lower clerical & facility costs
Lower rate of growth in expenses
Rationalized software cost

Improved cost control

Intangible Benefits
Improved asset utilization
Improved resource control

Improved organizational planning
& flexibility More timely information
Increased organizational learning
Legal requirements attained
Enhances employee goodwill
& satisfaction
Improved decision making
Increased options in operations
Higher client satisfaction

Better corporate image

Figure 7. Typical Targets in Information System Outsourcing (Laudon, 2000)
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3.3.2 The Reasons to Outsource Information Technology

The impulses to outsource IT usually spring from the company itself (Rapp, 2000). Outsourcing
is seen as an effective way to implement new ideas, strategies, and change at a faster and more
controlled rate. Lacity & Willcocks (2001) have divided the different rationale to outsource under
six types, namely organizational, improvement, financial, revenue, cost and employee driven
outsourcing. Typically a company’s targets in outsourcing would include characteristics from

more than one of the categories.

Type Driver Characteristics

Organizationally Enhance effectiveness by focusing on core business, Increase flexibility,
Driven Transform the organization, Increase product and service value, customer
satisfaction, and shareholder value, Streamline the IT function, Comply with
organizational strategic direction, Acquire additional resources.

Improvement- Improve technical services, gain access to new technologies & innovations, focus
Driven internal IT staff on core technical activities, Improve credibility and image,
operating performance, management, and control.

Financially Driven | Reduce investments in assets and free up these resources for other purposes,
Generate cash by transferring assets to the provider. Improve cost controls &
ROI.

Revenue Driven Gain market access and business opportunities through the provider’s network,
Accelerate expansion by tapping into the provider's developed capacity,
processes, and systems, Expand sales and production capacity during periods
when such expansion could not be financed, Return to core competences,
facilitate mergers and acquisitions, Start up new companies and re-evaluate of
organizational and managerial structures.

Cost Driven Reduce costs through superior provider performance and the provider’s lower
cost structure, Turn fixed costs into variable costs

Employee Driven Give employees a stronger career path, Increase commitment and energy in
non-core areas, reduce uncertainty

Table 2. Reasons for Outsourcing IT function (Lacity; Willcocks, 2001).

Outsourcing has also proven to benefit companies in-directly through increased strategic
flexibility, greater goal orientation and higher quality of knowledge exchange (Delporte-
Vermeiren, 2003). On the negative side is the weakening control of one’s profit, which is typically
especially the outsourcer’s concern. Other reported disadvantages include the difficulties in and
the cost of managing and controlling the partner interface, as well as poor visibility to future
needs (Delporte-Vermeiren, 2003). An interesting question from a value maximizing point of

view is who should lead the process creation and forecast long-term capacity needs?
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Advantages

Economies of Scale through
complementary assets
Increased strategic flexibility
Greater goal orientation

Long term focus in co-operation

Disadvantages

Weakening Control of own profits
Lack of standardizing and
fixed agreements
Increase in information overload

Instability due to dependency on

Higher exchange of knowledge different factors
Higher quality

Wider market reach

Figure 8. Benefits of Strategic Outsourcing (Delporte-Vermeiren, 2003)

Despite the fear of losing control over a strategic asset to outsiders (Williamson, 1985), recent
research indicates that most executives experience control gains in business results within the
first months in an outsourcing agreement, and many realize control gains immediately after the
outsourcer takes control of the function (Goolsby, 2003). According to Beekman & Robinson
(2002), companies with similar basic knowledge and different specialized knowledge benefited
the most of the partnerships. However, the exchange of design data is still regarded as a major

barrier in cooperative development initiatives.

3.3.3 Selecting the Appropriate Outsourcing Model

The optimized IT sourcing model is a subject to various control variables, such as company size,
the level of internationalization, industry, competition and maturity (Rapp, 2000). Doctor Rapp
emphasizes the role of IT maturity, which demonstrates itself especially in the level of IT
systems’ customization and strategic targets in using information technology. The highest level
IT users develop and control industry standards and develop applications that are hard or

impossible for competitors to emulate.
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Operational Excellence Targets in Using IT Creation of Competitive Advantage

High

Develop & control industry
standards, limit competitive
emulation

Functional benefits
& improved competitive position

by vertical integration

Competitive parity maintained

by incremental upgrades

Low Ihe Level of Customization

Figure 9. Profiles of the Different Strategic Levels of IT use (Featuring Rapp, 2002)

In addition to business criticality also the degree of market volatility play a central role in
selection of outsourcing model (Rigsby & Greco, 2003). Traditional outsourcing concepts are
best suited for low volatility, low risk projects with strongly cost related targets. In the other
extreme is transformational outsourcing, where the emphasis is on long term benefits and total

cost of system ownership.

Degree of Volatility .
5 Low High
T | Return on Investment Total Cost of Ownership
[’ Build to Run Transformational
5 Outsourcing Outsourcing
8
[11]
0
0
o
£
7]
@
= Traditional Business Process
% Outsourcing Outsourcing
<
©
[
§ Cost Driven Service Focus

Figure 10. Recommended Outsourcing types and principal measures in various competitive

environments

Companies’ approach to selecting service providers has changed over the past years, and the

use of several suppliers has started to occur again (Goolsby, 2003). By going to specialists in
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each area, customers seek to get a better price than if they give all the work to one provider.
Conversely, fewer buyers are retaining advisory firms with outsourcing expertise, and the
complexities in today's outsourcing decision-making processes are increasing. Traditionally,
companies have used outside expertise for assessing risks, conducting business case analysis
and evaluation of draft contracts. The declining trend has been accounted for increased
experience in outsourcing, cost reduction and the advisory firm’s questionable knowledge of
buyers’ business (Gulker, 2003).

The number of strategic alliances in which the company is engaged has been found to correlate
with the success of its’ development efforts except for in volatile market environment (Beekman
& Robinson, 2002). Conversely, after certain saturation point the managerial information
processing demand increases and resources that are occupied with relationship management
lower the marginal returns (Roehaermel and Deeds, 2002). These “hidden costs” include also
higher than anticipated transition costs due to disruption in work practices, higher turnover of

employees with tactical skills, and decreased employee morale (Gulker, 2003).

3.3.4 The Evolution of IT Outsourcing

IT outsourcing has existed in various forms for as long as modern information technology has
existed. During its’ onset, outsourcing was mainly considered an arrangement for small
companies operating in domestic markets. Eastman Kodak started the outsourcing trend for
international companies in 1984, and was soon followed by several Fortune 500 companies,
such as Continental Bank, Enron, National Car Rental, Xerox, General Dynamics, McDonnell
Douglas, Lufthansa, KF Group, British Aerospace, Canada Post and Continental Airlines.
Despite the various reasons to outsource, researchers mainly attribute the growth of IT
outsourcing markets to the aimed focus on core competencies and difficulties in capturing added
value through IT (Lacity; Willcocks, 2001).

In late 1980’ several widely published outsourcing projects reported difficulties in collaboration
and several companies paid out significant sums to extricate from their outsourcing contracts
(Barta, Zabow, 2003). Reasons for problems ranged from unrealistic expectations to poor asset
management and strategic incompatibility. Typically, the service provider had stronger
negotiating power while the outsourcer failed to asses and communicate their real IT
requirements and ended up investing in overcapacity (Bergman, 2003). This, coupled with the
lack of comparable baseline data and the difficulty of balancing “hard” and “soft” arguments,
made performance evaluations and benefit management quite challenging. Furthermore, the
potential savings were commonly considered to benefit the service provider more than the

outsourcing company (Kangas et all, 2000).



31

Despite the numerous reported challenges the trend to outsource continues. Today IT markets
are overheated with overcapacity, the availability of offshore workers, new remote download
tools and new self-repair technologies that replaced human workers (Cordon, Vollman, 2005).
There is a countless number of service providers, which has lead to tightening competition and
thus improved quality and lowered margins (Bergman, 2003). In the future the market is
expected to grow more diversified with companies that profile and segment their service offering
more specifically. Off shore companies and companies offering complete “consult-build and run”

end-to-end services are further placing pressure on prices and services (Bendor-Samuel, 2003).

3.3.5 The Elements of Successful IT Outsourcing Contracts

The service provider is usually under immense pressure to demonstrate value and cost cuttings,
and often achieves cost reduction goals within the first two years in a five- or even 10-year
contract (Olson & Olson, 2001). However, the agreement should be designed to create
continued value over the life of the contract (Bergman, 2003). Incentive pricing and gain-sharing
strategies encourage service providers to fulfill the buyer's objective of lowering costs and

capturing the value of existing IT assets (Millar, 1994).

In order to improve business impact, service providers need to clearly identify the service areas
that are most important to the buyer. By targeting the areas of under-and over-achievement for
the buyer, the service provider can take steps to improve the alignment of effort and bring more
value to the relationship rather than lower prices (Barta; Zabow, 2003). The critical success
factors in outsourcing according to Outsourcing Institute’s Membership Survey in 1998 indicated

similar management attributes:

. Understanding company goals and objectives

. A strategic vision and plan

. Selecting the right vendor

. Ongoing management of the relationships

. A properly structured contract

. Open communication with affected individual/groups
. Senior executive support and involvement

. Careful attention to personnel issues

. Near term financial justification

= © 00 N O O b WO N =

0. Use of outside expertise

The potential service providers’ strategic and cultural compatibility directly affect the success of

collaboration (Kangas, 2000). Software interoperability and the cost of required middleware can
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be surprisingly high, and even lead to refusing a supplier. To maintain integrity, security and
confidentiality of interconnections and prevent unauthorized data or system access, system
customization is recommended to be done in house or at closely affiliated subsidiaries or
partners (Fitzsimmons; Mona, 2000). Outsourcing can cause a company’s core competences to
shift to the supplier accidentally, and trade secrets or proprietary information may then leak out
to competitors (Dekker, 2003).

In partner like, long-term outsourcing relationships management focus shifts increasingly from
product features to accumulated process value (Loh & Venkatraman, 1991). Processes and
inherited IT cultures experience progressive assimilation due to the implemented technology.
Simultaneously, several existing processes are gradually replaced by jointly adjusted practices.
This further improves the companies’ competitive situation as such evolutionary emerged
products and practices are hard for competitors to emulate. Reviewing the existing contract so
as to produce more value when needs change has also been proven a more effective and less

costly strategy than putting the contract out for a competitive re-bid (Goolsby, 2003).

Perceptions of value change over time as a result of shifts in markets, business opportunities,
and corporate objectives (Sabherwal, 1999). Therefore the contract should be flexible enough to
withstand the inevitable changes that will occur in technology and marketplace during the length
of the agreement (Bent; Furton, 2003). Uncertainty about the markets and partners elevates the
value of a collaborative venture. On the other hand, if both parties have the same valuation and
knowledge about the future, development and growth are not as fast as they would be when a

level of uncertainty is embedded into the relationship (Reuer, 2002).

Typical problems in outsourcing cases are similar to those within the in-sourced IT
management. The customer is seeking to minimize the expenses while simultaneously
maximizing the use of the service provider's expertise, facilities, and resources. The outsourcing
provider, on the other hand, seeks to maximize profit from the engagement while minimizing the
expenditure of time, labor, and resources. This natural conflict of interest is made more acute by
the parties' expenditure of large sums of money over long periods of time. Lewis et al. (2001)
nominate resource management as the issue most prone to causing conflicts in collaboration.
The sometimes ambiguous and vague language of the outsourcing agreement fails to describe

the roles with enough detail, and may thus cause different interpretations.

Boland and Tenkasi (2001) identify the managers’ lack of reflecting the other party’s

assumptions as among the potential reasons for failure in collaboration. Traditionally, the
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disputes get "resolved" in favor of the party with the greatest economic power (Barta; Zabow,
2003). The implementation of the real-time resolution process or a panel of neutral dispute
resolution professionals is recommended for improving participants’ knowledge of each other’s

valuations and reduce the gap between true and perceived ideals. (Bent; Furton, 2003).

3.3.6 IT Outsourcing vs. Insourcing

Published literature typically portrays an overly optimistic view of IT outsourcing, as it reports
estimated savings instead of actual ones (Huband, 2004). There is also a point of inconsistency
in statements given and actions taken by the surveyed companies. The general argument of the
opposing groups is that the key attributes to competitive advantage (value, rarity, immutability
and insubstantiality of the resources) will be lost if companies rely on external service providers
(Porter, E. 2004).

Scholars have found both positive (Capon, 1990; Hendry, 1995; Quinn, 1999) and negative
(Poppo & Zenger, 1998; Lacity & Hirschheim, 1994) relations between IT outsourcing and
company’s economic performance. Opponents of IT outsourcing claim that IT service providers
serve particular IT requirements or environments, and do not commit to system integrator’s role
with operational understanding to make IT work on a fail-safe basis. (Loh, Venkatraman, 2000).
External service providers also benefit from the economies of scale in hardware purchasing and
operating costs. Savings in opportunity, research and development costs, as well as technical

expertise are considered to be in the service provider’s favor (Lacity & Hirscheim, 1998).

A supplier’s superior labor expertise is also largely a myth, since clients are often supported by
the same staff as they used to be supported by. In fact, the internal IT department often poses
superior economies of scale to vendors. They have the business intelligence, can minimize
shareholder, transaction and marketing cost, and they do not have the pressure to generate
profit (DiVanna, 2003). Rapp (2000) argues further that in extensive outsourcing, strategic
options are surrendered to the service provider. Beneficial loops can be lost as the customer
moves one step further from the developers. Lacity (1996) presents similar views and considers

outsourcing a short-term solution that does not stand the test of time.

Contemporary research has also addressed the question of whether or not outsourcing is
beneficial for IT industry as a whole. Bradley & Hamel (1992) argued that outsourcing can cause

a spiral of industrial decline, especially in knowledge intensive businesses. The supplier learns
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to perform the activity through the buyer and then starts competing in the same field. The buyer
also gradually loses internal capacity to deliver the services and loses to the same forward
integrating suppliers (Kotabe, 1998). Consequently, all companies on the field end up with

similar solutions and industry development stagnates.

Despite the vast criticisms towards outsourcing, the alternative sourcing strategies have proven
to have their drawbacks as well. Lacity & Hirschheim (1995) have identified conflicting
expectations, share of responsibility and power, and the difficulties in demonstrating efficiency
as the most common challenges in in-house sourcing. Stakeholders’ conflicting expectations
result in senior management’s perception that IT cost is too high and user’s perception that the
service is poor. The peculiar issue, however, is that the same arguments are used both for and
against outsourcing (Yakhlef, 1996, Mol, 2000).

3.4 Measuring Information Technology Investments

People’s tendency for cognitive biases in judging optional process outcomes is considered the
main challenge in IT system analysis. Conservatism, over-optimism and overestimating the
predictability of past events directly affect the outcome of performance evaluations (Hodgkinson
& Sparrow, 2002). In 90’s, several companies did not yet have formal justification procedures or
post-implementation reviews for IT investments, and managers often turned to soft arguments in
an attempt to justify IT projects (Lincoln & Shorrock, 1990). Tightening of financial situation and
continuously increasing IT spending have forced companies to revisit and develop these

controlling and evaluating procedures.

In recent literature IT investment cost is typically associated with technology cost and in some
cases with the cost of supporting company’s administration (Perkins, Knell, 2004). These costs
fall under the business cost structure, which illustrates the entire spectrum of costs directly
associated with the actual production and co-ordination of the company. IT investments also
fulfill the description of long-term capital investments, as the rationale is to support business to
meet its targets or cut costs. IT investments are also viewed as positioning technology,
comparable to investments on research and development (Perker, Benson, 1998). Recent
surveys in USA have indicated that the trend is leaning towards business related measures,
such as business continuity cost, loss of business opportunities due to an absence of IT

systems, and rationalization of the organization (Huband, 2004).
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However, traditional financial analyses alone are not suitable for information technology
environment, as the comparison of the outputs to the inputs neglects the value of managerial
flexibility and strategic potential (Huband, 2004). Targets set for outsourcing cases typically
emphasize quantitative end-of-value chain variables that describe economic performance,
whereas sourcing is an intermediate activity, in the beginning of company value chain
(Willcocks, Sauer, 2000). A more appropriate assessment model would account for the growth
realized by the business from the projects enabled by information technology (Kambil,
Henderson & Mohsenzadeh, 1991). On the other hand, planning cycles in contemporary
companies are constantly shortened, and thus result in employees’ unwillingness to commit to
longer-term objectives (Dekker, 2003). This type of planning is challenging to IT management,

as the initial investments are typically large, and costs and benefits are not linear.

Some scholars recommend the parallel use of several complementary measures for the optimal
result (Hochstrrasses (1990), Peters and Symons, 1990). The key in using the measures
successfully includes incorporation of a sufficient number of variables into the analysis, and yet,
not too many. Irrelevant measures are costly and the reliability of the results can suffer. Often
applied measures include high level of system usage, financial payoff, achieved system

objectives, attitudes towards IT and user satisfaction (Markus, Keil, 1994).

Measures for
Information Technology
Systems

User
Satisfaction

High Level of
Usage

Financial
Payoff

Favorable
attitudes

Achieved
System
Objectives

towards IT

Figure 11. Measures for Information System Success (Markus, Keil, 1994)

3.4.1 Measuring Techniques

An optimal IT project portfolio includes low-risk, high-benefit projects, as well as a limited
number of high-risk and low-profit projects in order to keep up with industry development
(Perker, Benson, 1998). This chapter presents techniques that combine qualitative and

quantitative elements for the evaluation and control of balanced portfolio investments.
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Value chain analysis is the most used technique for analyzing where IT can be utilized in order
to find the critical leverage points of greatest benefit (Kimball, Henderson & Mohsenzadeh,
1991). The comparable features are the carried risks and benefits or predefined system
features. IT assessment begins with a broad overview of the business perspective including long
term mission, goals, vision, strategy and drivers. It provides an objective view of a company’s
competences, technical and human capabilities, efficiencies, and synergies. From a process

point of view it identifies the areas that might require more focus or preparation.

Non-financial and strategic drivers that cannot be quantified for capital budgeting evaluation
purposes can be evaluated with portfolio analysis or scoring models like Balanced Scorecard
(BSC). It provides management with a comprehensive picture of business operations and a
methodology that facilitates the communication and understanding of business goals and
strategies at all levels of an organization (Clarke, 2001). These perspectives typically include
financial, customer related, company internal, and learning and growth related aspects.
Performance is not only linked to short-term outputs, but also to the way in which related

processes are managed.

The critical success factor (CSF) analysis identifies required competences for each such factor.
These competences are underpinned and linked to performance standards for a detailed
objective setting. Business priorities and competitors’ ability to imitate the factors are analyzed
next, followed by development of scenarios of future development plans. Ferguson &
Khandelwal (2000) argue that a company’s selection of critical success factors (CSF) is directly
linked to the level of IT in and business integration into the company. Already the works of
Rockart (1979) proclaimed CFS analysis as a tool for measuring maturity of organizations and

industries.

Still, the most often used measure for IT investments is Return On Investment (ROI) (Laudon,
2000). The time value of money, cash flow after the pay-back period, and the disposal value of
the system, as well as cost of borrowing money are included in the (modified) accounting rate of
ROI. It calculates the estimated returns by adjusting cash inflows by deprivation. Furthermore,
the model is often modified to include estimated future costs and benefits, and is best used for
rough level comparisons of optional IT investment projects, together with a cost-benefit ratio.
However, various applications have different expected lifetimes, which are non-linear and much
shorter than those of industrial equipment, so ROI or equivalent depreciation do not provide

comprehensive analysis.
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Net present value analysis shows the value of an investment, taking into account its cost,
earnings and the time value of money (Brealey & Myers, 1988). Net present value (NPV)
models are widely used, even not easy to implement. The biggest limitation is that it neither
considers the value of managerial flexibility nor the value of potential follow on investments
arising from the initial project. The estimation of the future cash flow is difficult, as well as an
identification and assessment of project impacts on the cash flows of other ongoing initiatives.
The opportunity cost of capital accounting over time and an incorrect addition of risk premiums
can offset managerial optimism. These limitations can be overcome by undertaking sensitivity

analyses so as to estimate the project value under various assumptions and scenarios.

Each technique has its’ own uses and deliverables. This chapter focused mainly on non-financial
techniques that seek to find the areas where IT could be used for increased business value and

new revenue creation.

Technique Deliverables
Business Strategy Analysis Business strategy, initiatives, priorities and IT requirements
CSF Analysis Areas of successful business activity, potential IT thrusts,

performance measures

SWOT Analysis Analysis on strengths, weaknesses, opportunities and threats in
internal and external business environment.

Balanced Scorecard Analysis Business objectives and key information requirements, performance

measures

Business Portfolio and Options for long term IT investments to increase competitive position
Competitive Strategy Analysis

Value Chain Analysis Internal information flows, potential IT impact

Process Analysis/ Business Identification of core business processes, their effectiveness,
Process Re-engineering improvement options, redesign blueprints and resultant IT options
Organizational Modeling Assessment of the business and IT environments, filtering mechanism

in assessing the options for change

Business Modeling Enterprise models including entity, objectives, process dependencies,
data flow charts and conceptual architecture

Real Options Analysis Forecast of the present value of various investment options

Technology Assessment and IT| Inventory of current HW and SW, assessment of IT organization,
Infrastructure Review procedures, skills and methods

Current Portfolio Analysis Profile of the current applications, coverage and contribution to
business, user and technical satisfaction

Table 3. Measuring Techniques used in creating IT Strategy (Ward & Peppard, 2002)
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3.4.2 Measuring IT Related Decision-Making Processes

Professional management practices have been identified as among the main factors affecting
the level of added value of IT systems (Berberon, Blander, 2002; Broadbent, Butl et al., 2000;
Clarke, 2001). Effective company-wide decision-making processes and tools also correlate
positively with the success of strategy implementation (Ramanujam & Venkatraman, 1998).
Well-informed team members can better analyze multiple alternatives that are presented to them
simultaneously, and therefore make decisions faster. The benefits of speedy decisions also
include accelerated cognitive processes and an increase of an individual’s confidence to act
(Clark & Collins, 2002).

Due to the high number of variables and the overall complexity of IT related decision-making,
heuristics are often used to simplify issues and reduce the planning horizon (Drucker, 2002).
Data is simplified into assumptions that are then categorized and prioritized for evaluations.
Successful decision-makers integrate intangible people-based knowledge, insights and
experiences, as well as traditional quantitative database information in rational, fact based
analysis (Rigsby and Greco, 2003). The process can be further improved and automated by

supporting tools and processes.

People Base
-Intuitite insight
-Experience
-Cultural interaction
-Academic knowhow

Informed,
targeted
decision

Synthesized and
Sorted Data

Database
-Environment
-Financial
-Transaction
-Organization

Figure 12. The interrelation between tacit knowledge, IT and business outcome (Rigsby and
Greco, 2003)

The quality of decision-making is typically evaluated by speed, accuracy and relevance. (Golub,
1997). Decision-making analysis identifies the processes that must adapt to and reflect changing
organizational structures. The three variables that are ultimately measured are technology (IT
enables better distribution of information), processes (systematic, repeatable ways of working),

and people (consensus and mutual trust). A comprehensive analysis includes both mathematical
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and value-laden comparisons, and due to objectivity requirement would be best performed by an
independent third party (Wang et al, 2001). However, sensing the process should be a
continuous activity including analysis of management team awareness, the use of counselors,

and organizational consensus (Carley, 2001).

Proposed measures for decision-making process include resource efficiency, process
enrichment and effectiveness (Kling et all, 2001). Resource efficiency refers to maximized output
from the invested money and dedicated time and effort from the personnel. Enrichment comes in
the form of improvement and adaptability of the planning process. Incremental learning ensures
the process’s responsiveness to the exercise, and improves motivation, control, innovation and
interaction. Effectiveness process-wise describes meeting of the intended goals. These
processes help in predicting future trends, evaluating alternative solutions and avoiding
problems by enhancing management (McNamara, 2002). Process-effectiveness also improves
viability of the implementation schedules, accuracy of priority setting, and clarity of management

responsibilities.

3.4.3 Measuring the Benefits of IT Outsourcing

Outsourcing as a resource allocation decision can have a major impact on company’s overall
balance sheet. In recent years the trend has been toward more formal, explicit and
institutionalized methods (Luehrman, 1998). The reasons behind this are the commensurately
decreasing cost of financial analysis, their tailorability and general managers’ improved
analyzing skills. These days managers in all levels are more capable to value operations,
opportunities and ownership claims through the three fundamental factors: cash, timing and risk

associated with the projects.

A growing concern among IT outsourcers is measuring the bottom line impact of the strategy
(Ward, Peppard, 2002). The earlier mentioned Accenture survey (2002) revealed that 57% of
respondents measured service levels as the barometer of the outsourcing value. This does not
give a comprehensive view of the performance, because overall a bottom line improvement can
also result from seasonal business cycles, employee training, reorganization, new management,
new business products, etc. (Gonchar, 1997). In this scenario companies may end up paying
lower than an in-house rate, and yet much more than the actual cost of the services (Gonchar,
1997).
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In outsourcing the basic problem is valuation of operations or assets-in-place by discounted
cash-flow-analysis or weighted average cost of capital evaluation (Bharadwaj, 2000). This,
however, is critical as it provides the base line for supplier negotiations. The next step, the
valuation of various opportunities in that point of time, is equally demanding. Typically the
absence of formal valuation procedures for strategic options has given to personal, informal
procedures that can become highly politicized (Willcocks, Sauer, 2002). A recommended tool for
generalists is option-pricing models with five or less variables that capture also contingencies
that managers face as the business evolves. Simulation techniques and scenario analysis can

then be used later for more detailed calculations where needed (Wang, Kleinman, Luh, 2001).

The performance criteria for the various dimensions and aspects of supplier relationship
typically include the supplier’s impact on enabled business processes, continuing validity of the
deal, effective communication and alignment of interests, collaboration, agility to change and
competitiveness of the fee (Barta & Zabow, 2003). These ex-ante processes lay foundation to
supplier collaboration and reduce deviations and different interpretations in ex-post monitoring
(Dekker, 2003).

Smith et al. (1995) have classified different control mechanisms to formal and informal, or
social, controls. Formal control refers to the continuous process of assessing various aspects of
the relationships, and quantifying them for reporting. Informal controls are related to the more
intangible dimensions of the relationship, such as trust, reputation, risk taking and social
networks. The role of these controls typically increases with the strategic importance of the
relationship (Beekman, Robinson, 2002).

Formal Control Informal Control
Social Control

Outcome Control

Goal Setting Partner selection,
Ex-Ante Incentive/ reward systems trust: interaction,
Mechanism ) reputation, social
Behavioral Control networks
Structural Specifications
like planning,

processes, rules

Outcome Control Trust building
Performance monitoring risk taking ’

Ex-Post and rewarding

Mechanism partner development,

Behavioral Control Joint decision-making

Behavioral monitoring
and rewarding

Figure 13. Formal and Informal Control Mechanisms for supplier relationships (Smith et al.,
1995)



41

Malone and Crowston (2001) suggest a parallel use of parametric and baseline analyses for IT.
Parametric analysis acknowledges the interdisciplinary nature of information technology, and the
abstract theories can include parameters like incentive systems, cognitive capabilities and
communication costs. Baseline analysis is used for comparing the behavior of the system to the
pre-project performance by pre-defined parameters, and then using another theory for
explaining the deviations. These techniques allow for evaluation of both direct and in-direct

benefits of the strategy and minimize measurement biases (Clark, Collins, 2002).

3.5 Summary

This theoretical review addressed the aspects of IT management and outsourcing relevant to the

research question. A summary of the topics covered below:

IT Systems in Companies Today:

=  Benefits of using IT

= Assessing the role of IT and the level of IT competency in companies
= Different IT Strategies

IT Sourcing Strategies:
= Benefits and special features of IT outsourcing
Evolution of IT outsourcing markets

Elements of successful IT outsourcing contracts

v Vv

IT outsourcing vs. insourcing

Measuring Information Technology Investments
= Techniques & Concepts for measuring IT investments
= Measuring IT Related Decision-Making Processes

=  Measuring the Benefits of IT Outsourcing

According to the existing knowledge in the field, the role of Information Technology in today’s
companies varies from being a purely administrative necessity to the major source of

competitive advantage. Some of the key findings included:

- IT’s contribution to business performance depends on how integrated the operations are and

how technologies are applied to business processes.

- Business integration requires a thorough understanding of the capabilities and limitations of
information technology, tacit knowledge about company’s operations, and a shared vision of

the business strategy.
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Information technology outsourcing continues to grow despite several difficulties associated with
performance standards and evaluations. Increased competition and offshore service providers
have lead to the diminishing of service providers’ margins and companies seeking to
differentiate their service offering and add value to their customers by linking technical

applications to a business domain.

Some companies are still cautious of outsourcing IT operations extensively. The reasons vary
from the fear of leaking business critical tacit knowledge to competitors to the fear of losing
control over the function. The last part of the review discussed the various aspects of measuring
and controlling IT together with related techniques. IT investments were recommended to be
treated as capital investments, and analyzed with several complementary models that combine

qualitative and quantitative techniques.

4. BUILDING THE PROPOSITIONS

The literature field does not yet offer well-grounded hypotheses on the ideal management model
for IT outsourcing situations. This chapter presents ten propositions that address conditions and

variables that positively contribute to the success of outsourcing projects.

The research question one: “How to determine which outsourcing model works best in the
company’s specific situation?” captures the essence of the research problem. Answers to this

question are sought by research proposals based on the two following assumptions:

1. A company’s internal organizational climate, processes, and competences are ultimately the

critical success factors in IT outsourcing.

2. Long-term supplier relationships between IT mature companies should focus more on

adding value to business operations and the relationship than on cost savings.
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Research Problem Theory-Based Propositions

Well-Defined
Organizational
Processes
- Well defined
processes
- Skilled management
- Experience in IT
- Organizational consent
- Integrated decision-
making

How to ensure
business
relevance and
Continuous
development in
outsourcing
cases ?

Partner-Like
Outsourcing
Agreements

- Emphasis on value
creation

- Long-term commitment

- Joint processes

Figure 14. The theory-based proposition used as the basis for research propositions

All propositions emphasize the importance of visionary IT management, organizational integrity,
and the ability to take a helicopter view of IT systems. They are based on the theoretical review
and the Author’s personal observations, and influenced by discussions with professionals in the
field. A set of measures is presented together with each proposition, and are used to determine

whether the empirical application of the propositions provides proposed outcome.

4.1 Optimizing the Value of IT Outsourcing

The following propositions highlight the importance of recognizing the role of IT within company
operations and defining related organizational and supplier processes accordingly. The
proposed metrics are related to cost, efficiency, productivity and the quality of IT services. The
ultimate metrics for the added value are increased sales, profit and market share, as well as
customer and stakeholder satisfaction. The propositions 1, 2 and 6 deal mostly with inter-
organizational processes and organizing of supplier relationships (Assumption 2.), whereas
propositions 3, 4, 5 and 7 relate to company’s internal IT strategies and management practices

(Assumption 1.).

Proposition 1. Optimized IT sourcing model depends mainly on the role of IT in the

company’s operations.

Measures: business criticality of IT, the integration of IT and business strategies, drivers for

outsourcing, the level of in-house IT competences

Indirectly: the level of customization in IT systems, the organization’s use of processes
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Building on the before-mentioned Assumption 2., this proposition suggests that the more critical
IT services are to the company’s operations, the more partner-like the supplier relationship
should be. The importance of the IT function correlates with the level of in-house competences,

the level of customization in IT systems, and the maturity of existing IT solutions (Rapp, 2002).

In case IT is central to the company’s operations, the solutions are more likely to be heavily
customized and complex due to the long history of investing in IT. Therefore it is proposed, that
in such cases optimal supplier agreements should be customized and have features of
partnership agreements, where the partners share responsibility for the end product and commit
to the continuous development of the relationship (Gonchar and Goolsby, 2003). Unit cost
advantage is limited in these kinds of relationships (Malone, Crowston, 2001), and thus the
benefits and added value must be found from long-term commitment to the cooperation, joint
planning, and common incentives. In such cases also the companies’ strategic fit, innovative
capabilities and market position start to play a bigger role in the collaboration. A theory to
support this causal chain has been developed by Rapp (2000), Bergeron & Blander (2003),
Lacity and Hirscheim (1998) and Earl (1996).

Source of
Competitive
Administrative The Role of Information Technology advantage

Information Technology
Central to Operations —
Partnership Agreement

Information Technology as
new business enabler —
Customized relationship

Information Technology an
administrative Necessity —
Service procurement

Low

The Level of Contractual Commitment

Figure 15. Company-proposed positioning in the use of Information Technology and suppliers
(Featuring Rapp, 2000)

In companies where IT is used primary to perform standard administrative tasks, it makes sense
to outsource the bulk of IT operations to an external service provider. The cost advantage is

apparent for both parties and the contract negotiations less time consuming.
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Proposition 2. IT Outsourcing’s contribution to a company’s business performance will
be improved if the service provider and the outsourcer have shared profit and loss

incentives

Measure: Strategic incentives in IT outsourcing contract, non-financial targets, time-to-market,

involvement in end-product design

This proposition continues to build on the Proposition 1. regarding arranging high-value supplier
relationships. Often-mentioned features for complex multi-layer arrangement of inter-
organizational relationships like outsourcing include strong inter-organizational planning,
interactive and dynamic relationships, and increased flexibility (Delporte-Vermeiren, 2003). This
proposition suggests that building strategic partnership with accountability for the buyers’ end

product will benefit both companies most in volatile market environments.

In fast-changing ITO markets, the intensity and scope of the collaboration rather than the length
of contract define the level of mutual dependency (Gulker, 2003). Bergman (2003), Bendot-
Samuel (2003), Barta & Zabow (2003) state that the supplier should assume at least some level
of responsibility for the end product. Support for this proposition is also given by practical real-
life situations within the ITO markets. The mutual benefits of a partnership are reflected in the
service offerings of contemporary IT outsourcing providers (Bent, Furton, Bergman and Goolsby,
2003).

Rapp (2000) and Millar (1994) argue that the maximal benefits are obtained through customized
relationships, where continuity and sustainable competence-building are higher than the industry
average and thus improve both companies’ long term competitive potential. A trusted partner
can also help companies to find and implement the latest innovations in the field. Shared
interests and a customized relationship ensure that no critical business information leaks to

competitors.

The proposition may seem self-evident, but surprisingly few partners envision the future together
and share responsibility for the end product within their respective outsourcing agreements.
This can be explained by the difficulties in implementing such incentives, measuring
performance, and evaluating each party’s contribution to the final outcome (Lacity, Willcocks &
Feeny, 1994). Performance-based payment and incentive programs can also be risky in a fast
changing environment where such rewarding systems may distort focus. Also, the majority of
companies’ planning and control processes still emphasize short term objectives and fast pay

back times for investments.
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Proposition 3. The success of an IT outsourcing project largely depends on an
organization’s ability to adapt to changing situations and apply information technology

into its’ business operations.

Measures: IT outsourcing projects concluded in time and budget, gross functional IT steering

structures for IT

In order to benefit from partner-like relationships, a company’s own processes should be
organized first. Outsourcing is not a remedy for managerial challenges in IT management.
Quoting an interviewee, there is no sense in outsourcing organizational problems. This proposal
suggests that among the main critical success factors for outsourcing is the company’s ability to

integrate IT and business management processes.

In their research on corporate strategy, Johnson & Scholes (2001) explore the idea that the point
of differentiation and value creation in contemporary companies is the organization’s ability to
apply and combine technologies with its’ existing business processes. Mata, Fuerst & Barney
(1994) present similar views, stating that managerial ability is the primary source of competitive
advantage in fast changing business environment. Carr (2001) emphasizes the importance of
integrating technologies with product operations, and thus initiating new value creation. Peter
Drucker (2001) argues that managerial skills and an organization’s ability to learn are the key
factors in using IT to positively contribute to business value. Keen (1993), as well as Dvorak,
Holen, Mark & Meehan (1997) state that management ability ultimately determines the

company’s Success.

Clark (2002) is in the forefront of scholars emphasizing the role of tacit knowledge within the
value creation process. Technology alone cannot support professional business processes and
continuous improvement. Motivated and educated personnel can contribute to cost savings by
re-assembling, rewiring and aggregating the existing IT network elements to better respond to
emerging new requirements (Hodginson & Sparrow, 2002). Change resistance is lower among
well-educated employees, and they are also faster in learning new processes and adapting to
changes. This view is supported by Bharadwaj (2000), Kettinger, Grover, Guha & Segars
(1994), who argue that organizational agility and the ability to adapt to changes benefit the
company more than first mover advantages. This too indicates that competitive advantage is
less linked to technological advantage than to managerial skills and the organizational capacity

to utilize the skills.
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After handing over the operations, the speed in adapting to new ways of working is critical to the
projects as a whole (Malone, Lai, Kenneth, 2001). The inability to transform the organization
quickly and combine the existing IT systems and processes with possible new ones can lead to
a situation where several systems are running in parallel and a lot of manual work is required to
control the data. These problems cannot be attributed to the service provider's performance, as

the root cause for challenges springs from the outsourcer’'s own organization.

Proposition 4. The benefits of IT Outsourcing are maximized if a company-wide

consensus concerning IT function and operating environment exists

Measures: User attitudes towards IT, the level of involvement in IT system design, speed of

decision making, the level of continuity in IT strategy

IT investments usually require a long-term commitment to the selected technology, and the
benefits of the new systems are sometimes realized only several years after implementation.
Furthermore, the investments are typically large and must be paid upfront in the project’s initial
stages. This can cause disagreements and climate that lead to a less optimal IT investment
portfolio. This proposition suggests that IT related expectations should be realistic, and the

management needs to be given enough time and support to realize the systems’ potential.

The continuity and development of the services are the foremost concerns for most business
customers and users (Parker, Benson, 1988). Active participation in the planning processes
ensures that everyone’s interests are served. The general perception of IT and recent
experiences with the function heavily influence an individual's willingness to participate in the
planning (Fitzsimmons & Fitzsimmons, 2000). The perception of the systems, in turn, also
depends on the level of the individual’s involvement in the planning phase (Clark, 2003). This
again, is directly linked to the ability in managing expectations and carefully balancing the
requirements of each stakeholder group (Lacity & Hirschheim, 1998). Malone & Crowston
(2001), Olson (2001), Lawrence & Lowe (1993) and Hirchheim & Klein (1989) share the view
and argue that attitudes towards IT development reflect the opinions of the systems and the IT
function as a whole. The need for a cooperative climate is emphasized in outsourcing, where the

communication to the service providers must be clear and uniform.

General consensus and co-operation improve organizational efficiency, which in turn is often
attributed to an innovative use of information technology. Efficiency is about doing the right
things with right resources in the optimal environment and time. Rigsby and Greco (2004) have

categorized the sources of organizational efficiency into processes, roles, and strategic
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alliances. Laudon (2002), Hamel (1997), and Rigsby & Greco (2003) discuss organizational
efficiency as a competitive advantage in today’s market environment. IT can provide tools and
act as an enabler for this efficiency, however, a professional management and capable

employees are required to make these tools work for maximal benefit.

Proposition 5. IT Outsourcing adds the most value to a company if IT strategy is planned

as a part of overall business strategy

Measures: the selection of critical success factors (IT maturity), the level of integration in

organizational planning processes

Aligning strategic IT and business planning processes ensures system compatibility and system
relevance. The works of Curley (2003) and Parker and Benson (1988), as well as Heskett,
Sasser and Schlesinger (2003) argue that IT can contribute to the creation of value only when
applied to business operations, not by its own right. This proposition is based on the assumption
that the co-operation between IT and business units should be seamless in all organizational

levels, including strategic planning.

Venkatraman (1994) argues that a positive relationship exists between the value added by IT
systems and the level of IT diffusion into organizational processes. The higher the level of
integration, the more benefits can be expected from using IT. In the optimal case, IT planning
processes are fully embedded into business planning processes (Johnson & Scholes, 1999).
This view has been supported also by Carr (2001), Clark (20022), Rapp (2002), Rigsby & Greco
(2003), and Hawryszkiewycz (2000).

When an information technology strategy is planned together with the overall business strategy,
resource efficiency, system relevance and continuous development are assured. Integration also
serves another goal: management awareness of the systems increases, which triggers learning,

improves IT capabilities and shapes positive attitudes towards the systems (Parsons, 1983).

As stated in Chapter 2, contemporary research on IT outsourcing argues that the most value
comes from outsourcing deals that include strategic transitions. In order to accommodate such
collaboration, IT management must find a balance in serving the company’s long term strategic

targets and reacting to emerging new requirements (Goolsby, 2004).
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Proposition 6. Clear division of roles and well-defined areas of responsibility in the
beginning of the project improve efficiency and ensure that the co-operation begins on
good terms. Strategic and organizational compatibility are just as important to value-

adding partnering as complementing resources.
Measures: Number of conflicts, exchange of value information

This proposition addresses the linkages between the two basic assumptions regarding critical
success factors in outsourcing. It proposes that defining roles and responsibilities in supplier
interface is just as important as describing them within own organization. Monitoring and control
systems are easier to design and agree on if organizational structures, roles and task
arrangements are planned together (Rapp (2002), Laudon (2000). This type of joint planning is
possible only when the companies’ strategic and organizational compatibility are ensured
(Lacity, Willcocks & Feeny, 1994).

The IT outsourcer and service providers typically have a natural conflict of interests when
entering the co-operation. Lewis et all. (2001), Bent & Furton (2003) and Malone (1994) remind
companies of the risks of hardened relationships. In partnership cases, an extensive mutual
dependency both technically and strategically can lead to expensive write-offs. However,
reviewing the existing contract is more economical than finding a new partner (Gonchar, 1997)

and so good relationships also have clear financial impacts.

Companies with high-value partnerships are better able to overcome difficulties and develop
their relationships (Barta & Zabow, 2003). Ramirez & Wallin (2000) emphasize speed and
flexibility as the main sources for a competitive advantage in partnering. In well-structured
partnerships, learning, business focus and growth are shown to be more efficient than in
companies operating alone (Beekman & Robinson (2002), Delporte-Vermeiren (2003) and
Roehaermel & Deeds (2002)).

Proposition 7. In-house IT personnel play a critical role in IT management even when the

function was, or parts of it were, outsourced
Measures: Parties involved in collaboration, IT personnel’s role in value creation

With this proposition the Author wanted to highlight the importance of developing IT-house
(managerial) competencies even the IT systems were outsourced. Typically, an IT manager

should be able to take a techno-economical view of the systems and, in addition to technical
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expertise, have a good understanding of the company’s business processes and overall

objectives.

The external service provider seldom gets to the core of his customer’s operations, nor
understands the legacy systems and their linkages to businesses (Rothaermel, Deeds, 2002).
However, outsourcing typically changes the tasks of in-house IT personnel towards more
managerial and coordinating roles, as well as introduces completely new tasks to the

organization

4.2 Controlling IT Investments

In order to make informed decisions, managers need to have access to reliable, fact based data.
Research Question 2. “How can an IT investment’s business impact and baseline savings be
reliably measured and controlled in outsourcing?” is addressed with three propositions. These
propositions discuss various considerations in selecting evaluation and analyzing techniques for
IT outsourcing projects. In addition to measuring, the propositions also discuss benefit

management and joint planning processes.

Proposition 8. Measures for evaluating optional IT investment projects should be
developed separately in each individual case. The measures should include enough
qualitative and quantitative elements to emphasize the investment’s strategic potential.

Measures: the use of qualitative measures, the type of control processes, employed

performance evaluation criteria

This proposition build on the assumption that the investments vary significantly in regards to
complexity, length and technical characteristics, which makes it impossible to use the same
criteria for all cases. Furthermore, different types of companies and situations require different
data, and therefore the measures should demonstrate all the value propositions for various
stakeholder groups (Sawhney & Parikh, 2003).

The most suitable IT measuring techniques depend on the field of industry the company
operates in, it's competitive position, maturity, and approach to technology (Ballantine, 1994;
Willcocks & Lester, 1994 and Hochstrrasses, 1990). Kambil, Henderson & Mhosenzadeh (1991)
and Breadley & Myers (1988) propose firm specific tools and techniques for IT investments,

because benchmarking and comparisons to industry standards do not give much added value in
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the case of IT. Cost allocations, structures and impact of the heritage systems make each

company’s situation unique and comparisons biased (Barta & Zabow (2003), Gonchar (2003).

In company level performance can be divided into economic and strategic performances. The
earlier refers to short-term performance, whereas the latter describes more complex causal
chains and relationships (Kaplan & Norton, 1998). Non-monetary dimensions, including
measures like business continuity, accumulating knowledge capital and strategic fit describe the
investments’ future potential and relevance to business operations much better than directly cost
and SLA related controls. In the possible case that the agreement involves strategic transitions,
ex-ante controls like value chain, scorecard and real options approaches can give the best result

in evaluating the state and potential of the investments and the relationship.

In order to analyze the importance of these strategic dimensions it is crucial to be able to
describe or even quantify these seemingly intangible and non-monetary values (Hochstrrasses,
1990; Peters and Symons, 1990). The difficulties in doing so often limit the introduction of
innovative measuring techniques (Breadley & Myers). Also, qualitative measures alone can not
be used as a basis for decision making, but rather are recommended to be used in addition to

traditional finance & control data.

Proposition 9. Integrating and streamlining decision-making processes with the

outsourcing partner improves efficiency, ensures end-to-end visibility and reduces cost.

Measures: Company-wide processes implemented and in use, information available and in the

right format for decision-makers, data transparency

In outsourcing cases, harmonization of decision-making can result in increased cost-efficiency,
smooth co-operation and improved cost control. The level of process integration usually
increases with the scope of the outsourcing contract. Proposition 9 suggests that process
integration is central to effectively controlling and measuring value-adding partnering, and thus
should be among the main targets during the transition project (Laudon (2000), Lacity &
Hirchheim, (1995).

Harmonized control processes and support systems for decision-making enable exchange of
high-value information and also improve the quality and speed of decisions (Laudon, 2000;
McNamara & Vaaler, 2002, Clark & Collins, 2002). Wang, Kleinman & Luh (2001) suggest that

properly implemented co-ordination processes are among the most critical success factors in
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supplier collaboration. Lack thereof can lead to serious misinterpretations of the other party’s
intensions. Unclear processes have also been nominated as one of the main reasons for failure

in collaboration initiatives (Boland and Tenkasi, 2001).

Proposition 10. IT solution’s business value needs to be systematically managed. Benefit

management system consists of business oriented mindset, methodology and tools.

Measures: IT’s contribution to value creation agreed on and communicated across the
organization, system relevance measured systematically, IT systems evaluated in business

terms

This proposition suggests that IT solution management would benefit from being managed like a
business entity with its own processes, customers and targets. A corporate IT department
should be viewed as an alternative to external service providers, and evaluated according to
similar principles. This “internal supplier” view of IT increases user awareness of IT delivery cost,
helps to identify IT enabled benefits, and raises the department’s profile. Expected IT enabled
benefits can be incorporated into future budgets, and business units can take advantage of the
cost savings ante annual planning phase (Kosonen, 2004). Furthermore, this type of

accountability improves commitment to the future business value (Curley, 2004).

Value creation begins in the project initiation phase when a business case quantifies benefits on
a mutually agreed level of detail. Project deliverables would be communicated in business
terms, such as IT customer pull, strategic impact, decreased business risk and end-to-end
performance improvement. Often used measures in business cases also include the level of
innovation and learning, end user satisfaction and impact on key business variables (Kaplan &
Norton, Laudon, 2000). Conversely, while the business cases emphasize business oriented
targets, once the systems are up and running, reporting usually focuses on cost and technical
performance (Olson, Malone, Smith, 2001). However, in order to systematically manage
benefits, the systems’ business value should be clear throughout the development and service

delivery processes.

4.3 Summary of the Propositions

This research effort proposes that the company internal factors contributing to the highest
returns on investments in outsourcing are high-level integration of IT and business operations,
skilled management and well-defined processes. Furthermore, it proposes that the maximal
benefits from outsourcing deals are obtained through value adding long-term contracts with joint

profit and loss incentives.
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Figure 16. The Main Elements of Value Adding IT sourcing model

It also emphasizes the importance of using customized measures, and proposes linking an IT
system’s performance evaluation to that of the company’s overall business objectives. However,
as the right mix of ex- ante and ex-post measures depends on numerous variables, the study

does not take a position on how and when to apply each technique.

5. THE EMPIRICAL ENQUIRY

This chapter presents the case companies and describes the data collection procedure. The
companies were selected to represent different types of international corporations with multi-
layered information technology requirements. All case companies use advanced information
technology to add value to their products and services in various stages of their life span. Also,
IT is used to improve process efficiency and enable implementation of new types of business
models. Each company operates in a different field of industry and had grown into its’ current

form by following very different paths.

Consequently, the IT systems were also in different stages of evolution and maturity. Also, the
companies’ targets and scope in outsourcing were very different, which enabled the examination
of various types of outsourcing projects. Consequently, all case companies had recently
outsourced parts of their IT systems and had further restructuring projects ongoing. This worked
very well with the research proposition in regards to the relation between IT maturity and
outsourcing. As the projects were still fresh in the informant’s memories, finding participants for

the study was relatively easy. The companies’ and informants’ identities are kept confidential.
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5.1 Data Collection

The data from the case companies was collected between September 2003 and April 2004. The
initial contacts in the case companies were those of IT managers who then referred the author to
other relevant informants. The main source of data was in-depth interviews with company
representatives. During the initial phases, the reason, targets and scope of the study were
explained to and discussed with the interviewees. These early views and comments were then

used to shape and improve the relevance of the research propositions.

With each company the aim was to interview relevant senior managers from the business
functions, IT managers who were responsible for either outsourcing decisions or collaboration
management, and relationship managers who were involved in the supplier interface. Due to the
strong process focus, the referred informants also included finance and control managers, as
well as process development professionals. In order to validate the findings and avoid biases of
only talking to decision-makers, a few typical end users were also brought into the process. 45
persons were interviewed in total. A list of the interviewees and their position in the case
companies can be found in Appendix 3. The data was collected in semi-structured interviews
either in person or in form of a teleconference, which was supported by an email exchange of

documentation and feedback.

In most cases, the interviewees were first contacted by telephone. The author presented the
dissertation and told the interviewees how they had been referred to the author. The
interviewees then received a description of the research project, research questionnaire and
their proposed area of contribution to the study by email, so as to familiarize the interviewees
with the subject and prepare them for the interview. This process enabled maximal utilization of
the time available. The interviews typically ran an hour long and covered the topics more
extensively than the pre-designed questionnaire (the main body of the questionnaire in Appendix
1). The interviews were then translated into English and sent to the informants for comments
and approval. Even more, a number of the interviewees participated in the process more actively
and supplied relevant documents including process descriptions, strategy material, standard
operational procedures and data from the outsourcing projects. Appendix 4. summarizes the

research operationalizations by proposition.

5.2 Introduction to the Case Companies

This chapter presents the case companies focusing on information technology management and

related decision-making processes. A special emphasis is placed on IT strategy, its’ evolution
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and links to overall business strategy. The evaluation, development and management processes
for information technology are examined by focusing on cross-functional co-operation,

outsourcing arrangements and underlying processes.

5.2.1 Company A

5.2.1.1 Introduction to the Company

Company A is one of the world’s leading telecommunication equipment providers. It employs
over 50 000 persons in over 170 countries across the world. The company’s business objective
is to strengthen its’ market leadership by creating personalized communication technologies for
people’s individual needs. It also has a history of contributing to the development of new
technologies, systems and standards for mobile communications. The company has established
alliances with other service providers in order to make mobile access to services easier for the
end user. Company A has entered several joint ventures over the years, particularly in the areas
of manufacturing, research and development. Regional joint ventures have proven to be an
effective way to combine the company's global technology leadership with strong local partners

so as to accomplish faster and higher market penetration in new and emerging markets.

In this research effort, Company A represents an international high technology company with
advanced, mature IT systems. Advanced information technologies are integrated not only into
the product and service offering, but also into the company’s internal processes. Data from the
company included 21 in-depth interviews, participant observations, strategy, process and project
documentation, and reported metrics. The interviewees included global and regional IT
managers, development managers, process developers and business unit representatives. The
informants mostly represented top level global and local IT management. Functionally most
interviewees worked closer to general portfolio management and service delivery than
development. In addition, also relationship managers, communications personnel and human
resources representatives were involved. The questionnaire addressed both the overall

company strategies and more specifically recent IT outsourcing projects.

5.2.1.2 Information Technology Strategy

An innovative use of information technology is central to the company’s mission to enhance
people’s lives through wireless communications opportunities. The company devotes substantial
amount of time and resources to creating standards and specifications for the whole
communications industry. This type of industry creation by networking with customers, partners

and competitors is central to Company A’s strategy. Within its’ own organization IT and business
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representatives are in constant dialogue and aim to develop processes and IT portfolios to

support these targets.

Information technology services are mostly delivered by an in-house IT department. The
department consists of about 1500 employees operating in over 40 countries. Today, processes
are harmonized to a great extent on a global level. The network structure is centralized and the
development of services is concentrated in a few selected locations worldwide. Service

introduction and deployment are handled on a regional level.

Both the IT systems and related management practices have gone through a long evolutionary
path. Management focus has shifted to new areas due to the maturing of systems and the
changing of business focuses. The latest management strategies have emphasized extended
organizational capabilities and location independent services. The drivers for this new type of
organizational structuring include ongoing digital convergence, increased knowledge complexity,
and globalization. The acknowledged key challenges in the increased networking include an

effective resource usage (both external and internal resources), and value creation and capture.
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Figure 17. Evolution of Company A’s Focus Areas in IT System Management

According to the director of IT operations, finding the right ‘formal’ governance structure for
different types of cross-company and cross-industrial activities is crucially important for both
effective value creation and capture. Extended enterprise structures need various kinds of
‘formal’ governance mechanisms, where the unit of analysis goes well beyond the traditional
boundaries of the company. In order to benefit from the networked service creation, the

companies must develop certain capabilities in house. These key competencies include a
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capability to vision, from global intelligence networks, modular structures and process, and an

ability to scale operations quickly at an affordable cost.

Recent experiences from networking have emphasized the importance of top management
involvement in connecting and combining different resources across the company, as well as
that networking activities can not be evaluated or managed separately from the other company’s
value creation processes. Also the importance of informal expert networks was emphasized.
The nodal members of these networks are often more important for the success of the company

than managers and executives.

5.2.1.3. Information Technology Management

Company A’s information technology department is responsible for not only continuity, quality
and (cost-) effectiveness of the company’s IT services, but also the meeting of established levels
of service and a continuous renewal of existing portfolio. The IT department is considered a
platform that serves all business units through a service portfolio streamlined with business
operations. The IT management’s tasks include developing new innovative services, defining
use cost for existing services and handling change management within the IT environment. This
includes impact analysis, release acceptance, and performance and capacity planning. The
department also takes the main responsibility for decisions about physical location of the service
delivery. The information technology function is also responsible for defining and developing
service management sub processes like service level definitions, capacity planning, cost control,
compatibility testing and availability management. IT management operates in close co-
operation with other business and support units, and is represented in top level management

board meetings.

Effectiveness in IT management is ensured by strong focus on the processes. The importance
of proper documentation and automation of processes is highlighted by the size and
geographical diversification of the company. These procedures are recognized as having a
direct impact on cost, quality and accumulated learning. Therefore, investments have been
made so as to develop and integrate tools and processes for IT management, system
development and maintenance. Processes are promoted by frequent trainings and incentive
programs. Good documentation and easy access to information are also promoted, as thus
enabled synergies in the form of accumulating process excellence and re-usability of the
solutions are expected to bring considerable savings to the company. Root-cause analysis and
problem management are examples of continuous improvement actions that lengthen the

expected life span of the services.
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Roadmapping and portfolio management processes are applied throughout the service range.
Fundamental principles for new service introductions include e.g. a solid business case, net
benefits and wide user base. IT managers emphasize that only the services in use deliver real
benefits. Therefore, investment programs must generate enough usage to provide real
measurable benefits. Business cases are monitored throughout the development program and
checked to make sure that its’ assumptions still hold true. Steering groups are in charge of
making go/no-go decisions in each development milestone meeting. After the development effort

is finished, a post-program review is conducted in order to collect learnings for future projects.

End user services are supported by a globally-implemented support model. Business-related
services are planned in close co-operation with operating business units both on global and local
levels. Although the implemented IT solutions are mainly global, due to local requirements,
customized, local solutions are also enabled. The support for services is organized by a multi-
tier support model. In parallel with end user support, application support is organized using a key
user network. In each country and region there are key users who support end users and
contribute to the further development of the solutions in key user forum. The strength of the
arrangement is the accumulation of learning and local presence. One risk typically associated
with this type of high-level user support is high cost.

5.2.1.4 Position on Outsourcing

Company A’s business strategy is to concentrate on the highest value-added products and
services, and outsource what is not strategic — so long as there is a business case for it. In case
of IT, the drivers for outsourcing were mainly organizational, aiming to optimize resource usage
and concentrate on core business. The other main outsourcing drivers were the shift from fixed

cost structures to the implementation of use-based variable cost, and resource optimization.

Company A uses various IT outsourcing models, ranging from open books partnership to so-
called ‘black box design’. The earlier type of arrangement involves a high level of commitment
and co-operation. The work is carried out following Company A’s monitoring and control
procedures, as well as their tools and even facilities in some cases. The latter sourcing model
refers to contractual development, where the best in class supplier produces products or
services according to requirement specifications appointed by company A, but also following
their own processes. In this arrangement, the ownership for the component or service can

remain with the supplier.
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Application and platform development are done either in-house, or in very close co-operation
with partners. Data warehousing and user care operations have been partly outsourced in recent
years. The general computing infrastructure, including related services, server hardware,
operating system and platform, was outsourced in 2002. The main purpose for outsourcing was
rationalizing the usage of the system, as company A’s requirements did not fill the existing
capacity. A contract was signed for three years with the option for extension. Under the terms of
the agreement, the supplier would run and manage Company A's business infrastructure
operation centers in four countries. The supplier will manage Lotus® Notes groupware,
Microsoft(TM) Exchange messaging and file print and sharing services and 3,000 servers in

seven operation centers worldwide.

Approximately 260 IT employees moved to the service providers’ organization as a result of the
agreement. Outsourcing minimizes Company A's financial risks in IT services by defining
specific cost-savings targets and jointly sharing any savings over and above the target. Cost
reduction benefits to Company A are expected to be approximately 25 percent over the three-
year term. The contract was made on a global level, as Company A’s IT network topology is
centralized. The supplier is paid by transactions and partly by back lock. There is a fixed fee
based on an estimated number of transactions, which is reviewed quarterly, although

adjustments can also be made between the reviews if necessary.

Initial experiences from the transition project and collaboration were positive. The outsourcing
partner was a long time supplier before the outsourcing took place, and therefore strategic fit
had been ensured and common processes established. The actual change project lasted for half
a year, an average for projects with a similar scope. There were no issues with change
resistance as the reasons for outsourcing were clear and well communicated throughout the
organization. Collaboration follows Company A’s procedures, and the partners participate in
change management in all affected areas. The outsourcing partner takes part in developing
Company A’s systems through an official change request process, where they can submit

propositions with pre-defined tools and templates for a gross-functional evaluation board.

Supplier performance is monitored continuously, and achieved savings are divided between the
companies. Companies operate with open books for the first few years into contract. The
contracts also include clauses for mis-performance. In the case that conflicts arise, nominated
persons from the both companies would be available to negotiate the situation and report to the
management of their own company. In case escalation was required, executive sponsors would

be called up on the negotiations. In the initial phases, the only arguments that arose concerned
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asset management. During and after the hand over, there had been some unclear issues
regarding the ownership of certain network elements. The main lesson achieved from the project
was that planning and documenting must be extremely detailed, and a partnering agreement
must exist before the outsourcing takes place. In the case of Company A an early-established
mutual trust and a long term commitment to co-operation helped when dividing the unexpected
expenses and workload.

5.2.1.5 Managing IT Outsourcing Projects

Company A has a standardized outsourcing support concept that describes how the IT
department supports the company’s associates in outsourcing cases. The concept includes
clearly defined roles and responsibilities, a project model with needed tools (e.g. scope
agreement template, use cost estimation principles) and depicted roles in outsourcing interface.
Additionally, comprehensive communications material and general plans for further

development are included in the package.

The project team consists of technical personnel, business owners and relationship managers.
The stakeholders in the outsourcing project form a steering group that the project team reports

to and uses for escalation. The stakeholders are presented in the Figure 28.
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Figure 18. Stakeholders in a typical outsourcing project
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The process is divided into three parts: study, plan and implementation. The first phase provides
valuable information for business case validation as it points out potential problems in the

planned collaboration, as well as gives the first cost and schedule estimates. The readiness for
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collaboration and potential risks and hidden costs are assessed prior to business case
calculation. A standard project proposition template includes the description of the project,

business case, service provider and operating environment.

The planning stage validates that the intended new owner is capable of collaborating with the
company and that a planned level of collaboration can be implemented without compatibility or
continuity risks. All applications and equipment in scope are listed with their interfaces to other
services and business processes. Project costs and investment requirements are estimated and
the collaboration capability is verified for each individual site separately. The contract is signed

after this stage is completed, and the case becomes public.

In the implementation phase, the collaboration environment is deployed and the responsibilities
are transferred to the new owner as well as to the in-house support organization. The handover
is followed by a so-called ‘phase out’ period where the operations are driven up and gradually
start to follow pre-defined processes. Also later the collaboration is very close, and controlled by

continuous performance metering and periodical audits.

5.2.2 Company B

5.2.2.1. Introduction to the Company

Company B is a multinational technology corporation operating in several fields of business. The
company is a leader in power and automation technologies’ industries. The corporation consists
of a group of companies operating in around 100 countries and 700 subsidiaries, employing
around 110,000 people. The company has developed and maintains infrastructures in many
countries. In recent years, the company has increased its focus on alternative energy and

advanced product technologies in power and automation industries.

The company’s strategy is to offer more value for customers while building a leaner
organization. Customer orientation and environmental sustainability are central to the company’s
values. The company aims to ensure customer competitiveness by supplying them with top-
quality products and the latest technologies. This is done through a patented concept of linking
products and systems together with the information needed to run, monitor and maintain
information management systems. IT solutions enable customers to benefit from increased
efficiency, reliability, production yields and a return on asset (ROA), and lower production and

maintenance costs.
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In this context Company B represents advanced information technology users. The company
uses information technologies to add value to their products and services and differentiate from
competitors. Also, the company takes an active role in their customers’ value creation process
and gives not only full support and training but also advice and ideas on how the customer could
maximize the benefits of the applied technologies. Company B cooperates with over 70
universities and research institutes in order to keep up with the latest developments in the field.
Advanced IT solutions are becoming an increasingly integral part of the company’s product
offering. However, the company is not yet actively involved in IT industry creation and

standardization work.

Because the author had no prior experience working with Company B, the data collection started
with a review of press releases, publications and internet searches on the company’s IT supply
contracts and outsourcing projects. The manager of the company’s IT development was
contacted in October 2003 to plan the execution of the data collection and to nominate the first
interviewees. The actual data collection took place during October 2003 and March 2004. Data
from company B includes 15 interviews with global and local IT managers, development
managers and consultants. A few business units and finance and control function were also
involved. In addition to one-to-one interviews, the data sources included process documentation,
company presentations and results from recent employee surveys. The data describes not only
general company wide processes and policies, but also experiences from a recent outsourcing
project. Outsourcing contracts have been signed on a country level, and this dissertation

focuses on one of these local projects.

5.2.2.2 Information Technology Strategy

According to the strategy material, information technology solutions support the company’s
mission to permit their industrial and utilities customers to achieve superior business results by
providing services to maximize the life and performance of their production assets. Company B
recognizes the importance of fast decision-making measured by time to action, and emphasizes

the information systems’ role in the process.

The company uses open architecture in its’ company wide IT architecture. Company B has
developed a platform to integrate diverse automation and information technologies in real time to
provide better support for business decisions, and standardization of global processes. An open
platform allows for an inclusion of standard or proprietary applications, for production planning,

optimizing control, and administration. True plant-wide information integration capabilities are
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obtained through the use of open technology, and include TCP/IP, SQL, DDE, and the X
Window System. The objectives for the company information system emphasize easy access to
existing data both horizontally and vertically. The focus is on the high level of integration and
automation, asset optimization and collaborative business processes. This is enabled by an
object orientation and a close cooperation with various business entities. The same principles
are applied to the comprehensive IT solutions that the company offers to its customers in a wide

range of industries.

Information technology is considered increasingly central to the company’s business operations.
However, IT strategy is still planned separately from the corporate strategy. On the other hand,
co-operation is still close even at the highest level and the head of IT department reports directly
to top management. The reason for this is the diversity of the IT requirements by various
businesses. The solutions have not been re-used to a great extent in the past, but in recent
years the trend has changed through increased modulation and object based approach. In
addition to traditional performance metrics, system performance is evaluated based on its
contribution to engineering, production, maintenance, and sales efficiencies. IT strategy also
places strong emphasis on cost efficiency. According to the Company B’s IT manager, these
targets have been met very well in recent years, and the company has managed to deliver

world-class services at lower-than-industry-average cost.

5.2.2.3 Information Technology Management

Company B'’s in-house IT personnel consists of 2700 persons, who are involved with developing
applications and hardware for core business units. Outsourcing agreements with the IT suppliers
have been done separately for each country in order to optimize performance and cost.
Business units operate in different industries and markets, and thus no economies of scale are
sought in partnering. IT strategy is proactive and flexible. Visibility into the future is poor and
decisions are made by reacting fast to changes and requirements from environment. An annual
IT operational plan gives the high level guidelines that are also discussed with corporate

strategists.

Company B’s strategy team deals with IT issues annually. Global IT department has a high level
of freedom concerning IT related decisions. Their principal role is integrating and co-ordinating
local operations and defining guidelines for IT processes and services. IT system development
springs from local customers’ needs, and solutions can be sourced locally. Large-scale projects

with global impact are planned on a global level. The trend leans strongly toward smaller IT



64

projects with short time to profit. In prioritization situations, big customers and units are served

first, and smaller ones receive fewer resources. Decision-making is dynamic and fast.

On a local level, the decisions are made by a partner team consisting of finance and control and
IT managers from the largest business units. This team discusses and plans operations together
with external service providers. An IT council with supplier representation and in-house IT
personnel meets monthly to decide on operational issues such as change management and the
execution of projects. Decisions are made based on business cases prepared by development

teams in various parts of the organization.

IT investments and costs are understood and accepted throughout the organization. Internal
business units have a good visibility of IT costs and thus know what the allocated IT fees consist
of. There are three categories for supported PCs, which together with volume define the unit fee.
Departments are encouraged to take measures to decrease IT cost by evaluating their real IT
needs and required capacity. In the supplier interface, cost transparency and awareness are
identified as areas for further development. There is an IT budget for general work, and
additional ad hoc development is done at an arms length manner. Future trends are constantly

reviewed in seminars and other research forums.

Reducing the information cycle time, increasing accuracy and improving staff efficiency requires
a special blend of knowledge, experience and innovation. This used to be a challenge for the
company, but in recent years a company-wide system integration has made the task easier. The
new approach to capturing, aggregating and transferring information across what had previously
been an unrelated information platform, has increased the accuracy and reliability of reports
across the board. Security controls protect the integrity of original accounting data and limit
access to specific fields. These controls, coupled with the tailoring of reports to various business’
needs and simplifying one-off report creation, has freed IT resources for other more strategic

projects.

Even though global processes and standards are being introduced to support the integration and
harmonization efforts, resistance in service departments retards implementation. So far, global
standards have raised cost and caused concerns over the speed of decision making processes.

There have also been some bad experiences with harmonization efforts in the past.
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5.2.2.4 Information Technology Sourcing

Company B has outsourced standard IT infrastructure services in several countries during the
past few years. The impetus for outsourcing has been mainly cost driven. Other targets include
concentrating on core competences and value adding IT services, while leaving routine tasks to
the outsourcer. Prior to outsourcing, the services were unified globally as far as possible, so as
to maximize the economies of scale and minimize cost. The actual outsourcing projects took
several years. Because the infrastructure management is organized on a country level, also the
outsourcing was done country by country. Part of the personnel moved to the outsourcer’s
organization, some stayed in-house and others were released. Company B is known for its
leading technical solutions, so business critical solutions are developed in-house. Suppliers so
far have not proven to be a source for innovations, and consequently, more ideas and

development initiatives from the supplier would be welcome.

The success stories from other outsourcing companies in the industry played a role in making
the decision. The agreement signed in 2003 was not the first IT outsourcing deal for the
company. A few years back, the company signed a global outsourcing contract with a leading
service provider. The deal was, however, soon ended due to issues with flexibility, speed and
cost. After that, countries were given a greater degree of decision making power in sourcing
issues. The lesson learned was that in IT, “one-size-fits-all” solutions do not exist, and a certain
degree of customizing is always required. Since then, the company has been weary in initiating

large scale IT projects.

However, vertical company wide projects are also needed. An example of such an outsourcing
case is a recent eComerce project, where the supplier was asked to present the company as
one global company to the outside world, and generate cross-sell opportunities between
different subsidiaries. The company has a worldwide central product data repository, which is
capable of handling 800.000 products from hundreds of internal divisions. The purpose of this
worldwide repository is to acquire, maintain and publish the product portfolio for internal and
external purposes, provide access to product information to internal staff, and to feed the

eCommerce channels. The main challenges Company B faced were:

- How to support different multicultural demands from 100 countries that are exemplified by
different languages, different metrical systems, different local publishing wishes, different

taxonomies amongst multiple international business processes and etc.

- How to create consistent, up to date and complete product information globally
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- How to acquire product information from multiple internal or external ERP systems, XML, flat

files and Excel out of different countries with different taxonomies

- How to support and manage different Classification (taxonomies) standards for different

countries

- How to create a flexible global repository with different departments in subsidiaries of 100
countries, who manage the product information acquisition, management and customized

publishing
- How to support customized & localized publishing via print (catalogues), intranets, portals etc.

The supplier delivered a central Product Repository that manages Company B’s attribute sets
and classifications as well as the roles, responsibilities, access rights and profiles for all parties
involved in the Product Information Management Processes. The platform loads product
information in various formats such as ERP systems, flat files, XML and Excel. When the
product information is imported, company B’s own content managers are involved in the
enrichment of the information. When the data has been enriched and validated, the information

is exported in various formats that enable the use of different local applications.

The supplier was evaluated by the time it took for the product to reach the global market, cost
per SKU (stock keeping unit), business readiness, and the cost for global Product Information
Management and efficiency in internal and external worldwide product information acquisition
process. In company’s service support model application and platform support are separated.
The service provider has a help desk for solving urgent end-user cases. Application support is
handled by a dedicated key user network in-house. Users are also frequently trained to handle

new applications and learn about computer ethics.

Experiences from outsourcing and collaboration have been mainly positive. The cost of
operations has decreased and the supplier has kept SLA fairly well. The contract is reviewed
annually, but adjustments can also be made more frequently if necessary. Current control
techniques focus on technical performance and cost. Charging is hour-based, however, also
other charging models are being investigated. There is a lot of interest for a new type of
business-oriented measuring system. Yet as the environment changes quickly, performance
based charging models are perceived difficult to maintain. Also, the lack of baseline data from

previous years slows implementation of such measures.
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5.2.3 CompanyC

5.2.3.1 Introduction to Company C

Company C is a global technology and market leader in special glass solutions. In addition to
glass products, the company is the number one producer of processing machines and tools for
glass and stone industries. Company C operates in 34 countries worldwide, and employs over
1100 people. The company is growth-driven and is expanding its operations both organically
and through acquisitions. Its’ aim is to improve profitability based on market leadership and
faster-than-market-average growth. Acquisitions target sales and customer synergies from
complementary products and networks. Organic growth is supported by an extensive regional
presence and substantial investments in product development. Company C is also an active

member of industry-wide development activities.

The company has been in a constant state of change since 1995, when it began its transition
first into a technology conglomerate, then gradually became a focused glass processing
corporation. The target for the future is to further strengthen the company’s position as a market
leader in all main market areas both for the glass processing equipment and value adding

solutions.

All subsidiaries are wholly-owned by the parent company. Each of these units has their own
board of directors that reports to Company C’s corporate board of directors. Subsidiaries also
have autonomy to define their own incentives and bonus schemes. Reporting lines are defined
by business area, function and geographical location. This matrix structure is mirrored in all
company units and serves to enable seamless communication and comparability of
performance. In addition to these organizational entities, the corporation includes customer

service offices in all major market areas.

Company C was selected to represent a typical manufacturing company in regards to its need
for information technology. The company wants to be close to its customers and thus has a
global customer service network. There are sales companies at more than 30 service points
worldwide. Machine manufacturing and assembly takes place in dispersed locations around the
world, and the factory operations are based on the use of subcontractor networks. In this
environment reliable supply chain and communication applications are the most important IT
solutions for overall operability and performance. Data collection from company C took place in
March and May 2004 in company headquarters. All interviewees represented the same location,

as company wide decisions and reporting were concentrated in headquarters. The interviewees
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included the general management, IT management and staff, and finance and control
representatives. The IT department operates under F & C function, which explains the close

linkages to financial management.

5.2.3.2. Information Technology Strategy

Major changes took and are taking place in Company C’s information technology solutions as
well as in related management models. Due to its’ fast growth in the past few years, the
company has not yet had a chance to develop a long-term IT strategy. IT solutions have been
implemented country-wide following their specific needs, and adjusted to existing heritage
systems. The general rule is that basic infrastructure solutions are defined globally, whereas
applications have been developed for local requirements. Application development has been
done partly in-house and partly by external partners. In the future, the use of external parties will

increase due to system complexity and limited in-house IT resources.

In the beginning of 2004, an external consultant was hired to assess the company’s information
technology solution and assist in planning for a more profound IT strategy and guidelines. Both
the technical solutions and management structures would ideally change with the new strategy
that would be implemented during the year 2004. The target was to harmonize IT solutions and
processes as far as it was possible and economically feasible. A company wide reporting
system for all subsidiaries was a special requirement from the businesses, where the growth is
partly enabled by acquisitions. Therefore compatibility and safety issues will be key concerns in

future IT development of projects.

The new IT strategy will look three years into the future, while staying agile and flexible for
dynamic adjustments. According to the IT manager, information technology is considered an
administrative tool that enables effective information sharing and provides support to core
business operations. Communication between the business units and the IT department is
casual and open. The anticipated changes are likely to increase IT cost (which is currently very

low), but that is acknowledged and accepted by the business managers.

5.2.4.3. Information Technology Management

Company C’s IT systems and related processes will change significantly in the next few years.
Changes are expected both by the expanding scope of company operations and selective

outsourcing. Effectively this means harmonizing IT systems and processes globally with external
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service providers. In the future, the IT strategy will be developed on a parallel level with business
strategies. Company C’s own IT department will remain small with a local presence in all
countries. The in-house personnel will be mainly responsible for requirement specifications and
coordination tasks, while the external service provider will assume operational responsibility over

the network.

In its’ current support model Company C’s own personnel supports all business units and
countries from one point. The support is provided from a help desk that can be contacted by
informal emails or phone. Statistics about the support needs have started to accumulate during
the past few years, and have been used as an input for capacity planning. The support relies
heavily on service providers, as most of the application development has been sourced
externally. Because the support process has not been defined in detail, the statistics and
baseline data for contract negotiations is somewhat incomplete. There have also been concerns
about the increasing IT cost. As the existing support has been considered adequate for the
current scope of IT operations, sudden increase in IT spending can cause dissatisfaction among

the business management.

The decision to outsource came easily to Company C. Drivers were strongly related to business
focus and the extending scope of operations. The company operates in manufacturing business
where economies of scale are more important than high technology innovations. Information
technology is not considered central to the company’s value creation process, but rather a
necessity for operational efficiency. The company has been dealing with external service
providers for years and the experiences have been mostly positive. Also, IT requirements are
expected to become more complex in the future, which calls for more co-ordinated approach to
overall system management. As the company had not invested heavily in IT in the past and
most of the implemented applications are standard commercial solutions, the change was

expected to be relatively easy.

In-house IT personnel are the primary point of contact for the external service providers. IT
manager reports to finance and control department, which is also responsible for supplier
selection, contract negotiations and relationship management. IT cost is allocated to cost
centers by the number of installed computers, regardless of the applications used. According to
the financial manager information technology cost in general is considered fair and user
attitudes towards IT are neutral. User base is fairly small and implemented applications few.
Therefore one of the targets for the ongoing change project is to improve user awareness and IT

skills.
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5.3. Summary of the Case Companies

All studied companies operate mainly in business-to-business environment, which explains
certain level of similarity in their IT systems and management concepts. The requirements for
basic infrastructure are similar, but business requirements vary significantly. The differences are
mainly caused by the nature of businesses and industries the companies operate in. Another
reason for different IT structures is the way the companies had grown to their current scale. Past
investments in information technology played a large role in the way the infrastructures had
evolved. General development trend in all the companies is towards higher level of integration,
harmonization and transparency. The companies are in different stages in this process, which
also demonstrates the maturity of their IT systems. Targets for system development and
outsourcing varied mainly concerning synergy gains and level of consolidation, and correlated

with the role of IT in companies’ core operations.

The Role of IT in the case companies:

IT was used to differentiate and add value to offered products and services. IT infrastructure was
built to support business operations and related investments were planned together with
business representatives. Co-operation between operational business units and IT department
varied from semi-structured information sharing to systematic collaboration. Communication
across the company was considered increasingly important in all companies, as well user

awareness and involvement in system design.

IT Strategy:

Information technology strategy was planned as a part of business strategy, paralleled and using
partly the same processes. The time and effort business executives dedicated to IT issues
varied significantly between the companies. Also the planning horizons and outsourcing
strategies were different. The point of authority over IT was dedicated either to development

managers, finance and control representatives or a board of senior business executives.

IT Qutsourcing:

All companies had outsourced parts of their IT function. Company A had signed a global multi-
year contract with incentive based payment and joint development efforts. Supplier operates
very close to business critical operations and is expected to add value to company A’s
operations. Company B has taken more conservative approach to outsourcing. Service
providers deliver cost-effective services for non-core operations. Focus is on cost reduction,
which is reflected in the use of country level contracts. Operations and supplier management are
run mainly by local organizations with high level of autonomy. In Company C information
technology is considered a commodity and the growing infrastructure needs are covered by a

turn-key solution provided by an external service provider.
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Processes and Control:

IT related decision-making and prioritization processes varied significantly by company. All case
companies had implemented control mechanisms to systematically measure IT system
performance but business related measures were used more conservatively. The trend was
towards higher level of process harmonization and standardization within the company as well
as among the suppliers. Outsourcing was considered to improve asset management, control

and efficiency.

6. VALIDATING THE RESEARCH PROPOSITIONS

The following chapter presents the validation of the research propositions. This is followed by a
cross case analysis and a short summary of the findings. With each proposition the if-then logic
that was used to interpret the data is shown as presented to the informants. Cross case analysis
and discussion on the result follows in Chapter 7. Data from the case companies was mapped
under ten categories following the research propositions. The narrative answers to the Author’s
questionnaire were placed in tables by company in order to get an overview of the data, and to
verify that the answers pointed to the same direction. The tables summarizing the data are

presented in Appendix 4.

Typically the informants raised fairly similar issues and concerns regarding IT management,
which together with supporting process documentation made it possible to draw a general, high-
level picture of the company’s position toward presented propositions. However, the most
informative data was gathered from the interviewees’ individual experiences and comments,

which in some cases deviated from the ruling opinion.

Next the data was examined further with cross-case comparisons. The identified variations were
then reflected to pre-understanding and existing theories on the field to explain the reasons for
the deviations. Interviews and other material also presented new before neglected view points
and insights to outsourcing and organizational efficiency. These views together with the stand
points towards the presented propositions were then used to develop a model addressing the

factors contributing to system relevance and continuous development in outsourcing.
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6.1 Strategies for Ensuring Continuous Development and System Relevance in IT

Outsourcing

The propositions related to research question one addressed organizational and contractual
issues that contribute to companies’ ability to maximize benefits in outsourcing. This chapter
presents the views and opinions the case company representatives had on the optimized

sourcing and management models for IT in their companies’ specific situations.

Proposition 1. Optimized IT sourcing model depends on the role of IT in the company’s

operations.

Pre-understanding and the first look at the companies indicated a strong link between the
companies’ IT orientation and the type of outsourcing contracts they made with IT service
providers. After closer examination it came evident that all companies had several different
types of outsourcing projects and contracts. In macro-level companies approach to IT and
outsourcing followed the proposed principles but in project level the correlation did not exist. The
initial assumption was modified after only a few interviews with the case company
representatives. The new assumption describes the companies’ approaches better, and

proposes a new dimension for traditional service classification and portfolio management.

Assumption:

IF IT is strategically important
» THEN targets in outsourcing emphasize added product and company value
» THEN end product/ core operations’ related IT services can be outsourced
» THEN long term focus, join incentives and development projects with the partner
>

THEN value adding/ partnering types of sourcing models favored

IF IT is considered a commodity

» THEN targets in outsourcing emphasize short term economic gains and minimized

spending
» THEN cost driven service procurement models with few long term incentives

» THEN low level commitment to partnering, shopping around for competitive bids, no

exchange of value information with the supplier
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Modified assumption:

The more value adding and business critical the individual service or solution is, the more

commitment required from the supplier in the outsourcing contract.

The companies’ position to using IT was first assessed by directly asking the personnel how
they perceive the role of IT in their operations. The answers were then reflected to the proposed
categorization for IT maturity as presented by Rapp (2000) and Carnegie Mellon University
scholars (2002) in page 28 . Most informants from the companies had very similar views on the
role IT played in their operations. This was attributed to good internal communication and the
informants’ position in the organizations. The perception of the companies’ approach to
outsourcing varied some among the interviewees. This could partly be explained by the level of
their involvement in the outsourcing projects, as well as their personal experiences and opinions

of the changes. A summary of the related answers can be found in Appendix 4.

In company A the approach to IT outsourcing was a little more systematic than in the other
companies, which is partly explained by the industry the company operates in, and partly by the
strong process focus in the company. The director of IT operations in Company A is actively
involved in developing IT management methodologies and the industry as a whole. The latest
innovations in the field are absorbed to company’s operations and co-operation with business
units is developed continuously. The informants described the role of IT as strategic source of
competitive advantage and differentiation, as well as an enabler for new organizational models

and business.

Using the earlier described categorization for companies’ IT orientation, company A represents
the highest level (3) when discussing the strategic use of IT, whereas company B fall under the
middle category (2). The company has implemented the latest information technology
applications and the level of IT competency is very high. However, Company A also outsources
business critical and customer interface related applications. The interviewees described IT
central to product differentiation and for maintaining market leadership in their field of business.
Yet the director of IT in Company B states that IT department works in extremely cost conscious
environment, and pressure to show cost efficiency influences investment decisions heavily. ROI
and short pay back time are the principal evaluation criteria for investments. The strategy is
planned only for short term, which gives great flexibility, but can also limit system features and

possibilities in networking.
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Company C has not incorporated IT related topics into their business plans, and thus represents
Level 1 company in the proposed categorization. As stated in Appendix 4., IT was seen as an
operative tool to improve efficiency, quality and communications, but also as a factor in product
differentiation. IT content in end-customer solutions varied significantly by product group, which
can partly explain the variation in the views. According to the IT manager in Company C the
system development in the company has been incremental and addressed the new
requirements as they emerge. The new strategy will be more proactive and emphasize

harmonization and improved planning.

Table 4. describes the case companies approach to IT management, their IT maturity, and its’
relation to the selected outsourcing strategy. The suggested relation between the IT maturity
and expected functional benefits was evident in the case companies. However, the selected
outsourcing strategies did not directly reflect the strategic importance of IT in general level as
assumed. The companies’ use of various outsourcing models and techniques further highlights
the complexity of IT management and the number of variables affecting the optimal outcome of

the projects.

IT Company | Approach to IT Outsourcing Strategy
Maturity
Level 1 Company C| IT treated as a cost. Lasting Outsourcing with one-stop-

functional benefits neither sought | shop principle. Also local
nor expected. Network build on variants of the contracts.
standard commercial IT packages

Level 2 Company B| IT recognized as a strategic tool | Semi-customized IT inputs from
to improve competitive position. IT| long term partners. Also body
planning constant, incremental. shopping.

Level 3 Company A| IT fully integrated into a business | Various outsourcing strategies
strategy, operations and ranging from service
organizations. Functional benefits| procurement to strategic joint
pursued continuously ventures.

Table 4. Strategic use of IT and outsourcing strategies in the case companies

Next the interviewees were asked to describe the targets and scope of their outsourcing
projects. In Company A the level of long term commitment was strongly correlated with the type
of services outsourced. In Company B the service contracts were made in country level, and
generally included non-product related services. Company C, in turn, had few strategic
incentives with their outsourcing partner, and due to the type of services had not developed too
strong dependency on the supplier. As it became evident that the companies used several
different types of outsourcing contracts depending on the services and locations, the initial

assumption was discharged.
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The proposition was then modified and different outsourcing projects were placed in companies’

value chain. The more value adding and business critical the service or solution was, the more

commitment was required from the supplier in outsourcing contract. Although the value chain

model was new to the interviewees, the most had seen similar presentations earlier, and the

approach was generally considered to apply with certain restrictions. It was pointed out that in

each case the situations and drivers for outsourcing vary, and thus heuristics do not apply very

well. A manager of IT outsourcing in Company A stated that in addition to risk management

there is a vast number of variables that need to be assessed with the steering group in each

case. The scope, urgency and linkages to other services vary case by case, and therefore it is

impossible to create comprehensive guidelines and rules for the evaluation process. Table 5.

below summarizes the data from Company A.

Company A

Person A1

Person A2

Person A3

Person A4

Person A5

Person A6

Person A7

Person A8

Person A9

Person A10

Person A11

Person A12

Person A13

Person A14

Person A15

Person A16

Person A17

Person A18

Person A19

Person A20

Conclusion

The role of IT in the
company

Strategic, source of
competitive advantage

Strategic, industry leader

Strategic, central part of
products

Strategic, differentiating
products, operational must
Strategic, ensures world
class performance

Strategic, increases

company value

There would be no company
A without advanced use of
IT

Strategic, needs to
defined more detailed

be

Strategic both as a part of
product and services and
supply chain

Strategic, both to operations,
products and innovation

Strategic, leading
applications used

edge

Strategic, continuously
developed
Strategic, central to
everything
Strategic, present in all
operations
Strategic, ensures market
leadership

Strategic, high end, best in
class

Strategic, source of
competitive advantage

Central to efficiency both
externally and internally

Strategic, source of
competitive advantage

Strategic, source of
competitive advantage

Strategic, a central to
product offering and
future competitiveness

What is Outsourced?

Data computing Service Desk, several
application development projects

Data computing Service Desk, project
management

Data computing Service Desk, single
projects

Data computing Service Desk, external
consulting used for projects

Data computing Service Desk, process
description tasks

Various service development activities,
service desk, computing

Computing, service desk

Various service development activities,
service desk

Service desk, various project tasks
Various service development activities,
service desk

Service desk

Service desk

Computing, service desk

Various service development tasks,

service desk, computing

Various service development activities,
service desk

Service desk, data computing
Service desk, consultants used
extensively in projects

Various service development activities,
service desk

Various service development activities,
service desk

Service desk
Standard services & end product

related, development tasks -
a mix

level of

of the

Targets in O ing?

Flexibility, better use of
assets, cost, focus on core

Flexibility, cost, focus on core
activities

Better use of assets, focus on
more value adding tasks

Flexibility, better use of
assets, cost

Better use of assets, total
cost

Better use of assets, cost,
organizational reasons

Better use of assets, focus on
core competencies &
advanced technologies
Flexibility, better use of
resources

Better use of assets,
outsource standard tasks

Flexibility, better use of
assets, focus on value adding

Efficiency, resources
allocated to more complex
tasks

Accommodate peaks, better
use of assets

Better use of assets, standard
services do not add value

Focus on core competencies,
competence profile & learning
focus

Core competence focus

Flexibility, better use of
assets, cost, focus on core

Flexibility, better use of
assets, cost, focus on core

Flexibility, better use of
assets, cost, focus on core

Flexibility, better use of
assets, cost, focus on core

Flexibility, better use of
assets, cost, focus on core

Economic, organizational,
strategic benefits, stay at
competitive edge

commitment in outsourcing?

None, high/ medium, case by
case

Depends on the case, target
towards closer, long term
partnering

Depends on the service, some
high commitment, some none

Both black box and white box,
depending on the service

Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Varies
Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Depends on the service, some
high commitment, some none

Varies case by case: high and
low

value chain
approach

Better than
proposed division
based on maturity
Applies

Applies fairly well

Applicable

Applies

Principle applies

Applies both high
level and single
cases

Applies

Applies in principle

Applies

Applies

Applies

Applies

Applies

Applies

Applies

Applies

Applies

Applies

Applies

Significant
correlation exists

Table 5. Company A: The applicability of the proposition 1
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The findings supported the pre-understanding that IT systems consist of a portfolio of
investments each of which needs to be managed individually. Based on the findings and the pre-

understanding a categorization for IT investments is suggested as:

l. Sustaining investments for running operations’

Il Incremental investments for accommodating organic growth of the business, and

IIl. Growth investments for supporting business growth initiatives.

V. An additional class would be investments in innovations and experimental technology.

Most typically the sustaining investments include commercially available software with little or no
need for customization. The IT solutions’ business value increases with their level of strategic
importance and innovativeness. Simultaneously, the level of system customization and

complexity typically increases.

Strategic Importance of the Services Source of Competitive

< Administrative Advantage
o)
Customized, special
g Applications eg.
= Customer interface
N
g Strategic systems
o eg. End-product
S related applications
[T
o
4 Emerging solutions
9 eg. Commercializing
o = new innovations
< Commodity, e.g.
= Data Strorage &
platform operations

Figure 19. IT Outsourcing Projects Organized in a Value Chain

This categorization can be used to segment investment portfolios into vendor management view,
and rethinking the investments in a value chain. The classification may also be used as an

additional dimension in portfolio management and prioritization processes.

Proposition 2. IT Outsourcer’s contribution to company’s business performance will be

improved if the service provider and the outsourcer have shared profit and loss interests

The informants’ views and experiences on shared profit and loss interests with the outsourcing
partners were two-folded. While the case company representatives supported the idea of

capitalizing on joint improvement projects and increased supplier responsibility of the end-
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product, implementation of such incentives was postponed and considered complicated, even
risky. Companies that had included non-monetary targets into their outsourcing contracts often
did not have systematic control or evaluation processes to follow up the progress of these
initiatives. Therefore there was little hard data about the suppliers’ performance or contribution
improvements prior and after outsourcing projects to back up the proposition. Thusly the
validation is based on the informants’ opinions and perception. The basic assumption here is
that increased co-operation with IT partner contributes to performance improvements across the

organization, and can be best promoted by shared profits and losses.

Assumption:

IF shared incentives with the partners
» THEN higher level of commitment, more focus on the big picture
» THEN better overall performance (both in task & group level)
» THEN performance monitoring and rewarding planned accordingly
» THEN joint development efforts, faster learning
IF suppliers responsibility limited to service delivery
» THEN focus on short term economic gains
» THEN beneficial loops may be lost
» THEN risk of missing emerging opportunities (technological laggards)
>

THEN responsibility over service development & life cycle management unclear

Company A had included cost saving and improvement targets in the outsourcing contracts and
good performance was rewarded financially. The targets included use cost reductions, new
service introductions, resource planning improvements and process harmonization. The savings
were calculated in project or unit. The answers to whether the company was going to implement
such incentives in wider scale varied some, but generally the feeling was that co-operation and

the suppliers’ accountability in terms of improvements was going to increase in the future.

The ambitious target setting and continuous change in Company A pressured also the suppliers
to develop their services and keep up with industry development. The suppliers worked following
Company A’s processes in close co-operation with in-house IT personnel and were committed to
quality and commonly agreed goals. Supplier could propose new projects through Company A’s
official channels and thus enabled savings or other benefits were divided between the

companies. In many cases the challenge in implementing shared profit and loss incentives was



78

figuring out a fair way to single out the supplier's contribution and communicate the net

improvement in financial terms.

According to an internal unit survey the employees took more ownership of their work after
outsourcing, and were more willing to stretch beyond their job description when needed. This
type of behavior, as well as development initiatives were expected from the suppliers as well. In
case of customized high commitment relationships this type of collaboration is typically more
active. In that the findings supported the pre-understanding that joint profit and loss incentives

lead to better performance and continuous development.

Company B recognizes its’ suppliers as a valued and integral component of the company's long-
term success. The supplier cooperation is built with a long term focus and thus measures are
taken to continuously develop the relationships. The company leverages its’ global resources
and strengths to assist suppliers in areas such as continuous process improvement, R&D and
quality management. Yet in the recent outsourcing cases the co-operation with the supplier was
not extensive enough to include profit and loss incentives to the contract. Further, Company B’s

outsourcing did not penetrate to core product related development and support tasks.

Therefore the profit and loss incentives were not considered a priority now nor in the near future.
Supplier was mainly measured for improvements in service levels and reductions in headcount
and cost. The outsourcing contracts did include high level cost saving targets over a five years
period, and achieving or exceeding these goals was rewarded financially. According to a local IT
manager the supplier relationship was developed mainly by Company B. The supplier had not
been a kind of source of innovations and proactive improvement ideas as hoped for. Yet the
means to contractually urge that were considered limited, and thus the issue was handled by

relationship management and would be taken up in annual performance reviews.

Company C had not included end-product related incentives in the previous outsourcing
contracts, but was planning to do so in the future (the end product in this context refers to the
over all IT solution rather than core products). As the company is experiencing rapid growth, the
IT systems have to evolve to accommodate the growing demand. This is why the service
provider’s contribution is expected to be the greatest in the areas of global of harmonization,
flexibility, new service introductions and speed in implementing the required changes in the
network. In the new mode of operations shared goals and performance based compensation

were considered central to successful collaboration.
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Proposition 3. The success of an IT outsourcing project largely depends on the
organization’s ability to adapt to changing situations and innovatively apply information

technology to their business operations.

The proposition was approached by first assessing the companies change readiness and
capabilities. These factors are directly linked to the success or failure of the transition project
and initial phases of the collaboration. Cost and resource efficiency in using IT is ensured by
close co-operation between the business units and IT personnel. These capabilities were
mapped by asking the informants to describe their IT planning procedures. The questions
addressed three organizational domains: agility, integrity and capability, and their relation to the

success of outsourcing projects.

Assumption 1:
Organizational agility & ability to change determined by:
» organizational maturity
managerial capability
educated/ well trained work force
well communicated reasons and targets for changes
employee involvement in the process

fast adaptation of new processes

YV VYV ¥V VY V V

low change resistance

IF organization able to change fast (here: adapt to the new mode of operations in outsourcing)
» THEN the network and end user effects of the change process minimized

THEN fast hand over

THEN outsourcing transition process concluded in time & budget

THEN employee motivation remains high

YV V V V

THEN outsourcing project considered a success in initial phases

Data from the case companies suggested that organization’s ability to adapt to the new ways of
working with the supplier had a direct impact on the perceived success of the project. All case
companies considered their capability to change as good. The interviewees attributed this to the
fact that their organizations have been in constant change during the past few years, and people
were accustomed to it. In company A organizational ability to change was even among the main

strategic goals for the company. The company had invested in building modular, re-configurable
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processes and organizational structures that allow for strategic agility and renewal. Rapid
changes were considered a part of organizational culture and the management was trusted to
communicate openly about the changes. In addition to change readiness, the interviewees
nominated accumulating process knowledge, well defined roles and long-term partnership as the

critical success factors for the recent outsourcing projects.

Company B had experienced several major changes in the past few years and thus developed
in-depth knowledge of a wide variety of change management programs such as business
process re-engineering, six sigma and kaizen. The company’s goal is to always align
organizational structures and competence development with key business drivers and business
strategy for optimal performance. The main targets for organizational development included
becoming a professional and efficient project organization, having a strong and highly skilled
local presence supported by global centers of excellence, and developing a proven ability to
develop new products and solutions during project execution. Flexibility and agility are ensured
by team based structure. Team based approach ensures high motivation and energy levels,
effective knowledge sharing and thus quicker decision-making. Well planned appraisal

processes during the change project reduce change resistance and keep employees motivated.

Company C has proven its’ ability to adjust to new situations during several major changes that
have taken place in the company during the past decade. The organization has been able to
grow and stay profitable despite several mergers, acquisitions and swifts in strategy within the
parent company. The interviewees described the company strongly growth-driven, and thus
organizational agility and flexibility are among the focus areas for strategy. With several other
ongoing changes in the organization, the outsourcing of IT services was not considered a major
risk or challenge for the organization. Furthermore, the company had a long history of managing
outsourcing cases. The employees understood the reasons for the changes and the service
providers were well known, trusted partners. More concerns were expressed about the

continuous development of the IT service portfolio and its’ ability to respond to growing demand.

Assumption 2:

Organizational integrity determined by
» cross-functional co-operation and steering boards

systematic company wide processes

>

» clear operational procedures and roles

» continuous cross-functional involvement in IT service delivery development
>

IT involvement in product/ service development
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IF planning and decision-making processes integrated
» THEN priorities clear -> consensus
THEN focus clear -> cost-effectiveness
THEN responsibilities clear -> resource-effectiveness

THEN organizational effects & influences of outsourcing understood and planned for

YV V V V

THEN outsourcing project perceived successful in long term

The empirical findings indicated a direct link between organizational integrity and agility. Cross-
functional co-operation was considered crucial for ensuring IT system relevance and co-
evolution with business solutions, which in turn reduces costs and improves general perception
of the systems. Joint planning and shared data bases had proven a source of innovations and
new spin offs from the existing portfolio. In Company A joint portfolio planning and process
harmonization are continuous practices. According to the informants a lot of effort is dedicated to
process and tool development. The approach to planning is systematic and seamless
information sharing of essence. The company has implemented relationship managers’ and IT
sponsors’ roles to promote information sharing and increase awareness of the IT solutions and
their role in the company’s value creation process. Outsourcing had not and was not expected to
influence standard planning processes with the business units, as the operational responsibility

over the supplier interface was with the IT department.

Company B offers a wide range of customized solutions to its’ local and global customer. As the
product portfolio is very large, effective data management and harmonization are among the
main challenges for the company. The management challenge has been solved by local
presence and country-wide processes. The countries are given a high degree of independency
in selecting optimal IT management and planning models. Information sharing is open and
effective, and IT managers have a thorough understanding of business processes and vice
versa. In addition to local registers, there are also global data bases for sharing and retrieving
business specific information vertically. Global infrastructure solutions are managed by global
team of IT professionals, who are in a constant dialogue with local affiliates. Content
management and supplier interface are operated at local level. The target is that in the future all
IT products integrate seamlessly together and allow for online business decisions based on real-
time data from production processes or stock markets. Promising areas of software research
and development include component, middleware and integration technology, data mining,

agent technology, Internet applications and software engineering.
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In Company C the IT department is fairly small and therefore has not developed its’ own specific
reporting or planning processes as separate from the rest of the company. Thusly the decision-
making and steering processes are naturally integrated. The head of IT department reports
directly to the director of finance and control. This ensures effective exchange of information and
close control of IT spending. IT strategy is developed together with company’s business
management, and thusly focus and priorities are very clear. The ongoing outsourcing project

also benefits from the close cooperation within Company C’s organization.

While the interviewees agreed with the proposition in principle, there were also comments on the
relevance of the proposition. In most companies user impact in outsourcing was minimized, and
a special group handles collaboration and supplier interface. Adaptation is only required from a
limited group of professionals that are used to dealing with external partners. In this type of
arrangement the success of the project can not be directly linked to organization’s ability to
change. Employee motivation during the transition was more of a concern for some IT
managers. In many cases the employees were moved to the service provider's organization
while continuing to do the same job. In most cases the employees would have preferred to stay
with the original company. There were no statistics about people voluntarily leaving the company
at the time of outsourcing, but it was estimated that several valued professionals had looked for

other jobs.

Proposition 4. Benefits in IT Outsourcing are maximized if senior management and IT

managers have consensus concerning IT function and operating environment

As discussed in Chapter 4. political competition and disagreements concerning costs can
influence IT spending and prioritization process, as well as outsourcing decisions in a way that is
not optimal for the company overall. With this proposition the Author seeked to address the
causality between the level of organizational consent and supplier management processes in
the case companies. The informants were asked to describe user attitudes and involvement in
IT management in their companies, as well as tell about the ways these factors are measured.
The informants also described how they saw the relation between organizational consent and

decision-making.
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IF consensus over IT exists:
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THEN active user THEN fast, THEN common THEN user attitudes

. . proactive decision view on the priorities; towards IT favorable

|nvo|vem<|ant n I making, processes, roles (expectations

Zyzt:sT r? anning communication & and cost managed, attitudes
9 development measured)

THEN resource efficiency, few disputes, clear focus in outsourcing and collaboration

Figure 20. The if-then analysis describing the relation between organizational consensus and
successful supplier operations.

During the data analysis it became evident that the collected data from the case companies was
not sufficient enough to evidence a clear link between company’s internal consent and the
success of IT outsourcing. The reason for that was the difficulty in pointing out the role
organizational consent played in the prioritization and decision-making processes, as well as
establishing clear causality between the consent and successful outsourcing projects. In
retrospect it can be noted that better proposition set up could have eliminated the problems with
validation. In current form the proposition describes an idealistic, theoretical model that can not

be applied in practice.

Despite the difficulties in measuring, the empirical evidence provided a rich view of the decision
making processes and business-IT cooperation in the case companies. In general the role of IT
was reflected in the attitudes towards it. The more IT content the end-products had, the better
the image of IT department and its’ competency was. Consensus was reached by cost
transparency and clear roles concerning decision-making. Quoting an interviewee the means to
deliver the services required is not of interest to business units, as long as the allocated cost
remains at an acceptable level. All case companies had sound business and organizational
reasons for outsourcing, and there were no reports of politics affecting the decisions. Consent
regarding information technology in general was considered to trigger more involvement in
system design, and thus improve its’ business relevance. Also, cross-functional steering groups

were perceived to improve overall project outcome.
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In Company A co-operation between business units and in-house IT department existed in
several layers and forums. In general co-operation was considered functional; even several
improvement areas were identified. An example of such improvement projects was a use cost
re-definition and reduction project. Users were encouraged to get involved in system design by
providing tools and channels for active participation and feed back. User attitudes were
measured regularly, and a special emphasis was placed on following up the studies and
communicating detailed action plans based on the findings. The principle was that every survey

must be followed by concrete corrective actions.

Company B has proven track record of lower than industry average IT cost (total IT spending/
company turnover). Despite that the service level was considered good. Users could get
involved through local key user networks and support organizations. Company opted for small
scale projects and incremental development of the systems after learnings from a major SAP
implementation. Company’s business executives also agreed that IT software is the single most
important member of the portfolio of emerging technologies. Whether product related or as an
enabler to the processes, software technology was agreed to be integral to delivering added

value in the future developments.

Company B uses a process modeling technique to improve consent for changes. The process
modeling also increases understanding of the new processes even for people that are not
familiar with them. The process modeling identifies the areas of concern or special attention

within the process, and form bases for IT solution design and measuring.

Model Quality
Low High
_..§‘ Low A poorly understood, A well understood process:
© underperforming process: Little Opportunities for improvement
3 chance of improvement identified
0
2 High Benefits not explicit: Lost Benefits and features of the
8 opportunities for improving other process well understood: Helps
a processes expanding the good practice.

Table 6. Process Quality versus Model Quality (Company B, 2004)

Co-operation between different operational units in Company C was close and casual. IT
management was well-informed of the business-decisions that would affect their operations and

set new requirements for the systems, and vice versa, the business management was notified of
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new system features and temporary limitations. General attitude towards IT was positive, and it

was considered an enabler for more effective and productive operations.

Proposition 5. IT Outsourcing adds the most value to the company if IT strategy is

planned as a part of overall business strategy

Whereas the earlier propositions discussed business integration in operational level, this
proposition focuses more on companies’ long term planning and roadmapping capabilities. The
proposition addresses the identified value gap between the organization’s needs and the

technical solutions offered by the service providers. The basic assumption is that
If IT strategy is planned together with business strategies,

THEN goals and objectives are shared
THEN IT enabled opportunities are being fully exploited
THEN IT is managed like a business line

THEN performance is communicated and measured in business terms

YV V V VY V

THEN is collaboration focused and contributing to company’s business objectives

This topic was approached from two angles; first focusing on the level of strategic integration in
the case companies and secondly by analyzing its’ impacts on collaboration. The interviewees
explained their companies’ IT steering and management structures and relation to business
divisions. Once the level of strategic cooperation was analyzed, it was reflected to the perceived
benefits of outsourcing. Correlation between the perceived success of an outsourcing strategy
and recognition of IT as a strategic asset was evident in all case companies. Yet the peculiar
thing was that measured improvements and perceived benefits of the projects emphasized very

different factors.

The case companies used a variety of tools and techniques for developing and measuring IT
strategies and their business value. In Company A’s customer solutions the technology content
is so extensive that the planning processes could not be separated. IT elements are included in
all strategy levels, roadmapping and business analysis. The process is strongly business driven
and targets and achievements are communicated in business terms. IT strategy is planned in

co-operation with the business units, who together approve the final strategies.
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SW Release || Business Program
. Architecture Level 1 Same modules to
Architecture Architecture Level 2 > other Business
‘rograms
11 ];
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Modules Concepts 1‘ >
Technology Enabler Vision Enabler development
Enablers/Research || Technology Vision / /Research
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Figure 21. Template for an Integrated Technology and Business Roadmap (Company A)

In company B, the strategic planning processes are also integrated to a high degree. In order to
accommodate joint planning, the company has re-defined technically oriented service-level-
agreements as business goals easily understood by the business units. IT managers are
involved in both annual strategy processes and research, and development projects are
launched in close cooperation with business and marketing people. This type of cooperation is
essential to the company’s aimed focus on customers’ specific needs while it also benefits from
a strong and early move into advanced industrial software development and the provision of

value-added services.

“We are working very closely with our business divisions to balance the technology push with
the market pull,” says the head of Company B’s Research Program for Advanced Technologies.
He adds that 75 percent of his research money is focused on large core product related
technology projects. The remaining 25 percent goes to smaller, more blue-sky projects that take
technology beyond the limits of convention. In line with this strategy, the Company’s target is to

make all efforts as flexible, result-oriented and global as possible.

This is achieved by linking and integrating operations with universities and other external
partners in a fully networked online environment. The development of technology platforms for
all divisions would enable group-wide solutions and clearer, simpler and more cost-efficient
development paths from R&D into business operation. Company B also emphasizes the
importance of a careful implementation of the strategies, as well as a shared understanding of

the goals and performance criteria.



87

Company C was in the process of developing it's first long-term IT strategy together with their
outsourcing partner. The strategy workshops were attended by representatives from across the
company, and thus it can be concluded that the planning is well aligned with the business
strategy. The main targets for the new strategy emphasize compatibility issues in extended

enterprise environment (one-stop-shop), adaptive systems and efficiency.

Company C, like many of its’ industry peers, focuses on saving energy by improving its’
production efficiency with increased automation and advanced IT applications for supply chain
management. The company’s fast growth rate sets special requirements for the systems, and
therefore IT strategy focuses on supporting the existing business operations. New IT enabled
revenue creation is also increasing in Company C. The latest IT enabled developments are
related to maintenance and remote system and production management. These applications are

developed and managed together with the external partners.

Proposition 6. Clear division of roles and well-defined areas of responsibility in the
beginning of the project improve efficiency and ensure that the co-operation begins on
good terms. The early phases of the outsourcing project determine the course it is going

to take in the long-run.

Empirical research supported this proposition by approving the importance of clearly defined
responsibilities, tasks and escalation paths in the beginning of the transition project. Many of the
informants referred to previous outsourcing projects that had highlighted the importance of
careful asset management and process descriptions. Unclarities regarding resources, authority
and asset divisions in the supplier interface had been the main reasons for disagreements

during and after earlier transition projects.

Many of the challenges surfaced only after the change project was finished and the project team
had moved to other tasks, and thus solving these issues proved not only time consuming, but
also influenced other collaboration activities. Usually, compromises and goodwill were needed
when dividing unexpected costs amongst the parties retrospectively. The reasoning behind

Proposition 6 is summarized below:
IF roles and responsibilities are clear

» THEN smooth transition & hand over, joint planning

» THEN strategic fit, change readiness and compatibility assessed
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THEN building trust, exchange value information
THEN minimal user impact

THEN clear asset and interface management, few disputes

vV V V V

THEN organizations are able to move to higher level of exploiting IT opportunities, and
build more complex collaboration models (e.g. co-opetition) for optimized performance

(e.g. networked service creation)

Company A has outsourced several business-critical IT services. The suppliers focus on
transforming Company A's IT environment to a more flexible, scalable infrastructure, improving
service performance while minimizing recurring fixed costs. The whole concept of collaboration
is based on mutual trust and exchange of value information. Confidentiality is insured by
extensive supplier screening, evaluation processes, and carefully drafted Non Disclosure
Agreements (NDA). A Senior VP of Company A’s IT has stated about the agreement, "We are
pleased to be working with a global service provider like our partner. It is a natural fit, not only in
terms of competence but also values and culture.” Furthermore, he noted, “The deal, which will
bring significant annual cost savings through economies of scale, is part of our on-going strategy

of building on core skills, while teaming up with good global partners."

The head of IT outsourcing process development in Company A suggested that in the optimal
case, the organizational structures and processes in the service provider’s organization mirror
those in the outsourcing company. This means that the processes would not require extensive
re-engineering because of the changes, but rather the supplier’s task would be to find persons to
fill these roles as they were defined by their customer in the first place. This way, the end user
effects are minimized and a baseline information for evaluating the anticipated improvements
holds valid. The company has systematic partnering and alliance processes that include partner
screening, evaluations, qualifications, validation and collaboration. In fact, the most important
decisions concerning functional cooperation have been made during the partner and supplier

evaluation phases.

In order for new suppliers to conduct business with Company B, an assessment of supplier
capabilities will be conducted using a standardized methodology. Company B’s Supplier
Qualification Process globally provides a common approach to supplier selection. This process
enables the company to assess the suppliers’ quality of management and environmental
systems’ capabilities, and ensure alignment with its’ overall Supply Chain Management

strategies. The overall methodology includes quantitative as well as qualitative criteria.
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The head of Company B’s strategic partnering states about the company’s supplier networks,
‘We aim to set the highest standards for the quality of our products and services, meet delivery
commitments to our customers and offer value for their business. We view our suppliers as an
integral extension of our global enterprise and strive for a transparent and efficient collaboration
with best-in-class suppliers from which all our stakeholders benefit - customers, investors, the
company itself and suppliers.” Company B is committed to building partnerships with suppliers
through an open communication of expectations and a series of standardized processes.
Company B also recognizes their suppliers as a valued and integral component of the
company's long-term success. Therefore, the company is committed to providing technical
resources to their suppliers so as to support their development and help them to achieve a

sustainable competitive advantage.

Company B is able to leverage its global resources and strengths in order to assist suppliers in
areas such as continuous process improvement, lean manufacturing, and quality management.
By participating in the Supplier Development Process, suppliers will share the company’s R&D
and technology capabilities. Company B contributes to strategic supplier development by
customizing development plans, sharing resources and technologies, exchanging best practices,
and monitoring performance. Its’ structured approach to Supplier Qualification, Supplier
Performance Requirements, Supplier Performance Assessment and Supplier Development

enables long term supplier success.

In Company C the favorable conditions for collaboration are ensured early in the planning
process. The company has outsourced several non core activities, like communications and
public relations, and thus is experienced in dealing with external parties. IT services have been
provided by a few local long term suppliers who know the company’s IT solution and its past
investments in IT. The cooperation relies on close relationship with partly open books, as well as
casual data sharing and regular performance reviews. All rights to the jointly developed solutions
stay with Company C.

There have not been any major issues or disputes in the relationships, and thus the
collaboration benefits from mutual trust and commitment to the partnering. Synergies are sought
from common backbone for CRM, PDM and ERP solutions, as well as various finance and
control applications. Cooperation with the groups’ other IT service suppliers is constantly
increasing, which will require new types of coordination and collaboration capabilities from the

company.
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Proposition 7. In-house IT personnel plays a critical role in solution management even if

the function or parts of it are outsourced

This proposition, like most others, suggests that the foundation for successful outsourcing lays in
the outsourcing organization, and the critical success factor is its’ ability to organize the

collaboration.

Assumption:

IT personnel’s role in collaboration process:

» Accommodate process redesign
» Ensure sufficient data flow within and outside the company

» Act as the point of value creation (possesses combined knowledge of technological
potential and company’s specific situation)

» Ensure system relevance, right cost, evolution and communication

» Act as the main point of (operational) contact to suppliers

In relation to this proposition the interviewees were asked to describe the changes outsourcing
caused to remaining IT personnel’s work, as well as their role in supplier collaboration. It was
commonly agreed that there is a need for having skilled IT personnel in-house, even if the bulk
of IT services was outsourced. The in-house IT experts act as a link between business
personnel and the outsourcer’s technical personnel, and can transform business requirements
into technical terms. Other tasks include cost control, system definitions and performance
control. Interviewees also pointed out that the real capacity requirements should be assessed

before contractual engagements are in play.

In Company A, several organizational units were involved in IT supplier management. IT
personnel had the ownership over technical definitions and control. Company A considered its’
employees as a valuable asset, and encouraged continuous learning and personal
development. Following the company’s values, personal initiative and entrepreneurial behavior
are encouraged, as well as a vertical cooperation between multicultural and multi-skilled teams.
Despite outsourcing parts of the IT solution, the company invests heavily in furthering the

development of its’ IT capabilities and management models.

In company B, most business related applications were developed in-house, which meant that

the suppliers were mainly concerned with communications and infrastructure applications. The
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responsibility for daily supplier operations lay with the local units rather than with global
executives like in Company A. Most decisions regarding IT were made within the IT department,
which made communication with the suppliers clear and fast, which in turn highlighted the
importance of having highly competent IT personnel in local level. Company B equally values its’
personnel and gives them the opportunity to improve their skills, knowledge and creative
potential for their own benefit as well as for the company. Company B recognizes the link
between motivated, focused personnel and increased customer and shareholder value, and

strives to help people achieve their goals with their job functions.

Coordination and requirement specification were also the main concerns for IT personnel in
Company C. System relevance was ensured by close co-operation with the business units and a
strong representation in the company’s strategic planning processes. The importance of the
cooperation is increasing with the company’s new remote management and maintenance
applications and the target to become a “one-stop-shop” for its customers. The principal
functions of the IT personnel included understanding business operations and priorities, and
translating the intelligence and requirements into technical terms and SLAs. The Company was
planning its first high-level IT strategy, and so required strong input from IT personnel who are
familiar with the history and the evolution of the company’s IT investments to date. The

personnel were also responsible for the technical definitions in the supplier interface.

Company C is committed to employee well-being and continuous learning. The company has
introduced a monthly discussion forum in company headquarters, in which the leaders of various
functions discussion topical themes and answer employees’ questions. As the company grows,
it faces challenges in defining group and unit-specific personnel processes and deploying them
into all units. A joint Electronic Human Resources Information System (eHR) has been
introduced to support the management of personnel skills and to enable a the mapping of
existing competencies and development areas. The company also participates actively in a
regional business campus network, where the member organizations make use of each others’
know-how and experiences so as to create new learning methods, share skills and initiate joint

learning schemes.

6.2 Control Processes for Benefit Management

Whereas the Research Question 1 addressed IT related processes and strategies, Research
Question 2 is more concerned with control and measuring processes. Challenges in measuring

intangible or indirect benefits have often led to a situation where these variables have been left
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out of investment evaluations. Measurement usually concentrates on SLA and user satisfaction,
while the targeted business benefits are judged based on perceptions rather than actual
accumulated data. The following research propositions seek to present the benefits of using

customized, business oriented control processes and metrics.

Proposition 8. Measures for evaluating optional IT investment projects should be
customized for each individual case, and should include qualitative and quantitative

measures that emphasize the investments strategic potential.

This proposition builds on the assumption that if an IT system’s or service’s value is determined

by customized measures and communicated in business terms,
» THEN the measures reflect company valuations, targets and accounting practices

» THEN the IT services’ special features are acknowledged, and maturity in deploying IT

improves

» THEN the focus is on producing information for service lifecycle management, with

portfolio view (focus on interoperability, big picture, not single services)
» THEN networking effects and synergies are accounted for

» THEN stakeholder communications are easier and the value of the services is known at all

times

The topic was approached by asking the informants about IT projects’ initiation phase and the
related processes in their companies. The informants also described their measuring practices
and position toward the use of customized measures. Following the feedback customized
measuring was supported in principal, but in practice the same measures were often used in all

cases for better comparability and clarity.

The rationale for qualitative measures was acknowledged, but due to difficulties in implementing
them, mainly the quantitative evaluation criteria were used. Although each case company had a
significantly different approach to evaluating and appreciating IT investments, the approach in all
companies emphasized the IT investment’'s technological dimensions and operational
performance against SLA. Total IT spending was communicated as a percentage of the
company’s’ annual turn over. The data was collected from self-reports as well as from computer

logs and statistics.
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The greatest differences occurred when evaluating non-monetary variables like knowledge
creation, relationship development and learning. In most cases, incentives related to these
targets were assessed annually based on the overall financial success of the project. Investment
decisions were rarely made based on financial grounds alone. Scorecards, business case
templates and check lists were used to map intangible project outcomes. However, often these

variables were not monitored in milestone reporting during the projects.

Company A has a long history of working with external service providers and thus has
developed advanced partner portfolio management tools and methodologies. These processes
include supplier screening, qualification, rating, integration and auditing. The company also has
a comprehensive set of global supplier requirements. To ensure supplier compliance,
assessments are conducted on regular bases. Openness and trust are considered important
aspects and enforced through face-to-face meetings, supplier assessments, contractual
agreements, supplier training and development, supplier events and web sites. The
collaboration management process includes an Early Warning System for identifying potential
risks in partnering. Dedicated executive representatives, relationship managers and partner

team members participate in assessing the risks and developing the cooperation further.

Company A has a very systematic approach to project evaluations in their different stages. The
process is automated from project initiation to its’ closing. In the project planning phase, the
estimated benefits of the project are mirrored against the costs. Often used business related

measures include:

1. INCREMENTAL SALES (value), measured by Gross Margin %, and gross profit due to

incremental sales.

2. GROSS MARGIN IMPROVEMENT, measured by sales value, and gross profit due to higher
GM%

3. SAVINGS in OPERATING EXPENSES, featuring savings in internal and external personnel’s

salaries and total savings in OPEX

4. ROTATION DAYS, describing Trade Receivables Rotation, Inventories Rotation and

Business impact of change in inventories per period and discounted cumulative.

During service creation and deployment projects, evaluations concentrated on status reporting
(scope, time, cost, tasks, resources, risks, change requests and issues), progress and risk
management reporting, and Issue/Error Log description. For established services, the SLA

defines control variables and target levels of performance.
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The optimization of global supply base is a key element in Company B’s business strategy. The
company is committed to improving the supplier's performance through a standardized Supplier
Performance Rating process. This process consists of a data-driven approach so as to regularly
measure and provide feedback to suppliers. The feedback enables open communication,
continuous process improvement, and supplier development. The Supplier Performance Rating

process measures and monitors the following Key Performance Indicators (KPIs):
- Quality: Defects per million opportunities (dpmo)
- Delivery: Percentage of on time deliveries

- Cooperation: Multi-dimensional metric consisting of commercial, technical, transaction, and

lead time criteria

Suppliers who exceed pre-determined threshold of business with Company B will receive a
monthly supplier performance rating report. These criteria are scored and weighted to determine
the overall Supplier Performance Rating. The Supplier Performance Rating score is then used

as the basis for future sourcing decisions and for annual awards and recognition.

On project level business cases concentrate on added customer value and potential cost
reductions. Processes and measures vary from country to country, but all follow mutually agreed
guidelines. Service management databases are integrated and thus enable sharing best

practices and innovations.

In Company C the main criteria for new IT investments is their business criticality and added
customer value. Services can be divided into supporting services and product related
applications. During service development and deployment processes the suppliers use their own
processes and report to the company’s IT board using pre-defined measures. These measures
vary some by company, but not significantly by service. The criteria for the services include thus
achieved synergies, increased level of automation and savings in operational costs. In use
phase the services are monitored toward SLA. The continuity of the services is ensured by
regular updates to the implemented services. The services are mainly based on commercially
available solutions, so the level of customization and system complexity is low. The suppliers’
competitiveness and quality of the service delivery is ensured by close cooperation and

periodical audits.
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Proposition 9. Integrating and streamlining IT related decision-making processes and

tools improves quality of the decisions, ensures cost transparency and reduces cost

Decision-making processes were addressed focusing on harmonization, speed and quality. The
case company representatives also shared their views on the importance of process redesign
with outsourcing partners. The proposition highlighted the benefits of well-designed

organizational procedures and their relation to company’s overall performance.

Assumption:

IF there is a strong focus on process excellence in extended enterprise context
» THEN synergies emerging from various parts of the network are fully exploited
THEN economies of scale and accumulating learning are made use of
THEN proactive information sharing, timely data flow
THEN easy access to relevant information ensured

THEN information in unified, reusable format (no information overflow)

YV V V VYV V

THEN demand forecasting, capacity planning and risk analysis up to date at all times

Harmonized processes were regarded as a prerequisite for professional portfolio management
and informed decision-making. There were hundreds of projects starting every year, which
called for standardized tools and processes for initiating, creating and deploying the services.
Process control was strict in all companies —so much so, that management had their bonuses
partly tied to the level of process implementation and usage. All companies strove to improve

the level of harmonization globally and thus increase service impact and usage.

In company A portfolio management, planning and development were continuous processes
involving representatives across the IT function and other relevant units. Management
processes were constantly reviewed and developed further by a dedicated group of IT
professionals, and the extent of business involvement in process work was increasing. The aim
was to harmonize terminology and milestone definitions across the company, which would ease
co-operation and communication, especially for the service providers who are dealing both with
the IT and business units. Just-in-time resource usage tools and processes was a special

emphasis area in process development, together with bi-annual short term planning processes.

Well-defined, modular processes were also seen as the key to strategic agility: the ability to

respond to changes in the market place even with radical organizational shifts. Modular
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processes and supporting tools were considered among the main factors influencing resource

efficiency and productivity.

IT related processes were among the focus areas of development also in Company B. The
company had just kicked off its’ second effort to harmonize processes globally. The first effort (a
few years back) was terminated due to the complexity of the task and strong resistance from
national organizations. The second effort was initiated because of the need to reduce overall
costs and improve quality and control over the function. In cooperation with its’ customers,
businesses and leading universities, the company had defined common targets for all IT

projects:

- directly address and install key performance indicators

- derive and exploit specific process and equipment know-how

- become based on world class and cost-effective components and communication solutions

- become open and easy to integrate with all relevant products and applications.

In Company C, the existing processes required structural re-thinking following the expanding
scope of services. The managing director of the company has stated about the system
development that a special emphasis will be given to easy access on information and
automatization of supporting processes in the future. He also highlighted the importance of
decreasing power distances in the organization, and increasing employee involvement in
decision-making, by advanced communication and information technology applications. The
company’s IT solution is based on a common backbone for all applications, which enables
modularity and effective sharing of information across the applications used in different parts of

the organization.

Proposition 10. IT-enabled business benefits need to be systematically managed. A
benefit management system consists of a business oriented mindset, motivation,

methodology and tools.

This proposition once again promoted information technology as an integral part of company
operations, not just a technology component in the value chain. In order to validate the
proposition, the interviewees were asked to describe the benefit management processes,

focuses and measures in their companies. It was commonly agreed that value creation process
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should be continuously managed, and both tangible and intangible benefits communicated to

stakeholders on regular bases.

In the case companies A and B hierarchically-structured portfolios ensured that each service
had an owner and a systematic support structure. The service managers were in constant
dialogue with business representatives and service providers in order to ensure timely change
management and system relevance. Service managers reported to solution managers who had
the responsibility for life cycle management. Services with declining user impact or business
value were run down or upgraded with the latest technologies. Company C’s service portfolio

was small enough to be managed under one steering group.

Benefit management was also identified as an area of improvement in all case companies.
Project management methodologies, databases and templates were considered to have a direct
impact on efficiency and the quality of project management. An increased business involvement
in steering groups was also identified as a solution for a more business oriented approach to
system development. The business benefits being the evaluation and prioritization criteria for
services, the less-profitable projects could be terminated or cancelled in early stages. Some
companies still practiced “silo” thinking, where business and IT personnel had separate
processes and approaches to service management. Other problems were caused by tight cost

control, which made benefit creation in company level challenging.

Company A strives to capture and manage potential benefits through detailed processes and
tools for all stages of the product/service life cycle. The process begins with venturing and
research organizations, which study and develop new technologies and management models as
integral parts of the company’s renewal and value creation procedures. Business programs and
organizations then explore the validated innovations in their testing and prototyping laboratories,
and filter the most suitable and potential approaches to their creation projects. Throughout the
process, the innovation’s commercial potential and company specific fit are assessed in parallel

with compatibility and quality issues.

Company B’s approach to benefit management highlights the importance of integrating business
strategy and objectives with information technology strategy and opportunity assessment. The
strategic value analysis of the IT solution describes the contribution IT can make to a specific
business area. This, together with opportunity assessment, identifies the development ideas

most fitting to the ruling business strategy. Benefit analysis and an IT supported concept for
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collecting business requirements maximize added value and ensure that the IT systems evolve

together with the business strategies.

The point of value creation in Company C lies in integrating packed software solutions with tacit
knowledge of the company’s business operations, and thus developing high-end applications
that add value to its’ customer offering. The company is committed to increasing its’ customers’
competitiveness by applications that enable savings in maintenance costs, minimize production
down time and improve planning accuracy. Benefit management in practice is ensured by
continuous dialogue with customers and thus thoroughly understanding their business
requirements. In regards to infrastructure services, the external suppliers have proven to be

good sources of ideas in system upgrading and updating situations.

6.3 Cross Case Analysis and Comparison to Existing Theories

This chapter summarizes the results of the market test. The theory-based propositions that were
re-validated in the empirical enquiry are now reflected to existing knowledge on the field in order
to determine theoretical contribution of this dissertation. Analyzing the cases together also
improves the reliability of the findings and helps point out deviations and irregularities (Yin,
2001).

Propositions 1 and 2 in Chapter 4 suggested that the drivers to outsource, and thus the targets
for the projects, are directly linked to the strategic importance of IT in the company’s operations.
However, based on the available data, this causality could not be fully established in the market
test. Cost reduction and efficiency gains were the principle targets in outsourcing regardless of
the role of IT in their operations. Organizational issues like core competence focus and teaming
up with a world class professional were the other often mentioned goals. The drivers to
outsource were typical to the industry, and thus the companies can be considered to represent

typical industrial IT outsourcers on macro level.
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Drivers for Outsourcing

Outsourced Parts

Success Criteria

Company A

Focus on core business, Increased
flexibility, Streamline IT function,
Reduce investments in assets and
free up these resources for other
purposes, Turn fixed costs into
variables

Data Storage, Server
Functions, User Support,
Service Desk, Application
development (partly)

Reduced cost and headcount,
SLA, Resource utilization,
User satisfaction

Company B

Focus on core business, Increased
flexibility, Focus internal IT staff on
core technical activities

Infrastructure services, Server
management, PC support,
Service Desk, User care,
Application development
(partly)

Reduced cost and headcount,
System relevance, SLA,
Increased customer value

Company C

Focus on core business, Increased
flexibility, Transform organization,

Facilitate mergers and acquisitions,
Turn fixed costs into variable costs

Infrastructure services, Most
of the supply chain
management and
development

Reduced unit cost, Improved
services and reliability,
Harmonization, New services

Industry
Trend

Accelerate reengineering benefits,
Access to world class capabilities,
Cash infusion, Free resources for
other purposes, Function difficult to
manage or out of control, Improve
company focus, Make capital funds
available, Reduce operating costs,
Reduce risk, Resources not
available internally

Executives are currently
outsourcing:
maintenance/repair training,
applications development,
consulting and reengineering,
mainframe data centers

Considering to outsource:
client/server, networks,
desktop systems, end-user
support, full IT outsourcing

Source: Survey of Current and
Potential Outsourcing End-
Users The Outsourcing
Institute Membership, 1999

Table 7. Drivers for Outsourcing in the Case Companies and Industry in General

In order to complete the weak market test, the Author studied project specific control variables in

outsourcing cases. The initial assumption that selected outsourcing model depends on the

outsourcing company’s maturity in using IT was modified as it became apparent that all case

companies used several different outsourcing strategies for various solutions and situations.

Following this realization, the related control variables were studied further. Based on that

analysis it was then proposed that value chain model for classifying IT services and

management approach to outsourcing would apply to the studied case companies in macro-

level.
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Figure 22. Positioning IT Applications in Company’s Value Chain (following Carnegie Mellon
University, 2003)

The model once again emphasizes the alignment of IT and business strategies, as well as the
development of sustainable case specific management models. As information technology was
regarded as a business critical function in the case companies, serious efforts had been taken to
develop related control processes and tools. The market test validated the proposition on the
link between organizational integrity and efficiency. The informants agreed that company wide
goals, planning processes and open communication improved IT systems’ ability to support

business processes and optimize resource usage.

In project level the companies conducted a detailed analysis of both the potential benefits of
outsourcing and the associated risks. The methods used in the process included scorecards, six
sigma, business cases, standard templates and check lists. The interviewees supported the
proposition to use business related qualitative measures like system relevance, strategic
potential, business benefits. However, they also argued that implementing such measures in

supplier interface can be too time-consuming and risky.

The case companies’ approach to IT management followed the proposed maturity process (Earl,
1998) on macro level. The strategy process in Company A was very systematic. Technology
leadership was considered to be of essence, and strategy was dynamic and continuously fine
tuned to adapt to changing market conditions. In Company B a senior figure or a group
determined the strategy based on experience and strong vision. Objectives and plans were

precise from top to bottom, and user involvement in the strategy process was limited. In
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Company C, decision-making was influenced by organizational diversity. Continuous growth set
limits on the strategy process, and thus decisions concerning IT were made reactively based on

emerging needs.

Scope of IT strategy Characteristics

Company A Business driven, Enterprise wide strategy,| Logical Incremental: Tentative
strong integration to business activities commitment to strategy, step-by-step
adjustment of strategy

Company B Business driven, Business unit -wide Rational Command: Senior figure or
strategy, Some adaptation to business group determines strategy, strong
activities vision

Company C Strategy process first introduced, Muddling Through: Compromises with
Business driven approach, Few conflicting interest groups, gradual
competitive advantages through IT adjustment of strategy

Table 8. Decision-making styles in the case companies

The data from the case companies suggested that they all had implemented carefully planned,
advanced supplier management processes and tools, which ensured that all aspects of the
relationship were addressed already in the planning phase. This could be accounted for lengthy
experience in working with external suppliers, and the strategic importance of developing these

competences.

The case companies had developed and implemented detailed supplier management processes
over the years, and chosen trusted market leaders as their outsourcing partners. In supplier
interface, strategic compatibility and complementary resources were considered important,
along with symmetry of power between the actors. Roles and responsibilities with the supplier
had been defined in the beginning of the project as the best practices suggest. According to the
interviewees, a longer planning period would not have improved the outsourcing project
outcome significantly, as the identified challenges were mainly caused by the reliability of

baseline data and past investments in IT.

The proposed value-chain approach to sourcing was widely supported. This way, supplier risks
were considered more manageable and appropriate focus on business critical solutions was
ensured. The time and effort invested in planning were justified by the increased speed of new
service creation and vertical integration after the handover. The interviewees also expressed

interest in having more strategic co-operation and performance-based payment models with the
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suppliers. This proposition, however, was perceived very differently among the interviewees:

while part of the informants agreed with the thesis, the others were entirely against it.

In two of the case companies the supplier selection and management was driven by business
units, whereas in one of them the interfface was managed by information technology
representatives. According to the pre-understanding, both models have their strengths and
weaknesses: the business-driven approach emphasizes the strategic fit of the supplier, while the
IT driven approach ensures technical compatibility and better cost control over the interface
(Lacity & Hirschheim, 1999).

6.4 Summary

This chapter collects the findings of the empirical enquiry into a model describing the critical
success factors in outsourcing. It also describes causality between the different success factors
and underlying management processes and domains. The explanatory power of the model was
validated with the selected case companies, but proving its’ wider applicability would need

further study and practice.
The initial assumption:

1.) A company’s internal organizational climate, processes, and competences are ultimately the

critical success factors in IT outsourcing,
was successfully validated with the case companies.

The empirical enquiry suggested that benefits in outsourcing are maximized, when companies
select right outsourcing model and are able to successfully manage also the unexpected
aspects of the projects. The optimal outsourcing model is determined by the organization’s
targets in outsourcing, the business criticality of the outsourced systems, and organizational
maturity in using information technology. Also business critical systems can easily be
outsourced when the right sourcing model is applied, and adequate management attention is
ensured. The case companies could be categorized using these variables as suggested by

Rapp’s model on IT maturity’s correlation to optimal outsourcing model (2004).

Providing the optimal partner and outsourcing model are selected, according to the interviewees
also business critical systems can be outsourced as long as companies have established
organization-wide management and strategy processes, documented clear roles and

communication procedures, as well as have visionary, IT competent management.
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Figure 23. The main factors influencing the success of a strategic IT outsourcing project

The model presents eight focus areas that need to be managed in order for strategic
outsourcing to be successful. These include change management, process and performance
control, planning and decision making processes, organizational consent and task planning. This
model is best used as background material for periodical assessment of a company’s IT related
attitudes, competencies and management models, as well as for the identification of potential

development areas in the company’s IT management model.

The main theoretical contribution of this dissertation is the re-validation of theory based
proposals regarding outsourcing of business critical IT systems. The study re-establishes that in
certain situations it is beneficial for a company to outsource also strategic systems. Such terms
and conditions are presented in form of a model for critical success factors together with

normative recommendations for outsourcing project management.



104

The dissertation proposes that the critical success factors in strategic outsourcing can mainly be
found from within the outsourcing organization itself. Critical is the level of managerial and
organizational IT competency, process-focus as well as selecting the right partner. The Author
considers the empirical findings to validate the assumptions regarding the selection of optimal

outsourcing model.
As for the second initial assumption:

2.) Long-term supplier relationships between IT mature companies should focus more on adding

value to business operations and the relationship than on cost savings,

the empirical findings provided grounds for only partial validation of the proposition. According to
the empirical enquiry the drivers and targets for outsourcing were typically cost related
regardless of the level of in-house IT competency or the length of the agreement. However, the
companies expressed interest for increased co-operation and joint planning with the partners.
Value adding collaboration was commonly seen as the next step forward in outsourcing.
Furthermore, the most IT mature of the case companies, Company A, had already started
projects in this ‘open books’ mode. The company had implemented incentives and created
environment for this type of value adding collaboration, and projected increase in these jointly

managed projects in the future.

7. DISCUSSION

This chapter discusses the reliability, credibility and authenticity of the empirical findings, and
evaluates their usability in a wider context. The value of the findings is also addressed and
recommendations for further research are provided. The dissertation concludes with a reference

to an ongoing wider discussion on networked business environments.

7.1 The Validity, Reliability and Relevance of the Findings

Validity of the propositions was ensured in the research-planning phase by reviewing existing
literature on the subject and developing discussions with case company representatives and
other professionals in the field. In these discussions, it became apparent that most companies
and researchers tackle similar concepts and concerns in outsourcing, namely agility, asset
management and control. The data from various sources pointed to the same direction and
supported pre-understanding, and thus the data sources were considered valid and relevant in

regards to the scope of the study.



105

Internal validity of the study was ensured by starting the data collection phase early in the
research project. In retrospect this benefited the study, as some of the initial assumptions
proved to be wrong. In further analysis, it became evident that the interviewees presented a
somewhat different picture of the outsourcing processes, dependent upon which company and
organizational unit they represented. The most relevant data sources proved to be IT
department representatives who had been closely involved in the recent outsourcing projects.
Furthermore, the data from the case companies was compared to the pre-understanding, and

thus ensured the external validity of the findings.

The bias stemming from the researcher was minimized, as the interviewees mainly referred
either to outsourcing cases that took place in recent years, or to ongoing developments. The
interviewees had been personally involved in the projects and the reason for the interviews was
made clear to them. Biases towards the researcher were avoided by collecting and triangulating
the data from multiple sources. The reliability of the research was further enhanced through

continuous discussions with and feedback from a selected group of informants.

7.2 The Theoretical and Empirical Contribution of the Dissertation

The theoretical contribution of constructive research is demonstrated by its’ ability to present a
new innovative model or a theory building on existing knowledge on the field (Jarvinen, 2001).
The model on critical success factors in IT outsourcing stating that the point of value creation in
IT outsourcing lies within the outsourcing company rather than being created by the external
service provider, is the main theoretical contribution of this dissertation. The model was exposed
to a weak market test that validated its’ real life applicability in the studied companies’ case. The
research proposes new insights into IT management and planning, and thus aims to increase
management awareness of and focus on IT. The innovativeness of the approach will be

determined further by research community.

The differences in the ways the case companies approached IT management and outsourcing
were explained by certain control variables such as the business strategy, past investments to
IT, and their position in IT maturity process. As the challenges, milestones and targets for
outsourcing in contemporary industrial manufacturing companies are similar, the proposed high-
level framework on critical success factors in IT outsourcing could be considered to have

analogies also with other industrial corporations.
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7.3 Limitations of the Study

In retrospect, the Author perceives the wide scope of the research problem as the main
limitation to the study. Information technology management consists of countless sub-processes
and interfaces. Within the current scope and design, this dissertation addressed several aspects
of IT management on general level, whereas it might have been more beneficial to concentrate

on fewer variables and bring the analysis in more detailed level.

The empirical research was conducted with a tight schedule in only nine months. A longer
observation period or series of observations would have enabled more thorough analysis on the
development of the studied outsourcing deals. Regardless of the time constraints, the sample
was considered representative, as the interviewees represented the decision-making bodies
within their organizations, and expressed very similar views on outsourcing. Furthermore, as the
informants and published literature emphasized the same issues and considerations, the author

feels that for the current scope of the research project sufficient data has been gathered.

An apparent weakness in the data collection was the lack of personal face-to-face meetings with
the informants. Most interviews were conducted over the phone and the data was transferred
electronically, so the possibility of informal information-exchange and spontaneous comments
was lost. Also, the Author considers the manner of interview as one of the reasons that most
informants presented the outsourcing projects in a very positive light. The study would also have
benefited from better-defined measures for validating the propositions; the qualitative nature of

the data inherently left more room for interpretations and personal judgment.

Due to the limited sample and scope of the study, the results and the presented model can only
be considered valid in the studied case companies. The performed weak market test validated
the model fully only in Case company A’s white box design projects. In order to generalize the

findings in a wider context, further research and empirical enquiries would be needed.

However, the Author is pleased with the overall outcome of the research project. The target to
better understand contemporary outsourcing projects through theoretical and empirical enquiries
was met, and the created model on critical success factors in outsourcing is considered to

partially answer the research questions and shed light to the research problem.



107

7.4 Suggestions for Further Research

The theoretical preview and the findings from the three companies provided a rich insight into
different ways of organizing information technology management in multinational companies.
While building on the existing knowledge in the field, the dissertation also identified areas that

would need further research.

As the focus in the empirical research was on interviews and document reviews, the case
companies were analyzed in a rather static way. A logical extension to this would be collecting
data over a longer period of time, and studying how the relationships and systems evolve over

time.

As mentioned in the limitations of the study, more research on IT outsourcing and its relation to
corporate value would be needed in order to further clarify the elements of the value creation
process. This study emphasized the role of company’s internal processes, tools and capabilities
as critical success factors in outsourcing rather than supplier operations and technology
leadership. Thusly, further research on IT management concepts with a focus on supplier
management in an extended enterprise environment would be another natural continuation of
this dissertation. The noted complex network of relationships, processes and technologies

would require more focus in the future.

Another interesting subject for further research would be the effects of increasing market
centralization and globalization, as well as increasingly open proprietary standards and
interoperability. Ever-increasing mobility requirements offer new collaboration and coopetition
structures, and thus are likely to have a strong impact on today’s ITO markets. Joint ventures
are an example of this type of consolidation and increased transparency in companies’ quest for

increasing their competitiveness and raise industry standards.

Identifying the right mix of quantitative and qualitative metrics for capital IT investments remains
a challenge. However, finding the correct measures for evaluating the projects throughout their
lifetime is crucial for resource planning. The possible applicability of a real options analysis
model so as to evaluate information technology related projects is another interesting concept
for further research. The lessons learned from the recent IT outsourcing-boom would also
deserve more attention. As world economies are starting to grow again and ITO markets are

recovering, it would be important not to repeat the same mistakes.
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The interviewees also shared their views on the future trends in IT outsourcing. The mutual
opinion was that as the strategic importance and business criticality of IT is increasing, more
resources and efforts should be spent on creating and developing supplier relationships and
tools. Regarding the commercial side, the informants estimated that consumers’ ability to absorb
new IT enabled features in products and services will remain the limiting factor in introducing
these features. Such inhibitors and possible ways to overcome them also open interesting

avenues for further research.



109

THE LIST OF REFERENCES

Alasuutari P. Laadullinen tutkimus. 3. uudistettu painos. Vastapaino, Tampere 1999.

Baets, W. (1992). Aligning Information Systems with Business Strategy. Journal of Strategic

Information Systems 1 (4).

Barta, Peter; Richard Zabow (2003). How to Get Maximum Value From Your Outsourcing
Relationship. Outsourcing Journal. September 2003. Everest Group. Dallas. USA.

Beekman, Amy & Robinson, Richard (2002): The Ties That Bind: Managing Supplier
Relationships in the High-Growth Firm. In Hitt, Michael, A; Amit, Raphael; Lucier, Charles E,
Nixon, Robert D. (2002). Creating Value: Winners in the New Business Environment. Blackwell
Publishing. Oxford. UK. ISBN 0-631-23511-6.

Bendor-Samuel, Peter (2003). ITO: An Industry in Transition. Outsourcing Journal. January
2003. Everest Group. Dallas. USA.

Bent, Peter; Matthew T. Furton (2003). Managing Conflict In Outsourcing. The Application of
Real-Time Dispute Resolution in IT Outsourcing Engagements. October 2003. Everest Group.
Dallas. USA.

Berberon, Bryan; Blander, Jeffery (2002). Business Expectations: Are you Using Technology to
its Fullest? John Wiley & Sons, Inc. New York. USA. ISBN 0-471-20834-5.

Bergman, Andrew (2003). Outsourcing: Smoothing the Workload. Holland Herald, Nov 2003.

Media Partners. Amstelveen. The Netherlands.

Bharadwaj, B. (2000). A Resource-based Perspective on Information Technology and Firm

Performance: and Empirical Investigation. MIS Quarterly, Vol 24, No.1.

Black, Stewart J. Gregersen, Hal (2002). Leading Strategic Change. Financial Times Prentice
Hall. New Jersey. USA. ISBN 0-13-046108-3.

Boland, Richard J. Junior; Ramkrishnan, Tenkasi V. (2001). Communication and Collaboration
in Distributed Cognition. In Olson, Gary M; Malone, Thomas W.; Smith, John B. (2001).
Coordination Theory and Collaboration Technology. Lawrence Erlbaum Associates Publishers.
New Jersey. USA. ISBN 0-8058-3403-6.

Brandenburger, A.M.; Nalebuff, B.J. (1996). Co-opetition. Doubleday. New York. USA.
Brealey, R; Myers, S (1988). Principles of Corporate Finance (3rd Edition). McGrw-Hill. USA.

Broadbent, Marianne; Butler, Carey; Ed. Roche, Edward Mozley; Blaine, Michael James (2000).

Strategic Management of Information Technology in MNEs. Information Technology in



110

Multinational Enterprises. New Horizons in International Business. Edward Elgar Publishing Inc.
Northoamton, USA. ISBN 1-85898-979-5.

Brocas, Isabelle; Carrillo, Juan D. (2003). The Psychology of Economic Decisions. Volume 1.
Rationality and Well-Being. Oxford University Press. New York. USA. ISBN 0-19 -925106-1

Carley, Kathleen M. (2001). Organizational Performance, Coordination, and Cognition.
Lawrence Erlbaum Associates Publishers. New Jersey. USA. ISBN 0-8058-3403-6.

Carr, Nicholas, G (2001). The Digital Enterprise. How to Reshape Your Business for a
Connected World. Harward Business School Publishing Corporation. USA. ISBN 1-57851-558-0

Chicester, Wiloy (2000). Global Information Technology Outsourcing: Search For Business

Advantage. Outsourcing Journal. Everest Group. Dallas. USA.

Clark, Peter (2003). Organizational Innovations. Saga Publications Ltd. London. UK. ISBN 0-
7619-5881-9.

Clark, Kevin & Collins, Chris (2002): Strategic Decision-Making in high Velocity Environments: A
Theory Revisited and a Test. In Hitt, Michael, A; Amit, Raphael; Lucier, Charles E, Nixon, Robert
D. (2002). Creating Value: Winners in the New Business Environment. Blackwell Publishing.
Oxford. UK. ISBN 0-631-23511-6.

Clarke, Steve (2001). Information Systems Strategic Management: An Integrated Approach.
Routledge Information Systems Textbooks. London. UK. ISBN 0-415-20277-9

Cordon, Carlos, Vollman, Thomas (2005). Sizing Up Outsourcing. CriticalEye, March-May 2005,
Critical Eye Publications Ltd. USA.

Curley, Martin (2004). Managing Information Technology for Business Value. Practical

Strategies for IT and Business Managers. IT Best Practices Series. Intel Press. Hillsboro, UK.

Curley, Martin (2004): CKIR Workshop: Global Innovation and Local Knowledge Creation:
Management Challenges. August 11" -13".

Davenport, T.H. (1993). Process Innovation: re-engineering work through information

technology. Boston. Harvard Business School Press.

Dekker, Henri (2003). Control of Inter-Organizational Relationships: The Effects of Appropriation
concerns, Coordination requirements and Social Embeddedness. Research Series. Vrije
Universiteit Amsterdam. The Netherlands. ISBN 90 5170 684 7.

Delporte-Vermeiren, Dominique J.E. (2003). Improving the Flexibility and Profitability of ICT-
enabled business Network: an assessment method and tool. Erasmus Institute of Management.
Rotterdam. The Netherlands. ISBN 90-5892-040-2.



111

DiVanna, Joseph A. (2003). Thinking Beyond Technology. Creating New Value in Business.
Palgrave MacMillan. New York. USA. ISBN 1-4039-0255-0.

Dixon, N. (1999). Learning Across Organizational Boundaries. In Organizational Learning and

Learning Organization. Sage Publications. London. UK.

Drucker, P. F (2002). People and Performance: The Best of Peter Drucker on Management.
London : Heinemann. ISBN: 0-434-90400-7

Dvorak, R.E.; Holen, E.; Mark, D. & Meehan, W.F. (1997). Six Principles of High Performance
IT. The McKinsey Quarterly, No. 3.

Earl, M.J. (1996). The Risks of Outsourcing IT. Sloan Management Review, Spring 1996.

Engers, Tom M. Van (2001). Knowledge Management: The Role of Mental Models in Business

Systems Design. SIKS Dissertation Series. Amsterdam. The Netherlands.

Fitzsimmons, James A., & Mona J. (2000). Service Management: Operations, Strategy and
Information Technology. 3™ Edition. McGraw-Hill Inc. New York. USA. ISBN 0-07-231267.x

Golub Lang, Andrew (1997). Decision Analysis —An Integrated Approach. Wiley & Sons Inc.
New York. USA. ISBN 0-471-15511-X.

Gonchar, Alan (1997). From Little Acorns... Outsourcing Journal. August 1997. USA.

Goolsby, Kathleen (2003). Is There Life After Signing a Long-term Outsourcing Contract?
Outsourcing Journal. September 2003. Everest Group. Dallas. USA.

Goolsby, Kathleen (2003). What You Need to Know About IT Outsourcing Trends for 2003.

January 2003. Everest Group. Dallas USA.

Gulker, Chris (2003). IT Job Strategies: What the risks of IT Outsourcing mean to IT workers. IT
Managers Journal, November 2003. USA.

Hamel, G. Leading the Revolution (2000). Harvard Business School Press. USA. ISBN: 1-578-
51189-5.

Hammer, M; Champy, J. (1993). Reengineering the corporation. New York. Harper Collins

Books.

Heskett, James L.; Sasser Earl W. Jr.; Schlesinger, Leonard, A (2003). The Value Profit Chain:
Treat Employees Like Customers and Customers like Employees. The Free Press, New York.
USA: ISBN 0-7432-2569-4.



112

Heuvel, Willem-Jan Van Den (2002). Integrating Modern Business Applications with Objectified
Legacy Systems. Center for Economic Research. Tilburg. The Netherlands. ISBN 90-5668-099-
4.

Hiltz, Starr Roxanne; Dufner, Donna; Fjermestad, Jerry; Kim, Youngijn; Ocker, Rosalie; Rana,
Ajaz; Turoff, Murray. Distributed Group Support Systems: Theory Development and
Experimentation. In Olson, Gary M; Malone, Thomas W.; Smith, John B. (2001). Coordination
Theory and Collaboration Technology. Lawrence Erlbaum Associates Publishers. New Jersey.
USA. ISBN 0-8058-3403-6.

Hitt, Michael, A; Amit, Raphael; Lucier, Charles E, Nixon, Robert D. (2002). Creating Value:
Winners in the New Business Environment. Blackwell Publishing. Oxford. UK. ISBN 0-631-
23511-6.

Hodkinson, Gerard P; Sparrow, Paul R. The Competent Organization. Open University Press.
Philadelphia. USA. ISBN 0-335-19903-8.

Hoefstede, G (199). Culture’s Consequences: Comparing Values, behaviors, institutions and

organizations across nations. Sage Publications, London, UK. ISBN 0-8039-7323-3.

Hawryszkiewycz, I.T.; Ed. Roche, Edward Mozley; Blaine, Michael James (2000). A Framework
for Strategic Planning for Communications System. Information Technology in Multinational
Enterprises. New Horizons in International Business. Edward Elgar Publishing Inc. Northoamton,
USA. ISBN 1-85898-979-5.

Huband, Mark (2004): Outsourcing: A Good Idea to Call in Experts. Financial Times, May 10.
London. UK.

Hunter, Mark (2004): CKIR Workshop: Global Innovation and Local Knowledge Creation:

Management Challenges. August 11" -13",

Inter-American Development Bank: Organizational Assessment: a Framework for Improving
Performance. International Development Research Center & Inter-American Development Bank.
Washington. USA. ISBN 0-88936-998-4.

Johnson, Gerry; Scholes, Kevan (1999). Exploring Corporate Strategy. Fifth Edition. Prentice
Hall. Harlow. UK. ISBN 0-13-080740-0.

Jarvinen, Pertti (2001): On the Research Methods. Tampere University of Technology. Tampere.

Kambil, Ajit; Henderson, John C; Mohseenzadeh, Hossein (1991). Strategic Management of
Information Technology Investments: An Options Perspective. CISR WP No. 222. Center for

Information Systems Research. Cambridge. USA.



113

Kangas, Kalle; Ed. Roche, Edward Mozley; Blaine, Michael James (2000). The Role of IT in
Building Core Competences in MNE:s. Information Technology in Multinational Enterprises. New
Horizons in International Business. Edward Elgar Publishing Inc. Northoamton, USA. ISBN 1-
85898-979-5.

Kasanen, E., K. Lukka and A. Siitonen (1993). The constructive approach in management

accounting. Journal of Management Accounting Research (5): 243-264.

Keen, P. G.W. (1993). Information technology and the management Difference: A Fusion Map.
IBM Systems Journal, Vol 32, No1, 1993.

Kettinger, W.; Grover, V.; Guha, S.; Segars, A.H (1994). Strategic Information Systems
Revisited: A Study in Sustainability and Performance. MIS Quarterly, Vol 18, No. 1.

Kling, Rob; Kraemer, Kenneth I.; Allen, Jonathan P.; Bakos, Yannis; Gurbaxani, Vijay; Elliott,
Margaret (2001). Transforming Coordination: The Promise and Problems of Information
Technology in Coordination. Lawrence Erlbaum Associates Publishers. New Jersey. USA. ISBN
0-8058-3403-6.

Kosonen, Mikko (2004): CKIR Workshop: Global Innovation and Local Knowledge Creation:
Management Challenges. August 11" -13".

Kraus, Sarit; Wilkenfeld, Jonathan (2001). Strategic Negotiation in Multiagent Environments. In
Olson, Gary M; Malone, Thomas W.; Smith, John B. (2001). Coordination Theory and
Collaboration Technology. Lawrence Erlbaum Associates Publishers. New Jersey. USA. ISBN
0-8058-3403-6.

Kuusisto, Jari; Mayer, Martin (2003). Insights into Services and Innovation in the Knowledge

Intensive Economy. Technology Review 134/2003). Tekes 2003. Espoo. Finland.

Lacity, Mary C; Willcocks Leslie P (2001). Global Information Technology Outsourcing: In
Search of Business Advantage. ISBN: 0-471-89959-3

Lacity, Mary Cecelia; Hirscheim Rudy (1995). Beyond The Information Systems Outsourcing
Bandwagon. Wiley Series in Information Systems. John Wiley & Sons, Inc. New York, USA.
ISBN 0-471-95822-0.

Lacity, Mary Cecelia; Willcocks, L & Feeny, D. (1994).Information Systems Outsourcing: a
decision-making framework. Templeton College. Oxford University. Oxford. USA.

Laudon, Kenneth; Laudon, Jane (1996). Management Information Systems: Organization and
Technology in the Networked Enterprise. Sixth Edition. Prentice Hall International, Inc. New
Jersey, USA. ISBN 0-13-015682-5.



114

Leavitt, Harold J (1965). Applying Organizational Change in Industry: Structural, Technological
and Humanistic Approaches. Rand McNally. Chicago. USA.

Lewis, Clayton; Reitsma, Rene; Wilson, Vance E.; Zigurs, lize (2001). Extending Coordination
Theory to Deal With Goal Conflicts. Lawrence Erlbaum Associates Publishers. New Jersey.
USA.

Loh, Lawrence; Venkatraman, N. Diffusion of Information Technology Outsourcing: Influence
Sources and the Kodak Effect. CISR WP No. 245. Center for Information Systems Research.
Cambridge. USA.

Loh, Lawrence; Venkatraman, N. Outsourcing as a mechanism of Information Technology
Governance: A Cross-Sectional Analysis of its Determinants. CISR WP No. 245. Center for

Information Systems Research. Cambridge. USA.

Luehrman, Timothy A. (1998) Strategy as a Portfolio of Real Options. Harvard Business Review,
Reprint 98506. USA.

Malhotra, Yogesh. (1998). Knowledge Management, Knowledge Organizations & Knowledge

Workers: A View from the Front Lines. Times Magazine. USA.

Malone, Thomas W.; Crowaton, Kevin (2001). The Interdisciplinary Study of Coordination. In
Olson, Gary M; Malone, Thomas W.; Smith, John B. (2001). Coordination Theory and
Collaboration Technology. Lawrence Erlbaum Associates Publishers. New Jersey. USA. ISBN
0-8058-3403-6.

Malone, Thomas W.; Lai, Kum-Yew, Grant, Kenneth R. (2001) Two Design Principles for
Collaboration Technology: Examples of Semiformal Systems and Radical Tailorability. Lawrence

Erlbaum Associates Publishers. New Jersey. USA

Markus, M. Lynne. Keil, Mark (1994). If we build it, they will come: Designing information

systems people want to use. Sloan Management review n.2. USA

Mata, F.J.; Fuerst, W.L.; Barney, J. (1994). Information Technology and Sustained Competitive
Advantage: A Resource Based Analysis. MIS Quarterly, Vol 19.

McNamara, Gerry & Vaaler, Paul (2002): Strategic Decision-Making in the Entrepreneurial
Millennium: Competition, Crisis and “Expert” Risk Assessment of Emerging Market Sovereigns.
In Hitt, Michael, A; Amit, Raphael; Lucier, Charles E, Nixon, Robert D. (2002). Creating Value:
Winners in the New Business Environment. Blackwell Publishing. Oxford. UK. ISBN 0-631-
23511-6.



115

Meyer, Arnoud De; Dutta, Soumitra; Spivastava, Sandeep (2002). The Bright Stuff: How
Innovative People and Technology can make the old economy new. Pretence Hall. London. UK.
ISBN 0-273-65648-1.

Miles, Matthew, B.; Huberman, Michael, A. (1994). Qualitative Data Analysis. Second Edition.
Saga Publications. Thousand Oaks. USA.ISBN 0-8039-4653-8

Millar, V (1994). Outsourcing Trends. Outsourcing, Cosourcing and insourcing conference.

University of California. Berkley. USA.

Mooney, J., Kraemer, K, Gurbaxani, V. (1994). A Process Oriented Framework for Assessing
the Business Value of Information Technology. University of California, Irvine. Center for

Research in IT and Organizations.

Mol, Michael J (2001). Outsourcing, Supplier Relations and Internationalization: Global Sourcing
Strategy as a Chinese Puzzle. Erasmus Research Institute of Management. Rotterdam,
Netherlands. ISBN 90-5892-014-3.

Murphy, Jim (2005), Sourcing Management Maturity —Garner Maturity Model, Gartner ITxpo
2005.

Myers, M. (2006). Qualitative Research in Information Systems. Association for Information

Systems. Website. Auckland. New Zeland.

Myers, Stewart (1977). Determinants of Capital Borrowing. Journal of Financial Economics.
USA.

Nooteboom, Bart (2000). Learning and Innovation in Organizations and Economies. Oxford
University Press. New York. USA. ISBN 0-19-924099-x.

Nonaka, lkujiro (2004): CKIR Workshop: Global Innovation and Local Knowledge Creation:
Management Challenges. August 11" -13".

Olson, Gary M; Malone, Thomas W.; Smith, John B. (2001). Coordination Theory and
Collaboration Technology. Lawrence Erlbaum Associates Publishers. New Jersey. USA. ISBN
0-8058-3403-6.

Olson, Gary, M.; Olson, Judith, S. (2001). Technology Support for Collaborative Workgroups. In
Olson, Gary M; Malone, Thomas W.; Smith, John B. (2001). Coordination Theory and
Collaboration Technology. Lawrence Erlbaum Associates Publishers. New Jersey. USA. ISBN
0-8058-3403-6.

Parker, M.P. ; Benson, R.J. (1988). Information Economics: Linking Business Performance to

Information Technology. Prentice-Hall. New Jersey. USA.



116

Parsons, G.L. (1983). Fitting Information Systems Technology to the Corporate Needs: The
Linking Strategy. Harvard Business School Press. Boston. USA

Peli, G; Nooteboom, B (1997). Simulation of Learning in Supply Partnerships. Graduate School/
Research Institute of Groningen. Department of Systems, Organizations and Management.

Gronongen. The Netherlands.

Perkins, Peter; Knell, Scott (2004): Six Strategies for Leveraging Your IT Investments. Executive
Report. Cutter Consortium. San Mateo. USA.

Porter, Eduarto (2004). Some Software Jobs Are Best Left At Home. Outsourcing can fail,
companies find. International Herald Tribune. April 29. 2004. New York Times. New York. USA.

Porter, Michael (1985). Competitive Advantage —How Information can Help You Compete. New
York. Free Press. USA.

Prahalad, C. K. & Hamel, Gary (1994). Competing for the Future. Harvard Business School
Press. ISBN: 0-87584-416-2.

Roberts, Bill (2004), The perfect storm brews offshore- Moving R&D outside the U.S. creates
opportunity, outcry—and risk, Electronic Business, 3/1/2004. USA.

Robinson, Bruce; Sribar, Valentin (2002). The Adaptive Enterprise: IT Infrastructure Strategies
to Manage Change and Enable Growth. IT Best Practices Series. Intel Press. Indianapolis. USA.
ISBN 0-201-76736-8.

Ramirez, Rafael; Wallin, Johan. Prime Movers: Define Your Business or Have Someone Define
it against you. John Wiley & Sons, Inc. Chichester. USA. ISBN 0-471-89944-5.

Rapp, William, V (2002). Information Technology Strategies. How Leading Firms Use IT to Gain
an Advantage. Oxford University Press, Inc. New York. Usa. ISBN 0-19-514813-4.

Reuer, Jefferey (2002). How Real are Real Options? The Case of International Joint Ventures.
In Hitt, Michael, A; Amit, Raphael; Lucier, Charles E, Nixon, Robert D. (2002). Creating Value:
Winners in the New Business Environment. Blackwell Publishing. Oxford. UK. ISBN 0-631-
23511-6.

Rigsby, Jeffery A; Greco, Guy (2003). Mastering Strategy, Insights from the World’s Greatest
Leaders and Thinkers. McGraw-Hill Publications. New York, USA. ISBN 0-07-140286-1.

Rothaermel, Frank T.; Deeds, David, L. (2002). More Good Things Are Not Necessarily Better:
An Empirical Study of Strategic Alliances, Experience Effects, and New Product Development in
High-Technology Start-ups. In Hitt, Michael, A; Amit, Raphael; Lucier, Charles E, Nixon, Robert



117

D. (2002). Creating Value: Winners in the New Business Environment. Blackwell Publishing.
Oxford. UK. ISBN 0-631-23511-6.

Sabherwal, Rajiv (1999). The Role of Trust in IT Outsourcing Development Projects.
Communications of the ACM 26. n.42. Cambridge. USA.

Scharmer, Otto (2004): CKIR Workshop: Global Innovation and Local Knowledge Creation:

Management Challenges. August 11" -13",

Senge, P.M.; Roberts, C.; Ross, R.B.; Smith, B.J.; Kleiner, A. (1994). The Fifth Discipline
Fieldbook. Doubleway. New York. USA.
Simons, Helen (1980). Towards a science of singular: Essays about case Study in Educational

Research and Evaluation. Norwich. UK. University of Anglia. Center of Applied Research.

Smith, K.G.; Carroll, S.J. (1995). Intra-and Inter-organizational cooperation: Towards a research

agenda. Academy of Management Journal, 38.

Stake, Robert E. (1995). The Art of Case Study Research. Thousand Oaks, CA. Sage
Publications.

Straub, Richard (2004): CKIR Workshop: Global Innovation and Local Knowledge Creation:
Management Challenges. August 11" -13",

Teece, David J.; Pisano, Gary; Shuen, Amy (1998), Dynamic capabilities and strategic
management, Wiley Management Interscience Journal, volume 18, 1998. John Wiley & Sons,
Ltd. UK.

Wang, Wei-Ping; Kleinman, David L. Luh, Peter B. (2001). Modeling Team Coordination and
Decisions in a Distributed Dynamic Environment. Lawrence Erlbaum Associates Publishers.
New Jersey. USA.

Ward, John; Peppard, Joe (2002). Strategic Planning for Information Systems. John Wiley &
Sons, Inc. Cranfield. UK. ISBN 0-470-84147-8.

Weill, P; Olson, M (1989). Managing investment in Information Technology: Mini Case Examples
and Implications. MIS Quarterly 3-17. USA

Wigand, Rolf; Picot, Arnold; Reichwald, Ralf (1997). Information, Organization and Management
—Expanding Markets and Corporate Boundaries. John Wiley & Sons. Houston. USA ISBN 0-
471-96454-9

Willcocks, L; Sauer, C. (2000). High Risks and Hidden Costs in IT Outsourcing. Financial Times
Mastering Risk, May 2000.



118

Yakhlef, Ali (1996). Organizing as Discursive Practices: The Example of Information Technology
Outsourcing. Reprocentralen HSC. Uppsala, Sweden. ISBN 91-7153-487-3.



119

THE LISTS OF FIGURES AND TABLES

The List of Figures:

Figure 1. The Structure of The Dissertation

Figure 2. Constructive research diagram (Constantinescu, 2005)

Figure 3. The Levels of IT Maturity (Carnegie Mellon University, 2003)

Figure 4. Technology and implementation: approaches to adapting technologies to business
processes (Featuring Hawryszkiewycz, 2000)

Figure 5. Components of an Information Technology Solution (Ward, John; Peppard, Joe, 2002)
Figure 6. Changing Ladscape of Product and Service Creation (Kosonen, 2004)

Figure 7. Typical Targets for Information System Outsourcing (Laudon, 2000)

Figure 8. Benefits of business networking (Delporte-Vermeiren, 2003)

Figure 9. Profiles of the Different Strategic Levels of IT use (Featuring Rapp, 2002)

Figure 10. Recommended Outsourcing types and principal measures in various competitive
environments (GapGemini, 2004)

Figure 11. Measures for Information System Success (Markus, Keil, 1994)

Figure 12. The interrelation between tacit knowledge, IT and business outcome

Figure 13. Formal and Informal Control Mechanisms for supplier relationships (Smith et al., 1995)
Figure 14. The theory-based propositions used as the basis for research propositions

Figure 15. Company-proposed positioning in the use of Information Technology and suppliers
Figure 16. The Main Elements of Value Adding IT sourcing model

Figure 17. Evolution of Company A’s Focus Areas in IT System Management

Figure 18. Stakeholders in a typical outsourcing project

Figure 19. IT Outsourcing Projects Organized in a Value Chain

Figure 20. The if-then analysis describing the relation between organizational consensus and
successful supplier operations.

Figure 21. Template for an Integrated Technology and Business Program Roadmap (Company A)
Figure 22. Positioning IT Applications in Company’s Value Chain

Figure 23. The main factors influencing the success of an IT outsourcing project

The List of Tables:

Table 1. Evolutionary Approach to IT (Earl, 1996)

Table 2. Reasons for Outsourcing IT function (Lacity; Willcocks, 2001)

Table 3. Measuring Techniques used in creating IT Strategy (Ward & Peppard, 2002)
Table 4. Strategic Use of IT and outsourcing in the case companies

Table 5. Company A: The applicability of the proposition 1

Table 6. Process Quality versus Model Quality (Company B, 2004)

Table 7. Drivers for Outsourcing in the Case Companies and Industry in General

Table 8. Decision-making styles in the case companies



120

Appendices

Appendix 1. The Interview Questions for the Case Company Representatives

1. IT Mode of Governance?
- How extensive & strategically important is IT function in your company?
- Which parties are involved in maintaining & developing the operating environment?
- What is the level of standardization worldwide?
- Evolution of the IT infrastructure & plans for the future?
- How are product/ service related IT solutions developed?
- Which parties are involved in IT related decision making in your company?

- Do you have a clear process for decision-making and responsibilities for IT investment
projects?

- How have you organized IT cost division for the business units?
- Do you have clear visibility for the IT cost structure?

2. Senior management and IT managers have consensus concerning IT function and operating
environment ?

3. How are IT issues embedded in the overall long-term business strategy?
- Is there a fixed budget & directions for IT development in long term?
- Are there regular stakeholder meetings concerning IT services?
- How is the reporting organized?

- Is there a relationship management type of role for collecting user/ customer requirements &
feedback?

4. IT strategy is a part of overall business strategy?

5. IT governance model (out/ in/ selective sourcing)?
- How extensive is sourcing/ purchasing function’s role in the IT investment projects?
- Who is responsible for defining IT related processes and tools?

- How are users/ partners/ customers involved in development/ IT support?

A. If IT Function is Outsourced:

6.What was outsourced?
- All
- Development
- Support
- Process

- Standard Services



121

7. Functions object to outsourcing depend on the level of IT used strategically in the company?

8. Why outsourcing (results under the following categories)?

- Organization Driven Reasons

- Improvement Driven Reasons

- Financially Driven Reasons

- Cost Driven Reasons

- Employee Driven Reasons

9.How was the decision making process?

is there a standard, documented and easily repeatable process & tools in place for outsourcing

cases?

Who were involved?

What was the schedule for the project?

What were the basis for the business case?

Did you benchmark existing services?

How was IT outsourcing value-add perceived & measured?
How were the released resources used?

What were the targets in the outsourcing project?

10. Resources and business case should be calculated with real options -resource flexibility and
replaceability noted?

11. Suitable metrics (qualitative & quantitative) should be developed in each case for evaluating IT
operating environment?

12. How have you organized collaboration and supplier management with outsourcing
companies?

Do you have a preferred vendor policy?

Do you have several competing vendors for price competition and risk management?
How often do you review the contracts?

Have you applied performance-based payment?

How have you shared the responsibility for the quality/ performance/ cost control?
Do you have clauses or penalties in case of poor performance?

Do you have regular review meetings?

Do you use the same processes and develop them together further?

Have you implemented change management processes?

Do you organize training on company policies for the vendors?

How do you handle security issues in vendor interface? Nondisclosure agreements?

Do you have joint development efforts?
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- Shared profit and loss interest?
13. IT development and support is done in close co-operation with the company?

14. Time scale for the decisions together with periodical reviews should be established in the
beginning of the project?

15. How was the transition project?

- Did you manage to keep the budget & schedule?
- Were there surprises on the way?

- Did you use external consults during the project?
- Did you collect lessons learned?
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APPENDIX 2. AN EXAMPLE OF AN IT PORTFOLIO STREAMLINING PROJECT
PLAN.

Portfolio Baseline Three- Five Source of Savings/
Component count year year Leverage

target target
e-mail system 8 4 2 Reduced number of

staff, productivity

WANSs 8 3 1 Build vs. buy, WAN
consolidation
Major data 15 9 3 Lower real estate cost,
centres reduced staff
Mainframe 24 4 6 Reduced number of
platforms staff and HW/SW cost
Desktop SW 56 8 3 Reduced complexity,
images lower support cost
Desktop HW 5 9 4 Volume purchasing,
platforms reduced staff
Operating 24 8 3 Reduced licensing and
systems support costs
Programming 32 15 1 Reduced complexity
languages

The example emphasizes the heuristic nature of the process. It also point out the

importance of linking the targets to business performance in long term.
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APPENDIX 3. THE LIST OF CASE COMPANY REPRESENTATIVES

Company A:

Person A1 13" September 2003 Development Manager, IT operations

Person A2 20" September 2003 Process Development Manager, IT operations

Person A3 30" September 2003 Outsourcing Manager, IT operations

Person A4 30" September 2003 The Head of Regional IT operations

Person A5 4™ October 2003 Regional Communications & HR manager

Person A6 20" October 2003 Outsourcing concept manager for IT

Person A7 23th October 2003 Manager, internal IT process development, STP planning &
portfolio management

Person A8 24" October 2003 Outsourcing concept development, relationship management

Person A9 24" October 2003 Operational manager of extended enterprise concept for IT

Person A10 5™ October 2003 Development manager for outsourcing processes

Person A11 11" March 2004 Regional Development Manager for IT

Person A12 11" March 2004 Relationship manager

Person A13 12" March 2004 Service Manager, extended enterprise applications

Person A14 20" March 2004 Service Manager, IT Service Delivery

Person A15 20" March 2004 Development manager, processes (business line)

Person A16 27" March 2004 Product Manager, a Business Line

Person A17 30" March 2004 Manager of a Product Line

Person A18 30" March 2004 The head of a department (business)

Person A19 2m April 2004 The head of development, internal processes

Person A20 14" August 2004 The head of regional IT operations

Person A21 April 2004 The head of service development processes

Company B:

Person B1 16" September 2003 The vice president of information technology; responsible for the
overall IT operations in the company

Person B2 28" September 2003 The vice president of process development; responsible for (IT)
process development, and harmonization globally

Person B3 4™ October 2003 The local head of IT operations; countrywide responsibility over
IT operations

Person B4 24" November 2003 Strategy and outsourcing consultant; planning and implementing
global strategies

Person B5 4™ December 2003 The head of strategy and operations; planning and implementing

global strategies
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Person B6 6" January 2004 The head of a business line; responsible for overall performance
of a non core business operations

Person B7 14" January 2004 Manager of local business operations; responsible over local
business operations

Person B8 20th January 2004 Development Manager, processes and leadership

Person B9 12" February 2004 Training Manager, countrywide responsibility over training &
learning activities

Person B10 12" February 2004 Manager of local business operations; responsible over local
business operations

Person B11 February 2004 Development manager, IT operations

Person B12 February 2004 Service manager, platforms

Person B13 April 2004 Local relationship manager, IT

Person B14 April 2004 Financial Controller, a business area

Person B15 April 2004 Product Manager, IT application
Company C

Person C1 March 2004 The director of IT

Person C2 March 2004 Service manager, IT

Person C3 March 2004 Manager of marketing and sales

Person C4 March 2004 General Manager (business

Person C5 March 2004 Local responsibility over IT

Person C6 March 2004 Project manager, IT development

Person C7 121 April 2004 The head of business operations, a major business line

Person C8 12 April 2004 Relationship manager

Person C9 April 2004 Production manager
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APPENDIX 4. OPERATIONALIZING THE PROPOSITIONS

Summaries of the Interviews with the Case Company Representatives:

Proposition 1. Optimized IT sourcing model depends mainly on the role of IT in the company.

Company A

Person A1

Person A2

Person A3

Person A4

Person A5

Person A6

Person A7

Person A8

Person A9

Person A10

Person A11

Person A12

Person A13

Person A14

Person A15

Person A16

Person A17

Person A18

Person A19

Person A20

Person A21

Conclusion:

The role of IT in the
company

Strategic, source of
competitive advantage

Strategic, industry leader

Strategic, central part of
products

Strategic, differentiating
products, operational
must

Strategic, ensures world
class performance

Strategic, increases
company value

There would be no
company A without
advanced use of IT

Strategic, needs to be
defined more detailed

Strategic both as a part of
product and services and
supply chain

Strategic, both to
operations, products and
innovation

Strategic, leading edge
applications used

Strategic, continuously
developed

Strategic, central to
everything

Strategic, present in all
operations

Strategic, ensures market
leadership

Strategic, high end, best
in class

Strategic, source of
competitive advantage

Central to efficiency both
externally and internally

Strategic, source of
competitive advantage

Strategic, source of
competitive advantage

Very Important

Strategic, a central to
product offering and
future titi

What is
Outsourced ?

Data computing Service
Desk, several
application
Aavialanmant nraiante
Data computing Service
Desk, project
management

Data computing Service
Desk, single projects

Data computing Service
Desk, external
consulting used for
nraiante

Data computing Service
Desk, process
description tasks

Various service
development activities,
service desk,

~AAamni ni_rv\ N
Computing, service
desk

Various service
development activities,
service desk

Service desk, various
project tasks

Various service
development activities,
service desk

Service desk
Service desk

Computing, service
desk

Various service
development tasks,
service desk,

~amnntina

Various service
development activities,
service desk

Service desk, data
computing

Service desk,
consultants used
extensively in projects

Various service
development activities,
service desk

Various service
development activities,
service desk

Service desk

Infrastructure, both
standard and product
related services

Standard services &
end product related,
devel 1t tasks

p

Targets in
Outsourcing ?

Flexibility, better use of
assets, cost, focus on
core

Flexibility, cost, focus on
core activities

Better use of assets,
focus on more value
adding tasks

Flexibility, better use of
assets, cost

Better use of assets,
total cost

Better use of assets,
cost, organizational
reasons

Better use of assets,
focus on core
competencies &

advanncad tarhnalaniac
Flexibility, better use of
resources

Better use of assets,
outsource standard
tasks

Flexibility, better use of
assets, focus on value
adding

Efficiency, resources
allocated to more
complex tasks

Accommodate peaks,
better use of assets

Better use of assets,
standard services do not
add value

Focus on core
competencies,
competence profile &

laarnina faniia

Core competence focus

Flexibility, better use of
assets, cost, focus on
core

Flexibility, better use of
assets, cost, focus on
core

Flexibility, better use of
assets, cost, focus on
core

Flexibility, better use of
assets, cost, focus on
core

Flexibility, better use of
assets, cost, focus on
core

Cost, new
competencies,
organizational reasons

Economic,
organizational,
strategic benefits, stay

at oy

Strategic
Incentives, level of
commitment in
None, high/ medium,
case by case

Depends on the case,
target towards closer,
long term partnering

Depends on the
service, some high
commitment, some

Both black box and
white box, depending
on the service

Depends on the
service, some high
commitment, some

Bré?)?ends on the
service, some high
commitment, some

nAna
Depends on the

service, some high
commitment, some

Depends on the
service, some high
commitment, some

Depends on the
service, some high
commitment, some

Depends on the
service, some high
commitment, some

nAna
Depends on the

service, some high
commitment, some

nAna
Depends on the

service, some high
commitment, some

Depends on the
service, some high
commitment, some

Varies

Depends on the
service, some high
commitment, some

nAna
Depends on the

service, some high
commitment, some

Depends on the
service, some high
commitment, some

Depends on the
service, some high
commitment, some

B’t\e?):énds on the
service, some high
commitment, some

nAna
Depends on the

service, some high
commitment, some

nana
Improvement related
incentives, medium

Varies case by case:
high and low

Applicability of
the value chain

approach to
Better than proposed
division based on
maturity

Applies

Applies fairly well

Applicable

Applies

Principle applies

Applies both high
level and single
cases

Applies

Applies in principle

Applies

Applies

Applies

Applies

Applies

Applies

Applies

Applies

Applies

Applies

Applies

Applicable, used

Significant
correlation
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Company
B
Person B1

Person B2

Person B3

Person B4
Person B5

Person B6

Person B7
Person B8
Person B9

Person B10

Person B11
Person B12

Person B13
Person B14
Person B15
(.:onclusion

The data
supports
the
assumptio
n 1, value
approach
not applied

The role of IT in
the company

Central

Value adding,
differentiating

Strategic

Central, strategic

Central,
becoming more
in the future

Central

Strategic, source
of competitive
advantage

Strategic, source
of competitive
advantage

Strategic

Strategic

Highers
competitive
barriers

Improves
competitiveness

Important

Differentiating
Factor

Strategic
Very important

in product
differentiation

What is Outsourced
?

Infrastructure
services, standard
maintenance

Basic infrastructure
services, service desk

Service desk,
standard services

Infrastructure, varies
some country by
country

Ser vice desk in some
countries, basic
services

Standard services

Infrastructure and
standard services

Non-core related
services

Standard
maintenance tasks

All non-product
related services

Service development,
maintenance

Infrastructure
services,
development

Infrastructure
Depends on the
country, infra

All non-product
related services

Standard services,
infrastructure
related

Targets in
Outsourcing ?

Flexibility, cost,
focus, follow
industry

Strongly cost
related,
organizational
reasons

Cost, focus on
core

Cost, use of
resources

Cost, country
level focuses

vary

Cost, use of
resources

Cost,
organizational
reasons

Cost, better use
of resources

Cost, resource
usage

Cost, follow
industry trend

Flexibility, use of
assets, cost,
focus

Cost, focus,
efficiency

Cost, follow
industry trend

Cost, focus on
core

Cost, follow
industry trend

Strongly
economic,
organizational

Strategic
Incentives, level
of commitment ?

None, low to

medium

Low to medium

No strategic
targets, low

Low to medium

Low, no strategic
targets

Low to medium

Low

None, Low

No strategic
objectives, low
commitment
Low commitment

Medium

Some, medium

Low commitment
Varies by country,
some

Low commitment

Low commitment

Applicability of the value
chain approach to
sourcing model

Applicable in principle,
core kept in house for risk
management reasons

Applicable in principle

Applicable if outsourced
extensively

Applicable in portfolio

approach

Applicable

Product related kept in
house

Only standard services

outsourced

Model applicable, but not
used

Not used

Not used

Applicable

Applicable, related to risk
management

Not used

Applicable

Not used

Agreed in principle, not
used by the company
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Company C  The role of IT in What is
the company Outsourced ?

Person C1 Administrative, for In process,
communications, infrastructure,
info sharind mostly all

Person C2 For standard Infrastructure, IT
operations, strategy,
communication development

Person C3 Administrative Most/ all IT

Person C4 Administrative, IT infrastructure
standard packages

Person C5 Used for Most services,
operational infrastructure
purposes

Person C6 Used for All
communications
and operations

Person C7 Differentiating Most IT
solutions

Person C8 Medium Infrastructure,

service
development

Person C9 Medium, Infrastructure
differentiating

Conclusion: Becoming more Standard services
central (product & end product

The data related) related — a mix

DOES NOT

support the

assumption

Targets in
Outsourcing ?

Flexibility, cost, focus

Bring in new
competencies,
resource usage, focus

New competencies,
focus

Focus on core, industry
trend, flexibility

Focus on core,
flexibility

Focus on core, new
resources

Use of resources, new
resources

Use of best in class
resources, focus on
core

Cost, focus, use of
resources

Economic,
organizational

Strategic
Incentives,
level of
commitment ?

Applicability of the
value chain approach
to sourcing model

None, low to Agreed to, not applied
medium

None, low to Applicable

medium

Medium Applicable

Medium

Medium

None, medium Applicable

Cost related
incentives, no
strategic

None, medium
to low

Medium to low

Single
supplier, No
strategic
incentives
medium

Applicable and used

Applicable

Applicable in principle

In company level, yes

Cross case analysis:

The role of IT in
the company

What is Outsourced ?

Company A Strategic Data computing Service
Desk

Company B Central User Support Service
Desk, infrastructure
partly

Company C  Administrative Ongoing,  User
Support Service Desk,
infrastructure

Conclusion

Targets in
Outsourcing ?

Flexibility, use of
assets, cost, focus

Concentrate on
core, cost

Increasing
demand, better
service, cost

Strategic Incentives,
level of commitment
?

Some, high/ medium,
case by case

None, medium

None, medium

No significant correlation between the role of IT in the company and the selected outsourcing

model (targets, the level of contractual commitment and strategic incentives with the

partners) found.

Applicability of the
value chain
approach to
sourcing model

Applies

Applicable

Applicable
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Proposition 2. IT Outsourcing’s contribution to company’s business performance will be improved if the service provider
and the outsourcer have shared profit and loss interests

Company A

Person A1

Person A2

Person A3

Person A4

Person A5

Person A6

Person A7

Person A8

Person A9

Person A10

Person A11

Person A12

Person A13
Person A14

Person A15

Person A16

Person A17

Person A18

Person A19
Person A20

Person A21

Conclusion:

Shared profit and loss
incentives ?

In project level yes, linked
to cost

Cost related

Achieved cost savings
shared, not in regards to
company result

In project level, not in
group level

Only in projects

Cost related savings
shared

Related to cost in projects

Not regarding end products

Hard to implement, no

Regarding purely IT, yes

Only directly related to
services

No

In projects but not related
to customers

Cost related incentives

Cost saving targets in
contracts as incentives

Only directly related to
suppliers contribution

Only IT service related

Yes, amustinIT

Not in company level, yes
in single services

Plans to implement in the
future

Possibly

Not in near future

Yes, some

Yes, more than today

Yes, in projects, depends
on what will be outsourced

Hard to implement and
judge contribution

Impossible to establish fair
ones in group level

Too complicated

Not likely

Possibly

Definitely in project level

In single services, yes, not
regarding end products

Possibly

More in the future

Increasingly

Increasingly

Not likely

The same

Not sure, interest exists,
hard to implement in
practice

Measures for Improved
contribution

Use cost, overall cost, use of
services, satisfaction

Use cost, user satisfaction,
number of incidents

Number of incidents and user
satisfaction, cost, planning
accuracy

Cost reductions, improved level
of harmonization and
standardization

Cost related, improvement

Cost, improved service levels

Service levels, overall cost,
innovative services

Use cost, new service concepts

Cost, new ideas & service
products

Strongly cost related

Number of incidents, automatic
processes, resource efficiency

Resource efficiency, improved
services, cost

Depends on the service, cost

Cost reductions, re-use of
services

Service life cycle improvements,
cost

Automated services, service level

Service level, resource usage
Cost

Flexibility, use of assets, cost,
focus

Over all cost, service level, new
services

Joint
development,
early/ late
technology
adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter
Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter

Yes, early adapter
Yes, early adapter

Yes, average to
early

Yes




130

Company B Shared profit and Plans to implement in the Measures for Improved Joint development, early/
loss incentives ? future contribution late adapter
Person B1 No Possibly cost related, shared Cost and SLA measured No, could be more, early to
savings moderate adaptor
Person B2 No Not in company level SLA, cost No, becoming more
conservative in IT spending
Person B3 No In country level, improvement  Cost, not relevant Could be more, in the future
related yes, average, follower
Person B4 No Yes for improved services Not measured No, early adapter
Person B5 No No, contract can define Not measured directly No, use proven technologies
bonus for good performance
Person B6 No No Outsourced standard No
services, cost driver
Person B7 No Not likely, some cost related Cost Commercial packages used
Person B8 No No Overall cost, reduced No, management strongly in
headcount hands
Person B9 No Not for current scope Cost, organizational No, moderate
changes
Person B10 No Not likely Cost, service level Moderate, not joining trends
Person B11 Yes, amustin IT The same Flexibility, use of assets, Yes, average to early
cost, focus
Person B12 Yes Yes SLA, cost, improvement Yes
Person B13 Yes, not to end Yes Improved services, Yes, partner-like
product satisfaction
Person B14 Yes, depends on Yes, continuous development  Improvement related Yes
ownership
Person B15 Yes, in service & IT  Yes SLA, faster service Yes, early to average
solution level introduction
Conclusion: No No Strongly cost driven Becoming more moderate
adapter
Company Shared profit and Plans to implement in Measures for Improved Joint development, early/

Person C1

Person C2

Person C3

Person C4

Person C5

Person C6

Person C7

Person C8

loss incentives ?
Not yet

No

Too early to say

No

No

No

Yes, depends on
ownership

Yes, in service & IT
solution level

the future
Yes, IT related

InIT

No

Yes, not to company
performance

Yes, but only operational

Yes, continuous
development

Yes

contribution

Flexibility, cost, harmonization

New services, improved operations

Improved data sharing, reliability

Speed of change, harmonization

Level of consolidation, speed

Flexibility, new services

Improvement related

SLA, faster service introduction

late adapter
Yes, average

Yes, standard but latest
services introduced

Yes

Yes, keeping up with
development

Follower rather than
inventor

Average

Yes

Yes, early to average
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Person C9

Yes

No

Yes, related to IT
solution shared
ownership

SLA

Speed to introduce new services

Yes, joint planning and
management

Yes, joined planning
extensive, Average to
late adapter

Cross case analysis:

Company A

Company B

Company C

Shared profit and
loss incentives ?

Yes, cost savings &
quality of services

Plans to implement

in the future

Yes, increasingly

No

N/A

Yes, some

Yes

Measures for Improved
contribution

Financial, operational
Achieved cost savings &
improved service levels

Not measured directly

Speed, improved operational

efficiency

Joint development, early/
late adapter

yes

Yes

Correlation found between performance related payment & responsibility for service development, and improved performance.

Proposition 3. The success of IT outsourcing projects largely depends on organizations ability to adapt to changing
situations and apply information technology into their business operations.

Company
A

Person A1

Person A2

Person A3

Person A4

Person A5

Person A6

Person A7

Agility: Change
readiness,
communication
, and culture of
organizational
changes?

Good,
organization
used to
continuous
change

Good, org.
change used to
build competitive
advantage

Good, agility
enables new
business
concept and
change in scope

Good, existing
culture, open
communication

Good, educated
people, change
not a threat

Good, reasons
for change
communicated,
reasoned and
accepted

Good, used to
changes,
reasons clear

Integrity: Systematic
IT & business co-
operation, joint
planning?

Co-operation
systematic,
continuous joint
planning

Systematic co-
operation, partly
common processes

Systematic planning
in high and medium
level

Good communication,
planning through joint
processes and roles

Organizations built to
reflect each other,
roles correspond,
operational

Joint planning STP,
solution and portfolio
levels

Joint planning in
various parts of
organization, could be
more in process and
tool management

Capability: Managerial
competencies, continuous IT
competence development,
process adjustment?

New services introduced with
training program, awareness
continuously improved

Managerial capability good,
processes adjusted with
suppliers, self help tools
promoted

IT promoted and given good
visibility, communication and
training well planned, processes
adjusted where needed

IT capability good throughout
the organization, outsourcing
not visible to users, processes
clear

Strong process focus,
continuous development of tools
and competencies

Work automated, employees
used to solving their issues
proactively, overall competence
good, processes defined

Managerial capacity good and
continuously development,
commitment and ownership
granted

Perceived success of IT
transition project, Perceived
success of collaboration,
reasons

Several transition projects,
learning from the early ones is
more detailed planning,
collaboration good

Transition ok, slight delays,
collaboration good

Transition could have been
planned in more detail,
collaboration good

Partnership relation ship good and
means are taken to develop
further, transition projects all have
common characteristics

Transition process re-written
based on experiences from early
projects, more focus on planning
and asset management

Transition project concerning
assets had some issues,
collaboration good thanks to clear
roles

Transition projects follow same
process, but every time new
challenges that cumulate learning.
Collaboration good
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Person A8

Person A9

Person A10

Person A11

Person A12

Person A13

Person A14

Person A15

Person A16

Person A17

Person A18

Person A19

Person A20

Person A21

Good, planning
careful,
involvement

Good, in the past
changes
successful

Good, long
history of
changes for the
better

Good, among
strengths

Good, used as
means to
execute new
strategies

Good, changes
every year

Good,
organization
dynamic and in
constant change

Always changing
somewhat, not
too extensively

Good, history of
good change
management

Focus on good
change
management

Good,
automated
change
management
processes

Good, a means
to stay on top

Good, dynamic,
readiness exist

Good, low
change
resistance

Good

Joint processes, well
defined interfaces

Party the same
processes, steering
joint, high level
involvement in IT
planning

Due to importance of
IT, high level
involvement, joint
planning

Joint forecasting,
STP, portfolio
planning, timing

All planning done
together

Joint planning,
systematic feedback,
special roles for
relationship
management
internally

Both in global and
regional planning
done together

Joint planning and
change management

Relevance ensured
by joint planning and
cost control

Budgeting and
capacity planning
done together, more
focus in common
processes

Tools and processes
are in place,
consolidation required

Joint planning in high
level, service level
planning semi-
systematic

Outsourcing planned
jointly

Outsourcing planned
in several forums

Joint planning

Continuous development
promoted heavily, processes
automated and apply to most
cases

User satisfaction achieved by
clear processes, awareness and
training. Good support
organization

Service support and training
good, even costs are under
pressure

Balancing performance and cost
not compromised in training and
support, less new services
maybe

Good competence level and
perception, young employees

Good and employees attitudes
towards learning positive, New
service deployment with training

Training provided for services
and processes, good support
organization and capability

Well trained employees,
management process driven

Processes in key role, capability
continuously developed

Managerial capability
considered good, overall
awareness and attitudes good

Communication and training
ensure competence
development and favorable
attitudes

Good

Processes well defined and
communicated, self help
promoted

Processes a major focus area,
level of competences assessed
regularly and developed
continuously

Good level of IT capability and
continuous development

Trust and joint planning
established in the beginning,
issues during transition projects
were easy to solve.

Transition projects becoming more
professional, a lot of focus and
dedicated collaboration team.

Dedicated outsourcing specialists
deal with transition. Some delays
in early projects, these days
planning extensive.

Asset management causing some
issues, processes and roles were
fine all along.

Well managed, process steered
change projects, well documented
handover and no major issues
along the way.

Transition project perceived a
success generally. It is a learning
curve, and all emerged issues are
studied for future projects.

Transition good, minimal user
impact. Some criticism for asset
management.

First major transition project
considered fairly good. The later
much better.

All projects are different, joint
planning and close co-operation
helps in building co-operative
environment

Change management done with
several groups and layers, which
ensured minimal downtime and
user impact. Good planning key to
success.

Transition planning started very
early. Main issues with unexpected
changes.

Minimal user impact. Collaboration
transparent.

Process focus ensures that quality
remains the same throughout the
transition.

Process focus ensures that quality
remains the same throughout the
transition.

Initial transition projects taught a
lot for the planning of the future
projects, dedicated team and
processes for collaboration.
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Perceived successful.

Company
B

Person B1

Person B2

Person B3

Person B4

Person B5

Person B6

Person B7

Person B8

Person B9

Person B10

Agility: Change
readiness,
communication,
and culture of
organizational
changes?

Organizational
changes are
continuous, mainly
smaller ones,
reasons for change
well accepted

Change readiness
good, business
driven changes
continuous.
Communication
open.

Changes are
accepted with good
reasoning, no
issues with change
resistance

Organization able
and willing to
change. In the past
several changes.

Organizational
ability to change
good. Outsourcing
reasons
understood.

Good. In the past
several changes.

Good. Culture of
organizational
changes exists.

Good. Flexible
employees and
multitasking.

Good. No major
issues with change
resistance. Hard
times in the past
have taught the
need for changes.

Good. Employees
understand the
reasons and need
for changes.

Integrity: Systematic IT
& business co-
operation, joint
planning?

Budgets and major
projects reported to high
management, otherwise
given high degree of
independency.

Co-operation involves
the key people, not
more. Co-operation
semi-annual in high
level, in operational level
involvement as needed.

Development and
annual planning
reported to business
management, otherwise
independent country and
IT operations.

Business driven system
development, which
requires close
interaction with local
business. In global level
not so much.

Budgeting and strategy
together with global
business for guidelines.
Other than that local
business driven.

Very diverse needs,
local business. General
guidelines planned
together.

Local business and
suppliers in the forefront,
global IT department
head organization.

Co-operation mainly at
global end. Countries do
not discuss that much.
Diverse needs.

No major projects
planned or implemented,
incremental
improvements with
some business
involvement (timing).

Separated in
infrastructure
management and
product related.
Organization support the
co-operation. Functional.
IT strategy in global
level.

Perceived success of IT
transition project,
Perceived success of
collaboration, reasons

Capability: Managerial
competencies, continuous IT
competence development,
process adjustment?

Experienced managers, have
good sense of business
operations, processes remain
the same in outsourcing.
Suppliers trained.

Transition projects separate
in countries. Overall very
good. Advantages (cost,
speed, relevance) of having
several small and local
projects rather than one
large.

Managers very hands on,
processes according to local
needs, harmonization ongoing.
Training provided regularly.

Outsourcing overall good,
collaboration good with local
presence and specific
services.

Managers motivated and
involved in planning.
Competence development used
to be better. Processes remain
the same.

Good. Suppliers flexible for
changes following trusting
relations.

Transition successful so far.
More development ideas from
suppliers could be welcome.

County IT manager in key
position. Multilayer support
organization ensures learning.
Employees know the support
process.

IT managers have vast
responsibility and their own
organization. Operational issues
and development in local level,
high level strategy from global.

Transition projects
successful. No major issues.
Good two-way
communication and clear
roles.

Good. Services similar with
lower cost. Standard
packages, no special needs.

Each implementation with
training. Support organization
provides additional help where
needed. Local presence.

IT training by application
owners. Can also be the
supplier. Competence level
good.

Good. Co-operation began
before outsourcing, so trusted
and well known partner.

IT personnel’s skills updated Good. Local need driving

regularly, processes defined by supplier selection. Different

us. ones used in different places.
Gives flexibility

Clear roles and well defined
areas of responsibility and
cost.

Solution ownership with us,
partner supplies according to
specifications. Development
responsibility in-house.

Good level of skills. Support and
other processes clear and well
communicated.

No major issues during the
change. Contract will remain
much the same for the next
period.




134

Person B11  Good. Many Co-operation systematic  IT competencies are updated as  Transition ok, collaboration
ongoing changes. to ensure good support needed bases. Processes good.

and relevance. Strategy planned together with suppliers.
very agile.

Person B12  Good. Several Very close. Dedicated IT  IT competences are developed Good change management,
changes in the development manager in  incrementally. Suppliers bring operational, trusting
past. all business lines. knowledge of process partnership.

excellence.

Person B13  Good. Open Good. High level of Good knowledge and Good supplier relationships
communication. involvement from awareness of both IT and and continuous

business to IT business. Suppliers involved in improvements. Long
development, less training for new applications. experience in partner
otherwise. management.

Person B14  Changes well Business managers Close co-operation ensures Supplier relations good due to
planned and involved in IT solution awareness and development. long history of co-operation.
communicated. development and to Processes jointly planned with World class supplier and
More changes some extent supplier suppliers, adjusted. close co-operation.
these days than in interface.
the past.

Person B15  Good. No issues Systematic co-operation  Managers well aware of driving No burden of history, co-
emerging with and defined processes business needs. Suppliers bring  operation starting good, clear
outsourcing. in new competencies and tasks and roles.

capacity.
Good. Co-operation in two Managerial skill level considered  Transition successful. Clear
Organizational levels: global IT- good. Local business drives supplier-buyer relationship.
changes frequent, business, and local IT & development more than global
flexible workforce business. Functional. strategies.

Company Agility: Change Integrity: Systematic Capability: Managerial Perceived success of IT

C readiness, IT & business co- competencies, continuous transition project,
communication, and  operation, joint IT competence Perceived success of
culture of planning? development, process collaboration, reasons
organizational adjustment?
changes?

Person C1 Organization IT department under Supplier brings in new Too early to say
changing and growing  support function, finance  processes.
heavily. Requirements & control. Involvement
for IT with it. in steering.

Person C2 Several changes in Business involvement in  Supplier brings in new Good for current scope
the past. With IT no high-level, operationally ~ processes. Current processes
issue as more matter independent. as needed based.
of getting more
resources than
changing
organization.

Person C3 Changes in IT do not Increasing involvement Supplier brings in new Good so far
affect most people. following harmonization processes. Current processes
Irrelevant. requirements. as needed based.

Person C4 People used to Semi-systematic co- Supplier given responsibility Close and complementing
changes, need for operation for training
more focus on IT
understood.

Person C5 Good. Many recent No operational reporting  Supplier heavily involved in Good
changes, strategy to to business steering, process and strategy
expand. changes and budget development.

approved in
management.
Person C6 Changes are Co-operation sufficient Supplier brings in new Good experiences so far

continuous,
employees know and
agree to new
requirements.

and reactive.

processes. Training provided
for IT personnel.
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Person C7

Person C8

Person C9

Good.
Communication and
transition manager in
key roles.

Good, organizational
changes are constant

Company history full
of changes

Organizational

Close co-operation,
especially at time of
changes.

Close and casual
cooperation

Good communication
and involvement

Co-operation semi-

Good knowledge of company
operations. Proactive
development together with
the supplier.

Own competences
concentrate on support and
coordination. Supplier brings
in new competences

Outsourcing enables wider
competence base.

Supplier brings in new

Experiences good

Close and functional

Good

Good experiences

changes frequentand  structured. processes and helps in
readiness and building long term focus for IT
willingness to change operations.
exist
Cross case analysis:
Agility: Change Integrity: Capability: Managerial Perceived success of IT
readiness, Systematic IT & competencies, continuous IT transition project,
communication, and business co- competence development, Perceived success of
culture of operation, joint process adjustment? collaboration, reasons
organizational planning?
changes?
Company A Yes, yes Operational, Yes, used to be more; special No, asset mngt slow
systematic processes for supplier interface
processes
Company B Yes, semi-systematic, Operational, tight Some; processes harmonized & Yes
yes control processes adjusted globally
Company C  Ad hoc, no need for N/A No, yes, consultant redesign Good so far

more, no

process

Data suggests that well defined co-operation processes between IT and business functions improve (perception of) supplier
collaboration.

Proposition 4. IT Outsourcing benefits are maximized if senior management and IT managers have consensus concerning

IT function and operating environment

Company
A

Person A1

Person A2

Person A3

Person A4

Person A5

User Attitudes
measured

Yes, regular focus
groups and
annually a large
research

Yes, regularly.
Results
communicated to
wide audience.

Yes.

Yes, annually with
a wide survey, and
during changes
with affected
groups

Yes, with several

User Involvement in
design

High to medium.
Depends on the service.

High in application level.
Some in process
development. Overall
responsibility within IT
management

Mainly through official
processes

Yes, focus groups for
users. In application side
the business owners.

Fairly good. There are

channels for ideas for any

Disputes over outsourcing

Outsourcing has been well
received. Even more
outsourcing (IT) has been
suggested

No

No. Reasons well understood
and planned with relevant
parties

The needs for outsourcing well
understood and accepted.
Most people re-assigned to
new jobs

Nothing special

Fast decision-making &
implementation of the
change

Yes, once the decision is
done, process kicks off

Decision-making systematic
in regular meetings. Advisors
used extensively for informed
decisions.

Decision-making in high level,
implementation with
dedicated team. Own
separate processes

Decision-making and
planning process driven.
Sometimes too large groups
making decisions.

Cross-functional teams and
steering committees make
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Person A6

Person A7

Person A8

Person A9

Person A10

Person A11

Person A12

Person A13

Person A14

Person A15

Person A16

Person A17

Person A18

Person A19

surveys.

Yes, extensively.
Also reacted to.

Yes, both
separately
concerning
applications and
about overall IT
system

Yes.

Yes.

Yes.

Yes.

Yes, annual high
level questioner
reaches high levels
of attendance.

Yes. Both in
general employee
satisfaction
enquiries and in
special research

Yes, regarding
services and
general perception.

Yes, with
qualitative
measures

Yes. A service
requests are also
followed up with
opinion poll.

Yes, often enough

Yes. Surely
enough.

Yes. The system is
coordinated
throughout the
organization

user

Good. Could be better in
process design and
capacity planning

User involvement in
application level, not in
solution development

User involvement
extensive. Young
organization, easy
access to feedback
channels

User involvement through
focus groups, feedback
mail and business related
application development

Good

User involvement not so
systematic as
involvement of the key
people in all units.

Yes, there is involvement
both in process and
service developments

Involvement in service
development a must, as
well as for annual and bi-
annual planning.

Not all users involved,
people who have interest
of work close to IT

Yes, increasingly

Yes, in certain level

In application level
concerning their business
unit.

Users not involved in
strategy process, but in
application level
development

There are channels to get
involved

No. Decisions from up

No. Clear communication and
reasoning.

No.

No. Service levels remained
the same and for users the
process was invisible.

Top-down decision. No major
resistance.

Top-level decision. IT
department mainly executing

No resistance, outsourcing had
been done in other pats of
organization with good success

No

No major resistance, decision
well planned and reasoned

No, company outsourcing
extensively

No. Outsourcing ongoing and
reported also in other parts of
the organization.

No. Business as usual

No. Well understood and
perceived.

No, expected for some time

decisions after listening to all
considerations.

Decision-making after initial
decision mostly responsibility
of the project team, who
involves required parties.

Decision-making process
driven. No ad hoc decisions.
Tools and templates in place

Decision-making in cross-
functional teams. Sometimes
too many meetings

Decision-making systematic
and continuous practice. Fast
implementation regarded
important

Decision-making includes
representatives from all
affected groups, which
ensures effective execution.

Decision-making channels
and processes well known to
everyone. Extensive use of
consultants.

People are expected to
prepare for meetings and
bring assistants if needed.
This ensures maximal benefit
in minimal time.

Decision-making in cross-
functional teams in regular
meetings. Follows clear
processes and templates,
well documented

Decision making fast and
includes implementation
plans and feedback/ learnings
to close the loop

Process oriented, systematic

Would describe it fast,
reactive, fact based

Decisions based on business
cases, expert reports and
extensive background work

Decision-making reactive,
team effort

Decisions made in various
levels with clear reporting
structure
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Person A20  Yes Yes, especially in high No. Everybody does it Functional
level planning.
Person A21  Yes Varies from unit to unit No. Well coordinated
Yes. User involvement mainly No issues or disputes Decision-making perceived
through application and fast, reactive, process driven
process development and cross-functional
Company User Attitudes User Involvement in Disputes over Fast decision-making &
B measured design outsourcing implementation of the change
Person B1 Yes, annually Through key user No, top down decision IT department has high level of
network autonomy and makes most decisions
itself. Fast, local and well prioritized
Person B2 Yes Through local in-house IT ~ No, everybody Decisions made in regular board
personnel outsourcers meetings and experts called in if
needed
Person B3 Yes, mostly in local  Improvement ideas to No, expected news IT related decisions discussed in
level service desk development board bi-annually,
operational decisions within IT
department. Fast implementation
Person B4 Yes, regular Very close in product No, in line with Implementation planned as a part of
smaller polls related IT (in-house), not company policy change process. Focus on high level
so much regarding of usage. Decision-making and
infrastructure services reporting structures clear.
Person B5 Yes, in country - No, expected Decision-making process follows
level escalation and reporting structures.
Structured, hierarchical model.
Person B6 - Through key users and No. Hierarchical decision-making. The
support organization size of the project defines who will
decide about it.
Person B7 - Some No, global decision, Decision-making hierarchical, local
local implementation and global levels separated and for
different topics
Person B8 Yes In operational level, notin  Nothing major Priorities and division of authority
higher level follows business priorities and
focuses
Person B9 Yes, in connection - Not about the decision,  Decision-making autonomy with IT
with changes some about the department within budget limits.
implementation
Person B10  Yes, especially No user involvement with  No. IT related investment decisions
important after suppliers, through local based on business priorities, fast
changes own people implementation
Person B11  Yes, annually In solution related None, improvement Yes, decisions made with business
driven representatives, in-house IT and
supplier. Ensures fast
implementation
Person B12  Yes Not in general services, in  No, services and Close supplier relations a must.
relation to products perception improved Changes planned together
Person B13  Yes, in country Through the IT No, strategic decision Decision-making authority with the
level development people in business units in the last hand.
the business units Escalation clear
Person B14  Yes Yes No, expected Decisions made in global level to a
great extent to meet harmonization
targets and fit
Person B15  Yes Ideas through No Decision-making regulated,

development network

systematic process
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Yes Involvement through in- No Hierarchical decision-making
house IT personnel, structures strongly reflecting
mainly related to product business priorities
related IT
Company User Attitudes User Involvement in Disputes over Fast decision-making &
measured design outsourcing implementation of the change
Person C1 Randomly Some No, new requirements Decision-making for IT following
made it clear new business priorities
capacity needed
Person C2 Through open Little, due to the role of IT  No Very much business driven to
feedback ensure fit
Person C3 In small scale - No High level of business and financial
involvement
Person C4 Some Little so far No, top down, clear Supplier involved in planning
decision
Person C5 Recently yes Little, does not affect No In budget frame autonomy to IT
workers everyday jobs department
Person C6 Not systematically Little No, common practice Within budget limits technology
driven
Person C7 Recently started Little due to competence None, Decision-making fast and based on
profiles sound business reasons
Person C8 Yes - No. Recognized as the Decision-making fast and reactive.
best way to manage IT Changes implemented fast.
Person C9 Yes but not Some No Time to user acceptance critical and
systematically therefore fast implementation of
changes.
Random Little No, supported Yes, commitment and mandate

given by high level management

Cross case analysis:

Role of IT

User Attitudes measured

User Involvement in design

Disputes over outsourcing

Company A
High

Yes, quite favorable,
decreased

Medium, a lot of feedback
given

Few

Fast decision-making & implementation of the Yes

change

Company B Company C
Medium Low

Yes, quite favorable, No
decreased

Medium to low Low

Few Few

Yes medium

Favorable attitudes and consensus over IT issues improved speed of making outsourcing decision and implementing the change.

The data also suggests that organizational consensus speeds up decision-making and planning processes and improves user
involvement and attitudes about IT systems.
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Proposition 5. IT Outsourcing adds the most value to the company if IT strategy is a part of overall business strategy

Company
A
Person A1

Person A2

Person A3

Person A4

Person A5

Person A6

Person A7

Person A8

Person A9

Person A10

Person A11

Person A12

Person A13
Person A14

Person A15

Person A16

IT Steering group
structures

Multifaceted, cross
functional

Representation from all
affected groups and units,
hr and communications

All support and relevant
business units and IT
divisions represented

Cross-functional

All relevant groups
involved

All involved sub-units

represented regularly

Very diverse to ensure all
affected units involved and
all skills represented

All groups represented

Gross-functional

Gross-functional

All affected units
represented, as well as
communications, hr and
supplier

All units represented

Everyone involved
represented + support
functions

All units present

All relevant business units
and support functions

All relevant units

IT integrated to business
strategy

Business strategy includes
IT section

Yes, in high level

High level strategy
includes IT elements

Internally communicated
strategy yes, not
communicated corporate
strategy

High level objectives and
focuses listed

High level development
directions yes.

In very high level yes. In
operational planning also,
but in business unit level

Yes, high-level strategy
includes IT, other way
around more: business
strategies reflected in IT
strategy

Yes, to some extent

Yes. Financial and
improvement related
targets listed

Yes. IT representation in
strategy boards and STP
planning strong

Yes. IT embedded in
strategies as enabler. Also
some separate targets for
IT

Yes. Joint planning,
especially regarding
capacity and budget.

Yes. Awareness across

organization good

Yes, in various levels

Yes. More influence from
business strategy to IT
than vice versa

Measures for added
value in outsourcing

Cost, headcount, asset
utilization

Improved cost efficiency
(unit cost for services)

Headcount reduction,
assets, own personnel
to more value adding
tasks

Improved cost for SLA,
development initiatives

Organizational change,
employee satisfaction

Quality and speed of
service development
and delivery

Headcount, total cost

Unit cost, total cost,
investments

Headcount, number of
service requests

Organizational issues:
employee development,
satisfaction, job stability,
learning

Fixed cost, service time
to market,

Cost, number of
incidents

Reduced fixed cost,
service portfolio
streamlining

Same measures used
as before. Headcount
changes.

Operationally the
measures are the same
as before. Comparisons
define the added value
in long term

Project related
measures, cost and
organizational

Perceived added value

Mainly organizational
transformation, less fixed costs

Accumulating learning from
partnering, more money for
other tasks

Personnel development, world
class service with small co-
ordination cost

Joint development, exceeded
savings targets

Reduced fixed cost

Ability to handle peaks in
demand with less fixed cost

Improved control, cost
transparency

Job transformation, reduced
fixed cost

Access to new resources &
specialized knowledge,
accelerated service
introductions

Networking benefits, expertise
in specific, non-core areas

New roles to own personnel,
improved consensus over IT
expense

Improved planning, visibility to
cost and resource usage

Improved control, assessment
of own resources

Join development, structured
collaboration, access to
additional resources

Improved speed and cost of
delivering new services,
development ideas from
experienced partner

Flexibility, improved perception
of IT efficiency
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quantitative measures

Person A17 Al relevant parties Yes Speed to introduce new Access to specialized
services, innovative knowledge, process excellence
ideas that materialize in and comparability of the
projects services and cost

Person A18 Al units affected, Yes. IT strategy planned Cost efficiency, Freed resources for other
stakeholders with business experts. purposes, potential in long term

Person A19  All stakeholders, support Integration to ensure Cost, headcount, New resources, combined
functions and business relevance and realize new investment expertise potential in the future
representatives opportunities

Person A20 Al functions and units Yes, in some levels Portfolio, headcount, Flexibility, organizational
unit cost transformation

Person A21  All units and suppliers Yes, in high level Headcount reduction, Scalability of operations
represented flexibility, agility
All affected units, Yes, joint planning Unit cost, headcount, Access to new resources, new
stakeholders, support speed to deliver opportunities for own personnel,
functions services, fixed cost improved cost control and

efficiency

Company IT Steering group IT integrated to Measures for added value Perceived added value

B structures Business strategy in outsourcing

Person B1 IT manager reporting to Not so much. Business Strongly cost and headcount  Reduced headcount, improved
highest management strategy guiding IT related. image and perception

strategy

Person B2 Steering group for Not the whole overall Added business value not Headcount reduction., clear
overall solution bi- strategy, other than expected processes
annually with local top budget wise. All business
management. Project requirements fed back to
steering in smaller IT strategy.
focused groups

Person B3 Gross-organizational Not in operational Lower foxed cost Clear reporting, asset
representation in annual  strategies. management and
development meetings. responsibilities

Person B4 Representation in No Cost, headcount Flexibility, control over
development projects spending
from affected units and
supplier

Person B5 Reporting to finance and  No. Considered a support  Headcount, investment, Flexibility, lower control cost
control function fixed cost

Person B6 Reporting to country No. Headcount, cost. No Flexibility at peak times,
management team improvement to existing control, employee job rotation

services targeted

Person B7 IT strategy approved in No. IT strategy follows Cost of delivering required Resource efficiency, lower
country management closely local business services, investment fixed cost
board. Project level requirements. High level
steering with relevant guidelines from global IT
business units management.

Person B8 IT personnel: key users, No, strategies local and Headcount, cost visibility Trusted partner provides
service managers, agile flexibility and uncomplicated
supplier, f&c co-ordination

Person B9 IT managers, f&c, Strategies local with local ~ SLA and usual financial Lower fixed cost,
supplier, local business. Company level measures organizational coherence
management board in strategies communicated
annual level via global IT

Person B10  Country management Strategies separate but Quantitative measures, not Focus on core

team mainly, reporting
high level to global IT

aligned

specially for added value
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Person B11  Cross-functional Yes, joint planning a pre- Speed of development, Speed, flexibility, quality,
request for successful improved SL organizational reasons, access
strategy to new skills

Person B12  Involving top Yes, there are common Speed, new skills, image

management annually, and separate targets
operationally support
functions, relevant
business heads and
supplier
Person B13  IT spending and Yes, in high level Service levels Improved services and
performance of high- perception
level interest

Person B14  Reporting to - Service introductions, User satisfaction, new

management board number of incidents opportunities

Person B15  Steering core group IT Yes. Planned partly with Service time to market, user ~ New features, operational

and supplier (partner the same groups and satisfaction, number of new excellence
management), extended  approved by the same services
all units management
Local management, Not integrated but Cost, headcount, usual Reduced fixed cost, flexibility,
supplier streamlined financial and performance co-ordination
related measures

Company C IT Steering group IT integrated to B strategy Measures for added value Perceived added value

structures in outsourcing

Person C1 All units The first thorough IT strategy is in New services, average time Improved operational

represented making, will be integrated to solve incidents, introduce efficiency and
new services proficiency

Person C2 Reporting to IT Strategy will be developed with New resources, new services  Harmonization, user

finance and control  the partner, links to business and solutions satisfaction
& management strategy
group
Person C3 Cross-functional No need so far New IT enabled opportunities  Improved reliability of
in business and internal the records, efficiency
operations

Person C4 Cross-functional No. IT strategy reflects business New resources, cost in long Improved information

priorities term sharing, reliability

Person C5 Cross-functional No, but business strategies will be Long term focus: new Speed to react to

integrated to IT business harmonized changes, new resources
solutions

Person C6 Cross-functional, No New services, cost, Speed, user satisfaction

can vary headcount

Person C7 All parties No need for that Improved communication, Improved reliability of

represented profile and focus on core the records, efficiency
competences (headcount)

Person C8 All partners Only concerning core product New IT competences Professional IT

represented related applications management for
improved quality of data

Person C9 Even a customer Applications supporting customer Improved reliability of data, Ability to better support

could be
represented

Cross-functional

solutions included

Not yet, will be in the future

real time info and
communications

New opportunities

growing operations

User satisfaction,
efficiency
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IT Steering group
structures

IT CSFs

IT integrated to B strategy

Measures for added value
in outsourcing

Perceived added value
Missed business

opportunities due to the
absence of IT network

Company A
Cross-functional
Flexibility, modularity, re-
usability

Yes, in various levels

Cost, SLA, asset utilization

Significant: automatization,
products

Not directly measured

Company B

Cross-functional

Flexibility, platform, relevant

Yes, in some level

Cost, SLA, headcount reduction

Significant: adding value to
products

Not directly measured

Company C

Cross-functional

Relevance, cost

Will be in the future

New services

Indifferent, efficiency

Not directly measured

Solutions’ benefits to business operations increase with strategic importance given to the systems.

Proposition 6. Clear division of roles and well-defined areas of responsibilities in the beginning of the outsourcing project
improve efficiency and ensure that co-operation begins in good terms. The early phases of outsourcing project determine
the course it is going to take in long-term.

Relationship mngt roles clear in-

yes. A focus area for the company in

Yes. Supplier management processes

yes. The responsibilities have not
caused any special concerns.

Yes. Different functions work in close

Yes. all responsibilities well defined,
documented and communicated.

Yes. All relevant units are involved in
planning and implementing the

Yes. The relationship management
works in several levels and they all

yes. The responsibilities follow portfolio
management categorizations.

Company
A house
Person A1
general.
Person A2
are world-classes
Person A3
Person A4 Yes
Person A5
cooperation.
Person A6
Person A7
changes.
Person A8
communicate and cooperate
continuously.
Person A9
Person A10

Yes. Both towards the business units,
suppliers and support units.

SOP defined in
negotiation phase

Yes. There are
several supplier
management
procedures for
different situations

Yes. Depending on
the type of project
supplier's or A’s
processes.

Yes. Existing
processes used

Existing processes
used with some
adjustments.

Yes, or before.

Before negotiation.

Processes defined
early in planning
phase.

Yes

Required
adjustments done to
the existing
processes.

The type of
processes depends
on the project.

Perceived success of the
transition projects

The latest, good

Improvements every time,
overall good

Good overall

Good communication and
planning, in implementation
some issues.

Successful. Almost in time
and budget.

Handover smooth and user
impact minimal.

Good by all measures.

Good. Learnings from the
past remembered in
planning.

Thanks to good planning,
successful.

Good communication,
thorough planning.

State of the supplier
relationship

Good

In general, good

Good, always
something going on

Good, both parties
committed to
cooperation

Good. Supplier a long
term partner.

In general terms
good.

Successful with all
suppliers. Yet there
are differences in all
relationships

Good

Good

During the transition
some disputes, but

operationally works

very well.
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Person A11  Yes. Roles defined in SOPs and other Suppliers are Good partly incremental Good and
process documentation. trained on A’'s handover. continuously
processes developed
Person A12  Yes. for all stages of service life cycle. Yes. Have an Good because of Supplier relationship
impact on cost. experiences from the past. development a
continuous practice
Person A13  Yes Continuously Good thanks to proven Good. Cooperation
developed and processes and cross- planned for long term.
optimized. functional involvement.
Person A14  Yes. Yet there are some concerns Depends on the Well planned. Good and committed
about duplication of effort. scope of the project
Person A15  yes. Roles clear. Yes. Supplier Good despite some issues Good. Operational
involved in process with asset management. processes developed
development work. together.
Person A16  Yes. Defined and communicated to all SOP follows A’s Good overall Functional
interfacing groups and suppliers processes
Person A17  Nominated contacts given for suppliers Yes. Processes Good. Clear areas of Good and
used depends on responsibility. professionally
the project managed
Person A18  Yes. A focus area Yes. No new Good and automated Good
processes process
developed.
Person A19  Yes. Identified as important focus area In planning phase Good Good. A trusted
processes identified partner
Person A20  Yes Yes. Processes Good. In time and budget Good, flexibility
assessed and without major impacts on proven.
adjusted if need to operations.
Person A21  Yes Yes Very professional Good, long term
partner.
Yes yes Good Good
Company B Relationship mngt SOP defined in Perceived success of State of the supplier
roles clear in-house negotiation phase the transition projects relationship
Person B1 Yes. Matrix Yes, or earlier All countries have their Local issues, global escalation if
organization own experiences, in needed.
general good
Person B2 Yes. Both during Earlier Good in general. In general good.
transition and after.
Person B3 Yes in country level. Depends on the project Very good. Good with all suppliers.
Person B4 Yes. Multiple levels of Every project different. Local implementation Good. There are several
roles. keeps the projects smaller  improvement projects ongoing.
and easier to manage.
Person B5 Yes, both in local level Yes. User related Varies by project and Good and developed further.
and global projects processes do not use country.
Person B6 Some issues with Yes, gradually in planning  Good experience, smooth ~ Good. Committed and trusted
reporting phase handover partners.
Person B7 Yes. Reporting clear. Cooperation has been Good, cooperative Good long term partners
ongoing before, and the process
same processes
continue.
Person B8 Yes, roles and Continued with the same Good, well participated Good world class partners.

responsibilities clear.

processes

planning and
implementation.
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Person B9 Yes. Sometimes Processes adjusted with Good. Focus n Good due to local knowledge
overlapping in matrix. the supplier in planning implementation and
phase communication.
Person B10 Yes. Listed in contract, but Good, including training Good as the local, trusted partner
defined earlier. and communications. knows the requirements.
Person B11 Yes. Professional Planned earlier, together Good overall. Good due to open
supplier management with the supplier communication and proximity.
processes.
Person B12 Yes. Well defined Planned together Various considerations, Good and developed together.
processes for supplier but overall good.
management.
Person B13 Yes. Depending on the project  Good, easier with close Good.
rather suppliers own local supplier.
processes or B’s
Person B14 Yes. A focus area. Varies country by Good, locally managed Good trusting.
country. process.
Person B15 Clear, following Defined along the way in Good. Good from the beginning.
reporting structures. long term cooperation.
yes yes Good Good with joint planning
Company C Relationship mngt SOP defined in Perceived success of the State of the supplier
roles clear in-house negotiation phase transition projects relationship
Person C1 Yes. Depending on Interfaces defined. Good so far. Good
the application area Supplier can use own
processes
Person C2 Yes. In many levels. Yes. Definitions developed  Professional Good and planned for long
gradually during the term
cooperation.
Person C3 Yes. Different roles The initial processes are Good, new ideas and Good and trusting
for different tasks. developed in the planning competences
phases. Others will follow
later.
Person C4 Yes. Come naturally Most processes are Good, scaling operations Good
with areas of established. Some upwards
responsibility. adjustments are made in
these early stages.
Person C5 Yes. Supplier uses own Good, successful Good
processes
Person C6 Yes. Operational, lean  Processes suggested by Good. Experiences long term  Good
organization. supplier supplier
Person C7 Depending on the Process development Good. Experienced supplier Good and flexible
issue at hand. Small driven by the supplier
supplier management
team for IT
Person C8 Yes. No issues with Supplier introduces best Good, as supplier Good
unclear processes practices. understands requirements
Person C9 Yes Suppliers use their own Good and addressing right Good
processes to develop issues
applications.
yes yes good Good
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Relationship mngt roles clear in-house

Dispute management operational

SOP defined in negotiation phase

Transition project management

Contract negotiations

Perceived success of the transition

projects

State of the supplier relationship

Company A

Yes, a focus area

Yes, clear escalation path

Yes, or before

Joint forces, representation

from all

Standard process

Good, some delays and
issues with definitions of
responsibilities

Good

Company B

Yes. In matrix

needs global

Yes.

partner

Local deals

local people

Good

Yes, in local level, few

Good. Handled locally by

Company C

Yes. Few interfaces

Supplier driven

Joint planning with trusted -

Consultancy and new
competences

Good

Good

Trust and good co-operation reduce risk of service obsolesce during transition project. All case companies had invested in process
development and planning. Current relationships after a few years in the contract considered good.

Proposition 7. In-house IT personnel plays a critical role in solution management even if the function or parts of it are

outsourced
Company The roles & tasks IT personnel The role of in-house IT IT managers principally handling
A of in-house IT incentives tied to personnel in collaboration the supplier interface
personnel were business
redesigned performance

Person A1

Person A2

Person A3

Person A4

Person A5

Person A6

Person A7

Person A8

Person A9

Person A10

From the relevant
parts, yes.

Yes, to some extent.

Yes, those who are
directly influenced
by the change.

Yes. During
transition process.

Yes, where relevant.

Yes.

Only where required.

The suppliers
treated like internals
in processes

Yes, those affected.

Yes, where need

To the higher
management

A small part.

Yes.

Depending on the
requirements of the
job.

Yes, there is a link.

Yes.

Yes, especially the
higher managers’.

Yes, partly.

Yes, a part

Yes, the
management’s.

Central. Both towards
supplier and own
organization.

Plan and manage the
interface operations. Central
in regards to relevance.

Central.

A dedicated team of
professionals handle the
interface.

Central. Suppliers use
company processes and
tools.

Central especially in planning

and development capacities.

Central as the main point of
contact.

Ensure operational
excellence, communications.
Manages the “big picture”,

system level

Take responsibility over
operations.

Relationship managers, collaboration
teams, purchasing, management

The ownership for the interface with
IT. Escalation and contractual issues
handled in other departments.

A dedicated collaboration team.

Yes. In contract phase more
involvement from other departments.

Yes, in operational issues.

Yes, mainly. There are also others
involved, but the responsibility is with
IT

Yes. Master planning done in IT
department.

Yes. IT department has the first hand
information about the operations and
supplier performance.

Yes, operationally. Contracts and
prices negotiated by others

Yes, in operational level.
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Person A11  Yes, toward Yes partly. Manage and develop Yes technically and project wise
coordinating roles or collaboration and internal
changing jobs processes.
Person A12  Yes, all roles Yes for relevant people  Act as the point of contact for ~ Operations and development
reviewed internal employees and initiatives, yes. Others for finance and
supplier. supplier management issues.
Person A13  Yes. The Yes, for some level Central. Yes
organization was re-
designed
Person A14  Yes. All roles and Yes, for management Central in linking individual Yes, operationally
their relevance services to others in portfolio.
assessed.
Person A15  Yes. If needed Yes, a part Manage the system as a Yes, as far as possible
whole
Person A16  Yes, for most people  Yes, partly Critical. Yes, operational issues
Person A17  Yes Yes, depending on the Outsourcing team critical Joint responsibility
job
Person A18 Yes, the whole Yes, some Outsourcing team handles Various departments responsible for
organization interface different aspects.
redesigned
Person A19  Yes Yes, for managers Depends on the project. Yes.
Important
Person A20  Yes. Mostly Yes, for the most part Combining business Yes, mainly day to day operations
requirements and
communicating to supplier
Person A21  Yes Yes Ensuring business relevance Operationally yes. Contract and
management by other units
Yes Yes Central Yes
Company The roles & tasks of in- IT personnel The role of in-house IT personnel in IT managers principally
B house IT personnel incentives collaboration handling the supplier interface
were redesigned tied to
business
performance
Person B1 Yes, where needed. Yes, the Assume responsibility over the Management in several levels.
managers’ interface; Communicate changes and Main contacts with IT.
manage performance level
Person B2 Yes, but only those Only the Take responsibility over the operational ~ Yes.
affected directly. higher issues.
managers.
Person B3 Yes. A big part moved to  No. Manage everyday operations. IT department locally responsible
the supplier organization for daily operations. Escalation to
others
Person B4 Yes, those whose job No. Manage operations and changes. IT management
changed.
Person B5 Yes, where needed. Not typically. Central in ensuring right capacity and IT department responsible for the
services. interface.
Person B6 Yes, the interfacing No. Important both in planning and support Yes, local IT
groups if needed processes.
Person B7 Yes, some changes Some to Manage and plan the supplier IT in operational issues, also
needed country level operations. others involved
performance
Person B8 Yes, as few as possible No. Main contact to suppliers. Ensure good It is a joint project for many units
performance.
Person B9 Yes, where necessary No. Important as a single contact point. Also other functions represented
Person B10  Yes. Towards more No. Central in planning. Many units responsible for

managerial roles
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different aspects

Person B11  Yes, processes and Only the Responsible for the interface and Yes
roles adjusted managers operations
Person B12  Yes, major re-organizing  No Total accountability with IT department Business and support functions
the roles mainly
Person B13  Yes, most roles changed No Co-ordinating role Yes, operationally
Person B14  Yes Not typically Manage and develop the operations Yes, in daily operations and
process development
Person B15  Yes, affected all IT No Manage and communicate over the Mainly supplier management
personals’ work company limits group
Yes, where needed. Only for few Central. No
top IT
professionals
Company The roles & tasks of  IT personnel The role of in-house IT personnel IT managers principally
(o3 in-house IT incentives tied in collaboration handling the supplier interface
personnel were to business
redesigned performance
Person C1 Yes, towards more No Technical expertise combined with Together with partner
co-ordinating roles experience from company needs management
Person C2 Yes No Communicate needs and participate Operationally yes, contractual
in contract negotiations and relationship management
tasks no.
Person C3 Yes, more resources No Technical and company specific Yes
brought in experts
Person C4 Yes, changed No Manage performance and Yes, in daily operations
significantly communicate needs
Person C5 Yes No Organize support and continuity of Yes
the system development Yes
Person C6 Yes, major changes No Co-ordinate operations Yes
Person C7 Yes No Communicate needs, monitor Yes
performance
Person C8 In house group only No Monitor and manage Operationally, not in
for minimal management level
coordination
Person C9 Yes. More structured No Develop and monitor performance. Together with other units
Yes No Co-ordinating and providing technical ~ Operationally yes, in contractual

expertise about company specific
needs

level no.

Cross case analysis:

In outsourcing projects:

The roles & tasks of in-house IT personnel were

redesigned

IT personnel incentives tied to business performance

Cross functional collaboration model

IT managers principally handling the supplier interface

Company A Company B
Agree 80 % Agree 40 %
Agree 80% Agree 80%
Agree 100% Agree 80%
Agree 80% Agree 50%
operationally operationally

Company C

Agree 100%

Agree 30%
Agree 30%
Agree 80%

autonomy

The importance of in-house IT management and updating critical capabilities was agreed on.
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Proposition 8. Measures for evaluating optional IT investment projects should be developed separately in each individual
case. The measures should emphasize the IT investments’ strategic potential rather than financial incentives.

Company A

Person A1

Person A2

Person A3

Person A4

Person A5

Person A6

Person A7

Person A8

Person A9

Person A10

Person A11

Person A12

Person A13

Person A14

Customized
measurement

Some. Continuous
development for more
relevant measures

In some areas. Mainly
industry standards,
technical emphasis

Mainly standard SLA
and cost measures.
Some company specific.

Measures slightly
customized for company
specific purposes.

Standard, mainly
quantitative

Quantitative standard,
some qualitative
company specific

Mainly standard.
Company specific under
continuous
development.

Focus on relevant and
descriptive measures
that requires some
customization.

Not so much the
measures but the way to
use the results is
company specific.

Measures typical to the
industry. Several tools
have been developed to
better gather reliable
data and improve its
usage

Measuring is a focus
area, reliability and
relevance ensured by
efficient processes and
tools.

Measuring automated
process with a mix of
customized and
standard measures.

Measuring many
aspects. SLA and cost
with standard
quantitative, benefits
and pay back partly with
customized qualitative.

During service
development more
company specific
measures, service
management standard,

Project portfolio
management?

Yes, strong focus area

Yes. Following
organizational structures

Yes, as well as life cycle
management

Yes, very structured
portfolios

Yes, both for
development projects and
services

Yes

Yes, several layers

Yes, following business
unit structure

Yes, strong focus on the
big picture

Yes, all services linked
together somehow

Yes

Yes

Yes.

Yes. Following well
defined categorization

Priorization process

Business & strategy driven

Priorization in different
processes: STP, short term
planning and portfolio
planning areas

Benefit and strategy driven

Priorization in various levels,
decisions in board meetings.

Within budget limits business
priorities are reflected in
selection

Priorities set within STP
planning process

Ultimately business priorities,
expected cost savings in long
term and reusability drive
selection

All units represented in the
process, reusability and
connectivity important

Business priorities overweight
internal development in most
cases. Business driven.

Business cases evaluated
with various criteria in
portfolio planning meetings.

Priorities set together with IT
managers, business
representatives and support
functions from all regions.

Priorities set after budget
frame done in joint effort.

Priorities during short term
planning process with all
units. Priorities based on
business and budget.

Budget and business
priorities define priorities
ultimately. Also IT strategy
guides selection.

Investment criteria

Cost savings, new revenue,
necessity

Cost savings, user base,
new business

Cost savings, operational
excellence or other benefits,
usage, re-usability

Business case, strategy

Business case, synergies

Expected benefits both short
and long term, cost savings,
organizational benefits

Business case

Business benefits, usage,
vary case by case

Business case

Vary some case by case,
benefits, savings potential

Support to operations,
savings, business needs

Business requirements,
strategy focus, benefits

Business case

Several, decided case by

case based on specific
situation
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partly done by supplier.

Person A15 Measuring mainly Yes. Common processes  Business and benefit driven. Benefits and savings
standard, as far as possible Business case and potential
communicating results continuous follow up
combines data with performance.
company specific
knowledge for
stakeholder
communications.

Person A16 Measuring raw data and  Yes. Joint planning Usage, benefits and re- Expected benefits, specific
stakeholder cycles for most services. usability drive selection in requirements, strategy,
communications with budget frame. various criteria.
partly different terms.

Person A17 Varies from service to Yes. Portfolio focus Joint planning with F&C, Typically business case and
service. Mainly standard business units and IT communicated need for the
SLA and financial. worldwide. service/ hw.

Person A18 Raw data is combined Yes Priorities based on usage, Fact based solid business
with company specific business benefits/ cost and case
knowledge to describe synergies in connectivity.
service characteristics

Person A19 Some ratios linked to Yes. Following business Priorities based on business Business need, business
company specific organization. priorities and focuses case
measures

Person A20 Mostly standard Yes. Hierarchical Business, benefit and Business case

structure necessity driven.

Person A21 Some variances, mainly  Yes Priorities based on business Business case
the same needs and expected benefits
Some company specific ~ Strong portfolio focus. Strongly business driven Business case, specific
measures, mainly priorization process. need, cost savings, new
standard SLA & F&C business

Company Customized Project portfolio Priorization process Investment criteria

measurement management

Person B1 No. Harmonized as Yes, essential to Countries given high degree of Business case, short pay back

far as possible operations independence time

Person B2 No. Standard better Yes, in country and In local level IT board, global Cost savings and new profit in

for clarity and global level. decisions in global management short term
comparability board

Person B3 No, standard Yes, in various levels Based on business priorities, local No big projects initiated, short pay

decisions to great extent. back time and wide user base
targeted

Person B4 No, typical SLA and Yes. Following Local IT management and Business case. Clear business

cost business entities. business management make benefits or potential for savings.
decisions within budget frame. In
case exceeded, decisions
escalated to global board
Person B5 No. Cost and SLA Yes. Ensures Clear escalation within IT Business needs are responded to.

professional life cycle management and local business

management management. Global IT
responsible for high level
guidelines and strategic decisions.

Person B6 No, standard clear for ~ Yes. Support Business driven process. IT Business need and cost savings

reporting processes build management board locally decides
around the structures based on propositions from IT.
Person B7 No, Typical SLA Yes. Local decisions to great extent. Business case
Business needs direct the process
Person B8 Typically quantitative,  Yes. All services Priorities set based on business Business needs, compliance,

requirements and expected
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standard measured

linked where possible.

benefits.

innovativeness

Person B9 No. Yes. IT board decides within budget Business case
frame based on propositions from
various parts of organization as a
part of continuous planning
process
Person B10  No Yes. Business driven process Business needs and potential for
new business
Person B11  No. Typical Yes, strong focus Together with business Fulfilling the communicated need
quantitative and area. representatives. Budget and cost effectively, innovativeness.
qualitative for better strategy driven.
comparability
Person B12  No. In reporting ratios ~ Yes. Strong involvement from the Business case, short pay back
linked to company business units. time.
specific data.
Person B13  No. Yes. All relevant units represented in Wide usage, strong business case
the process. or necessity.
Person B14  No. Yes, following Continuous process with business Business case.
business units and representatives and supplier.
divisions
Person B15  No. Measures Yes. Business needs and their urgency Requirements drive investments,
developed together drive the priority setting. from alternative solutions the most
with the supplier. cost effective.
No, standard Yes. Business needs drive the process.  Business needs and potential for
measures used. Local and global processes savings
separated.
Company Customized Project portfolio Priorization process Investment criteria
C measurement management
Person C1 No. No real need as the services Within budget limits IT and management Business or operational
are few. board. need.
Person C2 No, typical Yes. The services mainly IT reports to management board, which has Need based, budget
performance standard infrastructure the final authority over decisions limited.
monitoring.
Person C3 No. No real synergies between Following reporting structures. Real need and cost
the services. assessed.
Person C4 No. Not yet. No real issues with priorization so far, as the Supporting business
growing budget has been flexible. operations cost
effectively.
Person C5 No. No. Authority with management board Reliable performance,
cost.
Person C6 No. Yes. Escalation following reporting structures Potential to support
expanding operations
Person C7 No Yes. Budget fairly flexible, but cost control tight Potential for fast ROI
nevertheless
Person C8 Typical SLA Yes, cost view emphasized in  Management board assesses the need of ROI, pay back time
reporting new service propositions
Person C9 Typical SLA Yes, the number of services Project ideas screened carefully and initiated Adjusted ROI, potential
not too great yet. in there is a real need. cost savings.
No. In some level Following reporting lines. Flexible IT budget Potential for reliable,

within certain limits

cost effective support for
growing operations.




Cross case analysis:

151

Customized measurement

Project portfolio management

Priorization process
Investment criteria

Bases for business case

Company A
Some, few

Continuous life cycle planning

Structured
BC

Financial, long term usability

Company B
90% standard

Cont STP planning, fixed annual
budget

Structured
BC / strategic

Financial, short term pay back

Company C
Customized locally

IT responsible with F & C

Structured
Business need

Business drivers

Proposition 9. Integrating and streamlining IT related decision-making processes improves efficiency and the quality of the

decisions, and reduces cost

Company Harmonized

A decision-making
processes IN
house

Person A1 In unit level, not
completely in
company level

Person A2 For IT, yes

Person A3 For IT and
business separate

Person A4 Same principles for
all, but vary some
from unit to unit

Person A5 Some variance,
similar tools

Person A6 Compatible
processes

Person A7 Principally the
same

Person A8 Yes, in general
level

Person A9 Yes, same players
and processes

Person A10  Mostly yes

Person A11  Some differences
by unit

Person A12  For most part

Person A13  Yes

Person A14  For IT and

business different,
due to different

Processes adjusted with
the suppliers

Sometimes

Some, not usually

Sometimes, mostly not

Sometimes joint planning

Jointly adjusted

Depends on the project

Typically no

Some adjustments always

needed

Usually not

Depending on the project

Usually interfaces defined

separately

Usually own A’s processes

Not usually

No

Speed and quality
improved with process
redesign

Yes, that is the target

Yes, believed so, can not
be measured

Most quality improvements
from compliance of
processes

No hard data about that

Processes continuously re-
defined to reflect business
requirements

In most cases yes.
Within certain limits yes
Yes, unless it takes too

long to adjust

In longer projects yes, not
in small ones

No proof of that

Targeted in redesign
processes, no hard
evidence of that

Yes, if other factors
optimized already

Yes

Some limited improvement
potential.

Process efficiency strongly
correlated with operational
cost

Yes, especially in the area of
resource planning

In resource planning, speed
to react to changes

Yes, in many critical business
areas

Yes, in many

Yes, in IT especially

In addition to cost also quality

Yes, with productivity and
effectiveness

Yes

Yes, especially in
multinational companies

Yes. Process focus a must in
fast changing environment

Yes, especially in this
industry

Yes. Measurable savings can
be realized by good
processes

Yes. Not only for efficiency
and quality, but also for legal
considerations

Yes, increases customer
value too
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focuses
Person A15  For IT yes Yes, some adjustments If the processes are Yes, for IT definitely
outdated
Person A16  Mostly yes Yes, in interface In certain situations, yes Yes, for complex
organizations
Person A17  Yes Adjusted, not changed Yes Yes, a must in big
organizations
Person A18  Yes Yes, where necessary Real potential for quality Yes.
improvements
Person A19  Yes mostly Very little Yes Yes. Measurable, tangible
benefits
Person A20  Yes Usually the supplier fills aroe  Yes Yes, a continuous focus area
in A’s processes
Person A21  Yes Yes Yes Yes, especially in big
companies
Yes, in high level, Yes, some, where needed. Yes, in most situations. Yes, agree.
some differences
Company Harmonized Processes adjusted with Speed and quality Process efficiency strongly
B decision-making the suppliers improved with process correlated with operational
processes IN redesign cost
house
Person B1 Yes, in division Yes, where needed Yes, if processes outdated  Yes. Debate about
level global/local process
excellence ongoing.
Person B2 Yes, in unit level Yes, planned together in the Some improvement Yes. Currently trying to find
beginning of the project activities continuously balance between global and
ongoing local processes
Person B3 Yes, unit level Yes, mostly following B’'s A dedicated team works Yes. Yet should not be too
processes with the process complicated, tools to support.
continuously.
Person B4 Yes, in business Yes, some. Basic processes remain Yes. In forms of synergies,
groups the same, but some reusability and improved
changes always required quality
as reaction to ongoing
changes Yes, measurable
changes.
Person B5 Yes Yes, if necessary, typically Should not be changed too  Yes. Especially in the area of
not much rapidly as implementation support.
is time consuming
Person B6 Yes as far as Yes, some, but not so that Depends on the Yes. Cost savings through
possible users would have an impact processes. User processes  reusability and automation
are not changed unless
really have to.
Person B7 In country level In some levels yes. Incremental additions to Yes, in addition to improved
varies existing processes quality, also speed and
reusability.
Person B8 Varies from country  Not typically Not re-design, but gradual Yes. Especially in global
to country changes level.
Person B9 Varies by country Possible but not desirable. Re-design only in case Yes, in multinational
major organizational company there are risks to
changes, typically only become inefficient
minor changes
Person B10  Harmonization The optimal way to work will Some changes Agree

ongoing, not yet

be found together

continuously.
Implementation in global
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scale time consuming.

Person B11 Not completely The adjustment comes Depends on the current Agree
naturally over time. state of the operations. In
Incremental changes case processes outdated,
yes.
Person B12  Varies by country Typically processes change Yes, if the new processes Yes, the same savings are
and by unit some, but not purposely tried bring something new. tried to implement to the
to change customers through
consultation.
Person B13  Varies by unit Some adjustments usually Not per se, only if Yes, global harmonization
needed something new in the efforts ongoing
replacing processes.

Person B14  Varies by country The optimal processes A focus area, potential for Yes. That in why global level

and operational investigated and tested improvements harmonization ongoing.
unit together with the supplier.

Person B15  Different for IT Yes, incrementally There is always potential Yes. Both within the company
for savings in process and with external parties.
improvements.

Varies by country Some, but not if not Yes, but not too many Yes, especially in global
necessary. changes unless tangible level.
positive impact
Company Harmonized Processes adjusted with Speed and quality Process efficiency strongly
(o3 decision-making the suppliers improved with process correlated with operational
processes IN redesign cost
house

Person C1 Not in all group’s In the interface possible. No measured results of such,  Yes, especially in

partner companies but in principle yes manufacturing

Person C2 Yes, within each Not typically. Some new Yes, in merger and Yes, processes automated

unit processes may be needed  acquisition cases especially in manufacturing
and supply chain area

Person C3 Yes, as far as Together developed new Yes, in current operating Yes, challenging tasks with

feasible and processes if needed. environment opportunities for  the partners
necessary. that

Person C4 Not possible in Best practices for the Yes, in companies like C Yes. Ongoing projects with

different legal situations are found easily the partners
entities. through experience

Person C5 Where necessary. Agreed together on best Yes, as there are several Correlated, but there are also

practices. Some entities with their own many other things affecting
adjustment may be processes the cost.
needed.

Person C6 Only if viewed Yes, slight changes Yes, to a certain extent Yes, to some extent.

necessary

Person C7 Mostly unit level Some changes, typically Yes, some potential exists Yes, an area of improvement

harmonization not desired. and to focus with partners.

Person C8 Not all processes, Yes, where needed Somewhat Yes, some correlation,

coordinated difficult to measure
processes like
financial reporting
yes.
Person C9 Not in different Yes, the ones that need Yes, certain areas would Yes, believed so, even no

partner companies.

Not all processes

changes.

Yes, the supplier
processes

benefit from that

Yes, some

measured results in company
C.

Yes, that is the perception
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Cross case analysis:

In outsourcing projects: Company A Company B Company C

Harmonized decision-making processes IN house Agree 100 % For IT,

not with business

Agree 70 % In process Agree 10% In process

Processes adjusted with supplier Agree 30% In use
our processes

(modified)

Agree 70% Separate
supplier process

Agree 80%
Planned together

Speed and quality improved with process redesign Agree 100% Agree 80% Agree 100% on-going

Process efficiency strongly correlated with operational
cost

Agree 80% Strong
process focus

Agree 80% Service
pricing more

Agree 80% Re-design
ongoing

Common processes were considered a pre-request for successful collaboration.

Proposition 10. IT-enabled business benefits need to be systematically managed. A benefit management system consists of
a business oriented mindset, motivation, methodology and tools.

Company Benefit management Business benefits Tools and processes for How benefits are

A focus continuously assessed benefit management measured?

implemented

Person A1 Focus on savings, potential ~ Yes, in the business case  Yes, there are databases Business case,
new revenue, increased and during the project and teamrooms scorecards
profit

Person A2 Cost savings, improved Yes, in the business Yes, each project has a Business case, SLA,
rotation days, increased case. During the teamroom with all data and financial reporting
sales, improved support development project not an open web site where

so systematically. anyone can go and
comment the potential and
feasibility of the expected
benefits.

Person A3 Cost savings, process Yes, projects based on Yes, there are project Business case, reporting
automation, increased solid business case. libraries, where all project
sales and profit, new Existing services also data for ongoing and
revenue and customer evaluated regularly. previous as well as planned
retention projects can be found.

Person A4 Cost savings, improved Yes, service mangers up Yes, there are temples and Business case, surveys,
profit, access to data date that data bases reports

Person A5 Cost savings, new revenue  Yes, service managers Yes, several guiding Business case, business
from existing services, and business processes, databases and analysis
customer satisfaction representatives both templates

monitor that.

Person A6 Cost savings, improved Yes, project benefit Yes, enough tools, trainings Business case, impact
planning and decision- assessed in the business  and processes analysis
making, new sales and case. During the project
services reporting mainly on

progress.

Person A7 Cost savings, new sales Yes, continuously, Yes, very well Business case,
potential, profit and starting from the planning reporting, performance
support. phase when the business measuring

case is created.

Person A8 Cost savings, improved Yes All project decisions Yes, continuous trainings Business case, SLA
support for operations, can  based on business case. and introduction of new tools  monitoring
vary a lot depending on the
service

Person A9 Cost savings, improved Yes, Business case Yes. Templates, check lists Business case, service
access to data, speed of updated regularly also for ~ and databases are good manager reports
decision-making, quality of  mature services.
data

Person A10  Cost savings, potential for Yes. Service life Very process directed and Business case, reporting
revenue creation and managed so that services  systematic.
increased sales volumes. without profit potential

terminated.

Person A11 Cost savings, user support  Yes, all projects have a Yes, several processes to Business case,
and data sharing improved,  business case that is help project manager reporting, assessments
new business updated continuously.

Person A12  Cost savings, response Yes, a business case Yes. Trainings good on tools  Business case
time, easier access to data  exists and service




155

mangers monitor

and processes

benefits.

Person A13  Cost savings, Yes, both business Yes, even too much and Business case, SLA
automatization, profit managers and IT service new features all the time
margin, reduced manager assess the
headcount. benefits regularly.

Person A14  Cost savings, varies by Yes, the services thatare  Yes, several tools, data Business case, reporting
service, usually improved not bringing expected banks and processes
support and increased benefits are terminated or
profitability updated.

Person A15  Cost savings, new Yes, portfolio is assessed  Yes, very systematic and Business case, service
revenue, profit margin, every 6 months professional processes manager reports
increased sales. thoroughly, continuous

screening in service level.

Person A16  Cost savings, improved Yes, all services Yes, management Business case, financial
speed and quality of assessed in monthly level  processes very good control reports
decision-making, improved
user support

Person A17  Cost savings, data quality, Yes, all services based Yes, many tools and Business case, business
user base and satisfaction on business case. meetings impact analysis

Person A18  Cost savings, improved Yes, Business cases are Yes, benefits are discussed Business case, reporting
support, speed and quality updated continuously. continuously
of operations

Person A19  Cost savings, increased Yes, all services have a Yes, processes Business case, control
profit, improved quality business case that is implemented thoroughly and  reports

monitored by service trainings are available all the
managers time

Person A20  Cost savings, increased Yes, the whole portfolio Yes. Processes are detailed  Business case,
automation, efficiency and assessed monthly. and relevant. reporting, SLA
productivity.

Person A21 Cost savings, improved Yes, in various planning Yes, a dedicated group Business case, SLA
quality of data and support  cycles. works on these
for operations.

Cost savings, potential for Yes, regularly Yes, very good tools and Business case, SLA
new revenue, profit and trainings
customers

Company Benefit management Business benefits Tools and processes for How benefits are

B focus continuously assessed benefit management measured?

implemented

Person B1 Cost savings, new Yes, in steering group Yes, steering structures and Scorecards and
revenue, profit margin, reporting business cases in the
increased sales. beginning of the project

Person B2 Cost savings, data quality,  Yes, steering group and  Yes, following reporting SLA, business case
user base and satisfaction service managers structures. Several processes

and templates

Person B3 Process automatization, Yes, service managers Yes, professional templates SLA, financial and unit
improved customer service  and project managers and processes reports

Person B4 Cost savings, profit margin,  Yes, business cases Yes, development and Reporting (F&C, projects
increased sales. updated by service maintenance processes are and service managers)

managers well implemented

Person B5 Customer benefits, Yes, by both business Yes, local service Reporting, mainly
improved profit margin, and IT managers management structure quantitative measures
several criteria ensures effective

implementation

Person B6 Criteria varies, cost Yes. Yes, trainings continuous on Reporting, business
savings, improved processes and key users and  analysis
customer support, new other support exist
sales

Person B7 Improved synergies, Yes, regular reviews Yes, implementation a focus Reporting, SLA
access to data area monitoring

Person B8 Improved support for Yes, service owners Yes. In addition to trainings SLA control, unit

operations, integration and

assess and update

support available over the net

reporting, business
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harmonization

services

reporting

Person B9 Cost savings, data quality, Yes. All services have a  Yes. Processes and support Service manager
user base and satisfaction business case persons available reporting

Person B10  Improved image, new Yes, by the steering Yes. A contact easy to find SLA, F&C reporting
services, new revenue group in country level and processes well planned

Person B11 Improved quality of data, Yes. By service Yes, tools and templates and ~ SLA, unit analysis
access to existing data and  manager and steering methodologies for everything
thus synergies group

Person B12  Automated processes, Yes, by unit manager Yes. Trainings are available SLA, some qualitative
better support regularly measures

Person B13  Improved data quality, new  Yes. Services are Yes. Implementation is Mainly SLA
services spin offs constantly assessed effective and updates regular.

Person B14  New services, improved Yes. Updating a service  Yes. Processes are Some Qualitative,
profit, new customer is expensive and cost continuously developed, and mainly quantitative SLA
segments must be justified so are the templates.

Person B15  Cost savings, new Yes, monthly Yes. Very good support SLA, reports
revenue, profit margin,
increased sales.

Cost savings, new Yes, regular practice Yes, good implementation SLA, reporting
revenue, profit margin,

increased sales, improved

support

Company Benefit management Business benefits Tools and processes for How benefits are

C focus continuously assessed benefit management measured?

implemented

Person C1 Improved data sharing, Yes, especially in the For current scope, yes SLA, business case
operational efficiency initial phases

Person C2 Better user support, Yes, owner for each Where necessary SLA, business case
improved data sharing and  service responsible for
harmonization that

Person C3 Increased harmonization, Yes, together with Processes are mostly SLA
new value adding services business and suppliers introduced by the suppliers
to customers, better
efficiency

Person C4 Improved efficiency and Yes, several times s Supplier responsible for that Discussions with
supply chain operations year responsible business

people, performance
measuring

Person C5 Improved user support, Yes, at least during the Supplier must assess the User base, SLA
data sharing and quality planning periods benefit together with IT

manager

Person C6 Automated processes, Yes, by IT managers Business case exists for all SLA mainly, some
profitability increase applications qualitative measures

Person C7 Cost savings, increased IT manager’s Usually business need drives  User satisfaction,
automatization responsibility decisions smooth operation as

reported by users

Person C8 Improved data sharing and  Yes, together with Yes, where needed User base, SLA
harmonization, cost business and IT
savings manager

Person C9 Cost savings, increased Yes, sometimes Yes, necessary processes User base, SLA,

harmonization

Cost savings, increased
harmonization

Yes, by IT manager
during annual planning
rounds

are

Yes, certain level

headcount

Mainly SLA
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Cross case analysis:

In outsourcing projects: Company A Company B Company C

Benefits continuously assessed Yes, regularly by service Yes, by steering group Yes, by IT management
managers

Processes and tools for benefit Yes, systematic processes Yes, well supported Yes, for current scope

management exist

How benefits are measured Business case, financial Business case, measuring Business case, SLA
reporting, SLA usage and satisfaction, financial
reporting, SLA

What are the expected benefits Cost savings, new revenue Cost savings, improved Improved data sharing and
creation, increased sales customer support and solutions  efficiency







221.

222.

223.

224.

225.

226.

227.

228.

229.

230.

231.

232.

233.

234.

235.

236.

237.

238.

239.

240.

241.

242.

243.

ACTA UNIVERSITATIS LAPPEENRANTAENSIS
JANTUNEN, ARI. Dynamic capabilities and firm performance. 2005. Diss.

KOLA-NYSTROM, SARI M. In search of corporate renewal: how to benefit from corporate
venturing? 2005. Diss.

SAREN, HANNU. Analysis of the voltage source inverter with small DC-link capacitor. 2005.
Diss.

HUUHILO, TIINA. Fouling, prevention of fouling, and cleaning in filtration. 2005. Diss.

VILJAINEN, SATU. Regulation design in the electricity distribution sector — theory and
practice. 2005. Diss.

AVRAMENKO, YURY. Case-based design method for chemical product and process
development. 2005. Diss.

JARVINEN, KIMMO. Development of filter media treatments for liquid filtration. 2005. Diss.

HURMELINNA-LAUKKANEN, PIA. Dynamics of appropriability — finding a balance between
efficiency and strength in the appropriability regime. 2005. Diss.

LAARI, ARTO. Gas-liquid mass transfer in bubbly flow: Estimation of mass transfer, bubble
size and reactor performance in various applications. 2005. Diss.

BORDBAR, MOHAMMAD HADI. Theoretical analysis and simulations of vertically vibrated
granular materials. 2005. Diss.

LUUKKA, PASI. Similarity measure based classification. 2005. Diss.

JUUTILAINEN, ANNELI. Pienen matkailuyrityksen yrittdjan taival. Oppiminen
yrittéjyysprosessissa. 2005. Diss.

BJORK, TIMO. Ductility and ultimate strength of cold-formed rectangular hollow section joints
at subzero temperatures. 2005. Diss.

BELYAEV, SERGEY. Knowledge discovery for product design. 2005. Diss.

LEINONEN, KARI. Fabrication and characterization of silicon position sensitive particle
detectors. 2006. Diss.

DUFVA, KARI. Development of finite elements for large deformation analysis of multibody
systems. 2006. Diss.

RITVANEN, JOUNI. Experimental insights into deformation dynamics and intermittency in
rapid granular shear flows. 2006. Diss.

KERKKANEN, KIMMO. Dynamic analysis of belt-drives using the absolute nodal coordinate
formulation. 2006. Diss.

ELFVENGREN, KALLE. Group support system for managing the front end of innovation: case
applications in business-to-business enterprises. 2006. Diss.

IKONEN, LEENA. Distance transforms on gray-level surfaces. 2006. Diss.

TENHUNEN, JARKKO. Johdon laskentatoimi karkiyritysverkostoissa.
Soveltamismahdollisuudet ja yritysten tarpeet. 2006. Diss.

KEMPPINEN, JUKKA. Digitaaliongelma. Kirjoitus oikeudesta ja ymparistosta. 2006.

POLLANEN, KATI. Monitoring of crystallization processes by using infrared spectroscopy and
multivariate methods. 2006. Diss.



244,

245.

246.

247.

248.

249.

250.

251.

252.

253.

254.

255.

256.

257.

258.

259.

260.

261.

262.

263.

264.

AARNIO, TEIJA. Challenges in packaging waste management: A case study in the fast food
industry. 2006. Diss.

PANAPANAAN, VIRGILIO M. Exploration of the social dimension of corporate responsibility in
a welfare state. 2006. Diss.

HEINOLA, JANNE-MATTI. Relative permittivity and loss tangent measurements of PWB
materials using ring resonator structures. 2006. Diss.

SALMELA, NINA. Washing and dewatering of different starches in pressure filters. 2006.
Diss.

SISSONEN, HELI. Information sharing in R&D collaboration — context-dependency and
means of governance. 2006. Diss.

PURANEN, JUSSI. Induction motor versus permanent magnet synchronous motor in motion
control applications: a comparative study. 2006. Diss.

PERALA, KARI. Kassanhallintakaytannét Suomen kunnissa. 2006. Diss.

POUTIAINEN, ILKKA. A modified structural stress method for fatigue assessment of welded
structures. 2006. Diss.

LIHAVAINEN, VELI-MATTI. A novel approach for assessing the fatigue strength of ultrasonic
impact treated welded structures. 2006. Diss.

TANG, JIN. Computational analysis and optimization of real gas flow in small centrifugal
compressors. 2006. Diss.

VEHVILAINEN, JUHA. Procurement in project implementation. 2006. Diss.

MIROLA, TUULI. Impacts of the European integration and the European Union membership
on Finnish export industries — Perceptions of export business managers. 2006. Diss.

RAUMA, KIMMO. FPGA-based control design for power electronic applications. 2006. Diss.

HIRVONEN, MARKUS. On the analysis and control of a linear synchronous servomotor with a
flexible load. 2006. Diss.

LIU, JUNHONG. On the differential evolution algorithm and its application to training radial
basis function networks. 2006. Diss.

LAITINEN, RISTO. Development of LC-MS and extraction methods for the analyses of AKD,
ASA, and rosin sizes in paper products. 2006. Diss.

KUISMA, PETRI. Seinarakenteen infrapunakontrastin pienentaminen kayttaen ilmajaahdytysta
ja sateilysuojausta. 2007. Diss.

ELLONEN, HANNA-KAISA. Exploring the strategic impact of technological change — studies
on the role of Internet in magazine publishing. 2007. Diss.

SOININEN, AURA. Patents in the information and communications technology sector —
development trends, problem areas and pressures for change. 2007. Diss.

MATTILA, MERITA. Value processing in organizations — individual perceptions in three case
companies. 2007. Diss.

VARTIAINEN, JARKKO. Measuring irregularities and surface defects from printed patterns.
2007. Diss.








