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Introduction

3 . 1 Introduction

Over the last twenty years, business has been confronted with an increasing dependency
on IT, as well as an increasing complexity. Subsequently, the need to be in control of IT
delivery and IT provider(s) and suppliers has grown. Over the last five years this has resulted
in an outburst of concepts, models and processes that promise business control, such as
“governance”, and “demand management”. Many companies have also developed best
practices, examples of which are included in this book.

While the previous chapter was focused on governance, IT strategy and policy making in
the business domain, this chapter focuses on how to link this strategy to operations — IT
management in the provider domain.

The first three contributions in this chapter look for better ways in which to connect strategy
with operations. They all begin by trying to understand what links strategy and operations,
and focus on different service management processes that can help to make better decisions
on IT initiatives. Those processes include:

- Service portfolio management deals with controlling the service portfolio and adopts the
perspective that services are defined in terms of business value. Questions include how to
prioritize the needs of external and internal customers, how to optimize your applications,
and how to standardize the delivery of business services.

- Although many companies do not distinguish between the two, portfolio management is
not the same as demand management. The demand management process is installed
to gain insight in - and control of - the services requested by the customer in relation to
capacity issues. The core question here is how optimally to match demand and supply.

- Effective IT requires very close co-operation between demand and supply. A crucial role in
this composition is functional management. This is the aspect of management concerned
with supporting users and specifying the functionality required by the business. Functional
management is primarily responsible for the contribution of information services and
information processing systems to the success of the company. This makes functional
management core to the demand-supply co-operation.

From this information management responsibility position, the business has to decide on
how the required information service will be provided. This introduces a field where the
business is particularly keen to be in control: sourcing - the key topic of the second part of
this chapter. Sourcing of IT services has developed into a favored strategic business option.
The performance and availability of IT services today depends on a complex mix of in-house,
outsourced, virtualized and service-oriented resources. Many organizations are struggling to
find service management approaches to this challenge.

Companies now consider all of the options to maximize cost-efficient production, and

are increasingly outsourcing their IT in order to reduce costs and improve performance.
Outsourcing has become commonplace; big outsourcing deals have become regular

news items in the press. Unfortunately, the problems involved are just as commonplace. In
practice, sourcing turns out to be a complicated exercise that organizations don’t always get
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right the first time. But as sourcing is here to stay, organizations will need to find a way to
make it work.

One of the problems is caused by organizations increasing need to apply a multi-supplier
strategy in order to meet complex business requirements. In order to deal with the situation,
organizations make use of multiple specialized IT providers. Despite the advantages of using
multiple providers (such as the lower cost through competition, supply continuity, wide
access to markets and technology, and low dependency on suppliers), many challenges

are involved. Delivering quality services that depend on multiple in-house and outsourced
services turns out to be a complex proposition.

It is difficult for companies to see the complete picture when it comes to the service they are
delivering; this results in them being unable to deliver their service to their users effectively
and efficiently. In order to regain the control lost by outsourcing, and to gain insight into the
quality of delivered services, companies need to address service management in a different
way.

With the change in the dynamics of IT departments, there is an increasing need to build a
relationship between the businesses and their multiple service providers. Underestimating
governance processes has led to many outsourcing deals failing to meet expectations.
Research has shown that outsourcing relations often fail due to a lack of effective
outsourcing governance. Understanding the importance of managing outsourcing
relations is essential to success, and the focus on governance is a key step in the
maturity of outsourcing. Nowadays everyone seems to be fully aware of the need for more
professionalism regarding the governance of outsourcing, but when it comes to the actual
form and content, opinions are very much divided.

The last two articles in this chapter deal with the complexity of outsourcing and the
problems involved. Providing practical solutions to the problems, they focus on two trends
in outsourcing today: the increased level of multi-sourcing and the increased focus on
governance.

CONTENTS
This chapter contains five contributions that cover management processes, which deal with
aligning IT strategy with business needs:
e Demand on demand
Author: Bart Stofberg (Logica, The Netherlands)
¢ The art of Business Service Management: A rebellious service portfolio practice
Author: Han Verniers (Logica, The Netherlands)
¢ Next generation IT performance management: Performance management in the IT
demand organization
Authors: Peter Ververs (Achmea Group Information Management, The Netherlands), Rick
Aalbers, Léon Acda, Rudolf Liefers and Paul Richter (Atos Consulting, The Netherlands)
e Outsourcing: To be, or not to be in control, that is the question
Author: Oscar Halfhide (Equaterra, The Netherlands)
¢ Business Service Orchestration: Delivering single-source performance in a multi-
source world
Author: Andrew Whalen (NetDialog, The Netherlands/Canada)
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SHORT SUMMARIES

In his article, Stofberg explains how effective IT requires very close co-operation between
demand and supply, comparing it with the performance of a soccer team. He introduces
functional management and shows how business, functional management, and IT need to
co-operate in order to make the company successful. If business, functional management
and IT act in an extremely complex and dynamic environment, then process or chain-
oriented co-operation will not lead to success. This article describes how a company
should organize its business demand and IT supply, in order to optimize the contribution of
information provision and information technology to the success of the company.

Verniers presents service portfolio management as the process to connect the strategy
and operation of IT. The article in the “IT Service Management Global Best Practices”

book is based on experiences with implementing service portfolio management in several
organizations, and shows how this can prove to be very difficult. The article covers several
topics in relation to business service management, such as what are business services,
service portfolio management, making added value visible, business services and the value
of IT, managing business services. Verniers ends the article with suggestions on how to
overcome the difficult first period of working with business services and service portfolios.

In their article, Aalbers, Acda, Liefers, Richter and Ververs provide a useful approach
towards the implementation of cross-division IT performance management. Based on a case
study, a step-by-step approach is presented for successfully embedding IT performance
management at multiple levels within the organization. An important starting point relates to
shaping the demand organization and its relation to the supply side. This article covers the
key building blocks, as well as the main challenges involved.

The article by Halfhide covers the management of the supply organization. This task is
becoming increasingly important as more and more organizations decide to outsource
their IT services. As a consequence, governance from the demand organization will have
to increase. This article explains what outsourcing governance exactly entails, when and
how customers should organize their sourcing management timely and effectively, how to
formalize it, and which positions the parties involved should adopt.

In the last article, Whalen explains how problems with multi-supplier outsourcing situations
originate with IT organizations, who are traditionally oriented towards delivering IT services
from within their own (internal) domain. Consequently, the tooling they use is also designed
with that assumption in mind. With the evolution towards multiple outsourced providers,
and technologies that cross supplier and customer domains (e.g. web services and

SOA), management “black holes” are arising that cannot be quickly filled. This results

in the ineffective use of IT resources, and excessively long mean time to repair (MTTR).

In his article, Whalen presents both a theoretical approach to managing IT services that
are composed of multiple complex technical services and suppliers, as well as practical
examples of companies that have employed Business Service Orchestration as a means to
regain the control lost to IT sourcing.
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3-2 Demand on demand

n the coming years, Gartner expects that a significant number of
leading companies will split their IT in two departments: demand
and supply. Gartner suggests that this is something new. Bart Stofberg
explains how this has already been common practice in the Netherlands
for many years. Based on (both good and bad) practices, and focusing
on co-operation, he gives practical guidelines, to help companies to
organize their business demand management towards IT-supply.

Companies often concentrate on the efficiency of their IT, when the effectiveness of IT would
actually contribute considerably more to the success of the business. However, optimizing
the effectiveness of IT is also considerably more difficult, particularly as no one takes
responsibility for this aspect.

Effective IT requires very close co-operation between demand and supply, a co-operation
which is similar to that seen in a team sport. The Netherlands has more than 15 years
experience of adopting a specific “business composition”. A crucial role is played in this
composition by “functional management'”. Functional management is primarily responsible
for the contribution of information and information technology to the success of the
company. Consequently, functional management is at the core of the demand-supply co-
operation between business and IT. This article introduces functional management, and
shows how business, functional management and IT co-operate (in a manner which is similar
to that of a soccer team), in order to make the company successful.

INTRODUCTION

The last ten years we have focused on co-operation in a process- or chain-oriented way.
Participant A delivers his contribution, hands over the result to participant B, who delivers
his contribution and hands over his result to participant C, etc. This kind of co-operation
works if it is neither too complex nor too dynamic, as it might be in a peanut butter factory:
participant A grinds the peanuts, B adds other ingredients, C mixes the components, D
puts them into a jar, E adds the lid and F attaches the label. It works because each step is
a repetition of a few simple activities, and the environment is relatively stable. However, if
the environment becomes dynamic and is constantly changing, then the process steps, and
therefore the workforce, need to react constantly to the changing situation. If subject and
environment are also complex, then the co-workers need to be mature, loyal, confident and
co-operative. If the environment is extremely complex and dynamic, as it is in IT, process-
focused co-operation is no longer sufficient. In this situation, at least some of the process
steps will require team co-operation, where workers work with, react to, and contribute
constantly to, each other, as in a successful soccer team.

' In the Netherlands this role is called Information Manager, but internationally this name would lead to confusion.
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Most companies have grown into extremely complex organisms. Discovery of the optimal
contribution of information and information technology is a very complex issue, which can
only be answered by close co-operation between business demand and IT supply. However,
since it is the responsibility of business to contribute to the mission of the company and the
responsibility of IT to deliver reliable IT services, a third party is also required, who will be
responsible for ensuring that information provisioning and information technology contribute
optimally to the success of the company. Such a role is known as “functional management”.
The prime responsibility of functional management is to ensure that information provisioning
and information technology contribute optimally to the success of the company.

If business, functional management and IT are acting within an extremely complex and
dynamic environment, then process- or chain-oriented co-operation will not lead to success.
Compared to demand-supply co-operation, the co-operation which exists within a soccer
team is relatively simple. However, even the most successful of soccer teams do not have
processes such as “defending”, “conquering the ball” and “scoring a goal”, as unpredictable
opponents constantly frustrate the process. Consequently, team co-operation is very
different from chain- or process-oriented co-operation. Team co-operation requires that a
player is prepared. It requires that the players, as a team, know what to expect, both from
opponents and from each other. It requires clear concepts and clear structures. It also
requires a lot of independency, to a much greater degree than with process co-operation.

It requires that players think and act for themselves. In this article a soccer team is used as
a metaphor for team co-operation, partly because we can learn a lot from soccer teams,

but also because this metaphor enables us to share the Dutch experiences with this kind of
co-operation. This article describes how a company should organize its business demand
and IT supply, in order to optimize the contribution of information provision and information
technology for the benefit and success of the company.

MARKET TRENDS

In his book “The world is flat?,” Thomas Friedman (2005) predicts that a significant proportion
of current companies will not survive the next five years. Innovation is essential for western
companies to be successful. According to Friedman, the quality of co-operation within the
company is the prime critical success factor for companies that want to survive into the
coming decade.

Gartner® (2006) acknowledges this, and points out that effectiveness of IT is the major
discriminator between successful and unsuccessful companies. Creative co-operation, which
is based on trust, is necessary for effective information provision and IT.

In its yearly innovation monitor* (2006) the Erasmus University of Rotterdam indicates that
successful innovation leads to 25% more cost effectiveness, 20% more turnover growth and
10% more profit growth. Top critical success factors of innovation are “social innovation”,
“room as a condition for creativity” and “intensive co-operation”.

In a response to these conclusions, Gartner expects (2006) that in the five years a significant
part of leading companies will split their IT in two departments, one responsible for demand
and one for supply. Gartner suggests this is something new.

2 Thomas L. Friedman: The World is flat. A brief history of the twenty-first century (2005).
3 Gartner Symposium ITXPO 2006: The drive for productivity and growth.
4 Erasmus Innovation Monitor 2005, Rotterdam Erasmus University (2006).
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However, in the Netherlands this has been done for more than 15 years. In the Netherlands,
business IT co-operation is supported by creativity, room for innovation, and trust in each
other. The Dutch practices are very valuable knowledge for the rest of the world.

CHARACTERISTICS OF SUCCESSFUL TEAM CO-OPERATION

Team co-operation has very specific characteristics. Successful teams have a clear, shared
objective. The players have, as a team, a burning ambition to become successful and

meet the objective. Each player has clear and acknowledged added-value. There is a clear
concept and a clear composition. There is a line-up where the added value of all players is
optimally exploited. The players have clear responsibilities, accompanying authorities, and
clear agreements about their co-operation. Coach and players do not have a choice; they
have to trust each other. All of this combines to enable them to adapt constantly to changing
situations (opponents, the pitch, the weather, the referee, individual contribution of the
players).

In order to ensure optimal effectiveness of IT, we must organize internal company co-
operation in the same way. The participants in the co-operation need a clear, shared
objective, and a burning ambition to be successful. Each participant needs to have a clear
added value and the line-up must ensure that we exploit the capabilities of each person to
optimize their added value in order to meet the objective. Each participant must be given a
clear responsibility and accompanying authority.
If management and participants want to be successful, they have no choice but to trust
and rely on each other. Combined, these characteristics enable them to adapt to constantly
changing situations (market behavior, new business ideas, technological possibilities, etc).
Demand-supply co-operation is similar to a team sport like soccer, and like a soccer team, it
requires:
1. Fundamental issues:
a. A clear and shared objective, for instance becoming champion or qualifying for an
international tournament.
b. A burning ambition to be successful in meeting the objective.
c. Global tactics (defensive/offensive play, technique- or power-based, etc.).
2. Composition:
a. Aline-up (4-4-2, 4-5-1, in Holland 4-3-3, with a clear goal and added-value for each
position (goalkeeper, left defender, midfielder, striker, etc.).
b. A clear set of assignments for each position (rights, obligations).
3. Being a successful team:
a. Solid agreements between the players (no drinking and smoking before the match,
training twice a week, always being on time, etc.).
b. Local tactics — the way we are going to play together (switching positions, local
agreements, etc.).
c. Training (theory, exercising, practice contest, playing test matches, etc.).
d. Playing the Match (trying to achieve the objective, changing positions, changing
players).
e. Evaluation (evaluation of the match, the tactics, the players, etc.).
f. A proper selection: the right person on the right spot, knowing and applying the added
value of each player (good header, hard worker, brilliant technician).
g. Good facilities (good shoes, good training facilities, etc.).
h. Team building (meeting, discussing and socializing).
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Each principle will be discussed in a separate section.

FUNDAMENTAL ISSUES

Objective

A shared objective is important because it enables the participants to direct everything they
do towards the objective. In order to obtain effective IT, the objective of the co-operation
between business demand and IT supply must be:

Information provisioning and information technology contribute optimally to the success of
the company

From now on, everything we do in the demand-supply co-operation will be compared with
the objective. Agreements must contribute directly to the objective. Only activities and
results that truly contribute to the objective will be carried out and delivered. A solid objective
determines the direction of every detail in the co-operation.

A burning ambition

Intensive co-operation is only possible if all participants have a burning ambition to meet the
objective. A burning ambition is the fuel for continuous improvement, and thus to successful
co-operation. In soccer, a burning ambition determines the difference between a winning
team and a recreational team. In global economics, it determines the difference between
success and failure, between survival and downfall. And since a burning ambition is so vital,
companies should manage it properly.

Global tactics

A successful soccer team has clear global tactics, well known to all the players. The global
tactics define the way the team is going to meet the objective. It defines the co-operation
within the team, the composition of the team, and the qualities that the team requires from
the players. Consequently, every statement in the remainder of this article is defined by the
global tactics.

Throughout the world, soccer is played with a maximum of two strikers, except for the
Netherlands where we usually play with three strikers. Based on a different vision on soccer,
Dutch teams (sometimes!) are surprisingly successful: winning prizes with magnificent
soccer.

According to Gartner, all over the world everyone who works with information technology
works in the IT department. This is not the case in the Netherlands. In the Netherlands, we
have utilized functional management for more than 15 years. Functional management is
positioned within the business (unit) organization, with the specific responsibility to ensure
the effectiveness of the IT. And very often, it is with very successful results: better decisions,
more consistency among decisions, and more long lasting decisions. The functional manager
becomes part of the business management team, and thus IT has become business, as long
there are business consequences attached to it. Through the functional manager, business
managers develop much better relationships with IT than previously existed. Finally, users
have trusted and reliable representatives and contacts.
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As a soccer team is divided in three lines (defense, midfield and attack), each with specific

responsibilities and added value, the co-operation for effective IT should be divided into three

lines, each with specific responsibilities and added-value:

e Business: contribute successfully to the mission of the company.

¢ Functional management: ensuring that information provisioning and information
technology contribute optimally to the success of the company.

e |T supply: delivering IT that contributes optimally to the success of the company.

Dutch practice has shown that global tactics for effective IT should be:

1. Organize the co-operation between business and IT as a team sport.

2. Place functional management in the center of this co-operation, with specific
responsibility for successful business IT co-operation and effective IT.

3. Realize that the team can only be successful if the players can rely on each other.

4. Make sure that the players can handle continuous change by giving them enough
authority to take the necessary decisions and actions.

COMPOSITION

Making a good line-up for a soccer team is a matter of balance. For example, there must

be a balance between offensive and defensive interest, between strength in the center and
strength on the wings, and between creativity and robustness. Depending on the reactions
of the environment and the delivery quality of the moment, this balance varies tremendously
throughout the season and during the match.

For the same reason, balance is essential for effective IT. Information provisioning and IT only

contribute optimally to the success of the company if there is good balance between:

1. The different local (business units, staff units) demand interests of the company. Local
entrepreneurship should be supported optimally and should not be restricted unnecessary
by information provisioning and IT.

2. The corporate demand interest of the company. Information provision and IT should
support synergy (higher quality, lower costs because of scale advantage) where useful.

3. The possibilities of supply. Demand and supply need fairness in delivery. If we expect IT to
deliver more than they can, they will probably actually deliver less. Equally, the company
cannot afford to be too lax with IT supply.

The line-up
In a soccer team we have different roles per line. In business demand-IT supply co-operation
we also have different roles per line:
1. Business:
a. CEO
b. business unit management
2. Functional management:
a. ClO
b. functional manager general interest
c. functional manager of a business unit
d. operational functional manager
3. IT:
a. main contractor
b. subcontractor
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Figure 1 The line-up

We will discuss these roles in the next chapter, in reverse order. The environment of the
different functional management roles can be characterized as follows (figure 2):

clo
\ FM common

B interest
Business Unit IT main contractor IT subcontractors

S K= K>

¥
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Supply
Figure 2 Composition of the co-operation

IT subcontractor

IT subcontractors deliver a part of the IT, under governance of the main contractor. Main
contractor and subcontractor have a demand-supply relationship with each other, where
the main contractor plays the demand role. The added value of an IT subcontractor is
defined very specifically, and is based on product leadership (superior product quality),
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operation excellence (synergy) or customer intimacy (adaptive to customer demands),

while the contribution of the IT subcontractor is completely based on the defined added
value. Of course, IT subcontractors can have direct contact with the business and/or with
functional management, but only within the governance structure that is agreed with the main
contractor. IT subcontractors can be both internal and external.

IT main contractor

The IT main contractor is responsible for the overall supply. The main contractor is
responsible for the behavior, the quality of work, and the cost level of all contractors.
Furthermore, the main contractor is responsible for co-ordinating and assembling the work of
all the contractors. 3
Additionally, the main contractor must ensure the delivery of IT that contributes optimally

to the success of the company. This requires that the main contractor follows business and
functional management. Since the IT main contractor plays a very important role in the co-
operation process, and as contributing to the success of the company should be the main
contractors only objective, it is usually necessary for the main contractor to be internal. If
properly governed, this guarantees that no other objectives obstruct the necessary co-
operation.

Operational functional management

Operational functional management always represents a (business) unit within the company,
and it must ensure that information provisioning and IT contribute optimally to the day-to-
day success of that unit. Operational functional management responsibilities are always
tactical/operational, such as: user support (provisioning of user guides, functional helpdesk,
organizing user trainings), management of business information (setting of functional
parameters, controlling data conversions, ordering the starting up of batch jobs), composition
of maintenance releases, and organization and management of user tests. Operational
functional management represents the business in ITIL® processes such as problem
management, availability management and capacity management. Operational functional
management reports to the functional manager, and is therefore part of the business
organization.

Functional manager of a (business) unit

The functional manager is responsible for ensuring that information provisioning and IT
contribute optimally to the success of the (business) unit that they represent, both now and in
the future. Functional management is positioned at the strategic/tactical level. The functional
manager must be part of the business unit management team, as the majority of strategic
issues have information components. The qualitative responsibility of functional managers
gives them the right to act (within their responsibilities) and to speak. They can engage with
everyone as long they do so on behalf of information effectiveness. Within the (business)
unit they are responsible for determining which IT services are needed, making agreements
with the supply organization about the products and services that suppliers should deliver,
and making sure that supply really delivers the IT services that are needed. In order to do
this they must also deliver products and services, such as analyses reports, governance of
programs and projects, architecture and the products and services of operational functional
management.

Wherever they are, within the unit or outside of the unit, they always represent the interest

of their unit on the subject of information provisioning and IT. The functional manager of a
unit reports to their line (business) unit manager, whilst also reporting (functionally) to the
CIO. Within the unit, the functional manager has to balance the needs of local interest within

Copyright protected. Use is for Single Users only via a VHP Approved License.
For information and printed versions please see www.vanharen.net



(IT Service Management Global Best Practices, Volume 1)

the unit, and also the corporate interest of the unit, just as the CIO does for the company.
Functional management handles all strategic/tactical information issues within the company.

Functional manager corporate interest

A company consists of different units that, together, make the company successful.

If there was no synergy (higher quality, lower costs because of scale advantage) between

the units, why would they stay together and why would there be board meetings at all? But,
of course, synergy does exist between the units, usually to a great extent. The responsibility
of the functional manager (corporate interest) is to make sure that information provisioning
and IT contribute optimally to the corporate interest of the company. They have to analyze
the possibilities, suggest improvements and initiate and manage change. The functional
manager (corporate interest) has the same responsibility, the same authorizations and the
same activities as the functional manager of a unit, except that their unit is the corporate
interest. The functional manager (corporate interest) reports to the CIO and must be able to
escalate to, and discuss or even argue with, the COO or the CEO. Often, when a corporate
interest is defined, companies formalize the corporate interest, for instance within a staff unit,
such as Human Resources or Finance. If that happens, the corporate interest transforms into
a specific local unit interest.

In most companies, corporate interest is not formalized and/or institutionalized. Usually IT
supply fosters the corporate interest. Local business interest is usually organized in business
units, whilst local IT is not often found. This leads to the following situation (see table 1):

Business IT
Local X -
Corporate - X

Table 1 Business — IT or local - corporate

A serious discussion between local interest and corporate interest (horizontal focus) is often
interpreted as a business-IT discussion (vertical focus), and one which is usually won by
business. But in reality, local interest wins the discussion, and after several years like this,

the company will find that it has missed many opportunities for synergy. This conflict results
in increased complexity, with poor time to market, lack of agility, lack of stability, and high
cost level as a consequence. Without formalization of corporate business interest, including a
functional manager (corporate interest), the problems will continue to increase, and solutions
will not be effective.

Chief Information Officer (CIO)
The responsibility of the CIO is to ensure that information provisioning and IT contribute
optimally to the success of the company. If information (technology) is a critical success
factor for the success of the company, then the CIO must be a member of the board. On the
board, the CIO is responsible for the critical success factor information (technology), and this
gives them the right to act and the right to speak. This gives the CIO a strong mandate and a
very important responsibility on the board. Thus, the CIO has their own (virtual) management
team consisting of the different functional managers and the manager of the IT main
contractor. In their management team, all local demand interests are present, together with
the corporate interest demand manager, and the supply. The CIO has only to make sure that
everyone represents their interest well and to manage the balance:
1. between the different local demand interests, if the different units have a conflict of
interest
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2. between local interest demand and corporate interest demand, if one or more units have a
conflict of interest with corporate interest

3. between demand and supply, if demand requires the impossible or supply delivers poor
value

If there is a conflict of interest, the CIO ensures that everyone gets the chance to present

their vision and arguments, and that all relevant information is presented in the discussion. If

this happens, the CIO can and must take the decision.

Business unit management team

The management team of a (business) unit is responsible for optimal success of the unit, in
order to contribute optimally to the success of the company. Their main focus is business
success, and towards this end, the functional manager handles information provisioning and
IT. However, since IT has to support business goals, the management team has to ensure
that their unit contributes optimally to information provisioning projects and programs. If
information (technology) is a critical success factor for the business unit, the functional
manager must be part of the management team.

The Chief Executive Officer (CEO) and the board

The CEO is responsible for the success of the company. The board should be the team

that makes the company successful, by shaping the co-operation between the different
business and staff units. However, often the board is a meeting of self-interested parties.

In this situation, the CEO has to manage the balance between the different local interests
and the corporate interest. In the same way that the CIO manages information provisioning
and IT, the CEO must manage the business issues. This makes the CEO the ideal escalation
point for CIO decisions. After all, there are two ways to convince someone: convince them

or convince their manager. If one of the (local and corporate interest) functional managers or
the main contractor really objects to a ClO decision, they can escalate the issue to the board.
After a firm discussion, the CEO can order the CIO to change their decision. Information
issues are always subordinate to business issues. With the possibility of escalation, everyone
will remain reasonable: functional managers and the main contractor will only escalate if there
is a severe business issue at stake, and the CIO will weigh all of the business issues before
taking a decision.

A SUCCESSFUL TEAM

Solid agreements

A team cannot function well without solid agreements concerning the way in which the
players act and co-operate. For instance, a soccer team might agree that each player has

to participate in at least two training sessions each week, that the players do not drink or
smoke before the match, and that players are always on time. In the co-operation between
business and IT, it might be agreed that one specific relation administration is used within the
company, that open and meaningful discussions are cherished, and that the type of platforms
to be used are specified. In general, we need a common and shared dictionary to ensure
that we all speak the same language. We need a common and shared set of maps to ensure
that we have a common view of the world that we work in. We need a common and shared
legislation to ensure that we can trust each other. And we need a common and shared
development plan to ensure that we all go in the same direction. Within IT, the dictionary,
map, legislation and development plan are, together, what is known as architecture.
Architecture is the complete set of all the agreements of the team. In soccer terms, it is the
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combination of global tactics, solid agreements and local tactics. It contains agreements on
subjects such as organization, culture, staff plans, location specific agreements, processes,
products and services, finance, applications, data and infrastructure. In other words, it is
everything that is required to make the team more successful. Without solid agreements a
team lacks a solid basis for co-operation.

Local tactics

In a soccer team, coach and players also make small, local agreements in order to shape

the specific, local co-operation. For example: “if the left wing defender has the ball, then the
midfielder should take position over there and the left wing striker should take position there”;
“this is the way we switch positions”; “this is the way we organize our corner defense”. In a
company, we also have to shape and specify the local co-operation. For example: We need
to define and organize the deliberation structure (goal of the meeting, fitness for purpose,
agenda and participants), processes, procedures, manuals and escalation procedures. Local
tactics are the fulfillment of the detailed and local co-operation between local groups of
players in the team.

Training

Ambitious soccer teams wisely spend more time on training than on matches. In training
exercises, players rehearse technical actions over and over again, until they achieve the
desired skills that they can utilize in the match. Co-operation within soccer teams is based
on general concepts, continuous benchmarking of other/better teams, and is worked out in
training exercises, where players rehearse and develop co-operation in specific situations,
like scoring free kicks and one-two passes.

Where useful and possible, everything is tested in practice matches.

Professional soccer teams observe their opponents in order to be as well prepared as
possible, by knowing as much as possible about what to expect. In team meetings, the
coach discusses the co-operation with the players; he adapts the composition and the line-
up to the anticipated dynamics.

Within companies we should do the same. It is useful to train specific skills, in addition to
normal production activities. The productivity of co-operation within companies would be
much higher if we managed to ensure that employees made most of their mistakes in training
exercises, rather than in real business situations. We can use concepts like models, to ensure
that everyone speaks the same language. We should try to recognize relevant trends, and

we can benchmark our results with competitors. Increasingly, we should exercise the co-
operation in dry-runs and simulations. We test applications, so why not test processes and
complex co-operation such as co-creation and meetings? We have to ensure that we prepare
ourselves optimally, by observing forthcoming “opponents”, in order to find out what to
expect, to define what would be the best composition and to identify which players would be
the most appropriate. We can prepare ourselves in team meetings only if we know what kind
of dynamics to expect. And we should not forget that complex co-operation is a team sport
like soccer, and that we act accordingly. Training enables the team to apply trial and error, to
try and sometimes to fail, without severe consequences.

Playing the match

There are a lot of matches in a soccer season. In each match, players try to ensure that

the result of the match contributes optimally to the team’s (season) objective. In the match,
players have the freedom to fill in their role within the agreed concept, using the agreed
local tactics and the exercised skills. They do not have the time to consult their coach or
other players in the middle of the action, and there is very little time for much organizational
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consulting with other players. Thus, it is very important that the players know and adopt both
the global and local tactics, because this will increase their chances of success. On the other
hand, players need to be confident, independent, trustful and have enough authority to take
the right decisions themselves. Where appropriate, the coach initiates (small) changes and
substitutes players. At no time is the short term focus (winning the match, scoring/preventing
a goal) more important than the season objective.

A company’s year consists of many working days. Each day, the players in the team try

to ensure that today’s result contributes optimally to the objectives of the team. If the
environment of the co-operation is very complex and very dynamical, as in IT, it is very
important that there is a firm and clear architecture that gives the participants in the co-
operation enough clarity to know what to do and what to expect from fellow players. On the
other hand, players need to be confident, independent, trustful, and have enough authority
to take the right decisions themselves. Where appropriate, the team must be able to initiate
(small) changes and substitute players.

At no point is the short term focus (incident management, KPI’s, foot stamping managers)
more important than the season objective. We do not want to win the battle and lose the war,
but it is acceptable to lose the battle and win the war. Playing the match enables the team to
ensure that day-to-day activities contribute optimally to the overall objective.

Evaluation

After a soccer match, the players meet each other at the bar, where they look back at the

match. In a real team, they do not look back in order to blame someone or to honor the

hero (well, okay, maybe a little, to work on confidence). The main reason for looking back is

actually to look forward. The two most important question areas are:

1. What went wrong? How can we ensure that that negative aspects are not going to be
repeated?

2. What went very well? How can we ensure that the positive aspects are going to be
repeated?

| THOUGHT
THAT YOU

Figure 3 Positive evaluation is the basis of improvement
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Answering these questions will address any lack of skills and will therefore lead to a plan to
improve these skills. Sometimes these questions will lead to misunderstandings in the team,
mostly because of different interpretations of the agreements, environment, plans, and ideas
of fellow players. It is very important that a team takes these “| thought that you thought

that | thought ...” discussions very seriously, and that these discussions are maintained in a
positive, ambitious atmosphere. Such discussions will lead to improvement, whilst inspiring
innovation. Within companies, we can use models such as Deming, Lean Manufacturing and
Six Sigma to shape these discussions, but we must not forget that attitude is the main critical
success factor. Evaluation helps the team to transform their experiences into improvement
and innovation in order to meet the objectives.

A proper selection

The more ambition that a soccer team has, the more time it spends on “recruiting” the right
players, in order to assemble the best possible team. In complex co-operation the individual
quality of the team members determines the (maximum) end result. Of course, the co-
operation is decisive. But without excellent players, it will not work out. Soccer teams are
very much aware of this, much more than are companies. Every player must have specific
added value that makes him ultimately eligible for his task and for the co-operation. In
companies, in complex co-operation, we should do the same. Only the best is good enough.
Optimal contribution of information provisioning and IT to the success of the company

is a very critical success factor for the company, and is very complex in a very dynamic
environment. This places high demands on the players in the team.

On the other hand, if someone is not good enough, the team cannot afford not to act. In a
soccer team, the player who is not good enough is usually the first to know that he is not
capable, and he develops a strong desire not to be involved in the play, especially not if it is
important or crucial. It is better for the team and for the player if we give him another position
or place him in a lower league team. In other kinds of complex co-operation it is much the
same, provided that we know what someone’s contribution is to the success of the team.

In a team it is very important that each player possesses added value and that the different
added values complement each other and are (therefore) in balance.

Facilities

In a professional soccer team equipment is not an issue. Only the very best is good enough.
Success can be frustrated by many things, all of them very different to manage; so the

team will not allow things that are easy to manage to cause even the slightest problem. A
professional soccer team ensures that the players have the best shoes, the best training
facilities, the best medical facilities, etc.

In companies, it should be the same. Since effective IT is crucial for the success of the
company, the company must ensure that the demand-supply co-operation receives splendid
tools, and the best equipment, facilities and support. A team cannot afford to give its time or
attention to equipment or facilities that may damage the end result.

Team building

Team building could very well be the one thing that companies do better than professional
soccer teams. However, within companies, team building is focused on local teams, such

as a particular demand team, or a part of the supply team. To make the demand-supply
co-operation successful, the demand-supply team must be successful, and therefore team
building must focus on the demand-supply team. Since the demand-supply team is a critical
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success factor of the success of the company, the company itself (CEO, CIO) must ensure
that the demand-supply team is an ambitious, competent and strong team.

CONCLUSION

Complex co-operation cannot be organized in a process or chainoriented way. Complex
co-operation is a team sport and requires a different organization from that of processes

or chains. Ensuring company effective IT, requires a tremendous team effort from the
demand-supply co-operation. Thus the company must organize demand-supply in a similar
way to that of a team sport; to ensure that supply delivers on demand; and to ensure that
demand “demands on demand”. To make sure that business can focus on business success,
supported by a superb demand-supply co-operation.

Bart Stofberg (The Netherlands) is lead consultant IT management for Logica. In the
Netherlands he is responsible for the Logica vision on functional management. He
specializes in co-operation between companies and within companies.
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3 3 The art of Business Service Management:
==’ A rebellious service portfolio practice

he success of IT is directly related to the ability to deliver value to

the business. Maximizing the business value of IT requires careful
management of the alignment between business and IT strategy, and
how they are operationalized. In an earlier article, Wim Teunissen and
Han Verniers presented service portfolio management as the process to
connect IT’s strategy and operation. This article illustrates experiences
in implementing service portfolio management in practice.

INTRODUCTION

This article shows that the route to service portfolio management and business services is
long and far from simple. Firstly, the benefits are generally achieved only in the medium term,
which means that implementation and priorities are often challenged because of short-term
issues and projects that the IT-organization faces. Secondly, the inherent complexity scares
the organization away from implementation and towards continuing business (and IT) as
usual. Some pretty significant steps are required. Getting the organization on the track of
implementing service portfolio management can prove to be very difficult. Therefore a good
business case is required, showing “the business value” for each individual step.

The journey hasn’t ended yet. The quest for the holy grail of business-IT alignment isn’t
finished, but we have definitely made significant progress!

This article is based on experiences, with several organizations, implementing service
portfolio management. In a previous article (summarized below) we showed how SPM can
help create a portfolio of services that are aligned to the IT strategy (Teunissen, 2005). An
important prerequisite, which we mentioned briefly in our earlier article, is to know the value
of each service and IT as a whole. When discussing value with customers (end-users or
economic buyers), we found that most organizations have a problem since their services

are still very much technological services for which value is indirect (at best). Furthermore,
“service portfolio” is an abstract concept that needs to be made concrete and tangible
(especially to the business). We found that moving towards customer-oriented business
services and the implementation of a business service catalog resolved both of these issues.

In summary, this article covers several topics in relation to business service management,
such as:

e what are business services?

® previous research on service portfolio management

* making added value visible

* business services and the value of IT

®* managing business services
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SETTING THE SCENE FOR BUSINESS SERVICES

Business services

To discuss IT with the customers and their organization means that IT needs to move away
from technology and talk business. A desktop PC may be an IT service, but for a user it

is just part of an integrated package that provides access to the company’s IT resources,
information, and applications. Likewise, non-availability of a server is irrelevant to users, as
long as it doesn’t interfere with their work. But if it does, it doesn’t matter to the user whether
it is the main application server or the remote access server through which they happen to
access the company network.

From a business perspective, business services have the following important characteristics:

¢ Integrated - Bringing together (technology) components or component services into a
single, discrete service that is recognisable to the user.

e End-to-end - Meaning that the service is defined and supplied in an end-to-end fashion
for which the IT organization is fully accountable.

¢ Differentiated - Tailored to be fit-for-purpose, different options and combinations are
defined to satisfy different customer segments.

Business service catalog

The business service catalog is the perfect marketing and sales tool for the IT organization.
Implemented properly, it should be the one-stop shop for customers (end-users and
economic buyers) to find out about what services are offered, their “relevant” service levels,
what they cost, who is eligible for each service, and how they can be acquired.

Selecting a dish from a menu, asking the waiter for some specifics, like a salad on the side
- (“... and can | also have ...”).

Together, business service and the business service catalog are the “business interface”
of SPM. They facilitate the communication about the services, allow standardization
and simplification of operations, support the identification of business relevant service
requirements, and the forecasting of demand. This is where the value is created. The
following sections of this chapter will elaborate on how to measure such value.

Business service management? Oh no!

With business services comes business service management, as responsibilities must

be assigned to manage the business services. This is where organizations start to worry:
“This is too complex; it adds another (unwanted) organizational layer; it will diminish
flexibility”. Though valid concerns, it should not prevent IT from being implemented. In fact,
the complexity of the organization generally doesn’t increase; it just shifts from managing
exclusively technological services to managing both business and technological services.
This results in a better focus on customer demand and offers a possibility to balance supply
and demand.

Let’s be honest, you wouldn’t expect the cook to take your orders; or — heaven forbid — the
waiter to cook your dinner?

So, the basic message is: do you want to run a good restaurant or a fast-food shop?
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THEORY OF SERVICE PORTFOLIO MANAGEMENT

TRANSLATED SUMMARY OF EARLIER ARTICLE: IT SERVICE PORTFOLIO
MANAGEMENT: SMARTER MANAGEMENT OF IT (VERNIERS &
TEUNISSEN, 2005)

In 1968, the Boston Consultancy Group introduced the BCG matrix to establish a way

of governing a portfolio of products (Henderson, 1973). Healthy organizations, it was
suggested, need a well-balanced portfolio of stars, cash cows, question marks, and dogs,
representing the products in their various stages of the lifecycle and potential added value.
Key to the BCG approach is the need to manage the products as a group (holistically) rather
than as separate products.

In our article, we transformed this idea to the world of IT services, and argued the benefits
of adopting a similar holistic view in order to provide a balanced set of IT services, both in
definition as well as delivery. For this, we have introduced the IT service portfolio and its
management: IT service portfolio management.

As IT plays an increasingly important role in business, there is a growing need to manage
the IT service portfolio in order to align with the business portfolio (see figure 1). IT services
must be fit for purpose, individually and as a portfolio to maximize value. Therefore, we
argued, changes in business strategy, products or processes (from “as is” to “to be”), are
to be evaluated in relation to the IT service portfolio. Changes to the IT service portfolio
may be warranted, such as to postpone the introduction of new technology or to extend

a service’s lifecycle. A set of projects to bring about these changes must be budgeted,
resourced, and implemented. More and more organizations adopt a portfolio approach in
order to prioritize and manage their projects. In literature, IT portfolio management in most
cases refers to IT project portfolio management.

Enterprise consumers Figure 1 shows the
i_i relationships where the
Y Business strategy => Enterprise portfolio ~ Strategies and portfolios
P— ——a[e can be used to define the
Value S b changes that must occur
to th .
(to the consumer) : ®e .'f © to deliver the value that
As s To Be the organization is looking
Business for. (Note that IT projects
s l deliver business value only
ar Service strategy => Service portfolio indirectly, through the IT
Value o LT et services that are delivered).
(to the business) . |°® .‘_ -\‘.
Aol ToBs The portfolio approach can
Servi < | also be used for internal
ervices
assessment of the IT
A . .
Product strategy => Project portfolio organization, to balance
Value o the services, their delivery,
(to a service) S ° the resources, finance, etc.
P e Several matrices, each with
Projects < different dimensions, can
be created to model the
Figure 1 Alignment of portfolios that generate value portfolio.

Copyright protected. Use is for Single Users only via a VHP Approved License.
For information and printed versions please see www.vanharen.net



(IT Service Management Global Best Practices, Volume 1)

EVOLVING OUR MODEL: MAKING ADDED VALUE VISIBLE

The value of IT: from a purely cost-based focus ...

Before an organization can deliver value to its customers, it needs to know what the
customer defines as valuable. Many books and articles have been written, and many
conferences were held on this subject, but few have been successful. Peppard (2003) states:
“The majority of organizations treat IT services as an administrative expense and not as an
investment, and manage them as such.” Experiences are only slightly different. Organizations
do prepare business cases to support the final go-ahead decision for projects. However,
these business cases are generally financial evaluations where a positive ROI is calculated
based on cost reduction. Very seldom are these business cases related to strategic

targets of business or IT. It is most likely that there are actually two reasons for this. Firstly,
organizations tend not to spend enough time operationalizing their strategy statements into
concrete, measurable goals and deliverables. Consequently, and this is not just an issue

for IT, a disconnection between strategy and operations is inevitable. Secondly, “due to the
intangible nature of (IT) services, it is difficult to appraise the value the business derives from
any spend.”

So, why is this a problem? Using cost reduction or productivity increase to the exclusion of
anything else, leads to what can be called incremental or delta thinking, where projects and
other change initiatives are evaluated by computing the difference in cost or productivity
between now and after the project has completed. It is like managing on the basis of
continuous improvement without a general sense of direction and purpose. An organization
needs to have a view of what it wants to achieve — effectively defining what it is that
constitutes value for the organization at that time. Only then can an organization think of
how to implement these goals, which projects are needed, and in what order they should be
executed. For IT, this would require a roadmap where the service portfolio is migrated from
its current state to the desired state. A project portfolio management approach can be put in
place to carefully manage the need for human and financial resources in the allocated time.

... to a richer evaluation on utility and benefit

Peppard’s (2003) framework can be used to assess the value of IT services and how they can

help an organization to achieve its goals. He distinguishes two types of value:

1. User utility - Which is defined as the benefit a user or community of users attaches to a
particular service, based on the usefulness of the service to them in the performance of
their jobs.

2. Organizational benefit - Which is based on the extent to which the service supports the
organization in achieving its business objectives.

Table 1 shows some examples of each value type, for different types of IT services.
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Utility Benefit

e Scalability

e Connectivity

Infrastructure services o Flexibility

e Future proofing

e Providing options for the future
e Infrastructure maintained

e Reduce possibility of outage

e (Qptimize capacity

Operational services

e Configuration 3
e Managing impact of technical
changes
e Making job easier to do e Enable business process changes
Application services ¢ Productivity increase e Cost reduction speed of response
e Provide support for roles and and increased flexibility
responsibilities e Define strategy
e Comfort e New ways of working
e Support in job e Problem resolution
. ) e Solve problems e Support specification of new
Value-enabling services - " -
e Defining opportunities applications

e Avert problems
¢ Reduce risk of security breaches

Table 1 Example sources of value from IT services (Peppard, 2003)

Distinguishing between the two types of value is crucial as it helps in understanding that the
notion of value differs depending on the target group. End-users will be looking for utility,
and business managers for organizational benefit (and possibly some utility as they are users
as well). Typically, the benefits will receive the most attention when defining a company’s
service roadmap. Utility, however, shouldn’t be underestimated as it largely determines IT’s
effectiveness. An application can have all the necessary functionality, but if it doesn’t appeal
to the users who need to operate it, the result (its value) will be nothing more than a less
powerful, but user-friendlier application. The support desk is another case in point: the user’s
utility will be directly related to the speed and ease with which questions and issues are
processed and resolved. But higher utility means higher cost, and thus lower organizational
benefit.

In their search for value, both IT and the business should look for “what” service should
be delivered, rather than “how” it should be delivered. IT services should be presented in
business terms, showing how they can be used to their maximum potential, rather than
in technical terms. Additionally, the IT organization can determine “how” as efficiently as
possible.

This is where business services come in.
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BUSINESS SERVICES AND THE VALUE OF IT

Even after more than twenty-five years of IT, many organizations experience significant
tension between the IT organization and its customers. The customers (business and users),
are not sure if they are getting value for their money. IT tries its best, but the customers feel
it’s just not good enough. The result is that both sides are not satisfied and that neither side
can actually be blamed for this.

Much of this problem can be traced back to the fact that communication on IT generally is
at the wrong level. Historically, IT, its services, service levels, SLAs, and its performance, are
defined at the technological level. Businesses buy or build applications and want IT to run
them on tailored platforms, accessing them through proprietary interfaces and tools.

It is as if you would tell the cook not only what you wanted to eat, but also which
ingredients to use and how to prepare your meal.

In an organizational context, this defeats the principle of allowing each organizational

entity to do what they are good at. For example, the business needs to reach its business
objectives and needs IT to support it. So, they should capture the requirements for what they
expect IT to deliver. Next, IT should determine how it can best deliver.

The use of (IT) business services to better define the interface between Business and IT will
resolve this dilemma. As such, a business service is defined as:

A business service is a business-oriented, end-to-end service that — from a customer
perspective — is requested and delivered as a single service/event

Business services characteristics
From this perspective, business services can be identified by the following important
characteristics.

Integrated

Business services are “business-oriented” to the extent that they are phrased in business
terms. For example, their requirements must be directly related to business use: how the
service contributes to the user performing a task. Also, performance indicators must be
defined in user-relevant metrics. A consequence is that business services are typically built
from several traditional IT services and offered as a single integrated service. This removes
the burden of the customer organization to do the integration.

Example
Figure 2 shows such a breakdown, mapping business services from a retail bank to
information and infrastructure services.

Along the left-hand side, the names of the business processes are listed. For the sake of

the example it is assumed that the IT business services are segmented in the same way,

the business service carries the name of the process. Each of the business services is

then defined as a combination of information services, which are mostly represented by IT
application systems. The different colors represent different owners or suppliers of the lower
level services. Apart from application systems, infrastructure related services are also needed
to complete the definition of the business service. The mapping is captured in the colored
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Figure 2 Breakdown of business services for retail banking

cells or white cells of which some denote choices (containing an “O” for optional), showing
which of the building blocks along the bottom of the matrix are used to build each business
service.

End-to-end

Furthermore, it allows IT to deliver an end-to-end service, where it can take full accountability
for the entire service-chain, from start to end. In turn, this can greatly simplify the business-
IT interface as it deals with a smaller set of integrated services. Also, it allows the IT
organization to choose the “best” form of delivery, as long as the business requirements are
met.

Differentiated

In addition, business services are perfectly suited to discuss and justify differentiation. While
designing the business services — and considering the mapping between user and service — it
is only natural to look for fit-for-purpose solutions. A simple example may clarify this.

The workplace of a regular office worker can be perfectly built around a desktop PC, fixed
telephone, desk, etc. A mobile worker needs a laptop (possibly lightweight), a mobile
phone, and may only require regular support. However, a traveling salesperson may
require the mobile workplace as well as high level support, including quick response and
replacement of malfunctioning equipment. A proper cost-benefit (= value!) analysis will
show that the possible loss of revenue outweighs the additional cost of the support.

From characteristics to value
Table 2 shows these three characteristics of business services, and how they may contribute
to value, i.e. user utility or organizational benefit.
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Utility Benefit
e business service catalogue for single e |mproved communication
ordering e Link to business events
Integrated e |mproved communication and use of ¢ |mproved demand management
e No hassle e |mproved capacity management

e Productivity increase
e Single point of contact (service desk)

Improved alignment with customer
goals and service levels

Clear separation of responsibilities, no
finger-pointing

Improved control

Ability to outsource

e Fit-for-purpose Better balance between cost reduction
Differentiated e Presented in user’s language and standardization versus higher cost
to deliver variety

End-to-end

Table 2 Characteristic of business services and their contribution to value

Business services and user utility

Integration: consumer experience

From a user point of view, the improved consumer experience resulting from integrated
business services is one of the main sources of utility. This experience starts with the initial
contact, when a service must be requested, to operating the computer or application,

and ends with the ultimate replacement/retirement of a service. Who doesn’t remember

the situation when a new user enters the organization and a host of actions needs to be
initiated to get the user “online”. The request process is often cumbersome, requiring several
requests to be issued. And more often than not, one or more items are forgotten. It is not
uncommon that a user is already working for some time before his workplace has been set-
up satisfactorily.

Integration: combining service, support and request

For a user, a service should be a package deal, comprising of (1) the product, (2) its warranty
and support, as well as (3) a way to place a request for, or changes to, (parts of) the service.
When a business project needs a business application to be hosted, they need an end-to-
end run-and-maintain service that runs the application according to the required service
levels. Furthermore, if things break, support is needed to bring the application back online.
To complete the offering, the service must be accessible by the project manager for ordering,
modification, or (when at the end of the life cycle) retirement.

Example
In one instance, this breakdown was complemented with a segmented view resulting in the
following 3x3 matrix (see table 3.)

Bringing it together: the business service catalog

One of the most important ways to bring business services to the user is by means of the
business service catalog. This actually brings together neatly the request part of the business
services and combines it with an easy-to-use interface that presents the services in a
recognizable way, facilitating the user’s choice. It also enables organizations to implement
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User oriented Business oriented IT for IT oriented
Products e Workplace ¢ HR processing o Application enabling

o Mobility o High integrity solution o Top-processing platform
Support e Single-service desk ¢ On-site support e Application service desk

e Prime support e Team support e (Consultancy & innovation
Request e Workplace MAC o Qffice or plant MAC e Application MAC (move-

e |dentity management e Disentanglement add-change)

e New project

Table 3 Example of segmentation showing a group of services in the portfolio

demand policies by enforcing the fact that certain differentiated services are only allowed to
be shown or selected by the intended user-segment.

In fact, the business service catalog can be used not only as the single portal for requesting
IT services, but also for user-relevant information about services. So, it shows what services
are or are not offered, who is eligible for a service, who should approve a request, when
services may become available, whether one service is preferred over another, services
which are obsolete, etc. Note that with the advent of ITIL v3 (2007), service strategy, the
(business) service catalog and service automation have gained much attention. They have
received the proper attention as a means to support the interface between Business and IT.

Business services and organizational benefit

Improved communication

The introduction of integrated business services enables a significant improvement in terms
of the communication between business and IT. Moving away from the technical details
forces the business to really think about what service (functionality, quality, quantity) they
need and what they are prepared to pay. In particular, it is easier to identify the benefits of

a service when they are defined in recognizable language. For example, the proper level of
service differentiation can really only be decided by looking at the total package deal. This
holds true when a business needs to decide whether to ask for a differentiated workplace for
the traveling salesperson, or for a “non-stop” application service to support critical business
processes. Note that, especially for the latter service, IT taking end-to-end accountability is
another prerequisite to deliver real benefit to the business.

When introducing business services, one of the most important changes in communication
experienced, has been the shift from discussing SLA’s and IT’s performance to service
content and planning. This means that meetings change from parties blaming each other or
looking for excuses, to constructive sessions where the past is used to provide lessons for
the future, and where the service is used to manage and improve the value of the relationship
between business and IT.

Demand management: link to business events

With business services expressed in business terms, it becomes easier to link the demand
for these services to business forecasts. An increase in staff will mean an increase in the
demand for personal productivity, which IT will translate into the demand for the required
components. This is a first step in improving and simplifying demand management.

The next step requires more effort, but brings bigger rewards. Instead of the business
needing to think about the bits and pieces, they can refine the demand through
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segmentation. For example, business processes should be segmented depending on the
criticality; business users could be categorized into office, mobile, VIP, critical, etc. By
breaking down demand and forecasting in relation to these specific segments, it becomes
possible to keep a much closer view on how the segments develop, manage their relative
sizes, reduce cost, etc. Ultimately, this process can develop as the key instrument through
which to manage the segmentation, properly balancing cost, and value (preferably combining
benefit and utility).

MANAGING BUSINESS SERVICES

As stated earlier in this chapter, along with business services comes business service
management. Activities and responsibilities must be assigned, tools are needed, and
governance principles must be defined in order to start managing business services. But
where to start and what is needed? Table 4 outlines the most important focus areas and
briefly lists a number of goals or ambitions that will bring business services management
closer, step-by-step.

BSM focus areas Examples of ambitions

Service portfolio Define the business service portfolio structure.

Put together the portfolio content by using current services (bottom up).
Put together the portfolio on basis of customer segmentation/experience (top
down).

Start managing the portfolio within common management cycle.

Service catalog Develop a business service catalog both the structure and content.

Build a tool to be used in requesting new and changed services.

Service lifecycle Develop a service lifecycle with different stages and different management
activities.

Design and start using a services development methodology.

Build a dashboard to monitor the service lifecycle in different stages.
Service roadmap Create a service roadmap for midterm planning of service changes.

Align service changes (roadmap) with other disciplines like architecture.
Build dashboard to monitor and track progress of service changes.

Quality Develop and implement service portfolio processes.

Assure process management and improvement.

Organizational change Develop roles, capabilities and skilled human resources.

Support, improve, learn, ... people to implement business services management.
Governance Build a service portfolio community.

Define accountabilities and responsibilities.

Develop clear governance processes and decision making structure.
Finance Develop a financial structure for pricing and billing of business services.
Build fulfillment and request to pay processes.

Table 4 Focus areas related to business services management

To ensure success in implementing what is listed in table 4, be sure not to start all activities
at the same time. A serious discussion is needed to identify the proper priorities that fit with
the current IT strategy. Some of these activities are worked out (but not extensively) in the
following paragraphs.
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Service portfolio: putting things together

When building integrated services, it is inevitable that this will need more translations than
the simple breakdown that was shown in figure 2. That example showed the breakdown
from business services used in a retail bank environment to application services as well as
for a retail workplace service. To be able to build the total integrated end-to-end business
services, all these have to be put together as a set of building blocks. Figure 3 shows the
structure of such translation but now at the workplace level.

Private Account o
Cards | |
Prime Clients -& o
Mortgage N o ~

Loans

o

Savings [
[Money Transfer
International o|o o o

o

Multi-Channel Distr.
High Avail. Enabling
Officerin-a-box

Pay Trans System
Data Management

Mortgage & Loans.
CardEx System
Intermediate Services
Business Enabling
Data Sharing
ERP/SAP
DBMS

Information Services
Facilities Services
Exteral Vault Service
Business Service Desk
Application Support Desk
Request Service (MAC)
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Home User ? N MO
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o

Developer

3rd Party User
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Developer PC
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WEB Access
Remote Access
Fixed Voice
Mobile Voice

3rd Party Access

Personal Computer
Access & Security
Application & File Hosting|
Service Desk

On-site Support

Request Service (MAC)

Voice
Print

Figure 3 Breakdown for workplace service from the level of business services

The left part of the list is the set of defined workplace segments, of which the retail sales
workplace is one as used in the retail banking services. In this example the bottom row lists
the components or components services as delivered by different internal or external “service
partners.”

The current tendency in IT to outsource or even insource IT services or components is a
typical reason for demonstrating the need of a clear portfolio and translation. This could raise
the question “why not leave this to suppliers in the case of an outsourced environment?”
The answer is that someone must do the translation from components or basic services as
delivered or procured, into the final business services. Because IT suppliers are not involved
enough to understand the business needs, this translation has to be a retained capability.

Copyright protected. Use is for Single Users only via a VHP Approved License.
For information and printed versions please see www.vanharen.net



(IT Service Management Global Best Practices, Volume 1)

Service portfolio: building the structure

In fact, IT organizations have to decide where to make a split, or break into different service
groups or layers, as demonstrated in the previous examples. There can be several reasons
for this. The most practical way is a split that exists due to the delivery of different services
by different independent organizations. This is very common in outsourced environments,
especially in multi-sourcing settings. But there are other reasons which can lead to a split
of services into different layers. These include: different boundaries in responsibilities,
geographical separation, existence of knowledge, and so on. A well-known issue for the
IT organization is the existing legacy in terms of either applications or infrastructure, with a
high level of sharing of these components by several services. In addition, organizational
behaviors (tradition, common use, and skill level) can be designated as “legacy.”

Figure 4 shows a common structure of the total service portfolio. At the top are the business
owners, such as the economic buyers within the business processes of an enterprise,

who need to be provided with a number of integrated business services. Either a business
department or preferably the IT department will provide the business with a set of services
of a lower, often more basic, level of services (a service chain). This makes one or more
translations between the levels necessary and leads to the creation of some service layers.

Business

Business owners

Translations
Business services
Customer

Translations
support Intermediate services

Facilities services \
Res '
ources Translations

Translations
Suppliers %\
N

Figure 4 Portfolio structure and breakdowns across service layers

Some business services can generate complex breakdowns (decompositions), especially in
large or [T-intensive organizations. In such cases, the breakdown must be done thoroughly
in the first instance if IT wants to commit itself to the integrated delivery with full end-to-end
accountability for the total chain of services.

It is also possible to work bottom up, because such “facilities services” can be grouped
easily into recognizable commodities, such as network or workplace services. This is a much
easier but riskier approach because it may never bring the desired level of integration and
end-to-end accountability, and therefore end up delivering no business value.
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Organizational change: different levels need different roles

Most of the current IT organizations are “stovepipe” oriented and have service managers who
are responsible for a single or group of mostly technological or application related services.

If these services have to be integrated as discussed, someone with sole responsibility like

a Business Service Manager (BSM) is needed to take full accountability for the business
service. This BSM should not focus on the operational issues of the delivery, but should
assume control over those responsible for the delivery of the independent services that

are currently delivered (see figure 5). The BSM must listen attentively in order to translate
business needs into IT requirements. A BSM must focus on relationships and play a role in
the process of (high level) escalation.

Single and final
accountability
Responsible

/ i@@ Accountable
AN

> &P

Business owners

Business services

Responsible

Customer

support Intermediate services

Facilities services

Resources

<

Delivery

Figure 5 Delegating responsibilities but keeping single accountability

Just as with the breakdown of services into the several service layers, there are different
levels of accountability and responsibility throughout the service chain. This is most common
when suppliers or third parties are involved and assurance is needed. However, this shouldn’t
be an issue as long as, in the end, there is single and final accountability to the business. In
this case, the art of business service management needs an element of “business service
engineering” to prevent the duplication of demand and supply roles at each of the different
levels of the chain.

Example
Table 5 contains some details of the job description of a business service manager compared
with a service (level) manager.
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Role Contents

Business Service Accountable for:

Manager (BSM) o definition of business services (the business service portfolio)

e quality of services and its service levels as agreed with the business

¢ development of user-segmented services, recognizable in terms of business

transactions
e translating business requests together with the SLMs
Service (Level) Responsible for:
Manager (SLM) e delivery of the services against the service levels as agreed with the business

e reports to the BSM about the delivered quality against the agreed SLAs and KPIs
o takes part in escalation in case of delivery malfunction

Table 5 Differentiated roles in chain of service management

Governance and power

Nowadays, a lot of organizations have discovered that sourcing can help to improve IT’s
operation. Partial or total outsourcing solutions have became common during the last
decade. Typical activities that have stayed in the retained (IT) function concentrate on
strategy, relationship management, planning and assurance. This has tended to muddy the
waters in terms of the boundaries for responsibility and accountability. It has also highlighted
the need for properly defined governance processes and authorities. Who is allowed to make
what kind of decisions? Who will do what kind of activities? Using the service portfolio can
be beneficial in this process. It allows boundaries to be set by (groups of) business services,
together with the way they are composed and who will have end-to-end responsibility. The
BSM, being the single accountable representative for business services, plays a vital role in
this. But, as Steward (1997) made clear “a long time ago”, relationship management, such as
the BSM, needs to build on trust and leadership rather than power and rules.

Example

Having started to address integration in a strongly stovepipe oriented IT organization, a
BSM must then overcome the next issue. On one side, the BSM has to convince the IT
organization to listen carefully to the business and encourage IT towards an integrated
delivery. This requires a change in behavior (talking business) rather than knowledge. On

the other side, due to the current lack of integrated delivery by IT, business departments
may have developed their own approaches to integration. They may have started to “buy”
IT products and construct their own services. Shifting to integrated business services will
diminish the business department’s control over the level and speed of integration. This may
well lead to conflict. A solution to this is to define a principle whereby business departments
only take care of the “what”, while the IT organization will take care of the “how” on business
services. Subsequently, complying with this principle is a major step towards a professional
way of working.

LESSONS TO LEARN

Overtime, current practices and lessons learned will evolve into best practices. Yet it is

time to learn and there will be new opportunities for innovative service management! Some

suggestions from time spent working with business services and service portfolios can

possibly help others:

e Take your time - Don’t expect that the organization will adopt immediately, it is a long
way to go, and we have just started.
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e Prove it first - Identify initial, small steps that are convincing. Some suggestions: build
on your current catalog and transform it into a portfolio, or simply start to uncover the
components and costs for those components that make up the basic level of services.
Realize that cost (reduction) is not the easiest driver for business services to start with.

e Be prepared - Talk, talk and talk... Be strong in your vision and way forward before you
start the journey. Create visibility and become visible yourself.

e Be aware that the best may not work - The best (most professional, well considered,
high quality) solution will usually not work immediately. Be prepared for those who say
“yes” but act “no or I’'m not convinced yet.” Find out how to join forces.

e Be aware of "not now" attitude - Things work well in an environment open to change.
Unfortunately, this can also become counter-productive when it turns to a “not now” 3
attitude. Be aware that agility is on the agenda of many IT organizations, so try to make
“speed of change” a key improvement.

e Motivate! - Motivate the staff responsible for driving the change and implementation: It’s a
hell of a job... Take measures to keep the change agents happy and create opportunities
to unload pressure. Celebrate (small) victories.

Finally, be sure you are on the right track and, with others, be convinced that “there is no way
back”. Business services and service portfolio management are here to stay!

Han Verniers (The Netherlands) is principal management consultant for Logica ICT
Management Center of Excellence. He is experienced with IT service management solutions
and specializes in IT service portfolio management.
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3 4 Next generation IT performance
|

management
Performance management in the IT demand
organization

To date, IT performance management has tended to focus primarily
on the operational level of the IT “factory”. However, as many
companies turn to creating a stronger demand-supply organization, a
new approach is required. Based on an inspiring case study, this article
provides a useful step-by-step approach to the implementation of cross-
divisional IT performance management.

INTRODUCTION

Over recent years many IT organizations have redesigned their structure, partly as a result
of the recent and ongoing focus on outsourcing elements of their IT service portfolio

to third parties. In many cases the outsourcing resulted in a structure made up of the
outsourced “IT factory” and the “retained IT organization”. The latter would often become
responsible for balancing business demands with IT supply: the IT demand management
organization. With the demise of the IT factory as part of the company, the traditional IT
performance management structure became more or less obsolete, since the metrics
were all too often overly focused on a dedicated IT factory. Hence, the restructuring of the
classic IT department into an outsourced IT factory and a retained IT demand management
organization caused the need for a rethink in terms of monitoring the performance of

the newly created IT organizations. But rethinking and restructuring IT performance
management to match the need of the IT demand management organization is not an
easy task. It will need to incorporate two worlds as a result of the bridging function that IT
demand management introduces: namely the business world and the IT world. This bridge
can be created by ensuring that IT performance management with a focus on IT demand
management is very strongly linked to the strategic drivers of the organization.

This article will provide an insight in the balance that is needed between “IT strategy

KPIs” and “IT factory KPIs”, in order to obtain a KPI set and thus a means for the optimal
management of the IT demand function within organizations. Following this, it will set the
context for “traditional” IT performance management. The “IT demand-supply management”
section elaborates on the concepts of the IT demand and supply organization. Based

on these concepts, the need for the next generation of IT performance management is
presented in the section “Next generation IT performance management”. To underline the
business need of a more demand-oriented implementation of performance management, the
section “Case: Implementing the next generation model” will present a study of a large Dutch
insurance company. The article concludes with some closing thoughts on the benefits of
demand-oriented IT performance management.
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RETROSPECT: TRADITIONAL IT PERFORMANCE MANAGEMENT

For years, ClOs and IT managers have been confronted with the question “How can |, as an

IT representative, make better decisions in order to achieve the strategic objectives of my IT

organization?” Previously it was the IT manager who had to:

e determine the focus in the achievement of financial and non-financial objectives

* have a set of key performance indicators for monitoring the achievement of these
objectives

e receive, at regular intervals, consistent management information on strategic, tactical and
operational level

e draw up monthly forecasts and initiate future-oriented action

e use performance as a guideline for communication within the IT or business organization

e promote a result-driven culture

Even today, IT organizations often don’t have enough understanding of, and control over,
their performance. In order to determine which areas of performance are relevant to be able
to manage and control the IT organization, it has always been important to determine the
role of the IT organization within the organization as a whole. In this respect, the role can
vary from being a part of business management with a focus on IT management, to being
the management team of the IT supply organization. Depending on this role within the
organization, the required level of IT performance management could be defined.

The balanced scorecard

An instrument which has proven to be an excellent guideline for the implementation of IT
performance management is the balanced scorecard of Kaplan & Norton. This instrument,
which was developed in the mid 90s, gives IT managers a clear view on the current
performance of their IT organization and the direction it is heading. This gives them the
opportunity to adjust the course of the IT organization in the right direction.

The balanced scorecard (see figure 1) translates the mission and the strategy of the IT
organization into concrete objectives, structured along four different perspectives: the
financial perspective, the customer perspective, the internal processes perspective, and the
innovation and learning perspective.

C )
How are we doing
financially?
&
C e r )
What is the added
How do customers |« > value of our most
see us ? important
?
) L processes?
0 )
Are we able to
innovate change
and improve?
&

Figure 1 Balanced scorecard (source: Kaplan & Norton, 1996)
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Translating IT strategy into actions

As IT performance management always aims to optimize the performance of the IT domain
within the organization, it is evident that a strong link exists between IT performance
management and the IT mission and strategy of an organization. The process of translating
the IT strategy into measurable key performance indicators (KPIs) is graphically shown in
figure 2.

)Who do we want to be’ﬂ

How do we want to get there and
which results do we want to reach?

Lo e BT Which results do we want to reach and
what must we do to realize them?

Key Performance

4 realization of our goals and achievin
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What must we measure to monitor the
our critical success factors?

Ambition

How high must we score
levels

to reach out goals?

Which actions do we need to take]

Action "
cHons to reach our ambition level?

Figure 2 Translating strategy into actions

In the following list a step-by-step description of this translation process is provided.

1. Defining the mission - The translation process starts with defining the mission of an
IT organization. The mission tells us who we want to be. For successful performance
management a clearly defined mission is a must. If this can’t be clearly defined, the
ultimate measurement system will probably not become a success. For each of the
following translation steps it should be pointed out that if the previous step isn’t clearly
defined, then the final set of KPIs will not be effective in measuring whether the IT
organization is successful in achieving its mission.

2. Defining the IT strategy - Once the mission is clearly set, the next step will be to
translate this into an IT strategy. If our mission statement defines who we want to be,
the strategy should provide the way to get there. So the IT strategy is the direction the IT
organization should follow, and the strategic objectives are the specific goals that need to
be attained to realize the mission.

3. Defining critical success factors - Once the IT organization has clearly defined its
strategic objectives, it can start to define its critical success factors (CSFs.) “CSFs are a
limited number of areas in which the results achieved, if they are satisfactory, ensure that
the organization is successful” (Rockart, 1979). In short, this step defines the key focus
areas in which the IT organization needs to perform well to realize its strategic objectives.
Examples of CSFs are: optimal cost control, optimized human resources, balanced
application portfolio and high availability of core systems. This step secures the strategic
objectives through the day- to-day operations.

4. Defining key performance indicators - Each of these CSFs are then translated into a set
of operational and tactical key performance indicators (KPIs); what must we measure to

Copyright protected. Use is for Single Users only via a VHP Approved License.
For information and printed versions please see www.vanharen.net



(IT Service Management Global Best Practices, Volume 1)

monitor the realization of our goals and achieve our critical success factors? KPIs need
to be quantifiable measures. They need to be of a certain value that can be compared
with a pre-set target in order to determine its contribution to the overall success of the
organization. It thereby provides the organization with actual measures that monitor the
performance of the IT organization and quantify the added-value to the business.

5. Defining ambition level for KPIs - For each of these KPIs an ambition level or a target
needs to be set; how high must we score to reach our goals. Reaching these targets will
enable the company to be successful in completing its mission.

6. Defining actions - The final step is to determine the extent to which the current actions
are contributing to the realization of these ambition levels. Are they sufficient or are
additional actions needed? This can be done, for instance, by evaluating all current
projects and stopping all initiative that are not contributing to the IT strategy. This
evaluation can also unveil gaps in which new actions need to be taken.

Carrying out these steps will result in a set of KPIs that are measures for the success

rate of the IT organization’s strategy. It is important that in the process of translating the

IT strategy into a set of quantifiable measures, a balanced set of measures that cover

all significant areas of the organization is created. As indicated earlier in this section, the
balanced scorecard should at least cover the following four perspectives: financial, customer,
internal processes, and innovation and learning. In this way, all key performance indicators
will provide a balanced view of the IT organization. It should be noted that a definitive set

of KPIs will never exist. The KPIs will always differ from branch to market sector, and from
organization to organization; they should, therefore, always be linked to the IT organization’s
own mission and strategy.

Practical hindsight

The essence of traditional performance management within IT organizations is that their
successful management is based on a specific and limited set of perspectives and indicators.
However, measuring the effectiveness of the day-to-day operations in fulfilling this strategy
has proven to be a tricky operation for many organizations. Experience shows that in order
to create a management vehicle that actually enables performance monitoring and steering
which adds real value to the IT organization, then all the key performance indicators need

to be explicitly derived from the IT strategy of such an organization,. Nowadays we see IT
organizations redesigning their structure, creating a balance between IT demand and supply,
which will lead to a new perception of IT performance management. Additionally, a thorough
understanding of the demand-supply interaction that exists within an organization is crucial
in establishing successful performance management.

IT DEMAND-SUPPLY MANAGEMENT

IT demand-supply management refers to the interaction between the IT organization and its
main customer, the business. For many years, IT has been viewed as an organizational model
that statically provided IT infrastructure and application development without interfacing with
the business in relation to business and market requirements. In the old days requirement
alignment was easy, with each business unit more or less having its own IT estate. However,
as these traditional decentralized IT activities are increasingly being centralized or even
outsourced, business units are becoming ever-more aware of the need to organize their
interface with the new IT organization in a different manner. In addition, more and more
organizations acknowledge the added value of a professional, flexible and proactive IT
organization that helps the business to gain competitive advantage by providing flexible
solutions to the business or by increasing their operational excellence.
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Definition of IT demand and IT supply

Throughout the years, several models have been established to deal with the relationship
between IT demand and supply. One of the earlier models was drawn up by Atos Consulting.
The core of this model comprised the IT demand- supply curve. This model provided

a generic growth model for the maturity of IT demand management organizations and
showed the interdependency between both IT demand and IT supply side maturity. An
important message of this model is the benefit of establishing an IT demand-driven customer
organization. The most effective mode of operation regarding IT demand-supply proved to be
the business-focused mode.
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Figure 3 The Atos Consulting IT maturity model

The Atos Consulting IT maturity model shows an important mind shift regarding the shaping
of the IT demand- supply relationship. As the lower stages in the model show, the traditional
view on the IT organization is that of an IT factory which is only in place to deliver solutions
to the business from a strong technology-push point of view. Interaction with the business
on business needs such as flexibility or time to market are seen as trivial. As organizations
progress in the model, the IT demand management organization flourishes as a key
representative of business needs and a point of reference for IT requirements, resulting

in solutions that better suits the business and market needs — which in practice results in
better margins and happier end-customers. As organizations establish a more professional
business-IT interface, an important mind shift is established, triggering IT organizations to
look further than the common mode of operation.

Introduced in 2000, the Gartner IS Lite model elaborated on this viewpoint, taking four trends
as points of departure:

1. a clearer division between the executing of centralized versus decentralized IT activities
2. specialization via centers of excellence

3. process-oriented operations

4. outsourcing

Copyright protected. Use is for Single Users only via a VHP Approved License.
For information and printed versions please see www.vanharen.net



(IT Service Management Global Best Practices, Volume 1)

IS Lite is a lean, focused variant of traditional IS

Key
IS Lite @ Driving innovation
() Delivering change
@ @ Supporting infrastructure
Supply-side Embedded in Demand-side

@ business units

N O

Figure 4 Gartner’s IS Lite model

In contrast to the traditional IT factory approach, where process-orientation was trivial

and IT activities were performed by the IT factory itself, IS Lite took off by forcing the IT
organizations to reorganize themselves. This might be to retain a competitive advantage
by, for instance, redefining the activities that should be positioned in the IT organization
versus activities that could be sourced to external vendors, or should be incorporated in
the business organization. This resulted in the positioning of the IT organization as a broker
between external vendors and the business units.

IS Lite must retain five roles

Five key roles of IS Lite
@ IT leadership

Driving
innovation \@ ® Architecture development
(® Business enhancement
@ (@ Technology advancement

Delivering (® Vendor management

change  T—— L @
O

Supporting
infrastructure

Figure 5 The retained organization and its roles

A number of roles (innovation management, change delivery and infrastructure support)
were identified by Gartner as likely to be transferred back to the decentralized business
units. In a later publication of IS Lite these roles were further nuanced, since in reality the
transfer of them to the business appeared to be less in evidence than had been expected.
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This was partly the result of further professionalizing within the IT organization via centers
of excellence and the introduction of ERP suite systems, which obstructed the proposed
clean cut between business and IT. Nevertheless the view of a retained organization and
the division between business and IT were further established by IS Lite as shown in figure
5. Roles like IT leadership, architecture development, business enhancement, technology
advancement and vendor management were believed to be the spine of the retained IT
organization of the future (see figure 5). Needless to say, this posed a new challenge to
the former IT factory, as a broker role towards the business and external vendors once
more required different competencies and a different mode of operation. An additional
consequence was the duplication of certain roles which now seemed to appear in both the
business and the IT organization.

Limitation of the models

Both the Gartner model and the Atos Consulting IT maturity model were limited to addressing
IT demand-supply governance without identifying the actual activities that were required to
effectively shape the IT demand and supply function within an organization. Although only
looking at a specific area of the whole IT demand-supply playing field, the BiSL framework
filled this gap by making explicit all functional maintenance activities that are required from
the business. The view on IT demand and IT supply management nevertheless remained
rather static, as it failed to distinguish the impact of different business drivers on the actual
design requirements for both the IT demand and the IT supply side.

New vision on demand management maturity

As reaction to this, the Atos Consulting IT demand management model was constructed
(figure 6). In this model, the dynamics and consequential large changes within organizations
are exposed, requiring a clear definition of the actual IT demand management activities.
These are to be positioned in the business, depending on the overall business requirements.
The added value of the Atos Consulting model is that it identifies different modes of
organizing the IT demand organization based upon the overall organizational/ business
requirements. In other words: the optimal IT demand management organization depends on
the situation, every stage has its own issues and characteristics.
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Figure 6 The IT demand management model
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Establishing an effective IT demand - supply interaction requires an organization to know
what it is striving for. Where the first stage in the Atos Consulting model still implies a
traditional decentralized IT factory, the consecutive stages increasingly take into account the
business needs, resulting in a gradual shift in IT focus and activities from operational to a
more strategic level. In general, these IT demand management activities can be divided in the
following three categories: operational, tactical and strategic. As an organization progresses
towards a stronger business orientation via phase Il to IV, new activities on both demand

and supply side are required. Consequentially, the need appears for a different steering
mechanism on the IT demand side regarding the IT supply activities. This shift requires a
different set of IT performance management metrics as opposed to what was common in the
earlier phases of the IT demand and supply management model.

NEXT GENERATION IT PERFORMANCE MANAGEMENT

Importance of organizational maturity

The maturity of the IT organization plays an important role in the determination of the desired
KPI set. As IT organizations become more mature, a development in the usage of the IT
balanced scorecard can be observed. This process is shown in figure 7.

Technology Controlled Service Customer Business
driven oriented oriented oriented

N N mi]‘\ ?ﬂ?ﬂ‘\l

X —

Figure 7 Maturing process of IT BSC perspectives

1
'

)

The development process as depicted above shows that, when the IT organization is
becoming more mature, the focus on topics that need to be in control tends to shift from
internal to much more external, or in other words from a technology focus to a business
oriented focus. Also, when maturity progresses, more focus areas are measured and
managed. So, more balanced scorecard perspectives are defined and measured. In table 1
typical KPIs are grouped by the stage of maturity.
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Technology-driven
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BSC perspectives in scope
Financial perspective
Internal processes perspective

Typical KPIs
Mean time to repair, availability of systems,
cost to budget ratio, asset value

Controlled Financial perspective
Internal processes perspective
Learning & growth perspective
Financial perspective
Customer perspective
Internal processes perspective
Learning & growth perspective
Financial perspective
Internal processes perspective
Learning & growth perspective
Customer perspective
Financial perspective
Internal processes perspective
Learning & growth perspective
Customer perspective

Cost center to budget ratio, IT process
effectiveness, R&D spend

Service-oriented Earnings per service, ratio internal/ external

staff, IT staff training spend, SLA coverage

Customer-oriented Profit per service, profit margin, ratio

management/ direct personnel, employee
Stronger linkage between satisfaction, customer satisfaction.
perspectives

Business-oriented

Ratio IT cost/ business cost per unit sold,
business effectiveness of new IT services,
business enhancement as result of training,
improved IT leading to shorter time to market

Stronger linkage between
IT BSC and business BSC

Table 1 KPIs by stage of maturity

Breaking the maturity trend line
The introduction of IT demand management focused thinking, and the related implementation
of IT demand-supply organization structures has led to a breach in the maturity trend line.

~

Business
oriented

=

Customer
oriented

Service
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/| O/ | NV
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Figure 8 Maturing process of IT BSC perspectives IT demand organization

Technology
driven

=
=

Controlled

S

IT demand

In earlier days, the IT organization itself could build on experience, grow in maturity and
hence improve and expand their IT balanced scorecard step-by-step. But in an IT demand-
supply organization the main responsibility will move, for the greater part, from the IT supply
side to the IT demand side of the organization, because of the responsibility that IT demand
management now has to assume in terms of monitoring the quality and the costs of IT from a
business perspective.

In many cases the design and implementation of an IT demand management organization
happens within a timeframe of less than a year, forcing the development of an IT balanced
scorecard to skip several stages in order to arrive at the business oriented stage
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straightaway. This stage requires the design of an IT balanced scorecard containing CSFs
and KPIs that are tactically and strategically oriented, and which build upon all the typical
IT-type KPIs.

The question is of course; what should they look like? The following table provides some
high-level suggestions for these types of CSFs and KPIs:

Financial Merely measuring the cost of IT is no longer sufficient. The business focus requires
CSFs that contribute by providing an insight into the effective deployment of IT. Cost
KPIs are in that case a tool but not a means in itself. This translates into financial
KPIs that link the degree of business innovation to the IT expenditure by e.g.
comparing the ratio of total IT costs versus the degree of IT project costs. Also the
degree to which IT investments contribute to the lowering of the overall costs of the
organization is a key example of the shift in mindset from traditional IT costs as a
“lump sum financial KPI” on the bottom line towards a contributor to the overall
business effectiveness.

Customer Projects are a key counter of the degree of innovation as they are typically put into
place to implement novel ideas, concepts and/ or applications or to structurally
improve a business process given a limited timeframe. Since the business needs
to know if the IT projects will deliver, KPIs that measure project success ratio’s are
mandatory. Although perhaps less transparent to the business, the establishment
of a solid and reliable application portfolio is also a CSF that is key for business
success. A key benefit of pinpointing the “performance” of the application portfolio,
measured in portfolio cost and availability, is that it can also help in reducing the
complexity of the IT organization, thereby reducing risks on the primary business
process. A nice added value is that it can also help in reducing the costs of the IT
organization and thereby by the overall costs of the organization.

Internal processes The quality of the internal processes is essential for keeping the project success
rate up and project management costs in control. Whereas the IT organization
could suffice in measuring the quality of for instance the ITIL® processes, the IT
demand management organization should measure the quality of the IT supply
organization. Typical KPIs could be the ratio of usage of standards and policies
(such as PRINCEZ2, Information Security and Architecture Design Guidelines) by the
IT supply organization.

Innovation and Learning | The IT demand management organization should be the catalyst for IT-driven
business innovation. Hence CSFs should revolve around the improvement of
innovative behavior. Related KPIs could measure the amount of money spent on
innovation projects or on R&D activities.

Table 2 Possible demand management focussed KPIs

The next section outlines the implementation of the next generation of IT performance
management at Achmea, a large Dutch insurance company.
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CASE: IMPLEMENTING THE NEXT GENERATION MODEL

IT demand management

Spring of 2006 saw the merger of Achmea and Interpolis, both large insurance companies in
the Netherlands. With the merger a new governance model was designed and implemented.
This governance model incorporated several divisions which are fully accountable for their
profit and loss, and various shared service centers (HR, Facilities, Finance, IT) that hold a
demand-supply relationship towards these divisions. In addition, several small, high-quality
corporate group staff functions were created. These group staff functions have a functional
relationship with similar staff functions within both the divisions and the shared service

centers.
Executive
Board
Hierarchical relationship Group staff

Division Division Division Division Division Division : y
=]

Occupational Health Pensions Bank Direct Broker ' 9
health care insurance distribution ' g
[

Division [ _|| _ | Division| _||_[Division| || |Division|_ || |Division|_| |Division| [ ____ : @
staff staff staff staff staff staff 96-’.

>

| Division services | S

I I I I I ©

Customer supplier partnership

—| Group Shared Service Centers I ______

Figure 9 Achmea’s governance structure

With the merger and the subsequent introduction of the new governance model came the
opportunity to redesign IT supply and IT demand more or less from scratch. The vision

of the senior IT leadership within Achmea was to reuse the full potential of the combined

companies according to the latest powerful management vision on the organization of IT.

So, across the organization, new information management departments (called DIM
departments) were formed within each of the six large divisions, as well as in the shared
service centers. The divisional information management departments were expected to focus
on added-value for the business: foster innovation, improve business process alignment

and reduce complexity. These expectations were to be realized through incorporation of

the following areas of expertise within the DIM departments: strategic information planning,
project management, project portfolio control, information security management, contract-
and service management, and functional application management.
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IT supply was to be concentrated in a central IT delivery and operations organization: Group
IT Services (GITS). This centralized IT department was supposed to operate as a demand-
driven internal supplier, focusing on the delivery of IT services with a pricing structure that
conformed with the open marketplace.

The DIM departments were to be supported by a group staff function: Group Information
Management (GIM) (figure 10). This department would be responsible for the governance of
IT demand and supply at the group level. GIM had the following areas of expertise: enterprise
architecture, business information planning, project portfolio control (group level), information
security and IT compliance, project management and consultancy, and IT performance
management. The latter became responsible for the start-up of a project, which resulted in
the redesign and implementation of an information management-focused balanced scorecard
as a means for performance measurement and management.

Within the IT governance design of Achmea, the information management board acts as
an important counterpart of the Executive Board. The IM Board will counsel and decide
on strategic information management topics and is able to do so since members of the IM
Board are representing DIM, GITS and GIM.

Group IM

Customer supplier parfnership

Division Division Division Division Division Division H
Social Health Pensions Bank- Direct Intermediary : a
Security Care Insurance distribution =
| S
Division| || _|Division| [| [Division| || |Division| || |Division| || |Division| | 1 g
M IM M M IM M S
P S
s
. €
-
.

Group IT services ~ reemmeee

Figure 10 Functional relationships

Business case for the implementation of IM/IT performance management

With the merger came a separate IT strategy, this was derived from the Achmea business
strategy. This information management strategy contained ten key points, which individually
are to be viewed as separate critical success factors. The IM Board expressed the need for a
regular measure of the progress on the realization of these key points.
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Figure 11 Basic roles and targets of IT demand and supply

Project goals

In the late summer of 2006, a series of workshops were held, focusing on the requirements

for a newly designed IT performance management way of working. The workshops lead

to the commission of a small project team, which comprised several Achmea staff and

consultants of Atos Consulting. After initial investigations the team produced the following

key requirements for IT performance management:

e enable ongoing measurement of the ten key points as outlined in the IM/IT strategy

e ensure an integrated way of measuring both the regular performance as well as the
results of implementing the guidelines of the “Future organization structure information
management”

e reuse of existing KPIs and performance measurement tools

e create an optimal fit with the existing corporate stakeholder value management approach

e ensure that the performance management approach is based upon the well-known
balanced scorecard theory of Kaplan & Norton

Design of the IM balanced scorecard

When designing the IM balanced scorecard, it was obvious to the design team that KPIs

had to be created that would strongly link the business strategy with the IT strategy. A main

strategic theme for Achmea was obtaining tangible results of the merger with Interpolis,

for instance by cutting cost since the redundancy in business processes and IT systems

was clearly visible. The design team attempted to capture this by designing KPIs that, for

example:

* Monitor the influence of IT cost on the business cost - Within Achmea common
business KPlIs exist, such as cost per unit sold, e.g. an insurance policy. From an
information management point of view the IM&IT cost, as a part of the unit cost, should
become transparent. When the IM&IT cost per unit sold is identified, it may become clear
what the contribution of IT is to the success of the business. The level of success of the IT
contribution can be measured by tracking the reduction in business operation cost.

Copyright protected. Use is for Single Users only via a VHP Approved License.
For information and printed versions please see www.vanharen.net



(IT Service Management Global Best Practices, Volume 1)

e Monitor the strategic spend of the IT budget - Achmea is a company with a long
history of mergers and acquisitions, so the company also has an extremely varied and
expensive application landscape. To free up the money that is involved in the maintenance
and exploitation of the systems, it is necessary to measure the IM&IT cost and to create
a separation between the cost of IT change and IT operations. The evolution of the IT
change cost can be monitored by plotting these against high priority initiatives, such as
business process improvement projects and application reduction projects. Reducing
the number of applications will, amongst other things, decrease the budget spent on
application maintenance and hence reduce the IT operation cost.

e Avoid IT factory KPIs where possible - A number of KPIs are specifically designed for
use within an DIM unit. So, relatively new KPIs such as “ratio of IT project costs/total
IT costs” and “# projects according to architecture standards” were included. Typical
IT-type KPlIs, such as “# of MIPS used” or “incident mean time to resolution” were not
incorporated.

Table 3 shows various KPIs brought in, together with some of the associated strategic IM/IT
key points.

IM/IT key point Possible KPIs

Improve business & IT alignment e Contribution to cost leadership strategy of Achmea
e Transparency of IT cost (change & operations)

o Effectiveness of IT change

e Quality of IT operations

e Customer & user satisfaction

Create synergy o Status of synergy-driven projects

Improve application landscape e Status of application reduction projects

Improve project execution power e Status of projects in general (time, money & quality measures)

Create a professional information o Staff planning & development

management function e Projects and activities compliant with corporate guidelines (e.g.
PRINCE2, architecture, security)

Reinforce security, compliance & e Score on internal audit and progress on remediation

business continuity

Table 3 IM/IT key points and possible KPIs

Based on the stated requirements, an initial IM balanced scorecard (figure 12) was designed

that comprised the following elements:

e Performance focus areas - Stakeholders (financials), customers (customer focused
KPIs), performance (internal process KPIs) and employees (learning and growth KPIs).

¢ Improvement focus areas - Specially designed performance indicators covering the
improvement goals of Achmea information management (process and organization).

¢ Notes & comments - A blank field intended for capturing remarks on progress of KPI
scores.

Implementation project

After completion of the initial design and following approval from the information
management board, the IM balanced scorecard was implemented within a pilot environment,
in one of the divisional information management units of Achmea. The experiences of the
pilot environment were used as input for changes to the design and the subsequent roll-out
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process. On completion of the pilot stage, a project plan was developed for the roll-out of the
IM-BSC within the remaining eleven IM units.

The goals of the implementation project were:

e |mplement the IM balanced scorecard as an IM/IT performance management tool for
the management team of each of the respective DIM units, through which the various
management teams can gain improved views on performance and decide on the direction
to be taken, thus enhancing management decisions.

e Create a consolidated IM/IT performance management report at a group level, which acts
as a means for managing decision making with regards to the information management
strategy, thus avoiding the creation of a report for the purpose of settling goals and
targets.

e Temporarily embed the ownership of the design of both the KPIs and the performance
management process within the IM performance management team of the group IM
department.
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Figure 12 Achmea IM balanced scorecard

Design of the consolidated report

Alongside the implementation of the IM-BSC within the divisions, a design for a consolidated
group performance management report was developed and tested using the inputs of the
DIM reports as test data. As a result of the project, IM balanced scorecards were (partially)
implemented within all twelve information management units as well as a powerful
consolidated report at a group level. This consolidation effort lead to a first group level
report, which elaborated on project portfolios, application reduction, operations quality, the
professionalizing of the IM function and project management, IS architecture and staffing.

Further enhancing the implementation

From July to December 2007, both the implementation of the reporting structure on
division level and the consolidated group level report were further enhanced. For 2008,
a migration from the MS Excel-based scorecard to a more mature business intelligence

Copyright protected. Use is for Single Users only via a VHP Approved License.
For information and printed versions please see www.vanharen.net



188

(IT Service Management Global Best Practices, Volume 1)

environment is planned. In addition, the ownership of the KPIs will be embedded within

the appropriate bodies within the organization, such as the information security committee,
whilst the ownership of the IT performance management process remains within group IM/IT
performance management.

Lessons learned

In summary, we can learn the following lessons from this relatively large design and

implementation program:

e Keep the primary goal in mind - Focus on the achievement of the strategic goals by the
DIM unit, not primarily on reports at group level.

¢ |t takes time to move from gathering data to understanding - Recognize that the
scorecard itself has its own maturity process and that it takes time to further develop it
from the “data gathering phase” to the actual “understanding and steering phase”.

e Emphasize the learning aspect of the balanced scorecard - It can help in decision
making and should not be a tool for rewarding or penalizing.

e Ensure strong support from general IM/IT management — Get strong management
support, as in the case study example with the information management board, and do
not hesitate to escalate buy-in issues to the general IM/IT management boards.

e Create maximum buy-in across all units involved - This is important as the quality of
information at a group level depends heavily on the value and attention that the local IM
management gives to the scorecard.

¢ Be reluctant to use the group standards too strictly - During the implementation ensure
there is sufficient flexibility for adopting local standards, anomalies, etc.

e Ensure a thorough and transparent change process for the design of KPIs — Know
when KPlIs are to be implemented across twelve units and when consolidation still has to
be made possible.

e Migrate to a more mature (BI) tool when possible - The reporting and consolidation still
makes use of MS Excel, which takes quite an effort in keeping the design stable and the
consolidation reliable.

CONCLUSION

Organizations are still looking for a means to monitor the quality of the IT services

delivered to the business, in combination with a better grip on the costs of IT, regardless of
organizational structures that keep evolving over time. In this search for transparency of both
the IT demand and the IT supply organization, the balanced scorecard theory still proves to
be of value. The shift towards an IT demand-supply structured organization has shown that
a new approach regarding IT performance management is necessary. This “next generation
IT performance management” requires a clear set of indicators that are much more directly
derived from the strategic drivers of the business organization. Nevertheless, with the IT
demand organization as the bridge between business and IT, the indicators should also still
encompass indicators that are deeply rooted in the IT factory.

Peter Ververs (The Netherlands) is information manager at Achmea Group Information
Management. He acted as the program manager for the IM/IT Performance Management
Programme within the new governance structure of Achmea.

Léon Acda, Paul Richter, Rick Aalbers and Rudolf Liefers (The Netherlands) are
consultants within the World Class IT Practice of Atos Consulting. Their primary focus areas
are IT governance and performance management related projects.
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3 5 Outsourcing: To be, or not to be in control,
|

that is the question
The purpose and organization of outsourcing
governance in practice

Outsourcing governance is the latest buzzword in the world of
outsourcing. According to experts there is a close connection
between the concept of outsourcing governance and other trendy
concepts such as retained organization, sourcing management,
demand/supply management, multiple vendor management and IT
governance. In outsourcing there is no one who does not recognize the
importance of outsourcing governance, but when it comes to form and
content, opinions are very much divided.

INTRODUCTION

To all involved parties, outsourcing is a complex and often uncertain matter. The key question
is: “How do | succeed?” Research has shown that one of the most important reasons for

the deterioration and the breaking up of the outsourcing relationship is the lack of effective
outsourcing governance. The consequences are far-reaching. The customer will have to

put in increasing amounts of effort to get delivered what has been agreed upon at an earlier
stage. Meanwhile the relationship between customer and supplier will deteriorate rapidly with
a lot of emotional stress involved and at the end of the contract it is highly unlikely that the
supplier will get another chance. Even if they do, it requires considerable effort to repair and
restore the outsourcing relationship. In brief: everybody loses. This is a prospect that neither
party will relish, even more so because parties may be contractually committed to working
with each other for many years to come. If customers fail to hold the reins during outsourcing
and do not behave professionally then there is every chance that they eventually lose their
grip on the outsourcing relationship and subsequently will not be able to restore it anymore.
“Get ready for rush hour.”

This article explains what outsourcing governance entails, when and how customers should
organize their sourcing management in a timely and effective manner, how to formalize it and
which positions the parties involved should adopt.

OUTSOURCING IN CONTEXT

In Europe the outsourcing of IT is, comparatively speaking, immature. In general its first
experiences in the eighties and nineties were not very positive; in fact they were rather
disappointing. The number of outsourcing transactions was limited, including the contractual
volume. Compared to Western-Europe, the US outsourcing market is a lot more mature. In
terms of percentage, US outsourcing transactions take place more often and on a larger,
often global, scale.

The motives or reasons why companies outsource are varied. The most important reasons
to outsource IT are: cost reduction, economies of scale, access to the supplier’s expertise
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(competencies, capabilities and resources), continuous improvement and innovation of the
IT services. But one should not forget about the possible disadvantages which are: a loss of
valuable IT knowledge; increasing dependence on IT suppliers and “IT being too strategic”.

Why companies outsource

Manage cost

reduce cost

apply money to core business
predictability of cost

impact balance sheet
improved cost effectiveness

spreading of initial
investment cost

Manage risk

transfer risk

access to skills

technology refresh/change
free up cash for investment

avoid IT capital
investments (non-core)

Accelerate
accelerate speed to market

enable business
transformation

access to new skill set
mergers and acquisitions
focus on core business

improved quality of service

Figure 1 Company'’s reasons to outsource

The growth and maturity of the IT outsourcing market in Europe has developed rapidly as
a result of the growing globalization of companies, products and ongoing services, the
increasing pressure on costs and a larger volume of deals. There is an urgent need for
standardization, modularity; flexibility and independence.

Outsourcing seems to be a popular, although perhaps, diffuse concept. In this article we use
the following definition of outsourcing.

Outsourcing is:

— the transfer of ongoing services and — if applicable - staff and resources to a specialized
service provider;

— subsequently, during the lifecycle of the contract, the customer receives in return ongoing
services on the basis of a level of quality that has been agreed upon and for remuneration.

Outsourcing can be applied to IT processes and/or business processes. For this purpose
projects and/or ongoing services can be procured. In practice, the ongoing IT services that
are typically procured and contracted (either completely, partially or in combination with
other services) are: integrated desktop management, (LAN-management, workstations, print
and file management) service desks or call centers, technical or infrastructure management,
application management and application development. At the business process side, a wide
variety of forms also exist, such as HR, F&A, Insurance, and Pensions. Prior to the decision
to outsource, similar customer business processes can be concentrated and bundled into a
performance responsible unit, a so-called Shared Service Center. This approach to bundling,
consolidation and disentanglement not only enables future outsourcing of these business
activities to an external supplier, it also makes it easier and less risky.
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Outsourcing: Facts and Figures’

— Outsourcing deals are becoming larger, more complex, more strategic and more
experimental and creative.

— The outsourcing market is still growing, although its growth is decreasing.

— Globalization of demand and supply will continue in the years to come.

— Customers (principals) are becoming mature. They will develop specific knowledge
and capabilities with regard to outsourcing governance, sourcing management, and IT
procurement of projects and ongoing services.

— From a direction point of view, outsourcing governance and sourcing management will
become more crucial and will claim a more dominant position on the CIO agenda. More
and more, the CIO takes initiative to initiate and evaluate outsourcing deals.

— In the case of outsourcing, deal management is still insufficient and leaves much to be
desired.

— Customers are experimenting more and more with (the composition of) the bundling of
projects, products and ongoing services to be outsourced, in order to get the best value
for money at an acceptable risk.

— Using IT in outsourcing situations is becoming a business return issue (return on capital).

— Two out of three outsourcing contract yield less than was originally estimated.

— Generally speaking, the quality of IT contracts is clearly sub-standard in relation to content
and flexibility.

— Less than a quarter of the outsourcing contracts come to an untimely end.

— Reletting (extension of the contract period with the current supplier) is a trend.

— There is an obvious connection between customer satisfaction and reletting.

— Of the main Key Performances Indicators "quality" (that is achieving the SLA) scores
the most points. A competitive market price together with relation management is of
secondary importance. Achieving the SLA and a competitive market price cannot be
considered as satisfiers.

— Suppliers are specializing and making fundamental decisions about what exactly they are
good at. A decreasing number of suppliers are choosing to deliver all possible ongoing
services rather than differentiating.

— The so-called “all-in-one” suppliers have less satisfied customers.

— Suppliers are faced more often with a shortage of key staff and competences. They will
join forces with other suppliers more frequently (consortia).

— Future outsourcing contracts will be performance, risk and value based, including some
perceived soft factors. They will also tend to choose performance related pay from
their suppliers. Depending on the agreements that have been made, they can bring in
independent arbitrators for binding advice. Both the success and the contribution to the
cooperation will become more and more central (shared risk and reward mechanisms.)

— Offshore is on the rise.

Table 1 Outsourcing: Facts & Figures

However, the above-mentioned findings show that — despite the growth in outsourcing
—there is no reason to sit back and relax. There are still plenty of items left that need
improvement. Success in outsourcing doesn’'t come naturally and there are no guarantees.

Outsourcing is the outcome of the tendering process
The tendering process for outsourcing can be divided into four different phases: initiation,
negotiation, transition and operations (see figure 2).

' Sources: Forrester, Gartner, Coopers & Lybrand, Giarte & Morgan Chambers and supplement with own
experiences
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If a customer chooses to outsource its internal IT Delivery, this automatically means that prior
to the decision to outsource, there has been a process of identifying the problem and its
possible solutions.

In the Initiation Phase customers take the time required to finish all the necessary
preparations before they involve suppliers with their outsourcing questions. Given the various
interests and disruption that are associated with outsourcing, preparations are often made in
a closed circle.

Initiation Negotiation Transition Operations

| Qualification |

| High level solution |

| Deal shaping |

| Proposition || Proposal || Contract | | Manage business case |

| Service / Cost validation | | Implement operating model || Service reporting |

| Due diligence |

| Implementation plan |

Transition |

| Implement technical solution

Implementation review |

| Continuous improvement|

| Manage operation |

Program Management
Determine objectives Risk management Project management Performance management

Figure 2 Phases in contract life cycle (source: Halfhide, 2004)

A prerequisite for outsourcing is that the problem and the cause are unambiguous and
recognized, and there is an awareness that outsourcing is the best possible option.

The initial reasons for outsourcing are often the high costs of IT and its inflexibility.
Calculating the advantages of outsourcing is rather simple. Far-reaching standardization
and the use of cheap technology leads to an immediate decrease in IT costs. When, in
practice, outsourcing doesn’t have the desired effect, a closer investigation will have to
follow to tackle the true problem. This often shows that although the costs have dropped,
the flexibility and maneuverability have remained the same, or even worse, they have
deteriorated. This is because the organization is too bureaucratic and divided along lines
(silos) to such an extent that they are incapable of adapting to changes in the market. IT
has become a replica of the unwieldy and bureaucratic procedures. On balance we could
say that the costs have dropped but the maneuverability has remained exactly the same. In
conclusion we can say that IT is not the real problem, which means that the organization’s
real problem still has to be solved. This is a typical case of treating the symptoms and not
the problem.
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In this phase of the tendering, the goals and strategy are narrowed down. This means in the
case of the strategy that the question as to which ongoing services are to be performed by
third parties is pursued, and important topics like business processes, core competencies
and market forces are considered.

Strategy-determining situational factors that should be considered are:

e the extent to which the outsourced element is a core competence

e the extent to which this can be defined in an unambiguous and formal manner
e the measurability of the performance levels

e the extent to which an external market supply is at hand

e the ability of the organization to change and learn

e the capabilities of the organization’s management

Next, the target domain is defined by mapping the scope; the extent; the preconditions; the
risks and advantages of outsourcing. Everything will be calculated and tested to see if it
realistic, feasible and desirable. Finally, a cost-benefit analysis and a stake holder analysis
are carried out. From an organizational point of view, arrangements are made to ensure the
governance of the outsourcing.

As soon as the customer has determined their scope, the involved objects, and the context
of the outsourcing, they have to decide on the type of outsourcing they require. Table 2

shows the options they can choose from.

Each option has its own characteristics that need to be translated into scope, requirements,
risk factors and the delivery strategy.

Variants in sourcing

Source internally The customer organization executes all activities itself, internally.

Source knowledge The customer is problem owner as well as problem solver and obtains external
knowledge and skills on ad hoc basis.

Source capacity The customer is problem owner as well as problem solver and structurally obtains
capacity from one or more suppliers.

Source delivery The customer is problem owner and both customer and supplier are problem

solvers. Predefined activities are executed by the supplier under responsibility and
management of the customer.

Source result The customer is problem owner and defines functionality. The supplier is problem
solver and determines how, where and which people are delivered.

Table 2 Variants in outsourcing (source: Davids, Nagtegaal, 2004)

The negotiation phase focuses on both the selection of the best solution/supplier as well
as determining and strengthening the negotiation position. During this phase preparations
are made to execute the so-called tendering. If necessary, a due diligence and appraisal of
the takeover of staff, processes and resources is carried out using a short list of suppliers.
The outcome is used in the negotiations as well as the bid evaluation. An optimal proportion
between prices, risk and quality requires that the element of competition is maintained for
as long as possible in order to keep suppliers and customers alert when it comes to making
informed decisions.
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In the following transition phase - fixed in advance on a set period of time — negotiations are
finalized. Contracts are drawn up, additional delivery and control conditions are set, and the
ongoing services are planned and implemented. On the customer side a gradual and formal
transfer to the supplier of the tasks, responsibilities and authorities in the service domain
takes place in accordance to the plan.

Finally, the operations phase focuses on meeting the outsourcing targets (benefits); fully
utilizing, improving and innovating the cooperative outsourcing relationship; and managing
the contract and its risks during the life cycle of the contract. The operations phase is also
known as the contract monitoring phase.

Interests and interest groups in outsourcing

Knowing your stakeholders and their interests is paramount in outsourcing; otherwise the
risks are high from the very start. There are approximately five relevant stakeholders who
interact in various ways. On the customer’s side there are: the board of directors; business
management and IT management. On the supplier’s side we find: vendor sales and vendor
delivery. The power relations and the behavioural aspects of the parties involved can be
determined by using the “five parties model” in order to weigh and evaluate the mutual
interests.

The main interests of the board of directors are: securing the outsourcing targets, focussing
on the main activities and staying in control (command). To business management it is of
the utmost importance to secure the functionality, agility and flexibility of the business, and
to maintain its own autonomy (to keep their dependence to a minimum). The interests of IT
management are: securing the planning, management and control of the vendor delivery,
building strong business relationships, maintaining their autonomy and establishing an
effective collaboration with vendor delivery. The aims of vendor sales are achieving its sales
targets (market share, image); long-term profit-making, and building and maintaining an
excellent customer relationship (customer intimacy). Ultimately, the main interests of vendor
delivery are: sales, employment of qualified staff, and effective use of the means at their
disposal (operational excellence).

The impact of an informed decision to outsource and to enter an outsourcing relationship
can result in changes for all five stakeholders to a lesser or greater extent. The impact
depends on the selected sourcing variant, the complexity and insecurity, and the volume

of the outsourcing deal. These changes often involve areas like organization, processes,
contents, human resources and culture. Examples are changes in focus, role or competence,
processes, process relations and process responsibility, communication, decision making
and communication lines. Furthermore, outsourcing becomes more complex if staff and
resources are taken over as a part of the “dowry”.

The stakeholder analysis must be followed by a thorough risk analysis. The overall delivery
strategy, including the most important aspects of decision making, has to be formulated, and
the customer organization that will be dealing with, and managing, the outsourcing has to be
set up.

The future lies in outsourcing

In practice, the outsourcing of IT services and processes has become widely accepted
by customers and suppliers. Not only do customers decide to outsource more often, they
also experiment more frequently with different forms, volumes and bundles. They also
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Figure 3 Five parties model per playground (source: E. van Leeuwen and W. van der Windt, 2000)

choose more commonly to go for a cooperative strategy in conjunction with external parties
based on complementarity in order to gain competitive and comparative advantages on all
components of the value chain. Customers are becoming more competent in associating,
assembling, integrating and learning from a control and retained management perspective.
The nature of outsourcing decisions has become more strategic and such decisions are
handled from a business and economic point of view. Here common ratios such as return on
capital, cost benefit analysis and the well-known, and widely accepted, business case are
being used.

Given the fact that the pressure on the price and the quality is increasing in all phases

of the contract lifecycle, suppliers are searching frenetically for solutions that will enable
them to reduce their prices or increase their margin (i.e. by using off- shoring). At the same
time they are seeking to increase the added value in the delivery chain and retain the favor
of their customers. Prospective customers are well aware that suppliers are willing to

make concessions to win the deal, which explains why customers take a hard line in the
negotiations. As long as the increasing demand does not cause scarcity, customers will keep
exploiting this situation and the pressure on prices will remain high. On the basis of research,
the conclusion can be drawn that even if suppliers meet their service level agreements,
customer satisfaction is not automatically guaranteed. On top of this, communication
between customers and suppliers is often difficult because both parties are operating in
different business contexts in which each uses its own terminology.

Since many customers are dissatisfied about their current outsourcing contracts, they

will seize the opportunity offered by the fact that their current contracts are expiring to
renegotiate in the coming five years. On average three out of five customers are dissatisfied
about the outcome of their outsourced IT services. They are particularly disappointed by
the delivered quality and the actual cost savings. Customers feel that the IT processes
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and the quality of service are not significantly improving and still leave significant room for
improvement. Even the outsourcing process itself is a bitter disappointment because it takes
much longer than expected. It is a lot more complicated than they had assumed.

Gartner (2007, 2005) have predicted that outsourcing will remain the most important growth
market in the years to come and that the European outsourcing boom has only just begun.

OUTSOURCING GOVERNANCE: THE NEW CHALLENGE OF IT

The concept of governance is definitely not something new. By definition, governance

is not just linked to outsourcing, and will be concerned with non-outsourced activities

and processes performed by the customers themselves. This article, however, focuses

on governance from an outsourcing point of view. Customers, who choose to outsource
certain activities, will still want to have a grip on the outsourcing situation. As a responsible
and decision making authority, they should aim — without interfering in the execution of the
service delivery — to strengthen and professionalize the cooperative outsourcing relationship.

Outsourcing governance is based on a cooperative strategy, which covers a coherent
framework of goals, principles, structures, procedures and rules for engagement. These
are intended to manage the outsourcing relationship with external suppliers of outsourcing
services effectively during the contract lifecycle, in such a way that IT is used and utilized
effectively.

As a result of recent studies into the quality of governance in outsourcing, it is frequently in
the spotlight. Table 3 shows the main result of these particular studies.

Outsourcing Governance: Facts and Figures

— In 2005 IT outsourcing grew by 20% in the Netherlands. In 2008 the growth continues
(e.g. in Finance and Accounting) especially in organizations that have experience with
outsourcing already. Infrastructure is the largest bundle in IT that has been outsourced.
Over the next few years the focus will change to application management and end-user
management. Governance proves to be the main problem in managing simultaneously the
supply and the business demand.

— Governance is focusing on operational issues such as monitoring Service Level
Agreements.

— According to CFOs and CIOs, governance of the demand (by the business units) and
supply (suppliers) is inadequate.

— The more suppliers are involved, the more the costs of governance will rise.

— Multi-vendor or multiple sourcing may pay off, but without better governance it is rather
risky and unforeseen costs will rise.

— In outsourcing projects little attention is often paid to governance which will cause anxiety
and lead to an increase of costs.

— A direct relationship exists between the quality of governance and the maturity of IT
management.

Table 3 Outsourcing Governance: Facts & Figures (source: Gianotten & Wijers, 20052 ). Outsourcing Performance
2008 (source: Giarte and Morgan Chambers)

2 This report discusses the research results of more than 200 CFOs and CIOs in the Netherlands, who were
involved in outsourcing deals and included a more detailed examination of the 40 largest outsourcing contracts
in the Netherlands.
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During the procurement process little attention is paid to outsourcing governance which
prevents it from reaching maturity and also hinders its success. By now customers are aware
that they are part of the problem. Issues such as: “When and how governance is applied in
outsourcing and who are actually responsible for the implementation and development?”
need to be tackled early in the outsourcing process.

Rationalization, disentanglement and entanglement

As soon as organizations decide to outsource their IT, questions arise such as: “What is
going to happen when an external supplier takes over these activities or processes” or “What
should a cooperative model looks like”. These questions will be dealt with on the basis of the
following example.

An internal IT department is responsible for first and/or second line activities and delivers IT
services and projects to its own business. The internal IT department purchases (if possible)
products, ongoing services and projects from external parties (third line activities). The
business primarily regards its own internal IT department as a mere IT supplier, with the
intention to outsource all executive services in the short term.

The internal situation will immediately start to change when the outsourcing decision is
communicated. A period of commotion together with emotional and rational insecurity
affects all parties involved. During this period of uncertainty, there is an urgent need for
frequent information sessions about the background and the individual consequences of the
outsourcing decision. The openness of directors and line organization towards their staff is
an absolute must to keep business going and survive during this turbulent period. One thing
is for certain: the primary right of existence of the internal IT department, in performing first
and/or second line activities will cease to exist. What other options are left?

A number of staff will soon no longer be employed by their current employer. At this stage
employers cannot guarantee that people will keep their jobs because the future supplier

will have a say in this matter. As soon as agreements have been made, employees may be
transferred to the external supplier. Depending on their specific customer knowledge and
skills, some employees will be utilized to provide ongoing services to the original customer
organization that they used to belong to themselves. All IT employees involved are expected
to commit themselves fully to help with the preparation and execution of the transition, with
no upfront guarantees.

On the other hand this period of insecurity also offers new opportunities for the internal IT
department that must be downsized. This so-called retained IT organization will have to
focus on its new role, objectives and identity.

Therefore the retained organization will have to focus on other activities and processes
like supply management and demand management. In practice this means coordinating,
developing, and managing supply as well as business demand at a strategic, tactical

and operational level. Depending on the authority that it has been granted or claimed,

the retained organization will act, on behalf of the business, as a delegated business
authority of the customer demand. It has to unlearn and eventually erase completely its
former role of supplier. At the supplier management side, the retained organization should
design, operationalize and maintain the supplier relationships. This means not only the
implementation of effective supplier management, but also assessing the quality of service
and determining if the delivery result meets the customer needs and expectations. On the
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demand management side the retained organization has to be capable of managing and
maintaining the business relationships and to think from a business process perspective
when choosing an optimal IT solution to meet the customers’ needs.

Sourcing management is the primary responsibility of the retained organization which
ensures optimal management, control and fit of (outsourced) IT to the business targets.
Sourcing management is the operational management view (how) of outsourcing
governance.

Sourcing management is, like outsourcing governance, inextricably bound up with the
retained organization. In practice, terms such as outsourcing governance and demand
management get mixed up.

In figure 4 the process through which the downsizing and transformation of the IT department
takes place is shown, together with its new focus on outsourcing governance.

Business
ICT
Vendors
Level of control
Level of detail

Vendors

Initial state Transition Final state

Location
L

Infrastructure Personnel

Information - Organization

Application ) Processes
PP Services

Figure 4 From service delivery to sourcing management (high level) (source: Halfhide, 2004)

QOutsourcing governance has various angles, that is: customer-oriented, supplier-oriented
and an ongoing gearing of vendor supply and customer demand. This makes the concept of
outsourcing governance even more diffuse and complex to manage. From an organizational
point of view the retained organization can be subdivided into three domains: a corporate, a
supply management and a demand management domain.

The following best practices model helps to view the organization and realization of
outsourcing governance in a proper context and offers, at the same time, a sourcing
governance framework for rationalization, disentanglement and entanglement of business,
retained IT and IT.
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The model is intended to raise the cooperative level between customer and supplier
substantially.
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Figure 5 The retained organization: organization structure, domains, processes and competences (source:
Halfhide, 2004°)

In the supply management domain (ll) the objectives are mainly of a tactical and operational
nature. Activities in this domain may vary: a focus on managing the business case of
outsourcing; controlling an effective and transparent delivery; controlling costs; managing
supplier relationships. In this respect outsourcing governance mainly focuses on IT and
suppliers. It includes the whole range of tendered and procured products, projects and
ongoing services relating to IT.

The capabilities and knowledge which are required for the supply management domain (1)
concern IT procurement (asset management, contract management, and purchasing), service
provider management, and IT portfolio management. A strong interaction exists between
roles/processes in this domain and the service actors, for example between the service
provider manager and the delivery manager who is responsible for servicing the customer
effectively. This domain focuses on manaaging and controlling the entire vendor supply;
managing the customer — supplier relationship and innovation, and stimulating investments
by the supplier. These actions should lead to a saving in costs and enable the monitoring of
the agreed service levels against a minimum cost base.

3 The presented reference model is the result of case study research and the bundling of a large sum of
outsourcing best practices supplemented with personal insights.

Copyright protected. Use is for Single Users only via a VHP Approved License.
For information and printed versions please see www.vanharen.net



(IT Service Management Global Best Practices, Volume 1)

The demand management domain (lll) has tactical targets which focus on the so-called
scoping (requirements); validating and managing the business demand; ensuring the delivery
of business value; managing customer satisfaction as well as managing the customer
relationship and the retained organization on different steering levels. Here on the business
side outsourcing governance focuses mainly on information management and the divisions
(customers) which include the entire range of business products, projects and ongoing
services.

Adequately serving the business entities requires essential capabilities and knowledge like:
information management; business/customer service management; information portfolio
management; and requirement management. A strong interaction takes place between the
roles and processes in the demand management domain and the business actors, such as
the division directors, information managers and functional support organization.

The nature of the goals in the corporate domain (l) is strategic and focuses on visioning,
developing and enforcing strategies, policies and planning. The aim of outsourcing
governance in this domain is to have a grip on the business’ planning and control cycle;
to execute program management; to guard the balance of power; to develop and control
business critical knowledge and expertise; and last but not least to maintain customer

— supplier relationships at a strategic level.

The corporate domain requires elementary capabilities and knowledge in areas such as:
business-IT strategy and planning; financial management, program management; risk
management; benefit management; architecture management; IT governance; vendor
management; and account management. The roles and processes in this domain strongly
interact with the business and service actors at a strategic level (decision authorities).

In addition, there are some overlapping areas of interest between domains in the retained
organization which focus on rationalization, integration, leveraging and synergy. The
knowledge and skills which we are referring to here are: supply chain management; portfolio
management; and change/release management. Apart from the fact that the retained
organization needs to ensure service continuity and quality, there has to be sufficient capacity
available when needed to implement reforms in a quick and controllable manner (innovation).

Handling three separate domains from a retained perspective leads to a compelling, though
sound, field of tension between demand and supply. Separating the customer demand for as
long as possible from the solution (i.e. IT supply), will prevent the organization from jumping
to solutions when the customer’s demand is not clearly defined yet. This approach enables
the retained organization to put the customer’s needs and technological developments into
perspective and evaluate them from a return on investment point of view. It also increases
the effectiveness and minimizes the chance of sub-optimization by bundling, separating

or simplifying activities where possible. This is primarily the target area of the portfolio
management process. It regularly weighs up the development and delivery of projects,
ongoing services and products and, at the same time, considers the coherence, risks and
added value.

Depending on its scale, the customer organization may bundle certain delivery capabilities
and knowledge of the retained organization and eventually decide to transfer them either

to the business divisions or to a service integrator. In time and when they have reached a
certain degree of maturity, some specific areas of the retained organization lend themselves
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perfectly to be placed into the business’s supply chain. These are in particular: risk
management, financial management, program management, procurement and supply chain
management.

B/IT Strategy & planning
Financial management
Program management’

Architecture management?

Account management Vendor management

Portfolio management
Supply Chain management

Change/Release management

Information management Procurement?®

Service provider management (ITSM)

Business/Customer service management*

1 Program Management = Program Management, Valuing, Risk Management, Benefit Management for projects and services
2 Procurement = Purchasing, Order Management, Contract Management, Asset Management

3 Architecture Management = Architecture Management (development, exploitation), IT Governance

4 Customer Service Management = Customer Service Management (development, exploitation), Requirement Management

Figure 6 The thirteen core competences for the retained organization (source: Halfhide, 2004)

When the design and realization of the retained organization takes place, a direct interface
between the supplier organization and the end-user organization is of vital importance. In that
way both parties (business and supplier) can agree on actual, content based performance
targets without any form of filtering. Processes between business and supplier are to be
drastically optimized and leveraged to achieve an effective performance based delivery. But it
is the retained organization’s duty to guard and develop the service level agreements, service
quality and performance, and the service relationships. If necessary, the retained organization
becomes an escalation channel of the functional support organization, enforcing an adequate
solution at tactical level in conjunction with the delivery management of the supplier.

When outsourcing governance is being designed and implemented, one should bear in mind
that three different models are possible: a central model, a decentralized model (=local)

and a federative model. In central outsourcing governance the position of the retained
organization is between the suppliers (internal and external) and the business; its function

is that of a delegated customer and an agent in supply and demand. In decentralized
outsourcing governance there is little or no central control and the various business units
can make autonomous decisions on their outsourcing strategy and enter into cooperative
business relationships. In federal outsourcing governance a central unit makes the
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contracts with suppliers; within certain limits these apply to each individual business unit.
These rules stipulate whether a business unit is allowed to negotiate directly with its suppliers
and whether it is responsible of independently maintaining the customer-supplier relationship.

The targets of the retained organization:

— Cost performance rates A
— Controlling returns and benefits (Return on Capital) How to control my IT supply?
— Variability of quality and value
— Qualitative and Quantitative service levels How to deliver on demand?
— Measure, measurements and reporting -
— Risk Management How to deliver sustainable business value?
— Planning & Control
— Connection, optimizing and rationalization How to develop the customer-supplier
— Maximizing the advantages of governance relationship?
S

Table 4 The retained organization: the new challenges

The design and implementation of outsourcing governance already commences in the
initiation phase. Based on an appointed task, a blueprint combined with a roadmap form the
main tools to define the position of the retained organization; these tools help to determine
the real priorities and to accentuate the intrinsic, process and relational levels relating to the
desired cooperation (stakeholder model). At the same time, various aspects are drawn up,
such as: positioning; targets; level of ambition; strategy of growth; balance of power; and
development. On the basis of the blueprint, the demand management side must decide
what is important to hold on to or to let go; and additionally the required level of control
and the extent of detail it strives for. The retained organization always works in accordance
with their role of delegated principal. This requires that the targets, the results, the mutual
division of roles and tasks, the processes (including the logical process separators between
organizational entities), cooperative strategy and communication, decision making process
and earlier agreed agreements should all be balanced. Figure 5 serves as an excellent
framework for communication or validation and offers specific and explicit starting points
to assist in a controlled implementation and transition. It is advisable to consign the overall
responsibility of the retained organization to a CIO.

The new challenges

The retained organization will have to prove

itself to the business entities, the directors and
suppliers. An explicitly agreed and communicated
task description will be useful in tuning the mutual
expectations of stakeholders in the future. The
business will hold the retained organization
accountable for delivering business value (reward),
balancing the risks and the effectiveness of the
outsourcing governance relationship. RELATIONSHIP

L
S

The aim of effective outsourcing governance should primarily be to maximize the advantages
of outsourcing and minimize its risks. Outsourcing governance has several risks; most of
them have to do with escalation of costs, decline of services and a loss of crucial knowledge
and expertise.
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The transformation process heading towards outsourcing governance

To meet the challenges of the retained organization, a rationalization has to take place at task
description and domain level of the required capabilities and knowledge of the current IT
organization. The downsizing and transformation of the internal IT department into a retained
organization only offers new opportunities to a very limited set of employees. Only those who
have the right knowledge, capabilities (skills) and attitude will be able to take advantage of
the dynamics of supply and demand. Separating and encapsulating retained capabilities and
knowledge at an early stage in the process can enhance the effectiveness of the retained
organization.

The effectiveness of the retained organization is determined to a considerable extent by
having employees with the required knowledge and skill at one’s disposal. Organizations
frequently underestimate the fact that employees who will form part of the retained
organization require a set of additional capabilities and skills over and above what they
possessed when executing their former delivery role. The new role will involve fundamental
changes in their mode of thought and how they perform their jobs (mindset). For instance:
intrinsic technical knowledge and skills at the operational level and the use of delivery
methodologies such as ITIL are no longer indispensable because these are now the
supplier’s responsibility. Additionally, not all employees are capable of, or willing to, switch
over from executing activities themselves to managing and controlling them.

1st step: Unfreeze

The transformation starts in the initiation phase. It is important to pre-select, isolate and
supervise the employees who will either be transferred to the supplier or be part of the
retained organization. This requires the employees in the retained organization to be provided
with, among other things, refresher courses and retraining, particularly in areas such as
internal and external information and communication with stakeholders. The improvement
targets and motives should be expressed clearly and people have to be convinced about
their purpose and necessity. This step highlights rationalization, standardization and
disentanglement of the former tasks, cooperative relationships, agreements, processes and
competences. By hiring employees with the required knowledge, capabilities and skills,

the retained organization can partly compensate for possible deficiencies in the short term.
Unfortunately, hiring the right employees is difficult, with the result that there is a slow start to
the transformation.

To step up the implementation of the retained organization through the use of an
independent third party can be a serious and practical alternative. It will compensate for the
lack of capabilities and knowledge in the short term. In addition, parties are stimulated to
learn from each other, be complementary to each other and contribute jointly to the team
effort. In this way both parties fill in a part of the same retained organization based on their
capabilities. If desired, and depending on priorities and capabilities, parties may divide their
responsibilities and authority. Making use of mature sourcing governance increases the
chance of successful outsourcing relationships. A similar approach is also known as co-
sourcing or smart-sourcing, and activities in the field of service integration are particularly
suitable for having a cooperative strategy.

At the beginning of this stage, a blueprint with a roadmap for the retained organization has to
be developed. This design requires a balance between the hard and soft factors, complete
with sufficient depth for realization and embedding. Examples of hard factors are business
strategy, structure and systems. Soft factors are, for example, culture, skills, staff, relations
and management style.
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2nd Step: Reconfigure

The next step, using the road map as a base, is to define and implement small and short
term changes and to set up the retained organization in controllable stages with regard to
staff, processes and resources. Here the focus lies in carrying out the desired organizational
change, including the implementation and operational execution, using the new guidelines.
This is to be facilitated and controlled by the line organization who should set the right
example in terms of attitude and behaviour. It is vital that employees have the opportunity to
get accustomed to their new roles.

3rd step: Refreeze

The third step in the transformation process focuses mainly on embedding the organizational
change and transformation results, once the transformation effects have worn off (completed)
and been evaluated. In the implementation this means entanglement and embedding of the
new structures, tasks, cooperative relationships, processes and competences.

At this stage it is possible to once again define new improvement goals or targets, in order to
start a new cycle of continuous improvement.

Rules of thumb for acting and behaving as a professional principal

Successful outsourcing governance requires that the retained organization operates as a
professional principal. Below, thirteen basic rules of thumb are presented, which combine
intrinsic, communicative, relational and procedural elements, to achieve successful
outsourcing governance (table 5).

Rules of thumb for a professional principal

1. Make sure that the information and business strategy and plans are geared to each
other, and that the sourcing strategy forms a part of the IT policy.

2. Establish a strategic vision on procurement and tendering, which focuses on creating
tangible added value, risk management and portfolio rationalization. A precise and
commercial procurement policy enables the retained organization to make the right
choices from various forms of tendering and contracting. Be clear in your phrasing and
focus on output.

3. Make sure that there is no misunderstanding about your own role in the entire
procurement and delivery process and communicate on these topics on a regular basis
with the stakeholders. Give accounts regularly to both the business and the functional
support organization of your own performance, the achieved results and your targets for
the next period. Evaluate frequently the contents and assignment of the task description
of the retained organization.

4. Develop a draft cooperative demand/supply model of the retained organization (blue
print and road map) which can be used for communication purposes in the Negotiation
phase to clarify and synchronize mutual expectations. This is followed by drawing up
and embedding the mutual agreement. The cooperative demand/supply model has to
be agile, adaptive and scalable (“structure follows strategy”).

5. It is essential that outsourcing governance forms an integrated part of corporate
governance. Make sure that through the implementation of outsourcing governance
the way of working is structured, transparent and process-based and that it focuses
on flexible and innovative processes, products and ongoing services. In the Transition
phase you have to make sure that, by having working instructions and procedures,

a clear demarcation exists between the control and management tasks of the
retained organization and the delivery tasks of the supplier. Organize reporting and
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communication structures at strategic, tactical and operational levels and enforce an
escalation mechanism to bring serious issues with your supplier under control. Ensure
you have organized horizontal and vertical supervision in your own organization with
periodical assessment and adjustment. Arrange, with the help of your supplier, that
you have underlying metrics in place which will make delivery and its performance
transparent and measurable. Best practices such as ISPL can be used for structuring
and controlling your activities during the different phases of the contract lifecycle and
professionalize your outsourcing governance and outcome.

6. Develop a new businesslike attitude, which focuses on cooperative strategy, trust
and control (professional principal and craftsmanship). Always take the initiative
(especially in case of doubt), operate goal-oriented, be visible and active on risks, and
communicate effectively and regularly at the various steering levels.

7. Make sure that you have sufficient IT knowledge available in the retained organization
to achieve a clear demarcation of tasks and responsibilities to be executed by the
suppliers.

8. Control, plan and evaluate sessions to exchange and share knowledge on a regular
basis between customer and supplier, at the various organizational levels and between
various target groups. Use these sessions to discuss and tune relevant business and
technological developments (innovations) and strategic and tactical plans and get to
know each other better. Challenge each other, and if necessary, make arrangements
and evaluate them.

9. Get to know your suppliers and learn from them. Allow them to have a reasonable
margin and do not strive solely for the lowest price.

10. Let your suppliers have a free rein to take their responsibilities, hold your distance, be
clear, approachable, and deal with them in a professional manner based on delivered
performance and generated added business value (the customer’s success should be
placed central). Be careful not to step into the shoes of your supplier.

11. Make it possible to engage in long-term relationships, for instance by using quality
and innovation as selection criteria in the tendering (this enables a shift from a product
approach to a portfolio approach) and include your supplier in relevant business and
integration matters.

12. Formulate, manage and develop systematically the customer- supplier relationship on
the basis of mutual ambitions and strategic and cultural fit (use maturity models).

13. Look after a combination of both hard and soft factors in order to have a realistic
and balanced impression of actual and experienced quality. Possible examples are:
the extent of professionalism, customer satisfaction, structural quality improvement,
achieved synergy effects (by optimal fine tuning and alignment), using the knowledge
and creative talents of your stake holders, integrity and socially responsible
entrepreneurial behavior.

Figure 5 The thirteen rules of thumb to act as a professional principal

The cooperative outsourcing relationship and mutual allocation of tasks and resources have
to be shaped in a way that is based on your mutual targets, strategies and ambitions.

Collaboration requires a balance between the individual and cooperative success.

The cooperative relationship is dynamic and has to cope with a lot of situational and
environmental pressure in an increasingly globalizing world. During the delivery process the
outsourcing relationship is constantly tested and cultivated. In the meantime new ideas and
improvements emerge which have to be validated and executed. Performance in this domain
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requires vision and strong leadership. The more mature and loyal the individual party is, the
less its general interests needs to be protected.

If mutual trust is the starting point of the cooperative outsourcing relationship, emphasize
controlling and managing the Critical Success Factors (CSF) where mutually agreed values
are essential and beneficial. This version operates on a constructive and risk-taking basis,
with shared risk and reward and equality, and with the partners determined to be successful
together and to assist each other as and when necessary.

However, if mutual distrust is the starting point for this type of cooperative outsourcing
relationship, then controlling and managing the Key Performance Indicators (KPI) is
absolutely essential. This version operates on a mainly reactive and risk avoidance basis, and
has strict termination clauses incorporated. Unfortunately, the agreements for many of the
current sourcing deals are based on mutual distrust.

In practice, a mix of CSFs and KPIs has proved to be the best guarantee for both parties,
giving them sulfficient insight into the achieved performances and keeping them alert as
well. When you start designing and implementing your control strategy for the retained
organization, make sure you cover at least key topics such as goals, results, content, form,
roles and the degree of formality and frequency.

There will always be discrepancies in maturity between the customer and supplier
organization that may affect the balance of power of the customer-supplier relationship. In
itself this does not have to be a problem, as long as the least mature entity is well aware
of this discrepancy. Parties must be able to discuss the matter and, if necessary, take
appropriate measures to achieve greater balance. For that matter, discrepancies can be
functional in certain phases of the tendering process.

These days another discrepancy in maturity can exist between the customer and the
supplier organization. The frequency of tendering by the customer organization is limited.
The moment outsourcing has started the long range contract will become effective. Since
they are unlikely to tender again before the end of the contract period, the odds are that at
the customer’s side, capabilities and knowledge of procurement and tendering will slacken
or become rapidly obsolete. On the other hand, at the suppliers’ side this is part of its core
business and day-to-day practice, which makes the approach and process familiar. These
commercial processes are routine to suppliers, they know the ropes and how to avoid risks in
all phases of the contract lifecycle.

Discrepancies in maturity between entities are likely to diminish in the future, since the
expectations are that customers will outsource more often. In addition, they will experiment
more with the composition or bundling of the deal in order to achieve a maximum return,

to balance the risks and to avoid vendor lock-in. As a result customers pass through

the learning curve more rapidly, which will compensate for their lack of knowledge and
experience in time. However, the extent to which these capabilities and knowledge will
actually be embedded, shared and maintained remains a point of conjecture.

The costs of sourcing governance

You can put a price on everything. It is rare, however, that the costs of outsourcing
governance are estimated by organizations, or that they keep track of these costs. Recent
studies indicate that the costs associated with outsourcing governance equate on average to
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around 7% of the IT budget. For minor outsourcing deals between 1 and 2 million Euros the
amount is roughly 5% of the overall contract value. In medium-sized outsourcing deals the
amount rises to 8%, while the costs for major outsourcing deals over 25 million Euros drop to
a little over 5% of the overall contract value.

These costs are determined by three main factors, that is: the size of the outsourcing deal;
whether an organization has a multi or single vendor strategy; and the level of capabilities
and knowledge of the retained organization (level of maturity). The demands of a complex
multi vendor situation on governance or the use of substantial off shoring are significantly
higher than is the case when managing and controlling a limited number of vendors.
Consequently, the costs and risks increase correspondingly.

The general expectation is that the expenses of realizing effective outsourcing governance
will be recovered quickly. Outsourcing governance enhances the cooperative outsourcing
relationship and improves systematic working in line with agreed plans, thereby achieving
increased efficiency and delivering added value. To put it briefly: significantly more is
delivered with structurally less.

CONCLUSIONS

In practice the success of outsourcing is limited. Two out of three outsourcing deals yield
less than was previously estimated and about a quarter of the contracts will be ended
prematurely. According to customers, suppliers do not meet the expectations when it comes
to the main KPIs. Achieving the service levels specified in the SLA at a market competitive
price is no longer a satisfier in itself. Customers can partly be blamed for a lack of success
of outsourcing. One of the main causes is poorly implemented governance at the customer
side. Often little attention is paid to outsourcing governance, the preparations are inadequate
and consequently this will have severe consequences that affect the entire contract period.
However, everybody now agrees on the importance of outsourcing governance. The industry
is maturing and learning fast.

Customers or principals who are involved in outsourcing projects quite rightly focus on
selecting their supplier and on transferring staff, resources and processes. However,
additional attention should be paid to the preparations preceding the tendering phase
regarding the set-up and installation of a retained organization with mandated service

and contract authorities. The internal IT organization that stays behind will be isolated,
downsized and transformed into a retained organization with a clear new assignment and
new challenges. Inevitably factors such as rationalization, standardization, and at later stage
disentanglement (defreeze) will occur. This concerns aspects such as tasks, competences,
organization, processes, cooperative (outsourcing) relationships, communications,
agreements and decision making. Generally speaking, outsourcing governance requires
additional competences to those of the former IT delivery organization. Breaking free from
its former role is pre-conditional for future success. The unavoidable transformation process
is far-reaching and requires good management guidance. The retained organization has to
develop itself permanently to be of solid and unquestioned value to its customers in the
area of dynamic tension between demand and supply. The business can assess the retained
organization based on delivered added value and entrepreneurship. The retained organization
ensures professionalizing the cooperative relationships. In this respect, effectively controlling
and managing a seamless pragmatic alignment between business and suppliers is merely a
precondition. Strangely enough the retained organization that plays an important part in the
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demand/supply process, receives very little attention in practice. Under these circumstances
carefully aimed investments to raise the level of cooperative outsourcing governance are
essential.

The lack of a well-oiled retained organization responsible for effective sourcing management
makes outsourcing extremely risky. As a result the original business case, developed in
the project phase, and its pre-calculated benefits will never be evaluated, adjusted or
achieved, based on the experiences in the operational or contract monitoring phase. The
chances of the supplier continuously operating in line with the customer’s need during

the contract period will substantially reduce. Soon communication will turn to escalation,
followed by irritation, putting the cooperative outsourcing relationship at risk. Increasingly,
control, communication and cooperation will be based on distrust (destructive) instead of
trust (constructive). In short, the situation will be out of control. It will take a massive effort,
to restore the situation in the course of the contract, and it will prove to be an intrinsic,
emotional and relational strain. This is a prospect that neither contractual party will relish,
particularly since both are mutually committed for the duration of the contract. Fortunately,
this article has provided you with a way to prepare for, and prevent this from happening.

Successful outsourcing is no sinecure. It requires balanced and effective outsourcing
governance especially from the customer’s side. From a behavioural perspective this means
being and acting as a professional principal. This means assuming responsibility for entering
into, maintaining and developing a true and high value cooperative customer-supplier
relationship. It requires active management and control, combined with a constructive,
professional attitude. Ensure that there is consistent validation, keep your promises and

fulfil your obligations as completely as possible. The thirteen rules of thumb for acting as a
professional principal will help the retained organization and its customers to stay in control,
to shift focus where necessary and guide the cooperation, and if necessary to stimulate and
innovate. Suppliers should prove to be solid and trustworthy vendors, taking the customer’s
success as their main starting point. They can visibly stand out by generating added
business value, and demonstrate creativity and empathy in all phase of the contract lifecycle.
Topics that the customer organizations view extremely positively are: establishing value add
partnership, risk-taking entrepreneurial behaviour, business enabling technology innovation,
and suppliers who spontaneously comes up with structural cost-saving measures. This kind
of behaviour that will win and increase the customer’s trust and, in the end, it will enhance
the supplier’s chance of being selected the next time around.

As always, a thorough preparation forms the basis for achieving success. Both customer
and supplier have to make economically good use of the scarce available time at all stages
of the procurement process. They have to be well prepared in the Initiation phase so that
they know exactly what they need and for what reason. Design and develop the cooperative
outsourcing governance upfront, using a predefined blue print and road map, which involves
the desired priorities and accents. Go for a phased implementation of the model covering the
demand and supply between customer and supplier. For example, the negotiation phase is a
suitable moment to negotiate the desired cooperative outsourcing governance. Ensure that
the outsourcing governance is operational on the customer side at an early stage , as this will
help to not only maintain your grip on the outsourcing contract but also to strengthen it at
the same time during the tendering process and contract monitoring phase. Specific external
guidance can positively influence the learning curve and the results.
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Given the interests that are at stake, it makes sense to deal with outsourcing governance in a
structured and methodical manner by using methods such as ISPL*.

Successful outsourcing is definitely a choice. Mature outsourcing governance and a
retained organization that acts as a professional principal will significantly contribute to a
lasting and successful cooperative customer-supplier relationship. These factors are not
only indispensable in outsourcing situations but at the same time add to the success of the
customer and the involved suppliers over the course of time. In conclusion we can say that
this means a win-win situation to all parties involved. Fulfilling the preconditions mentioned
earlier in the article will help to ensure that outsourcing will be a positive experience rather
than a recurring curse. You're on top of the outsourcing situation, and are visibly in control
which means that there is a negligible risk that you will be hit by unforeseen problems.

In practice: organizing effective and professional outsourcing governance will prove to be
a productive instrument to help manage and control your business’ risks and generate
sustainable value. This measure fits alongside European and US rules and legislation
concerning risk management and operational management, such as the Tabakblat Code,
SOX and Basel Il.

To put it briefly: given the benefits of outsourcing governance and the long term outsourcing
contracts that are involved, it should a main topic on the agenda of the highest management
level.

Oscar Halfhide (The Netherlands) is a senior consultant Sourcing Management at
EQUATERRA, incorporating Morgan Chambers, an independent outsourcing advisory firm.
As a professional, he specializes in topics like Sourcing, Procurement, Demand/Supply
Management and professionalizing IT organizations in general. In addition to his job, he

is active in, and has contacts with, several profession-related communities, (inter)national
interest groups and educational entities. He publicizes, and teaches on several IT-related
topics. During 2003 - 2006 he was, on behalf of the Information Services Procurement
Group, a steering member in the ITB, a collaboration of several IT profession communities.
Prior to EQUATERRA he has operated as a Principal Consultant at LogicaCMG and was
former Information Manager of a major Transport and Logistics division.

4 ISPL stands for Information Services Procurement Library and is developed by the European Commission to
organize customer-supplier processes in a professional matter. This systematic approach uses best practice
knowledge in complex and large scale customer-supplier relationships and offers a wide range of books, tools
and services to help customers and suppliers managing in managing the acquisition and delivery of services
and systems in different situations and to make clear deals. ISPL encourages customers and suppliers to
control their costs and planning schedules, to effectively control their risks and structurally improve their
mutual understanding. For instance ISPL assists in drawing up tender documents like RfPs, and organize risk
management and decision making. The approach offers many useful rules of thumb for preparation, transaction,
management and completion, especially regarding services and projects. Many of these rules also apply to
sourcing relations. The past five years ISPL has become widely known and has been used more often in Europe.

Copyright protected. Use is for Single Users only via a VHP Approved License.
For information and printed versions please see www.vanharen.net



@)

(IT Service Management Global Best Practices, Volume 1)

REFERENCES

Beulen, E.J.J., Ribbers, PM.A. (2002). Managing complex IT Outsourcing — Partnerships.
in R. Sprague (Ed.), Proceedings of the 35th HICSS. Washington: IEEE Computer Press.
www.itgi.org, for information about Control Objectives for Information and related
Technology (CogIT).

Davids, I., Faas, A. (2003). Grip op uw ICT dienstverlening. IT Beheer Magazine. Den Haag:
SDU uitgevers.

Davids, I., Nagtegaal, A. (2004). Het geheim van succesvolle (out)sourcing. Presentatie
Strategic Sourcing congres.

Delen, G. (2005). Decision- en controlfactoren voor IT- sourcing. Zaltbommel: Van Haren
Publishing.

Gartner ITxPO. (2005 and 2007). Topic: Outsourcing and global sourcing.

Gianotten, M., Wijers, G. (2005). Regie bij outsourcing. Platform Topmanagement en IT.
Giarte, Morgan Chambers (2008). Outsourcing Performance 2008. Analyse van de
Nederlandse Uitbestedingsmarkt, 2008.

Giarte, Morgan Chambers (2005). Vendor Performance Onderzoek 2005. Platform
Topmanagement en IT.

Halfhide, O. (2006). Fluiten of Vloeken. Regievoering in uitbestedingsituaties. IT Service
Management best practices deel 3. Zaltbommel: Van Haren Publishing.

Halfhide, O., Hendriks, L., Mast, G., Mosterman, A., Teeuwen, J. (2003). Procurement,
processen en projecten in de praktijk, In: J. van Bon (ed.), IT Beheer Jaarboek 2003. Den
Haag: ten Hagen & Stam.

Henderson, J., Venkatraman, N. (1993). Strategic Alignment: Leveraging information
technology for transforming organizations. In: IBM systems journal, vol. 32, no.1, 1993.
Herwaarden, H. van. (1998). Het IPW Stadiamodel, In: J. van Bon (ed.), IT Beheer
Jaarboek 1998. Den Haag: ten Hagen en Stam.

ISPL consortium (1999). Managing Acquisition Process. ISPL-reeks. Den Haag: ten Hagen
& Stam.

ISPL consortium (1999). Managing Risks and Planning Deliveries. ISPL-reeks. Den Haag:
ten Hagen & Stam.

Joha, A., Wijers, G. (2005). Demand Management en Governance in Outsourcingrelatie. In:
IT Service Magazine.

Lacity, M., Hischheim, R. (1993). Information Systems outsourcing. Wiley USA.

Leeuwen, van E., Windt, van der W (2000). Partijen en processen bij IT-outsourcing, In: J.
van Bon (ed), IT Beheer Jaarboek 2000. Den Haag: ten Hagen & Stam.

Schoonhoven, F. (2003). Outsourced ICT processen vereisen een Demand Organisatie.
VPSO.

Stofberg, B. (2005). Gezamenlijk belang. Direction Paper.

Verhoef, D., Wijers, G. (2002). Professionalisering van klant-leverancierrelaties. In:
Informatie.

Willcocks, L. Craig, A.S. (2007). Building core retained capabilities. The Outsourcing
Enterprise (for LogicaCMG).

Zee, van der H. (1999). Strategic Sourcing and Partnerships, Challenging Scenario’s for IT
Alliances in the Network Era. Amsterdam: Addison Wesley Longman Nederland BV.

Copyright protected. Use is for Single Users only via a VHP Approved License.
For information and printed versions please see www.vanharen.net



Demand, portfolio and sourcing @
(Business Service Orchestration: Delivering single-source performance in a multi-source world

3 6 Business Service Orchestration: Delivering
= U single-source performance in a multi-
source world

usiness Service Orchestration is a relatively new concept designed
to address a relatively new challenge in the IT service management
world: how to manage the performance of, and ensure the availability of,
applications (IT services) delivered to the business that are composed 3
of multiple in-house and outsourced IT services. In his article, Andrew
Whalen addresses how to manage the performance and availability of
these IT services.

OUTSOURCING IN THE NEW WORLD: BIGGER ISN’T ALWAYS BETTER
Outsourcing has become so commonplace that we don’t blink an eye when we read about
the next big outsourcing deal in the press: “Major bank sells IT department,” “Government
signs 10-year IT deal,” “10,000 seat application delivered via Internet.” Just as commonplace
as outsourcing are the problems associated with it. As attractive as mega-outsourcing deals
appeared ten years ago, time and practice have shown that outsourcing is not the ultimate
answer that businesses had hoped for.

The history of outsourcing

Although IT outsourcing has become a well-accepted practice, outsourcing remains in its
infancy in the business world. It wasn’t more than ten years ago that the vast majority of
businesses operated IT using a simple buy, build, and manage process. What happened to
change all of this? In the 1990s IT hit the peak of the client-server revolution, and Internet
access was introduced into many businesses. Remote access exploded, and applications
became more complex. In fact, IT became far more complex than most businesses could
handle. New technologies overwhelmed IT staff, and businesses became increasingly
dependant on IT. The time had come for IT to be delivered as a standardized service, and
many businesses looked to their telecom providers to provide such services. (They were
already used to buying this kind of service from their telecom providers.)

The problems with single-source IT

Telecom providers stepped up to the opportunity and delivered network services instead
of simple phone or communications lines. Similarly, large systems integrators and vendors
also realized the enormous potential for offering managed services, and instead of

selling, building, and maintaining IT infrastructures, they offered to keep ownership of the
infrastructure and deliver it as a service. The brief period of mega outsourcing deals had
begun, and companies such as IBM, EDS, and BT closed deals worth billions of dollars

to manage entire IT departments. In an effort to reduce management complexity, and to
get a hold on spiralling IT costs, businesses outsourced entire IT operations to one or two
suppliers.
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The problems with single-source IT deals, however, quickly became apparent. Many mega-
deals ended in contract breaches due to extreme complexity or inexperience. Many suppliers
simply did not have enough experience in-house to cover all the necessary technical areas
required to make such an outsourcing deal a success. Additionally, businesses had lost
leverage over their suppliers, as suppliers were keenly aware of the fact that it was not
possible to easily “swap” IT service providers overnight.

The evolution towards multiple suppliers

In order to rectify this situation businesses began (and are still turning to) multiple specialized
IT providers to solve the aforementioned problems. By using specialized IT providers,
businesses ensure that their suppliers have the right skills and experience to be able to
handle their contracts. Additionally, businesses regain leverage over their suppliers by being
able to compare, contrast, and, relatively easily, “swap” providers as necessary. This is made
possible by technical standardization, and the sheer size of the outsourcing market. For
example, it is much easier today to have two data center providers, two network providers,
and two Internet providers. These all communicate via IP, are transparent to the end-user,
and in case one of the providers goes bankrupt or defaults on its contractual obligations,
applications can easily be moved to a new data center or provider.

The flexibility, speed, and negotiating advantages associated with using multiple suppliers
are quickly taking the business world by storm. The flipside of these advantages, however,
are now also becoming apparent: If there are IT service problems, which provider is
responsible? There are multiple monitoring portals available, which one should | look at? Can
| trust my provider’s service monitoring information?

TAMING THE TIGER: TRYING TO MAKE YOUR APPLICATION APPEAR AS
ONE

Because of the flexibility and control associated with using multiple providers, most
businesses have committed themselves to this mode of operation. Yet despite the
advantages, there are many challenges associated with using multiple providers. Most
businesses are just now starting to appreciate the gravity of these challenges, and the
potential impact these can have on their revenue, profits, and even their ability to survive.

Managing application performance: why is it important?

What is the central challenge associated with using multiple providers? Application
performance. Where applications are the defining interface between IT and the business,
performance is the defining interface between business users and the IT services they
consume. What do we understand by the term “application performance”?: Application
availability, response time, capacity and, in the case of failure, the mean time to repair
(MTTR).

Application performance is of critical importance to success or failure in a multi-supplier
environment because it is the users of an application that determine if an IT service works or
not. Regardless of the SLAs that have been negotiated, the price that has been agreed upon,
or the technical excellence of the infrastructure that is delivered, the end-result as determined
by the users of an application is the determining factor. If application performance is not
made central to the delivery of IT services, it is not possible to determine the answer

to practical operational questions such as “What should this service cost?”, “Which
incidents do | need to focus on?”, and “Which services do we need?” Without determining
performance needs and their impact on the business, there can be no context for managing
or delivering IT services.
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Challenge #1: what is performance?

But what is performance, and how do you define it? Each service provider has their own
definition of performance, and their own technical language by which to describe it. These
definitions are tied to the type of service they deliver, and perhaps even the technology
they use to deliver their service. In the world of network service providers for instance,
performance is often described in terms of “round trip time,” “jitter,” and “packet loss”. In the
world of hosting, performance is often described using terms such as “host uptime”, “CPU
utilization”, or “network utilization”.

How these performance characteristics relate to end-user application performance is more
often than not a mystery. End-users describe performance in terms of the amount of time

it takes to complete a certain task, and whether or not the application they use is actually
available. (See figure 1.)

The risk associated with this challenge is that if you are unable to align service provider
performance characteristics (SLAs) with end-user performance characteristics, you will never
know why or when your application will perform acceptably.
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Figure 1 Provider metrics vs. user metrics

Challenge #2: where is the problem?

The next performance-related problem is the question “Where?” Although not intrinsically
a problem related to using multiple providers, the problem is aggravated in such an
environment. Each provider has (hopefully!) their own portal monitoring the performance of
their own service, but how do the performance statistics that these portals display relate to
the overall performance of your application? (See figure 2.) In many organizations where an
application or parts of an application have been outsourced, responsibility for end-to-end
application performance has either been overlooked or is partially delegated to external
suppliers. (And probably the supplier that is closest to the application, for example hosting
provider, software provider.) This leads to a situation where, when performance problems
occur, no one really knows where to start looking for the cause, with the result that the mean
time to repair in multi-provider environments tends to be a serious problem.

Who is responsible for the problem?

In a multi-provider environment the question of “where” leads almost directly to “who”. Once
it has been identified where the problem is, it is usually simple to determine who owns and

is responsible for the affecting service or infrastructure component. In practice, however, the
situation is far more complex. Even if you have identified a particular service provider as the
source of a problem, if the service provider’s own instrumentation doesn’t indicate a service
level failure, your claims may fall on deaf ears. Additionally, if you don’t have your own
instrumentation to prove what you have identified as a problem, most service providers will
not even entertain your service request.
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Business-oriented
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Figure 2 Which portal should | use?

THE REAL WORLD: WHAT HAPPENS WHEN IT BREAKS

In my work role | have come across numerous examples of businesses where outsourcing
went wrong. Fortunately, | have also seen these same companies learn from their problems
and adapt to the operational realities of using multiple service providers. The following
scenarios describe two of these businesses, and what the situation was like before they
changed.

Customer scenario #1: the national insurance company

The first customer scenario involves one of the largest health insurance companies in the
Netherlands. Their national infrastructure covers more than sixty locations including their
head offices, local brokerages, and back office processing centers. When we came in
contact with them they had outsourced their WAN, and the management of their application
servers. Their application delivery infrastructure was based on Citrix, and that was insourced
to one of their internal IT departments, of which they had many. (See figure 3: in this figure
each grey box represents a different internal or external provider.)

Claims processing >

Remote office WAN Data center Data center

Claim

Citrix MPLS Citrix Application

client network servers servers

Figure 3 National insurance company - before

The situation

The situation when we arrived at the company was very simple, and yet very painful. Claims
processors were unable to keep up with their workload because the document management
system that they were using had become very slow. Instead of routing a document within the
allotted 45 seconds, processing times had skyrocketed to 2-3 minutes.
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The document management system used by this company was installed on a series of
application servers in the company’s data center. Next to these application servers was a
Citrix server farm. A copy of the document management client software was installed on
each Citrix server, and these servers were accessed by claims processors in remote offices.

The approach

When the call first came into the helpdesk that processing times had climbed beyond

an acceptable level, the trouble ticket that was issued was first routed to the internal IT
department. Those responsible for the Citrix servers were called, and they investigated the
performance of these servers. After finding no issue with the Citrix servers, the external
management company was called to investigate the application servers. After finding no
issue with the application servers the internal network department investigated the data
center network. And again, after finding no issue with the local data center network, the WAN
provider was called to investigate the WAN. Most of these actions occurred in sequence,
until the urgency of the problem was such that 4 different providers (both internal and
external) were working simultaneously on the problem.

The result

The result was very unsatisfactory! Because there was no owner of the problem, changes
were being made and tests were being run against different parts of the infrastructure at the
same time. The results of these actions were not effectively coordinated, and the problem
resolution time extended into weeks instead of hours or days. Similarly, each provider used
their own management tools that looked exclusively at their own technology and service
quality. The metrics and reports generated by these tools had little or no correlation with the
end-user experience of the application. The result was that each provider shouted “green
lights!” while the user was seeing only “red”!

Customer scenario #2: the international semiconductor machines company

The second scenario involves a global manufacturer of semiconductor fabrication systems.
In contrast to customer scenario #1, this customer had 24-hour operations including
manufacturing, customer support, and sales offices in 60 different locations, 14 countries,
and 3 continents. They had outsourced their WAN, and external security (firewall and VPN)
to different providers. External security is of critical importance to this customer as they work
very closely with external partners, suppliers, and customers. The company’s data centers
and applications were managed in-house.

The situation

Similar to customer scenario #1, this company was using Citrix to deploy and manage their
mission-critical application: SAP. SAP was extensively used to manage orders and service
requests - the two most important processes at the company. Any delay in either of these
processes resulted in massive losses as orders were typically in excess of one million US
dollar, and late response to service requests resulted in penalties. (You can imagine the cost
of a semiconductor factory that is unable to produce processors for an entire day.)

Recently the company had decided to migrate from native SAP clients to Citrix-based clients.
Although extensive testing had been done beforehand, after rolling out the application
random complaints began to appear across the globe of poor application response times.
The response times were so poor in some cases that the users were unable to use the
application.
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The approach

In this particular case the approach was more organized than in scenario #1. There was a
single problem owner and that was the SAP application manager. However, in practice this
didn’t directly lead to a more efficient solution to the problem. The problem affected both
internal and external users of the application, and was spread across multiple provider
domains: the internal network department, the internal server team, the WAN provider, the
Internet provider, and the VPN provider.

Again, each provider was contacted and the problem was explained. Each provider checked
their own management tooling, and subsequently came back with the same answer: we can’t
see any problems with our service.

The result

The result, just like in scenario #1, was disappointing. After many weeks of investigation, the
company was no closer to an answer than in the beginning. The end-user response time
was still (randomly) poor, money had been spent on experts to examine each part of the
infrastructure, and many users were struggling to do their work. And although there was a
single problem owner, he was unable to point the finger at a particular provider and say: “It’s
your problem, fix it.”

BUSINESS SERVICE ORCHESTRATION: TAKING BACK CONTROL

Obviously the situations described in the preceding sections were unacceptable. Each
company lacked the complete picture regarding the service they were delivering and,

as a result, were unable to effectively and efficiently deliver their service to their users.
Outsourcing compounded the problem as there was little insight into exactly how each
outsourced service was performing (apart from simple metrics provided by the provider), and
each provider was approaching the problem from a completely different perspective.

In order to regain the control lost to outsourcing, to gain an insight into the quality of
delivered services, and to minimize service interruptions, both of the companies described
previously adopted a new form of service management called Business Service Orchestration
(BSO).

Ignore the leg and feed the body

BSO is the (near) real-time alignment of IT services in line with business-oriented goals.
Instead of taking a technology-oriented approach to managing and delivering services (for
example CPU utilization, application queue size, disk access time, etc.), BSO focuses purely
on the impact that the performance of such services have on the business. (For example:
what effect does 53ms network response time have on the response time of my application
transactions.) (See figure 4.)

In a traditional IT management environment, technical indicators and thresholds are the
primary means of determining if a particular IT service is performing well. Alternatively, when
using BSO, the only indicators that are used are user-oriented metrics that relate to the work
at hand. (For example: how long does it take to complete a business transaction, is the
service available to submit business transactions to it, etc.) Using BSO, companies are then
able to identify seemingly good performance from a technical perspective (e.g. 1% packet
loss is within the limits of the SLA that | have signed with my network service provider) that
is actually the cause of poor end-user performance. This provides enormous advantages as
companies are able to focus on only those technologies and providers that are having the
greatest impact on business-oriented performance, as opposed to having each provider (be
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it internal or external) focus on optimizing their own technology and service independent of
the business’ actual needs.
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(Application transaction type)

Relate performance of services to user performance

Response time = Availability = Transactions = Policy hits = Pages per minute =
53ms 98.9% 1034/s 4564/s 32

Network Hosting Application Security Print
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Figure 4 Business Service Orchestration

The four stages of Business Service Orchestration

BSO is a continual service management process that can be broken down into four important
sub-processes: monitor, analyze, optimize, and provision. The goal of the entire BSO process
is that IT services and resources are continually aligned (= optimized) in line with current
business needs. As the business needs change, so should the IT resources and services
employed by the business. The following describes each sub-process within BSO.

Monitor

The BSO monitor process involves monitoring your IT resources and services from a vendor-
and technology-independent perspective. Instead of monitoring server utilization, bandwidth
utilization, pings, or other technical metrics, the BSO monitor process identifies and presents
metrics that describe all user interaction with IT services. This means that the primary
objects to be monitored are business users, business transactions, business locations, and
transaction service providers. Additionally, an essential part of this process is setting and
monitoring user-oriented goals. The output of this process is user-oriented metrics such

as transaction response time, service availability, or transaction service capacity, and the
percentage of time that these metrics matched the goals set.

Analyze

The BSO analyze process involves creating and maintaining business service profiles.
Business services represent the usage of one or more business transaction types (For
example: “Place order,” or “Look-up customer details”) by a user. What the user does with
these transactions provides a service to the business, and thus the name “Business Service”.
A business service profile correlates the business-oriented performance measured during
the monitor process, with the technical performance delivered by IT service providers. The
output of this process is a list of IT service metrics that directly impact the performance of
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a business service. (For example: network utilization in the data center, queue size in the
application server, etc.)

Optimize

The BSO optimize process involves assessing the effectiveness of the IT service elements
discovered during the analyze process in achieving the business-oriented goals set in the
monitor process. An important input for this process is the value placed by the business

on the transactions that are being monitored. This may be expressed in terms of money, a
custom index, and any other scale. During the analyze process the actual performance of

the goals set by the business are compared to the performance and cost of the IT service
elements from the analyze process. The output of this process is either a recommendation to
change the properties of an IT service (e.g. assign more bandwidth to a particular application,
tune parameters), or to provision additional, new, or reduced service capacity.

Provision

The BSO provision process involves translating the output of the optimize process into
actionable service requests. Because the IT service elements identified during the optimize
process may involve multiple service providers, or even services that are not yet being used,
the provision process has the important role of identifying which service providers can or
must (due to contractual obligations) fulfil the new requirements. After new service elements
have been added or changed, the provision process is also responsible (in coordination with
the monitor, analyze, and optimize processes) for ensuring that the new services that have
been provisioned actually fulfil the requirements identified by the optimize process.

The output of this process is one or more service requests to be fulfilled by one or more
service providers, and an effectiveness report identifying if the newly provisioned services are
actually meeting the requirements set for them.

THE REAL WORLD: WHAT HAPPENS WHEN YOU ORCHESTRATE

By applying business service orchestration, businesses are able to re-assert control over
outsourced services and the entire service delivery chain. The customers described earlier
in this article did just that, and are continuing to discover the benefits of a new approach to
delivering and managing IT services.

Customer scenario #1: the national insurance company

The need to quickly resolve problems, and to ensure that such unexpected service
disruptions didn’t occur again was the stimuli for the insurance company to implement
business service orchestration.

The new approach

The new approach to managing services began with new insight. First a new monitoring
system was installed that monitored service utilization and performance across the entire
infrastructure. This was an important first step as previously the company had to rely

on a mixture of in-house and service provider dashboards. A single service dashboard,
independent of vendor or technology, was an essential ingredient in being able to see at any
given moment what the quality of delivered services was. (See figure 5.)

The next step was to assign a single point of contact for a given IT service. This person
became the coordinator for all issues surrounding the delivery of that particular service

- regardless of the technology or vendor involved in delivering the service.
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Figure 5 National insurance company - after

The new result

The result was that the quality of IT services was now measured from an end-user
perspective as opposed to a provider or technology perspective. This meant that because
monitoring more closely represented the actual experience of the users of the service, real
problems were detected more quickly. Instead of focusing on the quality of the underlying
technology services, the new business service orchestration team could focus on correlating
end-user performance to the activity of the infrastructure. This enabled the customer to see,
for instance, that despite all the “green lights” reported by their providers, twenty percent

of all sites in their infrastructure were reporting severely degraded Citrix performance. This
was then correlated with minor (what the service provider considered to be “minor”) packet
loss at those sites. It quickly became apparent that even though SLAs were being met, the
performance of the network was greatly impacting user performance.

With a new single point of contact in place for the document management service, it was
possible to present a unified and strong case to the service provider that their network was
the cause of significant business impacting events.

All of this led to shortened problem resolution times, increased user satisfaction, and greater
control over their outsourced services.

Customer scenario #2: the international semiconductor machines company

The semiconductor machines company was stuck between growing user complaints, and a
set of dashboards and providers that reported “good” service. Business service orchestration
was the answer they needed to bring together the chain of services and technologies used to
deliver their mission-critical SAP application.

The new approach

Just as with the insurance company, insight was the first step to solving the problem. A new
business service orchestration monitoring platform was deployed that monitored service
utilization and quality from a user perspective. As opposed to taking a bottom-up approach
to monitoring service quality, a top-down approach was taken. Service delivery managers no
longer focused on the SLA reports delivered by in-house and outsourced service providers,
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but instead used their own monitoring system to determine if services where performing well
or not.

Because there was already a single point of contact for each IT service, it was not necessary
to create a new role or organization. Instead the responsibilities and the capabilities of

the service delivery managers were expanded. The service delivery managers were given

a monitoring system that enabled them to verify the quality of the service that they were
responsible for, and also correlate that performance with the performance of their service
providers.

The new result

The result was faster resolution time for problems, and far better control of outsourced
service providers. Problems were resolved faster because the new monitoring system
indicated which part of the service delivery chain was contributing the most to poor service
quality. This meant that only issues that were actually affecting service performance were
addressed, instead of chasing errant technical issues or alerts. Additionally, the monitoring
system detected issues that weren’t being monitored by the service provider. Most service
providers only monitor and report on technical indicators that are part of the SLA that they
have agreed upon with you. However there can be problems in the infrastructure of a service
provider that can severely affect your service performance, but that are never displayed

in their SLA dashboard. In the case of this customer, the network cards on a firewall were
wrongly configured, and this caused erratic packet loss. The SLA, however, only monitored
uptime, connections, and throughput. The BSO monitoring system quickly showed that
users of SAP via the firewall had dramatically worse response times than other users of the
application.

The final result of applying business service orchestration for this customer was better
control of their service providers. In the past the network service provider had recommended
upgrading bandwidth because the lines were full. However with the new monitoring system
in place, it became clear that bandwidth was not being used by SAP but by other non-critical
applications. This resulted in the re-negotiation of their network service contract, thus saving
the company in excess of a million US dollars.

BUSINESS SERVICE ORCHESTRATION: THE ORGANIZATIONAL IMPACT
Like any new method, tool, or process, business service orchestration has an impact on your
IT organization. To ensure that you realize the benefits of business service orchestration, it

is necessary to ensure that you have the right people, processes, and structure in place to
make it a success.

Today’s IT organization

There simply aren’t enough pages in this book to describe all the different types of IT
organizations that exist today. Instead a brief review of the common characteristics

of IT organizations will help to clarify where BSO matches and doesn’t match existing
management structures.

First of all, many IT organizations implement ITIL® or other similar sets of best practices to
organize their activities. These guidelines provide a set of best practices that describe how to
handle incidents, contracts, problem resolution, and the financial management of IT services.
Typically, ITIL processes are implemented by various internal IT departments. Each
department is usually organized around a particular management domain. (For example:
servers, applications, networks, contracts, security.) Each of these departments is then
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organized by a management structure coordinated by a single head of IT (CTO, CIO, etc.).
Similarly, external providers are also required by many companies to implement ITIL, so that
there is some way of aligning internal and external processes.

A brief look at this kind of organization, however, reveals the limitations of this kind of
structure in providing BSO-type services. Because there are individual departments
concerned with the delivery of domain- or technology-specific services, each department is
unable to see beyond its own service and technology. Even SLA managers or IT managers
are focused on delivering their own products: SLAs, or technology-oriented services.

Tomorrow’s IT organization

In order to move beyond the traditional technology-oriented manner of delivering services,

it is perhaps helpful to take a step back and restate the obvious: IT is responsible for
translating a company’s business requirements into functionality (e.g. IT services) that

meets these requirements. Whereas in the past this meant doing a “build or buy” evaluation
of hardware and software, the case today is much more complicated. (And yet full of
amazing options!) A multitude of services are available to IT organizations to meet business
requirements. Be it simple infrastructure-oriented services (e.g. network, security, servers), or
more application-oriented services (e.g. SaaS, web services), the menu of available options
has never been so varied — or complicated.

The service orchestration organization

In order to bring together the entire web of provider services that make up the services

delivered by IT, a new way of organizing IT is required: the service orchestration organization.

Although it is possible to re-organize the entire IT organization, or simply add a BSO team to

your existing organization, the goal is the same: all IT activity occurs within the context of the

current requirements of the business. This means that whatever the activity or process that is
being executed by the IT organization, it should always be considered from the perspective
of the business user.

An IT organization that focuses on service orchestration as its primary mode of operation will

always be able to answer the following questions:

e Who uses the service | deliver?

e What are the exact requirements for the use of this service from the perspective of the
business? (For example: transaction response time, service availability, transaction
throughput.)

e What is the value to the business of each transaction?

e How do | prioritize resource and service conflicts?

e \Who provides which elements of my service?

In practice, being able to answer these questions and to take action based on the answers
means having one or more individuals responsible for the BSO process. A BSO team may be
made up of the following roles:

e BSO Manager - The BSO manager is responsible for the overall coordination of the BSO
team. He/she ensures that the BSO process is correctly executed, and that its operation is
aligned with the business and the rest of the IT organization.

e BSO Architect - The BSO architect is responsible for collecting, documenting, and
maintaining the business requirements used to direct the BSO process. The architect
should have a good understanding of how the business operates, and the requirements
that the business has for the services that it uses.

e BSO Engineer - The BSO engineer is responsible for collecting, documenting, and
maintaining the list of provider service elements used by each service delivered to the
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business. The engineer should have a good understanding of technology, and of the
services provided by service providers.

The Service Orchestration process

Once an IT organization has decided to apply BSO to its operations, the BSO process needs
to be created and executed. The following loosely describes the role that such a process
plays in the IT organization, as opposed to looking at the actual tasks executed by such a
process. (These have already been described in the section entitled “The Four Stages of
Business Orchestration”.)

The most important aspect of applying BSO is the role it plays in your IT organization. In
order to maximize its effectiveness, it is important that BSO occupies a central position in
both your operational and strategic planning processes.

BSO aims to simplify and optimize the delivery of services, not rigidly force organizations into
becoming “service factories”. Because businesses want to be flexible and adapt to changing
market and customer needs, an IT organization that wants to keep up with the business
needs to reflect this method of operation. The BSO process is designed with this in mind.
The BSO process should take the role of the real-time heart of your IT organization. Changes
to business requirements flow into the BSO process, while service incidents and requests are
assessed by the BSO process to determine priority and who should handle them. And that’s
it. Like the conductor of a symphony, the BSO team verifies that IT activity (be it in-house or
outsourced) is always aligned with current business requirements. And even if contracts with
providers restrict you in your ability to adapt to changing business needs, the BSO process
ensures at least that the rest of the organization is aware of such limitations.

BUSINESS SERVICE ORCHESTRATION: THE TECHNICAL IMPACT

The right tools are just as important to BSO as the right people and processes. Without
the right tools, your BSO team will need to manually correlate and monitor all services and
service elements. This would be, without a doubt, an unworkable situation.

Today’s IT management tooling

Today’s IT management tools fall typically into one of the following categories:

¢ Vendor-specific - These types of tools are produced by vendors, and are used to monitor
and manage technology from a single vendor only.

e Technology-specific - Technology-specific tools are vendor-independent, and yet
technology-specific. For instance server management, network management, or
application management tools.

* Process-specific - Process-specific tools implement well defined processes. Examples
of these tools are help desk, change management, SLA management, or business service
management.

Although there are many excellent and very useful tools available on the market, they all have
a specific limitation when it comes to implementing BSO: They are domain-specific. This
means that they are ideal for assisting users in their specific roles (network administrator, SLA
manager, Cisco engineer), but they lack a complete end-user focused picture of the entire
web of services that make up modern IT services. A consistent, vendor- and technology-
independent view of service performance is needed in order to successfully orchestrate
business services.
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Tomorrow’s IT management tooling

A new breed of IT tools is needed to perform service orchestration. Although some existing
tools can be used to meet these needs, some requirements have yet to be completely
addressed by vendors. The following describes the most important requirements for a
business service orchestration platform.

Business application policy repository

A business application policy repository lists the application-oriented services delivered by
IT, who is allowed to use them, and what are the performance expectations of these users.
Additionally, the repository contains information that identifies the business value of each
application transaction type and associated group of users, so that if application transactions
are competing for resources, it becomes possible to prioritize according to business needs.
Business application policies are the critical starting point for ensuring that all management
of the infrastructure is done in line with business objectives. Whether it is determining if
projects are in line with business needs, incident management has the right priorities, or
optimizations have the right effect, the repository is the central place where common goals
are set in a language that is understandable to both the business and IT.

Technology and vendor independent

A technology and vendor independent management platform is needed to help reduce the
amount of knowledge required by your BSO team. Such a platform hides the implementation
of the technology (vendor-specific names and identifiers, technical topologies), and yet
brings the essence of the technology to the surface.

A true vendor-independent platform enables your BSO team to focus on the service being
delivered by the technology (connectivity, computing power, etc.), instead of how the
technology is delivered. This in turn gives your team the power to determine what has the
greatest impact on a service without understanding explicit technical details, and yet have
enough information to delegate the optimization/repair of the service to the appropriate
provider.

Real-time Configuration Management

Real-time configuration management (RCM) is the ability to monitor network traffic,
application transactions, system usage, and device configurations to determine precisely
which components and services are being used by a particular application or user at any
given moment in time. The result of RCM is that your IT staff will always have an up-to-date
view of exactly which parts of your IT infrastructure (hardware, software services, files, etc.),
or provider services, are being used by an application. This is essential to always having

a complete and up-to-date picture of which service elements are in use by a particular
application service.

LOOKING INTO THE FUTURE: GETTING AHEAD OF THE GAME
BSO is not only effective in tackling today’s tough IT issues, but also in preparing you for
the future. The changing reality in the IT and business world means that a more flexible, and
more business-oriented approach to IT is needed if businesses are to cope with the increase
in complexity that is approaching. The following are just some of the major trends in business
and IT that BSO can help you to cope with:
e Service Oriented Architecture (SOA) and utility computing -Despite the many
benefits of a SOA approach to applications, the impact it will have on infrastructures is
tremendous. Applications will most likely be spread across more providers than ever
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before, thus increasing the need to have a clear insight into who is affecting performance,
and how. Utility computing will have a similar effect where transactions will be handled
by the best provider — in real-time. BSO helps by providing a dynamic platform that
continually catalogues and monitors the provider services used, and needed, by your
applications.

e Mergers, acquisitions and divestures - As companies transform from “do it all” giants
to smaller organizations that focus on their core operations, mergers, acquisitions
and divestures are becoming a more common occurrence. As the market for a
particular product or service changes, IT has to be able to quickly merge or separate
its infrastructure and operations in a period of months. BSO helps by cataloguing and
understanding exactly what is needed by each service before and after such changes,
ensuring that business operations are not affected during transitional periods.

¢ Risk management and compliance - Modern commercial law focuses more and more
on accountability. It is no longer acceptable in the IT world to say “I didn’t know that”.
BSO helps by eliminating management black holes created through outsourcing IT
services. By creating and maintaining a complete view of user-oriented performance, and
which service providers are affecting such performance, companies can always keep
ahead of preventable problems and provide a complete insight to company controllers
and administrators.

CONCLUSION

Delivering application-oriented services that depend on multiple in-house and outsourced
services is a complex, time-consuming, and costly proposition. The standard practices

and tooling used by many IT organizations today are unfit for the purpose as they focus on
delivering individual technical services, and they lack a consistent technology- and vendor-
independent view of end-user performance. These issues, compounded by trends such as
SOA, utility computing, compliance, and mergers and acquisitions have created the need for
a new approach to managing and delivering IT services: Business Service Orchestration.

By employing BSO, businesses have a (near) real-time picture of service performance,
regardless of who owns or operates the infrastructure. Additionally, as business requirements
change, BSO enables businesses to ensure that incident handling and service changes are
optimized in line with these new requirements.

BSO achieves all of these things by taking a new approach to IT service management. All
activities in the IT organization pass through the BSO process, which acts as a real-time
heart for the IT organization. BSO is unique in that it takes a purely user and business-
oriented approach to management, while simultaneously acting as a bridge between the
business and IT service providers.

Whatever approach you choose to managing and delivering IT services, | wish you luck in the
ever-changing and always exciting world of IT!

Andrew Whalen (The Netherlands/Canada) is CTO of NetDialog and has many years
of experience assisting multi-national organizations to deploy and deliver complex IT
infrastructures as services.
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