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Introduction

Peter Brudenall

According to Meta Group, almost all global companies will have out-
sourced some of their information technology requirements by 2006.
While this appears to be an amazing statistic, it is perhaps not surprising
that outsourcing — both of IT and business processes — is becoming so
prevalent given the apparent benefits. From the customer’s perspective, a
service provider agrees to take over part of their business and perform
those services to the same or a higher standard for a lower cost. As more
companies start doing this, it is simply not cost effective for a business
to maintain specialist, non-core services in-house when the market can
deliver such services to a level and for a price that cannot be matched
internally.

However it is fair to say that customer expectations have often not been
realised, and the rate of outsourcing ‘failure’ — where an outsourcing deal
is either terminated or re-negotiated — has been consistently high. While
this is due to reasons such as bad planning, bad advice, lack of a coherent
strategy or simply choosing the wrong partner, there is no doubt that cus-
tomers today (particularly those who have already had some experience of
outsourcing) expect far more from their service providers.

Essentially, customers expect their outsourcing partners to do more than
simply offer a service that meets the pre-contract standard for a slightly
reduced cost. Customers are now looking to tap into the additional bene-
fits they hear so much about: the increased agility to respond to short-
term changes in the market, greater adaptability and flexibility to meet
challenges from technology, variable pricing structures and alignment
between the services being provided and the overall business objectives.
There is often a disconnect between the service provider’s sales pitch and
the team providing and managing the services. The issue remains: how
can customers start to fully realise the value of outsourcing, understand
how outsourcing can be used to transform their business, and avoid costly
renegotiations or deal failures?

This book is intended to answer these questions.
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2 Technology and Offshore Outsourcing Strategies

As a response to the more strategic and sophisticated outsourcing deals that
customers are now seeking to develop, and the need for customers to see their
way through the hype associated with ‘offshore outsourcing’, ‘business process
outsourcing’, ‘utility computing’ and so on, there was in my view a need to
collect the views of some of outsourcing’s thought-leaders — the individuals
who are dealing with outsourcing every day and understand the dynamics of
what works, and what doesn’t, when embarking on an outsourcing partner-
ship. The authors involved in this book collectively represent decades of expe-
rience, and many hundreds of outsourcing deals, and come from academia,
suppliers, advisors and analysts. Offering practical and constructive advice and
insights, anyone considering embarking on an outsourcing relationship, or cur-
rently in the middle of one, will be able to apply the best practice principles set
out in the book and, at the same time, minimise the chances of failure.

The book focuses on seven key outsourcing themes:

e what is the framework for successful outsourcing?

e reviewing current thinking and strategies with respect to offshore
outsourcing;

e examining the dynamics of business process outsourcing;

e understanding how outsourcing — particularly business process outsourcing
— can ‘transform’ a business;

* how to successfully manage the relationship with the supplier;

e understanding and applying the legal aspects of the outsourcing
relationship; and

e examining what outsourcing might look like in the future.

However, if there is one overarching theme that governs this book it is that
anyone considering an outsourcing relationship must develop and then apply
a clearly-thought out strategy. It is simply not enough to enter into an out-
sourcing deal because ‘everyone else is doing it’. If you do that, without
careful planning, good advice, and structured management, there is no doubt
you will find yourself in a costly mess that will be difficult to unravel.

A framework for successful outsourcing

Part I, and the chapter from Professor Dalcher, is very much an overview of
many of the ideas touched on in this book. In explaining the benefits,
opportunities and risks in outsourcing, Dalcher also uses a case study of a
disastrous IT failure to highlight some of the risks in outsourcing which is
followed by a set of recommendations and lessons for improved practice.

Strategies for offshore outsourcing

Part II is devoted to offshore outsourcing. Clearly, the difference between
outsourcing today and outsourcing of 10 to 20 years ago is the ability of
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companies to take advantage of offshore services. By using the vast pools of
highly skilled, educated labour in Asia, Africa, Eastern Europe and parts of
South America, companies are dramatically reducing their costs for out-
sourcing by up to 60 per cent. In this context, Dan Bhide’s chapter high-
lights the important decision analysis process for evaluating offshore
options, and the best practices for risk mitigation and value maximisation.
However, in the current political climate, offshore outsourcing has a dis-
tinct political dimension with fears about job losses dominating discussions
on the topic. This may lead to regulating authorities seeking to adjust laws
to either make offshore outsourcing more difficult, or subject to a greater
level of scrutiny. Paul Morrison’s chapter aims to provide the political
dimension to any best practice of global sourcing strategy. Finally, this
section is completed with an examination by Paul Davies of the hidden
benefits and costs associated with offshore outsourcing. If not thought
through carefully, the benefits of offshoring will be reduced significantly
once these costs are taken into account — often too late.

Issues in business process outsourcing

Part III looks at the huge increase in business process outsourcing. The
chapter from Devata, Kumar and Stratopoulos reviews the factors driving
and enabling the business process outsourcing market, the companies
providing outsourcing services and what constitutes best practice when
considering outsourcing business processes.

Secondly, the chapter from Chevallier and Robertson of leading out-
sourcing service provider Xansa highlights some major, but often hidden,
hazards and issues to be addressed when developing a strategy for an
offshore business process outsourcing.

Achieving business transformation through outsourcing

Part IV of the book examines how outsourcing can be used to transform a
business. The chapter from Willcocks, Lacity and Feeny describes, by way
of a case study involving BAE Systems and business process outsourcing
supplier Xchanging, an innovative and strategic approach to outsourcing
involving risk-reward contracting and the enterprise partnership model.
Secondly, the chapter from Mike Friend of analysts IDC looks at how
service providers are engaging with their customers to achieve sustainable
transformation through BPO and how they are measuring these cost and
service delivery gains.

Managing the relationship

Part V deals directly with the one of the key reasons for outsourcing failure —
the inability of both suppliers and customers to successfully manage the
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outsourcing relationship. This is consistently recognised as being an area
of outsourcing practice that needs improvement if success rates are to
increase. Sara Cullen’s chapter addresses the nature of outsourcing relation-
ships and highlights select practices that have been applied to design
successful relationships. Graeme Beck from PA Consulting describes in his
chapter the need for customers, as well as suppliers, to play a key role in the
relationship and the need for customers, in particular, to adopt and foster
the appropriate mentality when constructing the outsourcing contract.

The legal foundations

Part VI deals with another outsourcing fundamental that is often badly
handled - the legal and contractual aspects of outsourcing. Too often, lawyers
unfamiliar with the complexities of an outsourcing transaction assume that it
is just another supplier agreement. A badly drafted or negotiated contract will
not only significantly increase the likelihood of a contract renegotiation
within a short time of the contract commencing, but may also impact on the
ability of the parties to successfully manage the contract and resolve issues as
they arise. This can lead to costs increasing, and ultimately can cause deal
failure. My chapter is aimed at providing a plain-English account of the major
considerations for any outsourcing contract. It is well understood that an out-
sourcing contract is one of the more complex commercial agreements that an
in-house lawyer or manager will come across. It is also likely to be one of the
more time-consuming as the process from start to finish can take several
months. My hope is that my chapter will make this process somewhat easier,
and enable those tasked with managing the outsourcing process to have a
meaningful discussion with lawyers, advisors and, most importantly, the
supplier. To complement this, the chapter from Chiasson, Dexter and
Wotherspoon takes the outsourcing of systems development and examines
the processes that inhibit or promote vendor-client agreement on the changes
that inevitably occur during the relationship. Alternative approaches to
resolving outsourcing conflict are also discussed.

The future

The Final Section of the book takes a look at the future of outsourcing.
There seems little doubt that what is now called ‘utility computing’ or ‘on-
demand computing’, will be the basis for outsourcing services in the near
future, and for those unfamiliar with the topic, or considering offers from
one of the increasing number of utility computing service providers,
should read Kaplan'’s chapter carefully. Secondly, the future of offshore out-
sourcing as a management tool is examined by Mark Kobayashi-Hillary. In
particular, Mark focuses on the future drivers and inhibitors of offshoring,
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and makes some educated guesses as to what the key issues will be over the
next few years.

This book has been more than 18 months in the making, and my thanks
and appreciation go to the publisher, Palgrave, for having invited me to
produce the book, to the authors for their diligent hard work in developing
their ideas, to my colleagues David Barrett, Michael Sinclair and Claire
Bodiam for their assistance, and finally I would like to thank my wife, Kylie
and my two children Jack and Oscar for their support and patience.

Peter Brudenall, Editor
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