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De sourcingmarkt
stond het afgelopen jaar
niet stil.
Kees Stigter en Nico Boot in geprek

‘Ook binnen de Shared Services en
Outsourcing Advisory practice van
KPMG Nederland vonden de nodige
ontwikkelingen plaats. Zo heb ik,
na vele jaren met veel interesse
en plezier de practice te hebben
geleid, het stokje als voorzitter
overgedragen aan Kees Stigter.
Maar ondanks alle veranderingen
behouden we tradities en brengen
we dit jaar weer een Strategic
Visions on the Sourcing market
publicatie.’

‘Bij elk van de vier thema’s schreven
we een artikel over de achtergrond
en methodieken. Ook geven we
onze mening en delen we onze
ervaring over het onderwerp in een
blog. Verder illustreren we elk thema
met een case study en belichten we
de invalshoek van klanten en
leveranciers met interviews. Ieder
thema wordt vervolgens afgesloten
met een externe en kritische blik. Zo
maakt u als lezer uitgebreid kennis
met alle kanten van elk thema.’

‘Ja, natuurlijk zetten we de goede
gebruiken voort. We hebben heel
interessante en prikkelende
bijdragen, uit onder andere de
Verenigde Staten, Denemarken
en het Verenigd Koninkrijk. En ook
een Nederlandse visie en een
oer-Hollandse case study mogen
niet ontbreken. We zien vier grote
thema’s dit jaar: Digitization,
Best Value, Multivendor Sourcing
en Global Business Services.’

VOORZITTER

Kees Stigter

Nico Boot
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‘De ontwikkelingen rondom Digitization
gaan razendsnel, daarin móeten we
wel mee. Het vraagt namelijk een
enorm aanpassingsvermogen van de
organisatie. Dat heeft ook gevolgen
voor de sourcingoplossingen bij
organisaties en leveranciers. Die
moeten namelijk net zo snel mee
veranderen. We zien ook nieuwe
leveranciers het speelveld betreden.
Denk hierbij aan start-ups die innovaties
introduceren, maar ook bekende
leveranciers die de ‘traditionele’
diensten op een andere manier
aanbieden, zoals Amazon.com.’

Daar besteden we in deze publicatie
aandacht aan, namelijk met Global
Business Services. Deze holistische
manier van het aansturen van de
sourcingmix en werken in end-to-end
processen heeft zich in de afgelopen
jaren met name in de VS en het
Verenigd Koninkrijk ontwikkeld en
een basisplaats gekregen.
In Nederland krijgt dit het laatste jaar
meer en meer aandacht. We voorzien
snelle ontwikkelingen op dit gebied
in heel Europa.’

‘Voldoende om naar uit te kijken dus!
Wij hopen dat deze 2015 publicatie u
inspireert en enthousiasmeert om binnen
uw eigen organisatie aan de slag te gaan
met deze innovatieve thema’s.’

VOORZITTER

VOORZITTER

‘Precies, en de selectiemethode
Best Value zou daarop wel eens een
antwoord kunnen zijn. In tegenstelling
tot de Verenigde Staten, waar Best Value
werd gebruikt in de bouwsector, zien we
in Nederland Best Value eigenlijk vooral
bij de overheid. Best Value schrijft de
leverancier niet de oplossing voor,
maar gaat op zoek naar de expert.
Door daarin de samenwerking op
te zoeken, kan de leverancier meedenken in de oplossingen en veel beter
inspelen op de veranderingen. Een
dergelijke aanpak zou ook in andere
sectoren dan de overheid zijn waarde
kunnen bewijzen. Denk maar eens aan
de IT-dienstverlening. In Nederland zien
we Best Value langzaamaan opkomen.
Daarmee zijn we een voorbeeld voor de
rest van de wereld.’

‘Mooi dat er mogelijkheden zijn voor
goede leverancierselectie, maar
daarmee heeft de organisatie nog
niet direct de optimale sourcingmix
die nodig is. De organisatie moet de
strategie bepalen en zorgen dat
diensten met een juiste oplossing
worden geleverd. Bijvoorbeeld door
uitbesteding, aan één of mogelijk
juist aan meerdere leveranciers. Of
dat de organisatie zelf diensten blijft
leveren, bijvoorbeeld in een Shared
Service Center. Belangrijk hierbij is
natuurlijk: hoe ziet een integrale
aansturing eruit?’
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Foreword
For the past five years, the Strategic Visions on the Sourcing Market
publications have given you insight in the sourcing market developments
and have inspired with concepts and ideas to get to work in your own
organization. True to this, the Global KPMG SSOA Centre of Excellence has
collected global views, experiences, insight in trends and ideas and is proud
to share them with you, to inspire you once more, in this Strategic Visions on
the Sourcing Market 2015.

Foreword

The KPMG SSOA CoE is a global network that consists of and supports over
1,000 sourcing advisors at KPMG, worldwide. All trends and developments
are captured by the CoE and fed back to our advisors as best practices, tools
and templates to ensure experiences, knowledge and lessons learned are
used to improve and advance sourcing with our clients. We like to share this
wealth of information with the sourcing market as well.
The trends we see and the trends that we expect will influence your organization in the short run, develop and grow in a different way around the world.
On a global scale, we see Digitization developing at an unbelievable pace,
influencing business models and sourcing models alike. We need sourcing
solutions and vendors that support the transition and enable flexibility to the
changing environment.

We see Global Business Services gain ground around the world, after
having established a solid foothold in the US and UK the past years. In
these countries, GBS is more mature while mainland Europe, LATAM and
Asiapacific is now seeing GBS emerge as a trend. Next to expanding, we
see GBS evolving in the next couple of years to accommodate all kinds of
business models. For example, we see more and more companies setting
up their GBS in regional centers while working according to the guiding
principles of a global business services model.
For each of the four themes Digitization, Best Value, Multivendor sourcing en
Global Business Services, we will show you different points of view. We offer
background information and methods, give you our opinion and share our
experiences in a blog, illustrate the theme with a case study and show you
the view of our clients and vendors in an interview. We conclude each theme
with an external and critical view.
As Global Leader of the Shared Services and Outsourcing Advisory practice
at KPMG, I am proud to present this 2015 publication to you. We wish you
enthusiasm and a critical point of view and hope you are inspired to work on
these themes within your own organization.
David Brown,
Global Leader, Shared Services & Outsourcing Advisory
© 2014 KPMG Advisory N.V.

FOREWORD

Best Value is not developing on a global scale, as Digitization is. Used as a
method for vendor selection in the building and construction sector in the US,
in the Netherlands it is used more and more in the civil sector and it seems
to become popular in other sectors and other European countries as well,
whereas the US do not seem to follow this trend.
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Paper

Digitization

AUTHORS Richard Wagenmakers and Sander van der Meijs

Sourcing in a digital age
Rapid technological advances impact the way we live and work and have
tremendous consequences for business. Companies must adapt to an
environment where digitization is everywhere. One of the challenges:
organizations focused on efficiency and service quality need to embrace
a paradigm shift to focus on new capabilities to really deliver agility to
customers. The consequence for sourcing is that organizations must be able
to orchestrate more flexible and shorter contracts in an ecosystem with
multiple vendors.

The accelerating pace of change
Change has been an important factor in our lives since the beginning of
mankind, often fueled by technology. What changed in the last years is that
the use of technology has permeated almost every aspect of our lives. We
now have unprecedented access to information via the internet and always-on
connectivity via mobile devices, with processing power and speed that was
once unimaginable. This pace of change, which is moving at an exponential
speed, is fueled by Moore’s Law which roughly states that processing power
will double every 18-24 months. This rather abstract fact becomes more
concrete when we look at some of the things we are using today. Smart
phones for instance far exceed the processing power of the supercomputers
of the past, such as IBMs Deep Blue, who became the first computer to
defeat a world chess champion (Kasparov) in tournament conditions in 1989.
In fact, the iPhone-3 was more advanced than the computer used to put the
first man on the moon. Abundant computing power is becoming a common
factor in all aspects of our daily lives.

Driving Forces are shaping Business
Entrepreneurs, leaders, businesses and organizations should rethink the
validity and sustainability of their business models as well as their ability to
identify and capture opportunities arising in the technology arena. Because
there are major challenges in all aspects of doing business. Increasingly, value
is being transformed in a digital proposition. Examples are all the devices and
objects which are now applications on mobile platforms; radios, cameras,
calculators, encyclopedia, TVs, maps etcetera. All these things have been
‘dematerialized’ as they are digitized and original manufacturers have largely
disappeared from the market place. This development is expected to continue
for a long time, with processing power still developing extremely rapidly, new
customer groups gaining access to mobile technology and more and more
value being developed ‘as a service’ (Future State 2030).

© 2014 KPMG Advisory N.V.
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These customer groups can be approached and understood through that
same technology, for instance by means of social media, which opens up
new opportunities for things like customer loyalty programs, market channels
and the use of the vast amounts of transactional, real-time data they produce.
Also, new or alternative revenue streams can be developed based on use
instead of ownership, opening up possibilities for subscription-based, time
and location dependent models. Think of Snappcar, where people hire other’s
cars instead of buying or hiring their own from a rental company, or Spotify,
where you don’t own the music you only have access to it. In order to
continually convert technological opportunities into value for business (brand
value, sales, profit, customer satisfaction to name a few), organizations will
need to:

for consumers to order a luxury cab with their mobile device, see who is
available and where the cab is, rate the driver, pay automatically and receive
an -on average- better and cheaper service.

1. Develop the capabilities and relationships needed in a new digital era.
Through technology new partnerships and alliances can be established,
opening up new ways of innovation, knowledge management and product
development.
2. Re-assess the activities, assets and partners at its disposal. We see
significant development in the mining and monetizing of customer data
and the use of serious gaming or applied gaming in training and R&Dactivities.
3. Reconsider controls and an overhaul of existing cyber security policies and
tools as technology use will also change the risk profile of companies.

Another important aspect is the impact of technological developments on
‘work’. We have already seen the impact of technology in manufacturing,
where robots are replacing humans. In some countries these developments
are reversing the outsourcing trend, as labor arbitrage advantages disappear.
Nowadays we are also seeing this in the services sector, where brainpower
is increasingly being replaced with processing power delivered by computers.
For example in financial services, in which processes and services have been
increasingly digitized. A recent Oxford study (Frey and Osborne, 2013) cites
that more than 70% of all current jobs are susceptible to digitization in the
next two decades. Especially jobs characterized by performing repetitive
task, pattern recognition and analysis –e.g. telemarketing, accounting,
auditing- will fall in this category. But also more creative jobs like journalists
and writers are high on that list, as their work has a certain structure which
can be computerized. Thus organizations need not only be aware of how
developments impact their value proposition and how they interact with their
customers, but also how they organize their resources in an effective and
efficient way given the possibilities technology offers.

Changing business landscape
Looking at the current business landscape we see three kinds of
organizations; the first group are the ones that did not adapt fast enough, and
are no longer part of the landscape. The classic example of course is Kodak,
which during most of the 20th century was the leading firm in photographic
film and related products. This long-standing company, a market leader with
a world-wide work force of many thousands of people, missed out on the
development of the digital camera. Actually, they invented the digital camera,
but chose to not pursue the opportunity. Mainly because it posed a serious
threat to their existing business model. And it did, as Kodak had to file for
bankruptcy in 2012. More recent examples of such businesses can be found
in industries such as telco’s, print media, taxi business, travel agencies and of
course the music industry.
The second group of organizations are the ones who are transforming
(parts of) their business model to remain competitive. For instance, we see
companies switching from delivering physical products to delivering services.
An interesting example is Philips who are providing ‘Light-as-a-Service’
concepts: some of their clients are not purchasing light-bulbs, but are paying
for the amount of light delivered by Philips. These managed-service revenue
models are made possible by the introduction of technology, as the lighting
system stores and transmits the amount of time used. A third group of
companies are the ones who could previously not have existed because of
the lack of appropriate technology. Examples are Spotify for streaming music
at a subscription base instead of buying albums or numbers and crowdbased services like Uber that disrupt the taxi industry. Uber makes it possible

Sourcing consequences
So, we see the pace of change increasing, the business landscape becoming
more volatile and the nature of work shifting. In such a turbulent environment
organizations can only survive by being aware of the nature of change and
its effect on the relevance of its value proposition towards customers. Such
survival requires a dynamic strategy, a flexible organization and the ability
to act quickly and effectively. These developments also have their effects
on sourcing decisions, stimulating organizations to rethink their sourcing
strategy that relates to developing activities in-house or by others (vendors).
© 2014 KPMG Advisory N.V.
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The above mentioned examples are not isolated cases. In many industries
we see technology shaping consumer behaviors and needs. Individual
consumers, powered by technology, are starting to see the extreme
possibilities of digitization and they are expecting businesses to meet their
needs. Consequently, businesses are confronted with new challenges in all
aspects of their business model, ranging from value proposition to revenue
models, leaving organizations less than certain on the course and speed of
action to take their growth strategies. By doing so, technology is impacting
the competitive edge of businesses and moves from the back office towards
the Board Agenda. Or at least, it should. More and more Boards are including
Chief Digitization Officers (CDO’s) and are thinking hard on how to increase
the strategic agility and innovation capabilities of their organizations. Also,
Finance, Risk, IT executives and departments are rethinking their role:
digitization leads to new opportunities but also changing risk profiles of
existing businesses. Which brings some interesting new aspects to being
in control and sets new requirements for finance, risk and IT professionals
towards capabilities like data analytics, real time reporting and predictive
modeling.
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As business processes become more digitized, sourcing decisions may need
to be revisited, driven by aspects such as “What type of activities add value in
our organization?”, and “What are commodities that can be outsourced to the
market?” In addition, this raises the question what capabilities are required
in-house to manage both the business and vendors.
As organizations strive to become more agile in response to the changing
world, they will increasingly depend on their ecosystem to help in providing
this flexibility. This flexibility comes in different forms:

of the vendor based on their business strategy. Not once, as part of vendor
selection, but more regularly as both organizations and vendor become
more agile and will change. The sourcing function will need a more technical
capability in-house, to be able to properly assess the quality of vendor’s
technology and algorithms. Also in managing contracts, organizations
need to improve their orchestration or governance capability to be able to
handle a larger volume of contracts with shorter contract periods. Besides
volume, challenges lie in alignment between vendors and in managing a
variety of vendors in terms of size and typology, which relate to multivendor
management capabilities. Furthermore, the sourcing function needs to
stay up-to-date with developments and have good relationships with the
ecosystem to spot the right vendors and startups to help the organization in
better realizing their strategy or in running new experiments.
Also sourcing consultants may have to rethink their role. For many clients, it
will be too expensive to build and improve their capability for orchestration or
for keeping track of a larger and dynamic ecosystem of (possible) vendors.
This might be an area where sourcing consultants can add value, by having
this capability for their clients, as a sort of “Orchestration-as-a-Service”. It
is therefore no wonder that we see Managed Governance Services as a
growing business.

•

DIGITIZATION

DIGITIZATION

1. Possibility of making changes during the contract period: Due to constant
change in their environment, organizations will have a greater need
to optimize or change the services they have outsourced, resulting in
more change requests and maybe even changes to the terms during the
contract.
2. Possibility to experiment as part of the innovation process: A relatively
new category is experiments. Driven by a constant need for innovation,
organizations increasingly test their ideas by performing real-world
experiments with clients for new products, services and even new
business models. An organization will not always look to their existing
vendors to run these experiments, but will also be performing these
experiments with startups and other external parties.
3. Possibility to enable new business models: Outsourcing is one of the
answers to quickly scale up the organization for new products and services
and scale down, when demand winders. As competitive advantages
become more fleeting and thereby the lifecycle of products, services
and business models shortens, the duration of outsourcing contracts will
become shorter.

Summary

All this will lead to many short-term relationships that need to be managed
properly as they will be linked to the organization’s IT infrastructure and
possibly client data. Consequently, organizations will be part of an ecosystem
managing multiple vendors.

Driven by the accelerating pace of change organizations need to become
more agile to stay relevant. This means that organizations need to be aware
of the developments, innovate and be able to change accordingly to
implement appropriate responses. To enable this, organizations need to
become more flexible in their approach to sourcing by being able to
orchestrate more flexible and shorter contracts in an ecosystem with
multiple vendors. Another main challenge is to keep track of relevant
vendors in the ecosystem while being able to handle experiments with
multiple vendors and startups. The opportunity is there for both vendors
and consultants to help achieving this with something like “Orchestrationas-a-Service”.

For vendors, these developments pose a big challenge and also a tremendous
opportunity. Many outsourcing contracts already have clauses on changes
and on contributing to innovation. However within organizations focused
on efficiency and service quality, a paradigm shift is required to focus on
new capabilities to really deliver agility to customers. For example in having
discussions with clients on developments and possible innovations and by
running experiments together with the client and other external parties, even
competitors. But overall, it can be expected that a more complex sourcing
playing field will arise based on shorter contract periods, more flexible
sourcing solutions, an increased number of vendors and different types
of vendors.

References:

Due to these effects, the sourcing function within organizations will require
new capabilities to be successful. Depending on the kind of work, when
choosing to outsource, the selection of a vendor needs to be more on the
quality of the technology or algorithms as provided by a vendor rather than on
the quality of the people the vendor employs. Not only on the level of current
functionality, but also in assessing the alignment of the vision and roadmap

KPMG publications on megatrends: Future State 2030,
The Intelligent Insurer, Investing in the future
C.B. Frey & M.A. Osborne, The future of employment:
how susceptible are jobs to computerization?, September 2013

© 2014 KPMG Advisory N.V.
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Case study

Gamification applications can have a wide variety of possible objectives,
areas of application, complexity and levels of voluntariness, depending on the
goal of the game. Internal gamification, for instance, focuses on processes
inside a healthcare organization, such as training medical students to
perform complex diagnosis and treatment. Internal gamification focuses on
finding fun in the things an employee has to do, to increase motivation and
performance. Fun is a result of learning, and learning can be seen as pattern
recognition. External gamification focuses on activities outside a healthcare
organization, such as patient-related gamification. The focus here is to
enhance the patient’s user experience. Ideally, the end goal of gamification is
to incorporate games into the entire ecosystem of a healthcare organization.
Some gaming applications may incorporate multiple complex tasks, such as a
game that helps surgeons practice surgeries, but may also be related to more
common tasks, such as compliance training.

AUTHORS Jan de Boer; Jan Willem van Houwelingen; Paul Adriani;
Anneke Geerts

Games in the
Healthcare sector

Current gamification applications in healthcare often focus either on
treatment for patients or on training for medical students and personnel
(possibly including professionals). Today, very advanced forms of gamification
are developed that stretch our imagination. For example, there are games
that aim at fighting cancer or changing the way we build cities. There are
prominent gamification techniques such as achievement badges, achievement
levels, leader boards, progress bars (indicating how far the user is from
completing the task), virtual currency, systems for awarding and exchanging,
challenges between users, etc.

Game Development
An increasing number of studies (Squire, et al., 2005; van Eck, 2006;
McGonigal, 2011), however, show the effect of using applied games in
healthcare, which will enable the breakthrough of applied games in a
non-gaming context. As a result of the impact of including applied games
in healthcare treatments it may be expected that the demand for game
development will increase significantly in the coming years. Consequently,
this will result in a shift towards the professionalizing of stating the specific
medical problem, the relation with healthcare and (known effective)
treatments, and the combination or substitution with applied games.
Within the ecosystem of medical facilities, healthcare, game development
companies and game architects, more in-depth knowledge and expertise is
required to connect the dots between stakeholders. This will decrease the
‘trial-and-error’ rate of game development and optimize the efficiency of
applied games. To demonstrate the strength and value of applied games in
healthcare two examples are described. The first example addresses a game
that is developed to increase the patients’ safety while the second example
focuses on providing care to elderly patients.

Applied games and gamification
Serious or applied games are models or simulations of real-world events
or processes, designed for the purposes of problem-solving and learning.
Although applied or serious games are entertaining, their main purpose
is to change the behavior of organizations and human beings (such as
patients, medical students or professionals). For the purpose of this case
study the term ‘applied games’ is used often in the context of gamification.
Gamification is the use of game mechanics and game design in non-game
scenarios (such as healthcare environments) in order to change behaviors
and increase motivation to change. Typically, gamification includes developing
processes and applications to first entice users to participate, then engage
them so they will share and interact in an activity or community. Gamification
is a method for engaging medical personnel and patients in desired behaviors,
while their involvement and pursuit of these behaviors works to solve
(their) problems. Essentially, it takes advantage of humans’ psychological
predisposition to engage in gaming.

© 2014 KPMG Advisory N.V.
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INTRODUCTION
At this moment healthcare organizations are only starting to use serious
or applied games. Forecasts predict that within 5 years the use and
development of applied games will have a role in our daily lives and
the way we do business that will be similar to the role social media
has today. Gaming can be seen as the next step in the application
of Information Technology (IT) and efficiency to healthcare, because
gaming improves interaction between human beings and will impact
their behavior directly. Gamification tailored to healthcare organizations
can help organizations to retain a competitive advantage, to cut cost,
to reduce errors or to improve quality. This case study addresses the
growing importance of technology in healthcare organizations and
specifically the use of gaming. First, the meaning of the term “applied
or serious games” is briefly discussed. Secondly, two health games
are presented as examples of the successful use within the
healthcare sector.
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Example 1: Erasmus University Medical Center in the Netherlands (2012)
The goal behind the development of an emergency medical simulation
program is to increase patient safety by providing students and healthcare
professionals a safe learning environment where they can practice
emergency medical skills without any risk to patient health. The abcde SIM
game (2012) is based on a high-fidelity physiological model that contains
more than 200 parameters for circulation, respiration and consciousness.
The abcdeSIM game creates a very realistic and immersive experience in
which the trainees can see the results of their chosen diagnostics and
treatment directly. Moving beyond achieving its institutional purpose, the
game also minimizes training costs by partially replacing lengthy face-toface training sessions with virtual training online, which does not require
instructors. Preliminary research results show improved emergency skills
among the trainees.

as well as the basics can be easily copied. A limitation of the game is found
in its scope of coverage of the geriatric care program of Radboud University.
Around 200-300 students play the game each year. Potentially, there is room
for improvement to expand the coverage as the game can be easily copied to
other courses at Radboud or other universities.

Sourcing challenge
As the healthcare industry starts to embrace serious gaming, a strategic
question pops up. Should the healthcare organization build and maintain
their own applications or rather leave it to the market? A key advantage of
healthcare organizations is that they have an in-depth knowledge how to
use health information and data. The challenge is whether they also have
the capabilities and skills required to develop games and maintain them.
Interestingly, gaming vendors may use the cloud as a channel to swiftly
distribute games while creating access to new target groups easily.
As vendors have the skills and experience to provide the applications and
infrastructure to support games, they need in-depth healthcare business
knowledgeto develop and maintanin applications for games. This requires
intense collaboration between healthcare organizations and vendors as
clear governance agreements are key to develop and maintain services in
this field.

Example 2: Geriatrix by Radboud University Medical Centre in
the Netherlands (2013)
In this geriatrix game, medical students practice providing care to elderly
patients. Complex medical reasoning is taught to the students by putting
them in a situation where they are the real doctors. Students have to review
and assess patient cases and next decide what steps to take. Students
are ranked based on three factors: patient preferences, costs and medical
usefulness. The game can be categorized at the level of purpose as the
students have to learn reasoning that is hard to learn out of a book. By using
a book students may learn the medical protocol but participating in the game
will create a better understanding of the effect of ethical choices. The game
encourages the development of these behaviors. Furthermore, the game can
be categorized within the category pleasure as it makes the course of elder
care more fun. Currently the game is still played on an ad hoc basis. The
game provides students a platform where they can add their own developed
patient cases. This platform could be used by other medical school curricula

•

© 2014 KPMG Advisory N.V.
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Within the Erasmus University Medical Centre a spin-off company has been
established to manage the development and usage of applied games that
comprise both hospital and third parties participants. The game is improved
continuously by introducing additional patient scenarios. The usage of
applied games influences the training process positively by reducing time
and financial expenses. The scope of the game encompasses the entire
ecosystem. Over 1,000 doctors in The Netherlands are currently using the
game. Currently, the game is introduced abroad at healthcare organizations
in two other countries. Erasmus University Medical Centre is investigating
the introduction of applied gaming outside the domain of acute healthcare,
in various other academic fields at Erasmus University. However, game
competitions have been held at four academic conferences between doctors
and nurses, which were very engaging and enjoyed by the players.
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Interview
Peter-Jan van de Venn - Five Degrees

Conclusion
Healthcare organizations are ideally suited to maximize healthcare training
and delivery with the use of gamification. Practice has shown that the
maturity of an organization is indeed a determining factor for the way in
which gamification develops. It may provide an effective support to
managers, doctors and healthcare workers to increase their skills and
behavior. As a result, more insightful decisions for achieving care objectives
can be taken. An additional challenge today is how healthcare organizations
and vendors are able to work closely together in developing and maintaining
games (applications). As healthcare opportunities are immense the time is
now to take applied games seriously.

Peter-Jan van de Venn
Director of Corporate
Development, Five
Degrees
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What is the story behind the foundation of Five Degrees?
“For the origin of Five Degrees Björn Holmthorsson, our current CTO and
‘founding father’ of the Matrix product, was asked to build a new supportive
IT system for the international and private banking operations of Landsbanki,
the Icelandic bank. At the time the advice was to follow the “Gartner”
approach: take the best available systems for document management,
workflow, CRM et cetera and then integrate them. Björn, however, decided
to take a different route and built a modern system from the ground up.
This was the foundation for what has now become Matrix.
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When entering the world of Digitization, often disruption is recognized
to be of utmost importance. This interview addresses the use of a
disruptive technology developed by Five Degrees, changing the banking
industry significantly.
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In his view, the key components to support banking processes are
workflow, document management, CRM, communication, security and
reporting. Components built on top of a flexible service layer that enables
interconnectivity. He foresaw a world of services that a bank has to be able
to connect to. And, in turn, should make you accessible from the outside; via
the web, mobile networks, or any kid of future technology. At a time when
most banking services ran locally, this was visionary indeed. Fast forward
to today and you see many vendors of services to include in your workflow.
In short: Matrix provides the core functionalities you need to run a bank and
service your customers. And if we need, for example, risk checks, compliance
modules, analytics and/or PFM features we will connect to services of bestof-breed vendors.

Why is Matrix seen as disruptive?

contrary, Matrix is flexible by design. By laying out different configurations
of standardized process steps we can have most of our customers running
on a single, standard product. In addition, we notice a shift in banks’
IT departments strategies. There is more emphasis on cost-efficiency,
while reducing risk. This means rationalizing applications, using generic
solutions and relying more on vendors’ knowledge and expertise. Practically
unthinkable just a few years ago, this is becoming standard practice today. No
longer do banks approach us with: ‘This is our process, can you embed that in
your system?’ But instead, they ask: ‘Can you give us your reference process,
so we can adapt our banking processes to your software?’ Banks have begun
to acknowledge that we, and other vendors, are the experts because we
serve multiple banks and have done so for many years.

The disruptiveness of our Matrix products is centered around our belief that
the future of finance truly centers on the customer. Customer information
and profiles will define the process rather than the underlying products and
services. A new breed of back office is needed to adapt to this dynamic,
rather than be the cause of delay and block progress. This is why we
developed Matrix Accounts, a lean and mean back office solution does the
basics exceptionally well, while remaining agile and adaptable.

For what type of banks is your product best suited?

So, what does a stripped-down lean and mean back office system look like?
In essence, the core of a back office solution is the creation, processing
and administration of bank accounts. The rest can be seen as superfluous.
Stripping down the back office system is achieved by leaving the bespoke
processing to the business experts; i.e. the mid-office. The result is a more
proportioned front, middle and back office landscape. We achieve this
by taking a new approach to the bigger issues, but without requiring a
prohibitive cost.”

“Our customers are banks with a passion for both finance and their clients.
We offer solutions for both existing and new banks. For existing banks we
mainly focus on tier 2 and tier 3 banks, both retail and private; banks with
legacy systems that we can help invigorate by putting a modern mid-office
on top of their existing systems. For greenfield ‘satellites’, i.e. new labels
launched by existing banks, on the other hand, we can offer our full suite of
Matrix products; a “bank out-of-the-box” so to speak. In principle though, our
products can be used by any bank because the generic functionality required
by banks is generally comparable.”

Was the market ready for this approach?

How do these banks benefit from the Matrix?

“Traditionally every bank wanted its own, tailored, system design because
the business requirements were unique and demanded specific features.
Complex by nature, these projects were prone to cause delays and budget
overruns. Needless to point out who the winners and losers were. On the

“There is a well-known corporate strategy model that dictates that in order
to be excellent, companies should focus on only one of three areas: cost,
control or customer experience. Matrix, however, allows banks to improve
in all three areas at the same time! Automation enables banks to eliminate
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“With Matrix we introduced a new architecture for banking. While traditional
vendors and banks typically think in terms of heavy back-ends with similar
style front-ends on top, we add a third layer: the mid office. Converging to
modern technology by unlocking the potential of the front office data first
with a rich mid office is a good step towards customer centricity. This can be
achieved with modern, agile, SOA based technology that can unlock any back
office system. The latter will, in turn, be narrowed down to a ‘pure product
centric’ function. Keeping Activity and dialogue in the front office, Agility in
the mid office and Admin in the back office is a vision where Matrix has a
natural fit.
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inefficiencies from their processes and thereby to lower cost. Because our
product offers such a highly integrated solution, it allows banks to discontinue
certain, and often expensive applications, thus saving on the associated
licensing and maintenance costs. These savings alone often seal the business
case for investing in our product. With automated processes comes better
control; they are executed the same every time. If a process does contain
an error, at least it is a consistent one that you will be able to detect and
solve. Third, with automation banks can speed up a number of processes
that actively involve their clients. Matrix, enables banks to remove the friction
often involved in client-bank interactions, boosting customer experience.”

Growth puts a strain on your internal resources, where is the
pressure highest?
“As you grow, obviously the pressure shifts from one area to the next. At the
moment, I would say pressure now is highest in delivery. In the future it may
well shift to support. This is textbook stuff and you can anticipate all of this.
The real issue is you never know exactly when and where pressure will rise
until it does and when you need to invest.”

How do you deal with the sourcing question: activities are all developed
and maintained in-house or by vendors?
How do end-consumers, your customers’ clients, benefit from your
product?

“To ensure scalability we have begun to look into partnering with external
firms to assists us in further developing Matrix. But, more fundamental to
our future is the option of partnering in implementation. This will provide
scalability in implementation, and it will also allow us to maintain our focus
on Matrix and its further development. If we want to remain a truly product
minded company this will be essential. Because in the end we want to be a
company that is focussed on developing valuable and innovative products that
will invigorate banking.”
DIGITIZATION
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“Take, for example, the workflow process for on-boarding new business
clients run by Knab bank, one of our customers. All necessary steps involved
- identification, checks with the chamber of commerce, credit and compliance
checks, etc… - are automated by Matrix. The 90% of cases that fall into the
‘happy flow’ are processed straight-through and become a new customer
the same moment. Compared to more traditional banks where the same
on-boarding process can easily take up to two weeks. Should there be hiccup
in the automated process, Knab’s representatives get notified in real time
and can engage directly with the customer to help them along. The benefit?
Improved customer service, transparency, and speed.”

How does the growth Five Degrees experiences affect the knowledge
and competencies of your employees?

Five Degrees can be seen as an innovative company. This means that new
features are developed regularly, for instance the connectivity to new types
of mobile devices.

“This is obviously remains a challenge any innovative tech company.
Five Degrees has reached a point where there is certain concentration of
knowledge at certain teams. We needed to make sure knowledge was
continually being shared and distributed throughout the organization. We
took some steps to ensure this by installing trust in people and support
empowerment. But frankly, any textbook on how to manage fast-growing
companies describes most of the issues that we go through. And while the
solutions vary from organization to organization, this actually is sometimes
nice to have confirmed.”

How does this influence Five Degrees R&D agenda?
“It’s a mixture of both, actually. One of our ambitions is that we, unlike than
many of our competitors, do not want to hold off developing something new
until a customer requests it. Instead, we want to stay ahead and anticipate
what our customers want and need in the future. This means we need to
maintain a clear focus on R&D. On the other hand: you have to make sure
your R&D efforts pay-off. You can imagine that this creates a continuous
challenge for the organization: we are constantly weighing how much and
when to invest in specific R&D projects.”

From the early days of Five Degrees to the point you are at now, what
have been the most important lessons learned?
“A lesson is that you need stay in control of the expanding organization from
the start, because that allows you to deal with challenges and keep your
promises to your customers. But the most important lesson, in my view, is
to maintain focus on what you are good at and on where you want to go. For
example, we have had sales requests from areas like insurance and corporate
banking. While tempting when you are a young and upcoming company,
we have always managed to resist such temptations. The fact that we have
stayed on the course we set out has been crucial to where we are today.”

Do you create special place and time for your people to work on new
ideas and innovations?
“At Five Degrees innovation isn’t born in special places nor at special times.
Innovation is the DNA of our company. It’s this DNA that fosters a culture in
which innovation can thrive, where new ideas can come from anyone and
from any part of the company, and, perhaps more importantly, where new
ideas are appreciated and taken seriously.”

•
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Blog

Besides knowledge of statistics, there are technical tools needed to bring the
often mentioned three V’s of Big Data into play: Volume, Velocity and Variety,
i.e. lots of data, high-speed data and varied data. These techniques are
already commonplace in most of the world (CERN, Google, Yahoo, Amazon,
etc.). I am convinced that the real innovation with Big Data in healthcare
therefore is not about tooling but about implementation. This implementation
is a road on which we must look far ahead, but start close by: think big,
start small, scale fast. Importantly, this raises a strategic sourcing question
in relation to the provision of Big Data activities; should they be provided
in-house or by an external vendor? Reviewing an international trend it may
be assumed that strategic activities are expected to be conducted in-house
while the execution of running statistics is outsourced to the market. The
later may open up opportunities for vendors to focus on Big Data services
and propositions.

AUTHOR Egge van der Poel

Big Data is key for
precise and personal
healthcare
A chronically ill patient in the Netherlands spends, on average, 5 hours a
year at a medical specialist. This corresponds to about 0.1% of the total
amount of hours awake. Based on these fragmented ‘snapshots’ the
medical specialist needs to pick a treatment. When you think of this, the
quality of care in the Netherlands is really amazingly good. But it could
be much better if the specialist would not be limited to fragmented
measurements of illness but continuous measurements of health.
We need to shift focus from care to health in the healthcare sector. The
big question is: How do we get there? One of the key ingredients lies
within what is called Digitization: everything is measured and captured in
bits and bytes. At a time when almost everything can be measured one
could feel a bit unnerved. Alternatively, one could embrace the potential: if
we create more antennae around a patient/citizen we can better help him/
her when care is needed. We can accurately determine whether and what
treatment is needed. We can even identify early signs of potential problems
so the demand for care is prevented. To do this we need advanced pattern
recognition on diverse data sources. Enter the world of Big Data. Big Data
is (still) hot, but the potential of Big Data solutions are rarely valued properly.
Often there is an underestimation of sensitivities or an overestimation of the
potential (“100% accurate forecast at the individual level”). In their articles
in the Dutch newspaper ‘de Volkskrant, 14 March 2014’, Michael Persson
and Sander Heijne provide a look into the possibilities and sensitivities of
Big Data analytics in healthcare. They mention the great potential to identify
long term trends and correlations with the use of Big Data, but also discuss
the issue of privacy that is inevitably part of the analyses on patient data. The
observation of both authors, that a broad debate is needed on this subject, is
something I share wholeheartedly. In this discussion I do want to advocate
handling a broader definition of Big Data than Mr Persson, for whom Big
Data is just a new name for statistics. It is true that thorough statistics is a
necessary condition for Big Data analytics. To my opinion, it is, however,
not a sufficient condition.

My objections to the RCT are not aimed at professionals. Every doctor does
their utmost to offer the patient the best care. Every researcher is trying
wholeheartedly to identify the best medical care. The path from scientific
knowledge into clinical practice is just too long. Typically it takes about
17 years before ‘science’ can be found in ‘practice’. Both the objections to
the RCTs and this long path to practical improvements stem from the fact
that the information from clinical practice is used far too little for research.
By unlocking the information that is already stored in various healthcare
information systems, digitization can be used to develop a form of clinical
intelligence that enables practitioners to create, in addition to the RCT’s,
personal and precise care. The technologies that make this possible are
already mature and widely applied. To my opinion, it is time to use these
techniques in healthcare and give every patient the personal treatment
that they deserve.

•
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In the longer term I do see the potential of predictive models based on
large-scale data analysis. For many people this is “vague and scary.” In a
Randomised Control Trial (RCT), a method is selected by performing a test on
an extremely small proportion of the total population. But let’s face it, do you
want a treatment that best suits this small elite group or a treatment that fits
well with your own health situation and needs? Companies like Amazon and
Bol.com offer products based on our previous purchase and click behavior.
This is worlds apart from medical science where often the disease is treated
and not the patient. Just before Christmas 2013 Professor Bart Fauser
(University Medical Center Utrecht) released the ‘Handbook gender-specific
medicine’. This is a handbook that discusses the differences between men
and women in healthcare (e.g. selection and development of treatments)
and aims to give these differences a permanent place in the curriculum
of medical education. An admirable but also disconcerting book because
apparently, in the year 2014, the distinction between men and women has
not found its way to the doctor’s office yet.
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Reflection
I have been involved with a public transportation company that had around
10 percent of its staff working on scheduling. However, it turned out that no
more than a fifth of all rides were done according to schedule. We turned this
around and let drivers pick the rides themselves, taking all sorts of specific
requirements, supported by software, into account. This appeal to personal
influence adequately dealt with dynamism. The principle of chain reversal is
often driven by considerations about sustainability or social responsibility.
I have the opinion that large corporations, where the need for control is
institutionalized, are affected by the principle of chain reversal significantly.
Large corporations are forced to demolish their barriers and hand over the
process control to consumers.

AUTHOR Frans van der Reep

A more fundamental consequence of the rise of digitization is that it will
take less time and money to gather good information and people. In other
words: transaction costs for hiring people or assembling project teams will go
down. Excellent knowledge, skills and expertise is not only available within an
organization but also outside an organization. As for instance projects requires
various knowledge and expertise, organizations will transform, become
less of a permanent entity and instead will increasingly be organized as a
set of distinct and temporary projects staffed by both internal and external
employees.
A second aspect of digitization is the rapid rise of social media. Many
organizations are still figuring out what to do with it in addition to all the
other IT projects they run. In essence, social media has the potential to get
more signals from the outside into the company. The impact, especially in
consumer organizations, is through the 3 R’s of Reputation, Ranking and
Review.

Digitization turns power over to the customer
Twitter allows each of us to evaluate the company’s service he or she has
experienced and some people actually do that. That is Reviewing, which
affects an organizations Reputation. It is done with hotels, books, airliners,
you name it. The outcome is Ranking, a list of the best to the worst.
Examples can be found in schools, tourist destinations, doctors, hospitals,
media and Universities to name but a few. Whether that is good or bad, I
don’t know. It happens and is a fact of life.

The internet has been turning organizations everywhere up and down and
inside out especially in Europe and the USA. One of the most fascinating
aspects of Digitization is how it is often linked to chain reversal. No longer
do organizations prescribe how customers should navigate its internal
structures and processes, but customers are put at the controls within a
company. In this way Digitalization can be quite disruptive as in a sense
power is turned over to the customer. The principle of chain reversal can
be recognized in for instance the Business to Customer (B2C) market,
now turning into the Consumer to Business (C2B) market. Internet banking
is maybe the most compelling example of ‘the customer at the controls’.
Savings and funds can be shifted almost instantly creating both opportunities
and risks for banks. In the same sphere you also see more and more crowd
funding projects, cooperative initiatives, which might affects banks on the
mid-term. An example in healthcare sector in the Netherlands is called
‘Neighbor care’. Here small groups of professionals organize simple tasks
like shopping, picking up medication for elderly people and local transport.
By using social media and internet actively no formal organization is
required to fulfill relevant tasks. This principle of chain reversal, also called
self organization, or self-assembled teaming, also takes place within
organizations.

With the power of social media these outside–in signals arrive quicker and
they become more intense and more forceful. Organizations can no longer
afford to ignore them as they might have in the past. It’s very important that
customers get the feeling they are being taken seriously and that for instance
their complaints and feedback are addressed adequately. To achieve this, I do
have the opinion that customers’ feedback can be dealt with by establishing
personal stewardship. This approach may strengthen the 3 R’s of an
organization instead of influence them negatively. How to create meaningful
interaction with customers is a big, urgent and important challenge for
companies nowadays. The key, however, can be found in strengthen
organizations stewardship.

•
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To conclude this theme on Digitalization,
KPMG invited Frans van der Reep to
provide his view on this topic. Frans
van der Reep is a thought-leader
renowned worldwide for his accurate
forecasts of business and technology
trends. Known among his many roles
as a researcher, trend watcher, writer,
and entrepreneur, he is a Professor
at the Inholland University of Applied
Sciences. His views are sometimes
perhaps unconventional and certainly
always broad-minded, and we trust you
will find them challenging and thoughtprovoking as well.
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Paper

Best Value

AUTHORS Lars van Zomeren and John Tros

A Love Letter on Best
Value and its Impact
on the Selection of
Vendors
INTRODUCTION
The last couple of years, Best Value (formerly known as Best Value
Procurement) has been making headlines when it comes to a relatively
new way of selecting vendors. Its merits mostly revolve around a very
logical theme: “if we’re going to hire an expert, we better get the
best value out of his or her expertise”.The application of Best Value is
however limited when it comes to large scale IT outsourcing. Despite
all the appreciated characteristics, Best Value has so far seen very
limited application in IT outsourcing, perhaps even limited to only one.
Last year, Port of Rotterdam Authority’s announced that they had used
Best Value to re-contract their End User Computing, with Fujitsu as
winner. This was a major deal with a reported turnover of more
than EUR 10 million. For many customers however it still seems
to be challenging to use a relatively new methodology to close a
major contract. In this article, we analyze if and how Best Value could
contribute to where we all would like to be: the place where customer
and vendors have a lasting and mutually beneficial relation.

Best Value has been Initiated by Dr. Dean Kashiwagi at the Arizona State
University in the ’90’s and it has taken off in The Netherlands from around
2008, with attention levels rising exponentially and significant media
attention. CxO’s and Procurement Officers around the country are now
merely asking themselves how or when they can apply in it their daily
operations instead of whether they should apply it at all.
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This article elaborates on the merits of Best Value, along the stages of the
sourcing life cycle:
a. Selecting and contracting the right vendor (Dating and Marriage).
b. Successfully completing a Transition & Transformation process
(Honeymoon).
c. Managing the contract (Living up to the vows).
d. Continuous innovation (Keeping the faith).

Dating and Marriage (Selecting & Contracting)
Best Value’s pick up line “Best Value strives for best value against lowest
prices” is very attractive and it is easy to understand this attractiveness; after
all, who wouldn’t want that? The way Best Value tries to achieve this is by
focusing on the expertise of the candidate vendors during the entire sourcing
life cycle.

Honeymoon (Transition & Transformation)
Customers are to focus on finding and contracting real experts. This implies:
The Best Value methodology (Best Value model) stretches beyond the
contracting phase and includes levers to contribute to the successful
completion of a transition and/or transformation phase. As with the selection
and contracting phase it has a strong focus on enabling the contracted
vendor to be the expert and reminding the vendor of that, where and if
required. So how can Best Value contribute to making sure we select an
expert in transitions and/or transformations?

• Focusing on functional requirements over technical requirements. This
leaves maximum flexibility for vendor expertise and among others avoids
spending a lot of time detailing specifications that experts should know
better anyway;
• Acknowledging vendors as experts and treating them accordingly during
selection and implementation;
• Focusing on achieving a win-win situation instead of price focused buying
behavior. E.g. by indicating the available budget from the start.

Expertise in transitions. Unfortunately many outsourcing relationships are
still severely impacted, amongst others, the execution of a poorly contracted
deal, lack of a real transition budget, and a poorly executed transition
(LePeak, 2013). It is typically an area where real vendor expertise can make
all the difference. Best Value seems the way to ensure this expertise is
found, but due to the few data points available with regards to outsourcing,
it is hard to tell for sure. However we would expect Best Value to lead to
at least the same results as more classic sourcing approaches, especially
when customer (or current vendor), and the new vendor understand what
is expected from them. As such Best Value will need to make sure that
a vendor is chosen which has proven its expertise in two potentially very
different expertise areas: running a transitioned service, and actually getting
there through a successful transition.

Vendors are to focus on truly demonstrating their expertise.
This implies:
• Focusing on proposing an expert based solution and proof of its working;
• Demonstrating pro-active behavior and past performance results;
• Demonstrating that only risks outside the vendors sphere of influence are
relevant.
So how is a selection method that focuses on the mentioned topics any
different from what we typically see in our sourcing practice? The key
difference is probably the strong focus on ensuring that all stakeholders,
including Business, Procurement and Legal, will acknowledge the vendor as
an expert and refrain from letting their own views and ideas get in the way.
Not only does that help the selection of the most suitable vendor, but it also
ensures a good start of the relationship.

Expertise in People transitions. The transfer of people as part of an
outsourcing arrangement provides an interesting question on the applicability
of Best Value. Either the vendor is indeed the better expert, but then what
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To get there it is essential that customers reconsider their often traditional
views on the vendor market and the way to contract a vendor, as contracting
is traditionally still perceived as a purchase based on specifications rather
than on the acquisition of expert services. Customers should therefore
bring their purchasing behavior much more in line with the core principles
underpinning Best Value.
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would be the rationale for them to take non or lesser experts on board?
Or, alternatively the customer itself is the better expert (e.g. in case a legacy
landscape is part of the scope), and in that case, how could a vendor ensure
a higher quality of service? Still, Best Value could make sense, provided the
customer is very explicit on what kind of expertise it is expecting from the
vendor. In case the expertise is expected to revolve around HRM for IT (e.g.
career potential, sufficient resources, attractive employer ship) it could still
make a lot of sense.

pro-active approach instead of leaning back and understanding the dynamics
many customers are facing.
Best Value also appears to be hitting the sweet spot here as, again, it focuses
on addressing the vendor as an expert. Although obvious, it also proves hard
to do. Over the years many vendors have had a tendency to follow customer
guidance (thereby effectively disabling themselves from the expert role),
they allowed their sales force to “buy” the contract with so little margin that
innovation was blocked and contract execution squeezed and over time many
started taking the contract term for granted and allowed attention to move to
areas with higher profitability).

Expertise in transformations. This is the area where any customer should
benefit most from vendor expertise. It is the area where vendors claim to
add the most value and the area where customers long to be. All too often
the transformation is hindered by external factors (e.g. vendors failing to stick
to their standard solutions) and/or internal factors (e.g. the legacy issue turns
out to be more contentious than expected), or decision making turns out to
be less effective or most disastrous of all the customer does not allow the
vendors to be the expert and dictates how the service should be built and
delivered. By keeping specifications to a minimum and enabling the expert
to be the expert, this should lead to a solution that is more vendor standard,
more future proof and less legacy thinking hindered than other approaches.

Keeping the Faith (Continuous Innovation)

Living up to the Vows (Managing the Contract)
More and more, the concept of ‘Trust & Control’ is being used as a means
to combine Hard Controls, based on performance, e.g. service levels, key
performance indicators and escalation procedures, with Soft Control, based
on values and trust, e.g. mutually agreed rules of engagement, collective
goals and objectives (Halfhide and Sauer, 2014). Best Value does not really
include a similar solution for contract management, however it is possible to
validate whether the application of Best Value is instrumental in getting to a
Trust and Control based governance framework. For this we map Best Value
to two guidelines that have been developed for implementing controls and
enhancing the outsourcing relationship.

People and Governance
To drive innovation, named leaders need to be appointed. Best Value helps
as it focuses on the involvement of named individuals (‘the experts’) during
the selection and implementation phase. Additionally, an Innovation Board
should be added to the Governance Framework. Given the focus on vendor
expertise, this is a logical expectation to be part of any vendor proposal using
the Best Value approach.

Clients are to improve their stewardship. This guideline focuses on the role
of clients. These are to focus more on their own part of the deal: enabling a
vendor to be successful, being open to external expertise and allowing the
vendor to have a decent margin that is sufficient to have a flourishing culture
of innovation.

Culture
To stimulate innovation, mutual respect needs to be established by ensuring
mutual interests and rewards. The Best Value selection phase is clearly
the proof of the pudding for this. If the vendor succeeds in convincing the
customer of its expertise, this is a solid foundation for the required mutual
respect.

The Best Value methodology appears to hit the sweet spot here. It is fully
designed to make sure that the client approaches the vendor as an expert.
Obviously this is also a very hard thing to achieve. Especially when there is
a large portion of legacy involved, or when the outsourced service needs
to interact with remaining client operations there are bound to be a lot of
internal experts that will block a vendor from taking on the role of an expert.

Budget
Excluding innovation from the standard service provisioning and instead
charging innovation based on individual business cases is expected to drive
innovation. Again, the Best Value methodology supports this concept. In
case a vendor would include innovation in its pricing, it is expected to fail
selection. After all, others with a similar solution would logically provide a

Vendors are to reach out to their clients. This guideline focuses on the role of
the vendor. These are to be much more customer centric in everything they
do, spontaneously suggesting and implementing improvements, taking a
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Despite its importance, the lack of innovation is often proving to be a key
contributor to the failing of the relation. Vendors are perceived as ‘simply and
just delivering according to contract’ and contractual clauses on Innovation
or Continuous Improvement turn out not to be helpful either. A recent award
winning article on innovation in outsourcing advocates measures in the areas
of People and Governance, Culture and Budget, to stimulate innovation
in outsourcing (Aarnouts and Beulen, 2013). Best Value seems to be well
positioned to ensure implementation of these measures.
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lower price. The described measures can obviously be implemented through
other methodologies as well. However, point is that a methodology that
has a strong focus on vendor expertise is expected to lead to higher mutual
success rates when it comes to innovation.

Maturity of the business owner. Many business owners we have worked
with focus on outsourcing the current state and leave little room for the
vendor to introduce other solutions to bring the same output. So if a
business owner wants to focus on input and throughput of the outsourcing
provider it is better to use a more classic outsourcing process.

We want more
A Love Letter
So, when all of this turns out so positive, why don’t we see more use of Best
Value as a methodology to select an outsourcing vendor and implement the
chosen solution? Given time we expect to witness many additional examples
and therefore we present a number of considerations. Even if only one of
them can be answered positively, Best Value should really be considered as a
viable alternative to existing methodologies.

All in all, the rise in popularity of Best Value as a new methodology might be
related to being just what the industry needs: something new, something
focused on vendor expertise, something that might just be helpful in getting
to where we all would like to be: the place where customer and vendor have
a lasting and mutually beneficial relation. Clearly, the applicability of Best
Value should be evaluated on a case by case basis. However, overall there
seems to be hardly any objection to be made against it. It will therefore be
more then interesting to see, who else then Port of Rotterdam Authority’s,
will be applying it and what the lessons learnt will prove to be.

•

BEST VALUE

BEST VALUE

Learn from the past. Classic sourcing methods have been applied in many
of failed outsourcing implementations. Such failure is very often related to
vendors that have not proven to be the real experts or were never enabled
to act like experts. Any methodology that has been built on weak points of
the past, and is being discussed and challenged in the public domain can
therefore be regarded as an improvement opportunity and an addition to the
available portfolio of sourcing methodologies.
Dare to experiment. The attention for Best Value is at least partly based on a
desire for something new. Surely, a choice for “something new”, will need to
be considered carefully and you might question whether you would want to
go all the way. In such cases an “In Name Only” variant would probably do as
well. Our viewpoint is, that although the full use is always preferred (as it is
supposed to bring most benefits and is easier explained), an “In Name Only “
variant can always be considered. Especially when it is a useful compromise
to at least initiate change itself.

References
Best Value model: http://pbsrg.com/best-value-model/
netherlands/ for additional background information,
stages in the process, comparison to more ‘classic
approaches’ and so on.

Forget about the numbers. Many outsourcing deals include big, multimillion Euro numbers and that implies that both the potential rewards and
the perceived risks are big. We suspect that quite a few candidates for
alternative selection methods are reluctant to apply anything new, when
the big numbers are involved. Our consideration would be to try small (and
should all go bad, fail cheaply). Call it a pilot or an experiment, but above all
give it a try.

LePeak, S. (2013) http://www.kpmginstitutes.com/
shared-services-outsourcing-institute/insights/2014/intransition-outsource-mag.aspx

Maturity of the procurement department. Many of the procurement
departments we have worked with had limited experience with outsourcing.
In itself that makes a lot of sense as it can hardly be regarded as a standard
spend category. However, in case a hired sourcing advisor would use a
lesser known methodology (with a potentially far-reaching impact on the
organization) in a lesser known category this might prove a bridge too far.
So, ideally the application of new methodologies, and improved attention
for selecting one, goes hand in hand with a maturing of the Procurement
department.

Halfhide, O. and Sauer, L. (2014) Is your outsourcing
relationship paying off? The importance of trust-based
soft controls in practice, Strategic Visions on the
Sourcing Market 2014, KPMG Advisory N.V 2014.
Aarnouts, J. and Beulen, E. (2013) Innovation in
outsourcing, rule or exception, Outsource Magazine,
April 2013.
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Case study
AUTHOR Niels Verlaan
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The impact of Best
Value approach on
IT outsourcing:
A Dutch case study
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Figure 1: Best Value phases.

Best Value phase 0: Pre-qualification
In 2012 Fujitsu decided to review the profile of the Port of Rotterdam
Authority (size, culture, ambitions) to see if a fit with their company could be
found. They followed a number of subsequent steps and started four months
before the actual publication date of the tender (March 2013). During this
period Port of Rotterdam Authority and Fujitsu discussed various topics to
assess perception and reality. These steps concerned:

To answer this question, we first need some background. The Port of
Rotterdam Authority’s domain End User Computing exists of office
automation (workplaces) and service desk. The service desk fulfills the
role of administrative service integrator and is responsible for managing
cross-domain IT services. The aim of the service desk is to create a single
point of contact for end users and prevent them for contacting multiple
silo’s. The Port of Rotterdam Authority had two main goals: A) create a
future proof workplace that fits with the role of employees: anyplace,
anytime, anywhere, and B) employees are able to use a single point of
contact for all IT related questions and demands.

• Observation of client’s attitude and behavior (focus on win-win).
• Analyze the client’s need (review all relevant information).
• Sharing knowledge that relate to sourcing visions by means of reference
visits (transparency).
• Building relationships (traditional behavior).
During the Pre-qualification phase Fujitsu’s sales manager spend 2 to 3 days
per week in managing the Best Value process building trust towards the
client. An example was to change the existing way of working that is often
based on rising multiple questions. Instead, Fujitsu listened to the client and
discussed assumptions internally. Port of Rotterdam Authority intended to
use the Best Value approach to guide the tender. Fujitsu had no experience
at all in this domain and hired a certified Best Value expert to train and guide
Fujitsu’s team. It became clear that the client’s tender process was based
on an economic profitable solution with focus on value rather than price. The
client used a scoring regime including weight factors to select the vendor
of choice. As a result, the client gathered sufficient information and Fujitsu
decided to continue the tender process as a 100% fit was found between
client’s need and vendors portfolio.

Best value approach
The Best Value approach comprise four phases: the Pre-qualification phase,
the Selection phase; the Clarification phase; and the Execution phase. These
phases are described in more detail in the next paragraphs from a Vendor
perspective (see Figure 1).

Best Value phase 1: Selection
During the Selection phase the Port of Rotterdam Authority reviewed and
assessed their objectives to develop a direction on the type of solution.
Fujitsu established a core team that was positioned towards the client
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INTRODUCTION
Fujitsu was involved in the Port of Rotterdam Authority’s strategy to
outsource their End User Computing domain. In this case study, the
main question is: what are the experiences of Fujitsu using the Best
Value approach?
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with external support (the Best Value expert) and carefully selected internal
participants. The core team consists of Fujitsu’s sales manager, pre-sales
team and experts who will execute the plan. To warrant a proper separation of
roles between client and vendor the Port of Rotterdam Authority focused on
‘what’ is needed while Fujitsu focused on ‘how’ the solution is provided. This
new way of working utilizes the capabilities and expertise of both parties. As
a consequence, Fujitsu gathered all relevant information which was necessary
to develop and execute a solution.

Interestingly, Fujitsu employees are invited who will actually do the job and
able to lead a team. The interviews focus on selecting an expert in the field
(Kashiwagi, 2014). Three Fujitsu experts were invited by the Port of Rotterdam
Authority to demonstrate their expertise to manage and execute the plan
to meet Port of Rotterdam Authority objectives. Fujitsu prepared there self
on the interviews by means of training as the Best Value expert simulated
the role of the client’s selection committee. During this preparation the core
team experts experienced that is difficult to act objectively as the human
behavior aspect of counterparts is influencing their mindset unconsciously.
After the interviews Fujitsu received the interview scoring rates and scoping
documentation, resulting in a fictitious offer. As a result, Fujitsu was first
ranked and selected for the next phase: Clarification.

During the Selection phase Fujitsu initially raised 30 statements, which
were partially based on assumptions. Setting up assumptions and validate
them during the Selection phase is different when compared to a traditional
Request for Proposal (RfPs) process. The latter is based on an intensive
communication by answering numerous questions. The new way of working
was beyond Fujitsu’s comfort zone as End User Computing solutions must
be mainly build on assumptions rather than on exhaustive lists of facts.
Consequently, Fujitsu experienced that their market propositions were
insufficiently documented, which resulted in less dominant information to
develop a solution. As a result, additional meetings were required to underpin
their assumptions. For example, Fujitsu raised a proactive statement that was
based on their own assumption.

Best Value phase 2: Clarification

‘To determine the base line of power workers we defined that 15% of the
total amount of End User Computing users relate to power workers. Has the
Port of Rotterdam Authority the same perception on this percentage?’
If this topic had been raised in a traditional way it was formulated as: ‘How
many power workers are part of Port of Rotterdam Authority’s End User
Computing services?’. A distinction can be found in raising statements more
proactively (Fujitsu has to act) rather than reactively (client has to act). In
the end Fujitsu found that their assumptions were correct. Fujitsu’s solution
architect made a financial calculation in which assumptions were key.
This was definitely a change in attitude compared to a classical RfP tender
process. From a Best Value perspective, it is a standard way of working that
subject matter experts make assumptions that are based on their expertise
(Kashiwagi, 2014b). In doing so, the value of the vendor is expressed and
therefore, added value to the relationship is provided.

Best Value phase 3: Execution
Fujitsu and the Port of Rotterdam Authority are in the middle of the Execution
phase. Key aspects that are perceived as valuable during the Execution
phase are related to share risk reports on a weekly basis while a mutual
session with Port of Rotterdam Authority and Fujitsu core team participants
are held on a monthly basis. This is to ensure a Best Value continuous way
of working. Port of Rotterdam Authority and Fujitsu both executed their first
Best Value process which request additional attention and guidance from
senior management and experts. This relate to maintain their attitude and
behavior following the Performance Information Procurement System (PIPS)
based on the theoretical foundation and rationale for “Best Value” delivery,
the Information Measurement Theory (IMT) (Kashiwagi, 2014).

In the Best Value process two aspects are essential: A) a financial aspect and
B) a qualitative aspect based on a scope document. This scope document
consists of the project scope, project capability, risk management plan, value
added opportunities and a high level planning. During the first four weeks of
the tender process Fujitsu spend more than 80% of their time on the Best
Value process instead as on the content as described in the tender. The result
of the Port of Rotterdam Authority’s score on the scope document, risks and
planning was ranked with 8 points out of 10. Based on the outcome Fujitsu
was qualified for the interviews. The interviews of Fujitsu’s key personnel
by the client selection committee are perceived as highly valuable as the
information as shared affects the identification and selection of the preferred
Best Value vendor. Importantly, an interview is not a ‘sales or solution pitch’
but actually a qualification for employment.

•

© 2014 KPMG Advisory N.V.

BEST VALUE

BEST VALUE

During the Clarification phase Fujitsu explained and discussed their detailed
plan that took eight weeks in total. Fujitsu invited the Port of Rotterdam
Authority for a kick-off meeting to validate the scope (what’s in or out the
plan), share additional information such as a transition plan, a risk mitigation
plan, address a milestone planning, and discuss value added opportunities.
Compared to a traditional RfP process the Best Value approach also identifies
opportunities in which vendors may proactively develop solutions that provide
added value to a client.
Four workshops were held to discuss various topics in-depth while two
additional workshops were initiated to address legal topics. Both the Port
of Rotterdam Authority and Fujitsu experienced the value of exchanging
information and creating a transparent environment while focusing on a winwin situation. It was found exceptionally that both Port of Rotterdam Authority
and Fujitsu with multiple years of experience in the field of IT outsourcing
never cooperated in this way before.
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Interview
Jeroen van de Rijt - Scenter

Summary

Jeroen van de Rijt
Senior Consultant,
Scenter

Skip the ritual dance and start talking about value

W

Literature
Kashiwagi, D.T. (2014) Information
Measurement Theory (IMT); with the
‘Kashiwagi Story’.
Kashiwagi, D.T. (2014b) Best Value Standard.

ith Best Value, the relationship between buyers and
vendors evolves into more of a true partnership.
Whereas buyers focus on what goal they want to
achieve, vendors’ expertise is utilized to determine
how best to achieve that goal. Jeroen van de Rijt,
senior consultant with Scenter and co-author of the
two Dutch books on Best Value, talks about what
Best Value involves and how it can benefit both
buyers and vendors.

How does Best Value fit in with your work as consultants?
“At Scenter, we are specialists in inter-organizational change, so we don’t
participate in isolated sourcing projects. When we work with Best Value
Procurement, it is always embedded in bigger change programs. What we
bring to the table first of all is our expertise in developing and implementing
processes based on the Best Value approach . We are certainly not experts
in the subject matter or substance of a sourcing issue, be it IT systems,
security services or a new motorway. Nor do we necessarily have to know
much about these subjects. Initially that is often a difficult message to bring,
because in our clients’ projects we work with experts who know a great deal
about such subjects. Eventually we often see an acceptance of our specific
role as process experts. Then it becomes clear that the issue at hand is
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Two lessons turned out to be key. First, applying a Best Value approach
result in less (scope) changes when compared to a traditional tender
process. Second, the new approach result in a shorter tender process,
approximately four months when compared to six to nine months of a
traditional tender process. Moreover, clear roles, such as accountability at
both Port of Rotterdam Authority and Fujitsu, helped to execute all phases
effectively. As phases are assessed before moving on to the next, this
ensured focus on identifying risks and challenged involved participants
attitude and behavior positively. It was found that the traditional role of
sales management changed from managing the tender process into listen,
observe while achieving client-vendor alignment. Importantly, running a Best
Value process demands a different attitude and behavior, it is perceived as
a paradigm shift compared to a traditional tender process. If the Best Value
methodology is executed as intended a transparent environment is created
and a vendor is selected that is able to provide added value.
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usually not restricted to a specific sourcing issue, but much broader in scope,
something that touches an organization’s entire mindset. That is also the
reason we prefer to talk about a Best Value approach rather than the more
narrow Best Value Procurement.”

accountable vendors, and the more they interfere the less accountable their
vendors become. This presents the biggest challenge in many Best Value
projects.

Most cases in the Netherlands where the Best Value approach has been
used have been in the Building and Construction sector. Does this imply
that the Best Value approach is best suited for sourcing projects, or can
it be applied just as well to long-term service contracts for example?

“In my view, a classical RFP process often resembles a ritual dance around a
list of specifications between buyers and vendors that does not create a lot
of value. If a buyer follows the Best Value approach instead and presents
vendors with: ‘This is roughly what we think we want to have, given our
goals, these are our boundaries, please tell us what you have to offer?’,
he achieves several important things. First, the buyer saves a lot of time
thinking about what exactly it is he needs. And how would he know what it
is he needs? After all, he is not the expert, vendors are. Second, the buyer
leverages a vendor’s expertise instead of pressuring him to tick at least
90 percent of all the items on an RFP, even if he knows he cannot deliver
all of these. So with the Best Value approach buyers invite offerings that
vendors can realistically deliver. The buyer takes the vendor’s proposition as
a starting point rather than his own norms and standards. And this makes
sense, as again, buyers are also not supposed to be the experts on norms
and standards, vendors are. But make no mistake: the Best Value approach
does not mean simply trusting your vendor to deliver on his promises. It is
an essential part of the approach that vendors present verifiable performance
information that prove they are capable to deliver, and that show they do
understand the issue and know how to manage the risks involved.”

“The origin of Best Value is indeed in the construction sector, and the
perception by some people may still be that its usefulness is limited to that
sector. However, the Best Value paradigm centers around allowing vendors
to deploy all of their expertise and the buyer not interfering too much with
how they reach the goal. That is valuable and applicable in any sector and for
any type of contract. I have seen cases where Best Value approach has been
applied successfully in maintenance contracts for streetcars, in catering and
cleaning contracts, et cetera. Our advice to clients that want to adopt the
Best Value approach is often to select a project with a well-defined beginning
and end as their test case because it makes it easier to prove in the shortterm that the approach works, compared to long-term or ongoing service
contracts. In turn, a successful project makes it easier to convince the rest of
the organization of the Best Value approach’s worth and to deploy it further.
But again, we have evidence that the Best Value approach works equally well
regardless of whether your sourcing issue is big or small, simple or complex,
in the form of a project or a long-term contract, whether it involves goods
or services.”

In the Best Value approach, four stages can be identified, namely: (0) Prequalification and goal definition; (1) vendor Selection; (2) Clarification and (3)
Execution. In stage 1 an organization defines its goal(s) in a very broad sense
by answering the question ‘What do we think we want to approximately
achieve?’, and develops a clear understanding of why it wants to achieve
that goal. The emphasis here is on specifying goals in functional rather than
in technical terms. Stage 2 is often perceived, particularly by teams that are
new to the Best Value approach, as the most critical stage because this is
where the vendor is selected based on capability, instead of price. Once
teams have gained more experience, they recognize this stage is actually
quite straightforward. True, some of the steps may be a bit complicated,
but once one has mastered the ‘tricks’ involved, stage 2 won’t present
problems. During stage 3, vendors’ detailed plans and offerings are verified,
clarified and explained. Discussions in this stage might include topics such as
transition, risk mitigation plan, and milestone planning. The most challenging
stage is in fact the final execution stage. The Best Value approach supports
buyers in selecting capable vendors whom they can hold accountable for
their work, instead of buyers dictating the solution. Frequently friction arises
here, as buyers still show a tendency to add or tweak specifications during
this stage or interfere with the execution. Of course there may sometimes
be good reasons to do so, but it might interfere tremendously with the Best
Value philosophy. Organizations have spent a lot of effort to find capable and

Does that even apply to IT projects that are notorious for their
complexity and amount of details?
“In my opinion, the more difficult and complex whatever it is you need to
source, the more sense it makes to choose a vendor who really knows what
he is talking about and is capable of independently coming up with solutions.
It makes less sense to write down an endless list of specifications and select
a vendor who merely fulfills those without understanding the bigger picture.”
“Buyers may run into a dilemma with the Best Value approach when there are
two vendors who are both qualified but offer very different solutions. When
applying a Best Value approach a buyer in principle never evaluates or selects
vendors based on the technical aspects, or the how, of their solutions. What
is used to evaluate vendors are their metrics, their performance line, the
verifiable performance information a vendor presents to support his claim
that he is able to achieve the project goal. That is quite difficult sometimes,
especially for technically inclined buyers that want to delve into the details
and determine whether one solution might not be 1 percent better than the
other. But in the Best Value approach a buyer needs to stay at 30.000 feet
and focus on what it is he wants, and why he is convinced that his vendor’s
solution is good enough to achieve that.”
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What is the biggest difference between a Best Value approach and the
classical RFP process for a buyer’s organization?
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Blog
That must be very difficult for a lot of buyers.
AUTHOR Erik Snijder
“It is. But in reality the alternative - asking buyers who are not supposed to
be experts to determine how their goal must be achieved - creates even more
difficulties in my opinion. Of course buyers can apply the Best Value approach
on different levels of abstraction and detail. But there is a limit: if buyers
formulate the what in increasing level of detail, the what gradually becomes
the how. Buyers must restrain themselves in this sense. And once they have
determined the boundaries of the ‘solution array’ they consider acceptable,
everything within those boundaries is at the discretion of the vendor.”

Best Value
Well over a year ago I discussed Best Value (BV for short) with several
people. Following these conversations, I decided to register at the source:
the website of the Performance Based Studies Research Group from Arizona
State University. Two days after my registration I got an email from Professor
Dean Kashiwagi himself. He was scheduled to be in the Netherlands shortly
and suggested to discuss Best Value over dinner. Together with a colleague,
it resulted in a very entertaining evening and I gradually got convinced of the
value of BV.

Within the Netherlands, Scenter, moreover Jeroen van de Rijt is perceived as
the thought leader on Best Value. They founded the ‘Association Best Value
Netherlands’ in order to create an autonomous position for the philosophy, as
opposed to treating it as a proprietary Scenter concept. They are considered
to be the driving force behind the further growth of the Best Value approach
and are at the center of many network events on the subject.

Why not?

“Yes, although on both sides it is asking a lot to get familiar with the
approach. Vendors that were raised by buyers to tick items on an RFP now
feel pressured by buyers to step up their game: to again think through what
quality means to them, to establish performance metrics, to accumulate
verifiable performance information, et cetera. With the Best Value approach
the element of luck in winning a contract gets smaller, vendors must now
be really and demonstrably capable and show an understanding of a buyer’s
needs. In my view, it tends to be the better vendors that embrace the Best
Value approach.”

And on the buyer side?
“I should mention there is no organization I know of that has fully embraced
Best Value, it is still a relatively novel approach. As of now, there is no
organization where Best Value accounts for more than 10 percent of its total
spend. There are a number of organizations though, that are quite advanced
and that have a core group of people fully trained and capable to run Best
Value projects. ‘Rijkswaterstaat’ for example, part of the Dutch Ministry
of Infrastructure and the Environment, has won sourcing awards based on
their Best Value approach. However, they use it for only a small fraction of
their projects. I would say though that buyers’ experience with Best Value is
generally positive, and the evidence so far shows very good results in terms
of on-time and on-budget delivery of Best Value projects. What we see is that
buyers who have tried the Best Value approach want to do it again and again.
They join the Best Value community and networks and want to cooperate in
case studies to name but a few things. To me that is a very positive sign.”

Conditions to use Best Value practice
BV has proven to be quite successful in public tenders with strict
requirements and (European) legislation. Many government agencies feel
they have very little control once they enter into a European Tender process.
Quoting a recent client: ‘Once we have set our requirements and define our
rating criteria, the tender process convicts us to a vendor’. The high level of
interaction early on in the process and the early down select to one vendor

•
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According to Kashiwagi, there is a systematic flaw in the way commercial
engagements are set up. To ensure comparable offers between different
vendors, the focus is on creating a level playing field and acquiring very similar
offers from the participants in the tender process. By doing so, the only
real differentiator remaining is price and the traditional approach therefore
facilitates a competition on price, rather than a comparison on added value.
Surely one can argue that any traditional approach takes into account other
factors as well, such as quality and cultural fit but at the end of the day
everything is translated to numbers when the final decision is made. The
BV approach suggests to avoid price as the key discriminator at least in the
early phases. Clients should state their need in very general terms and the
subsequent process is aimed at identifying the expert. A rigorous approach
with structured interviews and assessment of past performance allows
candidate vendors to show their expertise, present potential added value
and point out risks but limited to the risks where mitigation needs client
involvement. Supported by many examples and underlying data, Kashiwagi
points out that in the majority of the cases one vendor will stand out as the
expert. In those cases where there are no clear differentiators, apparently the
requirement is a commodity. Then the next determining factor becomes price
and we know how that works. So the response from Kashiwagi to my ‘why
BV?’ question was quite simple: ‘why not?’

Based on the cases you are involved in, do you already observe an
increasing interest to adopt Best Value on the side of both vendors and
buyers?

44 I Strategic Visions on the Sourcing Market 2015

Strategic Visions on the Sourcing Market 2015 I 45

Reflection

in BV are of significant benefit for public clients. BV outcomes have been
tested in court and the process has proven to be EU Tender compliant. Many
contracts (and not just in government) fail due to the imbalance between
control and accountability. I believe any engagement can only be successful
if each party is fully accountable for everything in its control. BV puts a lot of
emphasis especially on the risk assessment of exactly this principle. I feel this
is an important success factor in the approach. Kashiwagi believes there is
always a best way to do things: the more experienced you are, the better you
can predict the outcome of various actions and therefore the expert is best
capable of taking decisions and minimizing risks. Clients should not dictate
a solution to a vendor (the alleged expert) as this will create risk for both and
reduce the value of the overall solution. In BV this goes back to the principles
of ‘natural laws’.

AUTHOR Frans van der Reep

So BV is good for all?

BEST VALUE

No, BV is no one-size-fits-all approach. For some type of products and
services it is clear upfront that they are a commodity. In those cases BV does
not add significant value and an auction of any type can be more beneficial
for a quick and easy result. Furthermore BV requires a bit of a mind-shift for all
participants (both client and vendors) in the way vendor expertise is leveraged
during the process. Real life examples show that it takes some getting used
to and not every organization is able to make the shift. Without some upfront
instruction and the willingness to comply to the principles, BV is better
avoided. I think Kashiwagi is right in presenting Best Value as a paradigm shift
and there is no middle ground here: ‘comply or avoid’ should be the motto.
Personally I am not yet fully convinced that BV is the way forward in sourcing
engagements. In Information Technology Outsourcing (ITO) there have been
some examples of tenders especially in the government area but it is too
early to assess whether these contracts will also bring the added value of BV
in the Execution phase.

Best Value approach needs a new attitude to life from participants
involved

•

The concept of Best Value assumes that buyer and vendor engage in a
relationship based on true equivalence, which is of course fundamentally
different from many traditional buyer-vendor relations. The Best Value
approach requires that buyer and vendor treat each other as equals in a
partnership. This means for example that a buyer should not set up a contract
unilaterally, but bilaterally. Only with such bilateral governance does a Best
Value approach stand a chance of success.
To make a Best Value approach work, it is also essential that buyer and
vendor stick to their assigned roles and play to their respective strengths.
This comes down to making a clear distinction between ‘what’ and ‘how’: it
is up to buyer to state what his requirements are, it is the vendor’s expertise
to determine how to best fulfill these requirements. Of course the ‘what’ and
‘how’ are interconnected, but they are fundamentally different dimensions
that require different competences. In many outsourcing discussions where
this distinction is not made and respected, this is the source of friction and
conflict. When the ‘what’ is not clearly stated, buyers have a tendency to
continue to focus on the ‘how’, out of fear of losing control. One reason
that the ‘what’ is often not precise is to avoid painful decisions about an
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To conclude this theme on Best Value,
KPMG invited Frans van der Reep to
provide his view on this topic. Frans
van der Reep is a thought-leader
renowned worldwide for his accurate
forecasts of business and technology
trends. Known among his many roles
as a researcher, trend watcher, writer,
and entrepreneur, he is a Professor
at the Inholland University of Applied
Sciences. His views are sometimes
perhaps unconventional and certainly
always broad-minded, and we trust you
will find them challenging and thoughtprovoking as well.
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organization’s future. If you want all options open the ‘what’ should be clearly
formulated and the corresponding business scenario’s needed should be
made as explicit as possible.

and be prepared to award them something. I am convinced that establishing
collaborative KPI’s will yield more long-term value for buyer and vendor than
what both could achieve with a power-dependency view.

On a fundamental human level, what is required to make the Best Value
approach work is a certain attitude to life from participants involved. In my
view this is more important than treating it as an institutional or managerial
issue. It requires, from both sides, characteristics such as integrity, openness,
sincerity, the willingness to award their counterparts, the ability to empathize
with others. In this view, negotiations in a Best Value approach should not
be conducted in the conventional sense, i.e. based on a power-dependency
view to get the lowest price and the best conditions, but more in the
way how diplomats negotiate. Buyers should not choose this approach
opportunistically, but from a realization that they will eventually need their
vendors and depend on them. The approach requires therefore that buyer and
vendors should thoroughly understand each other’s businesses and contexts,

Taking this approach one step further, organizations already begin to form
ecosystems that are more or less stable and self-sufficient, but where the
different parts remain legally independent. One advantage of this model is
that it generates a lot of repeat businesses. Moreover, transaction costs
are decreased because much of these have already been incurred upfront.
On the other hand, one should also avoid a reciprocity approach. Claiming
reciprocity, ’if you buy this from me I will buy that from you’, implies you
don’t trust your own business value. If your business is OK you don’t need it.
Similar as in the discussions on Global Business Services and Multivendor
sourcing, the pressure to reduce transaction costs leads organizations to find
a new position on the continuum between competition and collaboration.

•
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Paper

Multivendor
Sourcing

AUTHOR Duie Block

Options for
effective Multivendor
Governance
While the economy remains in the doldrums, the drive to use
outsourcing as a key business strategy to reduce costs and improve
efficiencies is accelerating. As organizations add multiple vendors,
more complex governance relationships are the result. Gone are the
simple days of having one outsourcing arrangement with a single
vendor. Organizations must maintain a detailed focus on governance
or risk losing value from their outsourcing relationships. Service
integration is key in this respect. In this article, we discuss three
options to organize proper Service integration.

Factors Fueling the Trend
Many organizations nowadays make use of multiple vendors within the
same function (e.g., Information Technology (IT)), across multiple functions
(e.g. Finance and IT) or across geographies. The underlying drivers of this
trend are divers. Globalization and intense economic pressures are driving
more companies to outsource to help minimize their cost structures.
Companies now view outsourcing as a key component of their overall
business strategy. They are also more experienced today with outsourcing
and are comfortable seeking out best-of-breed vendors to deliver different
services within a function. For example, different vendors that manage the IT
network, application development and maintenance, and/or IT infrastructure.
This approach also holds true in the selection of vendors to support multiple
geographies based upon their international capabilities.
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organization centralized or decentralized in how you run activities?
Centralization and decentralization often determine the types of governance
models and approaches that will work in your company’s culture.
• Relationship objectives: What type of relationship is your organization
trying to build with each of your vendors? These can vary from
collaborative relationships to transactional types of relationships, and will
influence the type of governance model you need. More collaborative
relationship models require a different governance approach and are
more involved to implement effectively as compared to less collaborative
models. The relationship type you need is driven by the requirements and
the intent of each vendor agreement.

An Evolution is Underway
Companies evolve from simple to complex outsourcing models but they have
yet to adopt a new governance model. Different scenarios emerge:
• More than one vendor delivering services within a given function, either
as a contracting strategy to engage multiple vendors or to introduce a new
vendor relationship where there is already an incumbent (common in IT).
• Arrangements in which a single vendor delivers multiple functions (i.e. IT,
HR, Finance and Procurement) as part of a single contract.
• Engagements that require services to be delivered in multiple geographies
(multiple regions/countries or global).

2. Understand Your Environment
Start by doing an inventory and analysis of all the outsourcing agreements
in your organization, i.e., determine how each is managed, and overall
agreement size, scope, scale and terms. In addition, analyze the status and
nature of each of the agreement relationships including any dependencies
between vendors.
3. Analyze the benefits and risks of implementing a Service Integration
strategy
Service integration is the coordination of people, processes, tools, and
technologies across multiple third party vendors to help ensure a seamless,
efficient, and effective end-to-end services experience for both internal
and external customers. The service integrator is essentially the guardian
of the “run” services of the vendors with the biggest impact on availability
of platforms and services to the end-user (see Figure 1), responsible for
overseeing the production environment and all the elements that aggregate
to form the end-to-end service.

Challenges of Multivendor Governance
Unfortunately, organizations rarely do a good job of governance, and adding
layers of complexity now threatens to jeopardize both the value and benefits
of their outsourcing efforts. Recent research studies have revealed that
a large percentage of outsourced organizations are still behind the curve
in managing the complexities of multivendor sourcing (Davis, 2011).This
complexity is reducing the value and benefits of outsourcing.

How to Prepare for More Outsourcing Contracts and Manage More
Complexity

Governance

Control & Accountability

Organizations should fundamentally reassess their current governance
models as part of transitioning to a more complex outsourcing environment.
Without this reassessment, organizations are building on a faulty foundation.
Companies should use an approach that considers the following specific
design dimensions.

Service Integration

Operational day-to-day, end-to-end responsibility

Service Towers

Day-to-day Towers service deliverable responsibility

1. Assess Your Outsourcing Complexity
Assess the complexity of your current governance environment and
determine what type of revised approach to governance makes sense. This
assessment should specifically look at the following areas:

Infrastructure
Services

Application
Services

Cross-Functional Coordination

• Existing deal requirements: What is the scope of your current outsourcing
agreements, which geographies and functions are involved and what
unique requirements exist versus what can be standardized?
• Organizational culture and experience/maturity with outsourcing: For
example, what is the culture of your organization relative to working with
third parties? What is your company’s sourcing strategy? Is your

Figure 1: The position of service integration
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This evolution creates its own unique set of challenges. Management of the
interfaces between the retained organization function and multiple vendors
is more complex. Delivery of end-to-end business processes is also more
challenging due to the increased number of hand-offs and interactions from
multiple vendors. Performance management activities are more difficult as a
result of various service delivery models (delivery organizations, processes,
service levels, etc.) in use by vendors serving the same function.
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Key components of its job include the following:
A. Client is SI

Client
Service Integrator

Vendor 1:

Vendor 2:

Vendor 3:

ICT infra
structure

Application
management

Application
development

B. Lead Tower Provider is SI

Client

Who should be the Service Integrator?
As illustrated in Figure 2 one of three parties can serve in the role of service
integrator. The right choice is unique to every buyer organization’s individual
situation, depending on the nature and scope of the sourcing effort, its
internal skills and preferences, and its investment ability, risk appetite, and
business priorities.

Service Integrator
Vendor 1:

Vendor 2:

Vendor 3:

ICT infra
structure

Application
management

Application
development

C. Third Party Specialist is SI

Client

Service Integrator

Vendor 1:

Vendor 2:

Vendor 3:

ICT infra
structure

Application
management

Application
development

Figure 2: Service Integrator options
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• Provide clear, end-to-end ownership of the end-to-end service.
• Serve as a single point of responsibility and accountability to the end-user
for the service.
• Manage the end-to-end system availability to the end-user, in accordance
with the service levels.
• Create, agree, and implement collaborative agreements and operationallevel agreements with each vendor.
• Define, implement, and manage a consistent, standard set of processes
and procedures for the end-to-end service.
• Act as performance manager on behalf of the customer with respect to all
vendors, working with them to diagnose and fix root causes of problems
and incidents.
• Monitor, measure, and report the end-to-end service.
• Ensure processes are focused on delivering end-user outcomes.
• Catalyze a mind shift change away from an insular emphasis on how well
vendors are delivering to their contracts, to a focus on how well the IT
organization is providing the end-to-end IT services to the business and
the end-users.
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Following is an overview of the three basic options for providing the service
integration function within a client’s IT environment.

Client is the Service Integrator

standards, policies, and guidelines. Further, it has the potential to be more
flexible and aligned to the business, and has the direct ability to simplify
commercial/contractual arrangements. Finally, it has the opportunity to build
a vital internal service integration organization, capabilities, and skills, which
enhances its persona to the business.

In this option, the function lies within the client’s IT organizational structure.
Service integration should be managed as an operating unit within, or
aligned to, a centralized governance organization. This is typically a center
of excellence, a vendor management organization or a shared services
function. Along with relationship management skills, the service integration
team should have deep operational experience, and a solid understanding of
service quality measurement, methodologies, and tools. Contractually, the
client must clearly lay out the authority, function, and policies of the service
integration team within the governance exhibit in each vendor contract.

However, many IT organizations lack an overarching outsourcing strategy
that includes long-range plans for leveraging the evolving services market
and emerging service delivery models such as cloud and Software-asa-Service (SaaS.) They are also often absent the broad base of “bought
in” leadership required to succeed in the Service Integrator role while
withstanding changes in business strategy and executive churn. Additionally,
they frequently have insufficient funding to establish and maintain such
a specialized operating model, and lack the unique processes and skills
required to build and maintain mature service integrator capabilities.
To mitigate these “client as service integrator” risks, KPMG recommends:

Lead tower is the Service Integrator

Third party specialist is the Service Integrator
This option requires the client to engage an independent vendor who will
operate within the client IT organization, or as a part of the centralized
outsourcing management function. Unlike other operational vendor
organizations, the independent service integrator should be tightly aligned
to the client’s executive IT management, as it is vested with substantial
decision-making authority, and controls a much larger operational scope.
While the client must support individual contracts with each of the
operational vendors, it also needs to ensure that the independent service
integrator also contracts its own agreements with each of the tower vendors.

Lead tower vendor option
There are a small number of vendors with consulting arms capable of
serving as a service integrator. When an existing vendor takes on this role,
it assumes responsibility for implementing cross-vendor standards and
processes, and driving end-to-end processes by providing service desk and
triage functions across other vendors.

What are the operational benefits, risks, and potential risk mitigation
strategies for each of the three options?

However, if the vendor is not exceptionally well established and trusted
within the client organization, and does not possess proven standards,
processes, skills, and service integrator capabilities, this arrangement may
be problematic. Further, the lead tower vendor, while taking operational
responsibility for the service quality of other vendors, is still bound to its own
profitability and growth expectations. As a result, the client may need to play
a greater referee role than initially anticipated.

Client option
When the client – the CIOs office – serves as the service integrator, it retains
ownership of a critical operational component of its IT environment. It also
possesses the ability to control operations, data security, and processes,
add and subtract vendors as the services market evolves, and drive endto-end process efficiency through establishment of “table stakes” vendor
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• Gain consensus for a long-term sourcing strategy built upon clearly
defined objectives such as percent of sales, general and administrative
(SG&A) reduction, and improved customer satisfaction ratings such as net
promoter scores.
• Develop a cost benefit analysis/business model for a governance
organizational structure, and present it with detailed, supporting data to
gain executive sponsorship.
• Ensure the commitment of key leadership to support the model over an
extended proof of concept period, including yearly budgets that include
funding for the start-up and operate phases.
• Establish a service integrator capabilities baseline and leverage a maturity
model to track progress.
• Hire specialist firms to build out structure, processes, and tools.
• Invest in hiring experienced practitioners when possible, and utilize
consultants to mentor and coach staff until all roles are filled.
• Engage a managed governance services firm to fund the back office, (e.g.,
financial and contract management).

Typically, the vendor that owns responsibility for level one and two support
should be positioned as the service integrator. Other alternatives are
possible, but since the triage function is critical to monitoring and controlling
the flow of requests, it may be difficult for any other tower to gain the
necessary operational control. In this configuration, the client must ensure
that there is some form of a collaborative agreement within the contracts
of all three vendors, and stating the roles and authority of the lead tower
service integrator.
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To mitigate these “vendor as service integrator” risks, KPMG recommends:
• Leverage of an existing, trusted vendor - this may require a sole source
agreement.
• Take extra care when crafting and agreeing to the terms of the contract,
and allow enough time to fully negotiate the agreement.
• Tie collaboration to tangible/measurable objectives that are clearly stated
in the contract, and that have specified governance/tracking mechanisms
to substantiate when objectives are met.
• Be aware of the competitive forces that are driving each vendor.
Understand each vendor’s financial model, and focus on actively governing
the collaborative aspects of the agreement across vendors.
• Align the termination timing of vendor contracts with the addition/
subtraction of vendors in the portfolio.

Conclusion
Adapting your governance structure for a multivendor environment can
be a large but critical endeavor. It’s worth the effort to plan, organize and
execute the strategy when there is strong executive sponsorship and a
clear vision of the associated goals and objectives. Leading companies
will put retooling their governance models high on their list of priorities
to help ensure outsourcing delivers on the business promise.

Third party specialist option
References
Davis, E. (2011) Systematic Multisourcing
Delivers Innovation a Robust Service
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However, buyers should carefully vet these vendors’ proven track record
claims to help ensure they indeed possess the presented service integration
capabilities. Moreover, as they are not part of the operational vendor team,
their lack of “skin in the game” may restrain their driving of right behaviors.
Finally, a third party specialist adds another vendor into the portfolio, making
the arrangement more contractually and commercially complex for the client.
The mitigation of “third party specialist option” risks are significantly
different that those of the “lead tower option.” Special accommodations
must be made to ensure that the integrator has the appropriate level of
executive stakeholder buy-in, and that it has the operational authority to
drive the performance of the tower vendors. Additionally, the contract
with the independent service integrator is much more complex and multilayered, requiring the client to maintain a high level of contracting expertise
during the term of the agreement. While oversight of the tower vendors
is the responsibility of the independent service integrator, the client must
also maintain individual tower contracts that ensure the efficacy of the
collaborative agreements with the service integrator.
Executed properly, service integration can be an effective tool for driving
down costs, improving internal and external customer satisfaction, and
removing risk in the delivery of end-to-end services in a multivendor
environment.

•
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Today’s marketplace also possesses a handful of third party specialists
for service integration. The good thing about this option is that they are
independent of the operational provision of services. As a consequence their
contracts are driven solely by their ability to serve as the integrator. Such an
arrangement eliminates many of the risks associated with the lead tower
vendor model, while also enabling the client to transfer much of the risk to a
commercially accountable third party.
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Case study

Tension 1: Centralized and decentralized responsibilities

AUTHOR Albert Plugge

The first tension lies in the applied centralized and decentralized
responsibilities. To support customers’ needs, each business department
comprises a decentralized IT department that provides IT services to
support various types of customers directly. The client experienced that their
decentralized IT departments need to provide IT services ad hoc to fulfill their
customers’ needs immediately. The centralized SSO, however, is not able to
respond directly as the IT services, which are partially provided by vendors,
are based on agreed service levels and response times. In line with the SSO
policy to hold on to the agreed service response time, the decentralized IT
departments decided to bypass the centralized SSO increasingly more. As a
result, decentralized IT departments build and maintain IT services on their
own to fulfill their customers’ needs.

Coordinating Tensions in
Orchestrating Blended
Modes of Sharing and
Outsourcing of Services
INTRODUCTION
A Shared Service Organization that supports business departments acting
in heterogeneous markets initiates different types of business demands.
Therefore, SSO’s have to cater for these business needs by applying various
types of service delivery modes. In this case study, we focus on the role
of a client’s SSO in the Dutch market providing IT services to their internal
business departments when applying blended delivery modes. This result in
tensions that need to be dealt with.

Background information
The client organization is acting in the semi-public sector that provides
services to customers in the Netherlands, acting in different types of
markets. The SSO is responsible for Application Development and Application
Maintenance activities in-house, while generic commodity types of IT
services are outsourced to the market. The scope of outsourced IT services
concerns: IT infrastructure and end user computing (Vendor A), integrated
telephony and communication environment (Vendor B), and service desk
(Vendor C). The combination of in-house and outsourced services is
positioned in the continuum between Global Business Services and
multivendor outsourcing. The client’s aim in swapping between various
delivery modes is twofold. First, the client’s goal is to realize economies of
scale and in doing so achieve cost reductions. Secondly, shifting between
various delivery modes creates flexibility and an increased level
of adaptability.

‘The internal chains that are applied are too long and too complex. For
instance, ordering an IT Service requires many departments and roles, which
partially have an overlap, and all starts to review the order process individually
(island approach). In the end, the lead times to deliver the IT Service are
expanded and do not match the related service level’. (Source: decentralized
IT manager).
The identified tension shows a lack in adequate governance mechanisms
on a central and decentralized level. The autonomous business departments
have the mandate to decide if they want to use the IT service provided by
the SSO or not. At the same time, the decision was made on a corporate
level to establish a SSO to provide common IT services to all business
departments in order to achieve economies of scale and decrease the cost
level. This IT governance inconsistency may explain the organizational tension
between the autonomous business departments and the SSO. Secondly, as
the IMO is not an integral part of the SSO, this design choice regarding this
relational mechanism hindered the SSO in aligning their IT services with the
business departments effectively. The organizational structure is sketched
in Figure 1.
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It appeared that the client’s business departments are neither stimulated
nor rewarded for buying shared services in-house. This resulted in the
decentralized IT departments’ decision to build and maintain their own IT
services, weakening the strategic position of the centralized SSO as their
main rationale, realizing economies of scale, cannot be achieved. Surprisingly,
based on corporate IT governance policies, the SSO is not mandated
to interact with the business departments directly and an Information
Management Office (IMO) was introduced for this purpose (see Figure1).
Due to the existing capacity the SSO’s objective is to focus on the delivery
of shared services that require specific capabilities to manage the delivery
of IT services effectively. Consequently, the SSO acts as a supply-oriented
service integrator. The IMO’s role can be considered as the SSO’s front
office, however, acting independently. When compared to the SSO, the IMO
acts as a demand-oriented service integrator. Their main role is to develop
and maintain the IT service catalogue that includes all IT services delivered
in-house and via vendors.
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Demand-oriented

Supply-oriented

Bus. Dep. A
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SSO as supply-oriented service integrator
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Figure 2: SSO’s supply-oriented orchestration role

Tension 2: Dual role of the service integrator to manage the
orchestration process

Interestingly, the SSO had to deal with limited resources such as budget
and staff members. As a result less attention was paid to the integration
of IT services and to create alignment with the IMO. As a consequence, a
lack arose with regard to the SSO’s service integration role. This results in
the tension to focus on the effort to manage the vendors or to focus the
effort to providing internal services. Remarkably, the type of coordination
as applied by the client is based on hierarchies that contradict with the
intra-organizational network chain approach. As a result, the SSO’s service
performance towards the business departments decreased over time,
which also decreased the business departments´ satisfaction. The business
departments’ future decision-making with regard to ‘make of buy’ decisions
was influenced negatively to ‘buy’ the SSO’s IT services. A partial explanation
related to decision-making can be found by a lack of architectural guidance.
As a result of neglected architectural guidance, dependency tensions arose
between the SSO and its vendors and between the vendors. This finding is
consistent with recent research that illustrates various coordination tensions
that influence the position of an orchestrator (Plugge et al., 2013).

The SSO is responsible for the coordination of their in-house delivery of IT
services as well as IT services delivered by external vendors. During the
delivery phase the SSO struggled with the initiation of clear agreements
with respect to the position of the service integrator (Janssen et al., 2007).
The client indicated a lack of unambiguous service integration agreements
that increased the indistinctness on an organizational level. In particular, the
IMO and SSO were reluctant to take the service integration’s responsibility.
On an operational level this struggle resulted in a chaotic way of working
as management responsibilities were not clear about who needed to
orchestrate the delivery of IT services. Deadlines to provide IT services were
not met while the performance decreased, resulting in longer response
times. On a strategic level a decision was made to assign the service
integration role to the SSO as integrating the dual service delivery modes
is closely related to their original task. SSO’s service integration role is
necessary as each party in the multivendor landscape fulfills multiple tasks
to provide IT services. In turn, these IT services as provided by the various
parties need to be integrated to ensure an end-to-end delivery. This alignment
comprises of the external network chain from the SSO up to the internal and
external vendors (see Figure 2).

Tension 3: Coordinating a balanced service portfolio
Importantly, the organizational structure and dual role of the service
integrator influence the implementation of blended service delivery modes.
The client found a lack of coordinating roles to manage the blended service
delivery modes effectively. With regard to coordinating roles, first, the SSO
focused especially on technical roles rather than coordinating roles. The SSO
neglected the presence of coordinating roles to manage both service delivery
modes effectively. Examples of coordinating roles include: accountability,
control and progress monitoring. Within the SSO multiple defragmented

‘Right now, we are too focused on operations instead of managing the
demand and supply of IT services. Managing the chain towards the multiple
vendors is quite complex. In the case of a major incident it is unknown who
is responsible, both on our side and the vendor side. Moreover, I don’t have
the mandate to intervene and realize a solution’ (Source: SSO Manager
Delivery department).
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Figure 1: Organizational chain
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The way in which the SSO originally coordinated the delivery of IT services
was based on standardization. Various tensions between the business
departments, the IMO and the SSO arose as interdependency issues were
not addressed and managed. In response to the business departments’
customization demands, the SSO handed-over the requests to the vendors
directly. This caused an additional tension as the contracted standardized IT
services could only be adapted at a higher price.

teams and corresponding supporting roles are responsible for providing
centralized shared services. The fact that the SSO provides centralized
shared services in-house might be an explanation to underline the presence
of technical roles. Furthermore, the SSO emphasizes the development
of supply-oriented roles while demand-oriented roles were neglected. To
improve the sourcing performance the SSO strengthened their coordination
roles to manage the delivery of outsourced shared services by vendors and
centralized shared services internally.

•

‘Adequate Demand-Supply management requires excellent competences
such as focus on IT processes, monitoring and control. Today, our employees
don’t have all these competences as they are used to working on an
operational level’. (Source: SSO Manager Project management).
Conclusions
The emergence of blended service delivery modes in providing shared
services can be found in practice. The case study revealed various
coordinating tensions that are related to the following aspects: A) centralized
and decentralized responsibilities, B) dual role of the service integrator, C)
imbalance between coordination and technical roles, and D) unwillingness
to standardize IT services. To summarize, the topic of coordinating blended
service delivery modes as a part of SSO’s requires attention of both senior
management and subject matter experts to deal with tensions adequately.
Fundamentally, the case study demonstrates that clients need to pay
attention to how they organize the position of the SSO as a service
integrator effectively. Moreover, clients have to develop strategies to deal
with the integration of IT services consciously to pro-actively coordinate
the delivery of blended service delivery modes. Therefore, clients need to
carefully evaluate how the IT governance will work to secure maximum
usage of the centrally provided services.

Tension 4: Standardizing or customizing services
Another tension was identified as business departments demanded more
flexibility to deviate from the SSO’s standardization strategy. By customizing
IT services the degree of economies of scale decreased while the cost
level increased. The SSO adapted their standardized IT services as a
result of fierce internal discussions, but they were reluctant because of
the decreasing economies of scale. As the SSO was reluctant to adapt,
the businesses decentralized IT departments developed an alternative
to build and maintain IT services in-house. Decentralized IT departments
strengthened their internal IT integration capabilities and aligned their inhouse services with the SSO as various IT services are mutually dependent,
e.g. applications, end user computing. Moreover, the related responsibilities
within the client’s intra-organizational chain were not clearly described, which
hindered the coordination of integration tasks.
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However, investments in demand-oriented orchestrating capabilities, such as
the service aggregator capability and standardization, are underexposed. The
disproportionate attention to focus on service delivery created an unbalance
in the SSO coordinating roles with regard to orchestration. An explanation
for the imbalance can be found in the position of the IMO that is primarily
responsible for establishing relationships with business department
representatives. As a consequence, the SSO focuses on the delivery of
shared services.
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Interview

How has KPN iTV grown over the past years?
“When KPN started offering TV services seven years ago, we literally had
zero customers. With 2 million customers we now have a substantial share of
the Dutch market. So everything we realized we have built-up from scratch:
our entire customer base as well as our service portfolio. From a company
that had absolutely no experience in TV-services, this has required a lot of
significant changes, from both a technological as well as an organizational
point of view”.

Peter Claerhoudt - KPN iTV

Peter Claerhoudt
head of KPN’s iTV
department

In your view, what are the most important changes in customer
behavior over this period?

W

hat used to be just plain old TV watching, with
everybody sitting in front of a TV screen watching the
same program at the same time, is now called ‘linear TV’
by Peter Claerhoudt, head of KPN’s iTV department. This
term suggests something out-dated, something that is to be
replaced by a form of watching TV, or ‘consuming content’,
that is more modern, more differentiated and with more
freedom of choice for viewers. “We believe that besides
watching the regular linear TV channels, watching TV will
increasingly become a personalized experience, where any
individual is able to watch the content of his or her choice, at
any place and any time on any device with a screen.” Peter
Claerhoudt talks about what it requires from his department
to realize this vision.

What is the impact of the growth of the customer base as well as the
service offering on your department?
“The impact of growth on our organization has been major. From a group that
was focused on research, development and building something new from
scratch, we developed into an organization that must remain innovative, but
at the same time be able to manage daily operations. We developed an IPTV
media platform and infrastructure that may never fail as we always have to
provide TV services. To me that is almost comparable to operating a high tech
surgery room in a hospital: to do that you have to be very well organized,
work in a highly structured and standardized way and be able to react quickly
and predictably in the event of unforeseen situations. At the same time you
have to find, at least for a part of the iTV team, the freedom and space to be
innovative and creative, to stay on top of developments in the world outside
and to react to those. It’s really quite a challenge to achieve that type of
balance, especially given the astonishing pace of change in our market.”

If the day-to-day operation of your infrastructure already resembles
running a high tech surgery room, then how about the complexity of the
services you develop within iTV?
“Users should never experience any complexity with our services, but in the
background we need to deal with a multitude of different technologies and
various types of networks - glass fiber, mobile, wifi - to support them.
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“Viewing behavior is undergoing tremendous changes. The majority of
viewers still watch the regular programs broadcasted by traditional TV
stations, while sitting on a couch in front of their TV screens. Especially
among younger age groups we see that they shift towards non-linear content;
if they want to watch a new popular series for example, they will not only
look for it in our Video On Demand service, but also on the Internet via OTT
players like Netflix, HBO and other content providers. This means that we
have to keep on developing our iTV service in such a way that it attracts
consumers with a great user experience and good content offerings.”
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In addition, some of the functionality we offer such as, personal video
recorders that reside in our network and generate huge amounts of data
traffic, demands a lot from our development capabilities. To integrate all
that into a seamless viewing experience for our customers is a great and
interesting challenge.”

become their targets as well. In addition, there has to be a strong relationship
based on trust, not only on a managerial level but on an operational level as
well between employees that actually work together. Over the past few years
I have witnessed that this determines to a great extent whether you are
successful or not.”

You have this layered structure that requires an enormous amount of
service integration: on top of the communication networks that connect
the end-users, you have a technological infrastructure that enables
the TV services, on top of which you have functionality like personal
video recording. How do you integrate all these different technological
components, taking into account that many departments and vendors
outside iTV are involved?

What does the degree of change around iTV require from your
employees in terms of their knowledge and ability?

“This integration is indeed very challenging, we deal with one main supplier
and around 50 third parties. To be successful in such a huge integration I
see four success factors. First of all, I believe that you need to create and
manage an ecosystem, a community of partners instead of working with
suppliers in a traditional way. Our employees, colleagues from other KPN
departments, researchers from external institutions (e.g. TNO) and content
partners must be able to find each other instantly based on their expertise,
without organizational restrictions. Second, you need to pay a lot of attention
up front to exactly what you want to create and develop in the end. You start
with a clear use-case and then design or select the right solution for the
feature you want to develop. Third, integration testing must be conducted
very meticulously and you need to plan ample time for that. Often this is the
toughest stage as during the integration phase issues will pop up that you
haven’t encountered in testing individual components. Last in our case is the
issue of scalability. The load that a realistic user base places on our systems is
nearly impossible to simulate in testing. So as a final step before a full-scale
roll-out we run pilots with customer groups sufficiently large to generate a
realistic load. All together such integration demands a lot of your organization:
you need to build and maintain good relations with many vendors that may
have different interests and objectives than yourself. To achieve that you must
move beyond a pure customer-supplier relationship and develop a partner
model.”

In your opinion, what are iTV’s three main challenges for the foreseeable
future?
“What is really thrilling is the large and increasing number of different
devices that can be used to watch TV. Our ambition is to offer TV on most of
those devices, and certainly on the most popular types. Given the multitude
of devices and the differences between them, it requires a lot from your
technological organization to service all these devices well. In the mean time
we have to ensure that our organization doesn’t explode in terms of size or
complexity. Another challenge is the enormous increase in data traffic that
comes with the trend toward personalized TV services. We will take the
appropriate measures in our network and in the way we distribute content
from our platform via our Content Distribution Network to address this
challenge. Third, making sure our user interface is easy to use and accurately
finds the content our users want to see will be critical to remain successful.”

What do you expect from a partner above what you would expect from
merely a vendor?
“In an environment that changes as rapidly as ours, working with vendors
that insist on contractual agreements on every last detail would simply make
us far too inflexible. Partners have to be willing to cooperate in the spirit
of an agreement rather than by its letter and to compromise occasionally.
Sometimes we take a loss and sometimes our partners have to do that.
That requires partners that want to reach our goals. KPN iTV targets have to
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“To begin with, anyone in our team needs to know a lot about Internet and
video technology, networks, servers, software, et cetera. All our employees
are real subject matter experts in their field. Perhaps maybe even more
important than their technical expertise is their attitude and behavior. Our
employees must be able to handle the stress that comes from market
dynamics that may suddenly change the entire direction or scope of the
projects they work on. It’s also very important that they are able to cooperate
with vendor employees and not just with colleagues in their group. It’s really
an illusion to think that you can be successful on your own or with your own
group. You always need the specific expertise of others to be successful. In
the end it’s always the people that you employ and surround yourself with
that are the decisive factor for your success.”
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Blog

Finally, what are your lessons learned working in a multivendor iTV
environment?

AUTHOR Erik Beulen

Is cloud computing
revolving the
governance issues?
Many organizations have transformed their single vendor outsourcing
contracts into multivendor outsourcing contracts in the last decades.
The objectives included increased competition by implementing a
vendor portfolio and avoiding a lock in, as well as leveraging specific
geographical capability strengths of local vendors. Most organization
nowadays combine outsourcing with internal shared service centers,
and as such have to deal with multiple vendors both internally and
externally.
A diversity of issues makes this very challenging. For starters, many
organizations end up in compromise where it comes to defining business
needs, not seldom based on hybrid architectural principles and a large
variation on services and services levels. A consequence is that vendors have
to adjust their standard offerings and increase their charges. Another issue is
the fact that managing multivendor outsourcing contracts requires substantial
additional efforts from the retained organization, which is responsible for
managing the IT-service provisioning.

•

Finally the combination of multivendor outsourcing contracts with shared
service centers set challenges for the retained organization. Stakeholder
management in addition to contract management is important for managing
the IT-service provisioning by a shared service center. The required headcount
for the retained organization increases. This may also be the case, also
caused by over the term of the contract, not seldom as a result of vendor
service delivery issues. Obviously this is impacting the business case
negatively.
The above sketched complexity is resulting in governance challenges and
is also impacting negatively the success of multivendor sourcing relations.
My impression is that multivendor sourcing relations offers too much room to
maneuver for all stakeholders, including business managers, chief information
officers, information managers, shared service center managers and vendor
representatives. I embrace the statement that more rigor in sourcing
relationships is required. Traditional outsourcing relations and shared service
centers don’t provide this rigor. But how about cloud computing?
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“For me, with my history at KPN, an important lesson has been that the
development of services in our field needs to be organized differently from
how it’s in done traditionally in a Telco organization. We have separate teams
for development and operations but because they are in the same unit we
manage to secure very close cooperation and much interaction between
the teams. This is a precondition for being successful in this business. I am
convinced that managing and organizing this interaction between innovation
and operations is key to survival in this business. The second lesson has
been that despite the ‘fluid’ nature of development in iTV, you have to put a
very clear structure in place with clearly defined role and responsibilities for
everyone. It takes a lot of management attention to organize a multivendor
landscape and avoid that issues arise as a result of unclear responsibilities
between teams of vendors. Lesson number 3 is that you have to be very
outward-oriented because in this business you cannot succeed in isolation.
This outward-orientation involves a willingness to cooperate with external
vendors, being open minded to new ideas and different cultures, and to
accept that others may have very different views and ways of working. You
simply need to recognize that the world around you may change and that you
may have to adapt to it. If in our business you don’t adapt, you’ll be gone in a
few years. My final lesson is a counterbalance to the previous lesson: if you
are convinced that you are onto something good, you have to hold on to it.
With the high degree of change in our business you may easily be tempted to
go along with every hype and so the key is to find the right balance between
being open to change and staying on the course you have set out.”

70 I Strategic Visions on the Sourcing Market 2015

Strategic Visions on the Sourcing Market 2015 I 71

Reflection

Cloud computing vendors offer standard solutions combined with standard
service levels detailed in a catalogue. The charging model is pay-as-you-go,
avoiding the vendor lock-in. Organizations have to explore if there are cloud
services meeting their requirements and service levels. The increasing level
of parameterization in cloud computing ensure an improved fit-for-purpose.
Organization will experience difficulties to explain why they are different
from all other organization leveraging cloud computing solutions. Is there
really a need for a dedicated service? The highly specified service offerings of
cloud vendors simplify the contracting process, only architectural coherence,
security requirements and compliance have to be investigated. This is more
straightforward and less time consuming than jointly exploring and developing
an architecture in the traditional outsourcing relationships. However more
important, the highly specified service offerings also reduce the complexity of
the governance of the service delivery.

AUTHOR Frans van der Reep

I’m convinced that the focus in governance will be limited to analyzing the
consumed services versus the contracted services while managing the
demand to ensure cost control. The measuring of service levels is straight
forward. Due to the highly industrialized one-to-many service delivery the
focus on root cause analyses and the implementation of improvement plans
is no longer required. In the retained organization of organizations with
predominantly cloud computing services contract management capabilities
are more important than technical service management capabilities. The
transformation to cloud services is not only impacting the required capabilities
of the retained organization but also impacts the size in terms of number
of FTEs, retained organizations require half or less of their headcount. Prior
to procuring cloud computing services organizations need to right-size their
retained organization.
In the next round of contracting IT services your organization might consider
replacing traditional outsourcing relationships with multiple vendors by cloud
computing, thereby resolving governance issues!

Multivendor sourcing revolves around long term relationships

•

In my view, multivendor sourcing ultimately revolves around people and the
relationships between them. After all, multivendor sourcing is not about oneoff transactions, but about long-term relationships; there has to be some kind
of personal basis to support those. If such a personal basis is missing, and
multivendor sourcing is pursued from a buyer’s position of power, or is driven
by a strategy of ‘divide and conquer’ with the aim to create competition
among vendors and thereby force them to lower their price, it’s unlikely to
be successful. This is especially true in innovation. Increasingly, as part of
their sourcing policy, organizations expect their vendors to participate in and
contribute to innovation, often without agreeing or even communicating
this to their vendors. However, collaborative innovation only thrives when
mutually beneficial relations between a buyer and its vendors are maintained.
In an environment where a buyer imposes collaboration and fosters
competition among vendors, innovation will not occur.
From a psychological perspective, asking people to compete and collaborate
with each other at the same time requires too much of a mental split. In
essence competition is a ‘disconnect’ strategy, whereas innovation and
growing a business to me is about forging new connections and co creation.
In general I think that, as a norm, competition is being pushed too far, and
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To conclude this theme on Multivendor
sourcing, KPMG invited Frans van der
Reep to provide his view on this topic.
Frans van der Reep is a thought-leader
renowned worldwide for his accurate
forecasts of business and technology
trends. Known among his many roles
as a researcher, trend watcher, writer,
and entrepreneur, he is a Professor
at the Inholland University of Applied
Sciences. His views are sometimes
perhaps unconventional and certainly
always broad-minded, and we trust you
will find them challenging and thoughtprovoking as well.
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in the context of multivendor sourcing I would prefer a cooperation model
instead. Of course such cooperation must be governed by sound business
ethics and should not become greasy or even corrupt or a matter of ‘taking
care of each other’. A personal basis that supports long-term, mutually
beneficent relationships between buyer and vendors is not sufficient. People
involved in the day-to-day sourcing operations are part of organizations that
may have very different objectives and that all need to make a profit at the
end of the day. The key to dealing with this tension could be to structure
relations between organizations with contracts that foster cooperation. For
example, by using collaborative KPI’s, developed and agreed upon in an open
discussion, one can build in incentives that create common objectives.

In order to achieve that, the demand organization has to be able to turn
inward and get a clear answer from the business on what exactly they want
from their vendors. Such discussion should be couched in terms of value.
But also, the right questions should be asked: e.g. if you don’t add a price
tag on business demands, people want everything as it doesn’t cost them
anything and you will end up with something that is both big and complex.
This is typically what you get in ERP projects; here big and complex don’t go
together, you can only have one or the other.
Finally, in order to translate the business requirements into a question to
vendors, the demand organization has to adopt a stewardship role for this
process. Stewards make you feel comfortable in a system that may seem
unfriendly at first. Like stewards in a London underground station that ask
travelers where they want to go and then help them buy the right ticket and
give directions. For boardrooms that, for example, face decisions about an
ERP implementation, the IT department should adopt a similar stewardship
role and reduce complexity. It’s the opposite of dumping complexity on the
doorstep of your customer, that to me is a sign of incompetence. And the
more complex and broader the service offering becomes, the more important
a demand organization’s stewardship role will be.

Given this, if a multivendor sourcing policy is pursued with the aim of bringing
together the best of what various market parties have to offer, it can be a very
sensible strategy. The challenge of course in multivendor sourcing is service
integration. On the side of the buyer this requires one clearly defined ‘point
of integration’, that is located on the edge of its organization to avoid losses
caused by internal hierarchy and politics. The buyer’s demand organization
furthermore has to be competent in the sense that it is capable of sourcing
exactly what the business needs.

•
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Paper

Global Business
Services

AUTHOR Don Ryan
The new normal for global enterprises is about doing more with
less while at the same time driving the top line and strengthening
the brand. The key to achieving this objective is the integration of
organizations end-to-end processes across multiple service delivery
models for both back and front office operations. This is not a new
phenomenon but is one that is growing and one that KPMG labels
Global Business Services (GBS).
GBS is an integrated platform delivering enterprise business services
which are both multifunction and multisource to drive efficiency and
business outcomes evolving with market and company needs. GBS
focusses on optimizing the mix of human capital, service delivery model
optimization, process innovation, and information technology resources
to improve delivery effectiveness and efficiency across various type of
services (e.g. Human Resource, Finance and Accounting, Supply Chain
Management, IT). This is done on an enterprise-wide, cross-functional
basis in alignment with the broader firm business strategy.
There are many key aspects of establishing a GBS operating model.
These include an adopter’s market situation and business drivers, its
service organization framework, current and future state level of GBS
maturity, and most importantly, the key benefits sought and value
drivers for the investments and efforts.

INTRODUCTION
Benefits from labor arbitrage is delivering diminishing returns for
globally sourced business services and there is a movement today
away from a labor intensive to a capital enabled delivery model.
Disruptive forces in business are also driving an imperative to deliver all
operational, transactional and data intensive services in more innovative
and leveraged ways. This is at the heart of the GBS value proposition.
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They are many, varied, and most of them are not new. They include weak or
neglected change management capabilities and the perennial retained
organization, transition, and governance challenges. While organizations have
improved their skills to address these challenges, the steady increase in the
scale and scope of today’s GBS efforts continues to increase the complexity
of these challenges. Organizations need to balance their GBS ambitions
against their capabilities to successfully overcome these challenges. To deal
with these challenges adequately GBS requires a coherent approach that can
be achieved by focusing on the integration of end-to-end processes and
governance.

Market situation and business drivers
Six out of ten Global 1000 organizations with mature operational service
frameworks are headed down the GBS path. External expenditure on GBS
is growing at 15 percent year-on-year through 2017 with $48 billion in 2014
according to HfS research. Ongoing KPMG and HfS Research market
research and client engagements on global business services (Beals and
Fersht, 2014) finds drivers for GBS efforts continuing to expand well beyond
cost reduction efforts to focus more on the delivery of differentiated business
benefits. Examples of these benefits include enabling more efficient merger
and acquisition efforts or enabling greater use of data and analytics to drive
business value. As a result the opportunities associated with improving GBS
capabilities are evolving as are the key enablers of GBS excellence.

GBS Service organization framework
GBS is a service framework and model that has at its core the following four
key components: A) End-to-end multi-functional business processes and
operating models, B) Common information technology, C) Process ownership
and management, and D) Enterprise-wide governance. Optimizing these
components drives GBS excellence and sets the foundation to obtain
maximum business value across all parts of the enterprise. These GBS
components are described subsequently.

I want end -to-end
process optimalization

I need to drive down
operating costs

I want business agility

I want a seamless
brand experience
I want to drive
product innovation

Strategic
priorities

End-to-End multifunctional business processes and operating models
Global business services is differentiated from other operating models by
its focus on cross functional delivery that is delivered as a unified service
globally. It is this multifunctional process management and delivery that is
at the core of a GBS organization. GBS identifies 5 major operating models
which spans the spectrum from decentralized to multi-channel and
multifunctional delivery (see Figure 2). At the foundation of many GBS
organizations is the implementation of a blended delivery model that
aggressively considers outsourced and/or off-shore delivery centers to
optimize cost and capability of delivery resources. While the exact percentage
of outsourced vs. captive delivery varies dramatically by industry, size of
global and operational footprint, it is a strong emphasize on careful
consideration and analysis of delivery channels that distinguishes the most
successful GBS organizations. Location strategy plays an important role in
driving the choice of channels as well as requirements of service centers
to be close to client organizations.

I want to tackle
emerging markets

ue
foc
us
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tf

I want to better address
risk and regulation

I want seamless
integration of aquisitions
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oc

I want access to talent
and flexible service
delivery teams

l
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I want access to good
quality data
I want real-time, data
-driven insights

Figure 1: Business Value drivers

Global vs. regional and centralized vs. highly distributed operations are just
some of the tradeoffs that the delivery organization will have to make over
the next 5 years. Centers of Excellence (defined as a team, a shared facility
or an entity that provides leadership, evangelization, best practices, research,
support and training for a focus area) will also become pivotal to a GBS
strategy. Indeed, today’s transactional focused centers that don’t invest in
higher end automation through robotics will have trouble delivering sustained
business value.

There are many drivers for organizations’ service delivery improvement efforts
(see Figure 1) and even more challenges faced in successfully completing
these efforts. Reducing operating costs remains the top driver but is an
assumed and tactical benefit. Improving process performance as well as
global service delivery capabilities and operating models have gained in
importance as GBS drivers. End-to-end process ownership, integration of
GBS efforts across functions, and better integration of shared services and
outsourcing efforts under the GBS umbrella are some of the keys to achieving
these goals. Challenges abound to any major service delivery change effort.
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Common Information Technology
Strategic Options

Decentralized
Processes

Centralized
Processes

Outcome Focus

Regionalized
Multi-Channel

Global
Multi- Channel

Multi-Channel
Multi-Functional

Level of Aggregation
BU functional
departments

Centralized
functional
departments

New entity
which sells
services back to
BU within region

New entity
which sells
services back to
BY globally

New entity
which sells
services back
to BY globally
across

Process
Orientation

Processes
organized
by function
within BU

Processes
organized by
centralized
function

Processes
bundled by
function on
regional basis

Processes bundled by functions
on global basis

Processes
integrated
across functions
with end-to-end
global process
owners

Where
is work
performed

Local BU
operations

Headquarters

Business
centers in lower
cost geographies
within region

Business
centers in global
lower cost geographies

Business
centers in global
lower cost
geographies

Managed &
Control

Bus fully own
processes

Corporate
functions owns

Business service GBS owns with
owns with
strong cross-BY
strong cross-BY governance
governance

GBS owns with
strong crossBU function
governance

Operating
Characteristics

Work performed
by BU for BU

Centralized
functional
departments

New entity
which sells
services back
to BU’s

Global footprint,
multifunctional

Outcome focus,
End-to-end

Service
Orientation

Perform process

Perform process
consistently and
with scale

Deliver
consistent
services against
service levels

Drive efficiency
and effectiveness across
service portfolio

Change how
the business
operates

Benefits

Autonomy &
Ownership,
Responsiveness,
Flexibility to BU
needs

Economies
of scale,
Standardization,
Central control

Scale &
standardization,
Responsiveness,
Central control,
Flexibility to
corporate
change

Global scale &
standardization,
Economies of
scale, Flexibility
to global
corporate change

Balanced
enterprise cost,
services, risk,
and outcome
based
measurement

Figure 2: Operating models

Finally, robotics automation (processing manual, rules based back office
processes) will increasingly become a part of everyday business process
and IT solutions in the next 5 years to support the further reduction of labor
costs to support transactional services. We see robotics in conjunction with
other advanced technologies like predictive analytics and artificial intelligence
ushering in a new generation of back and front office services in a fashion
that mitigates the dependency on incremental labor.

Process ownership and management
As part of GBS efforts, process ownership establishes the responsibility and
accountability for the consistent design and deployment of a given process as
well as the standard for the process performance. Two main approaches can
be used to deal with process ownership. First, ownership can be defined at
functional level, which means that a global or regional owner is accountable
for a functional area within an end-to-end process. Second, a single executive
is ultimately accountable for the entire end-to-end process across an entire
business unit that may span multiple functions. End-to-end processes
that cross functional areas include procure to pay or order to cash. While
the preponderance of activities may occur in the finance function, critical
components exist in other areas (and possibly other geographies) and service
level and process management is evaluated on an end-to-end basis.
Through complex client engagement management, KPMG has found that
most GBS organizations have some form of process ownership but few
have end-to-end global process ownership or specifically have process
ownership that is integrated with the management and ownership of related
outsourcing efforts. A critical step to integration among more highly mature
global business services organizations is having a dedicated business process
management function within GBS.
As organizations move to adopt a global business services model, there is
the need to provide more value added services such as advanced analytics
as well as end-to-end process management. Importantly, based on financial
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Increasingly, GBS organizations must deploy a more standardized IT
applications infrastructure to achieve desired service deliver improvements.
This is the underpinning for more efficient process delivery. While a
reduced set of Enterprise Resource Planning (ERP) platforms and instances
is ideal, enterprises increasingly are using cloud application services
to enable interconnectivity and provide supplemental services. While
corporate ERP systems may provide the “system of record”, integration of
diverse IT solutions through cloud applications can enable a seamless and
comprehensive set of applications to enable end to end process delivery.
Because of the importance of application driven processes to support the
foundation of GBS, it is often optimal for IT to be integrated organizational
within GBS. Alternatively, if this is not possible to do organizationally, then
close alignment between GBS and IT is required in terms of application and
process architecture and infrastructure solution requirements.
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analysis by KPMG of Global 1000 organizations, these same companies
that have dedicated business process functions and overall advanced levels
GBS maturity have a high correlation between global process ownership
and above average financial performance metrics such as Return on Equity
(ROE) and Return on Assets (ROA). Indeed, the presence of global process
ownership is the single most important factor in driving superior financial
performance across the whole enterprise. Overall findings indicate that asset
utilization is enhanced through a well-organized and end-to-end global process
management initiative.

OPERATIONAL

EXCELLENCE

Enterprise Wide Governance

GBS Maturity
How well an organization envisions and executes a GBS strategy matters.
While many factors not related to back-office configuration influence financial
performance, it is clear that GBS does as well. Not surprisingly the most
mature companies drive their best financial returns affecting ROE and ROA by
focusing on key levers such as aligning their GBS strategy with key company
growth initiatives; relentlessly pursuing process improvement through endto-end process accountability, and managing GBS as a business. KPMG has
developed a proprietary GBS maturity which has 11 dimensions as outlined
in Figure 3. As part of this framework, KPMG has documented roughly 60
attributes that delineate a firm’s GBS maturity.

✔
✔
✔

$

Operational excellence
On-going focus on problem solving, improvement,
and GBS transformation outputs toward delivering
high quality, seamless, and consistent business
solutions

Enabling technology
Common technology platform exhibiting
alignment of IT tools, processes and infrastructure
designed to enable standardization of services
and operational processes

Risk and compliance management
Monitor and manage change and regulations,
including fiscal, legal, and tax

Data and analytics
Delivering enhanced value through the capture,
collection, analysis and visualization of data with
a focus on predictive and prescriptive analytics
that supports and drives proactive decision making

Process excellence
Deployment of end-to-end service definition and
operations lead by global process owners, with
focus on standardization, quality, continuous
improvement and innovation
Talent management
Flexible, enterprise integrated talent management
model designed to attract/retain resources,
address GBS operational and leadership needs,
and support effective performance management
and career development
Enterprise service governance
An integrated way of working that engages
stakeholders and delivery channels to effectively
manage risk and drive the intended business
value of GBS
Commercial perspective
Customer relationship model defining the way
GBS operates “like a business”, defines and
nurtures it’s brand, and engages with customers
in the development and provision of services

Figure 3: GBS maturity dimensions
© 2014 KPMG Advisory N.V.

Service portfolio
Definition of the breadth, depth, geographic
reach and complexity of services provided by
GBS, leveraging organizational scale and skills
Delivery and sourcing strategy
Outline of the defined strategic intent of the GBS
organization, its purpose and relationship to the
overall enterprise, including articulation of value
drivers and delivery channels underpinning GBS
vision, goals and objectives
Change and program management
Change Management is focused on getting
people ready, willing, and able to fully adopt and
sustain changes. This includes promoting buy-in
and ownership to achieve greater realization of
expected benefits, reduce resistance, and
mitigate risks that might undermine or reverse
the value of the initiative

GBS

GBS

A governance plan is required that addresses business strategy and direction
as established by business services through interactive process involving
customers and corporate functional leadership. Governance excellence is
difficult and somewhat an elusive, but highly sought after characteristic
of a mature GBS. In almost all cases (e.g. coverage, growth, operating
environment) governance lags in progress compared to the other three
areas (process, common IT and service enablement). This is attributable
to the still fluid nature of many businesses organizational structures. The
multi-functional, multi-sourced, end-to-end process environment is adding
far more complexity into organization than they ever have before. These will
require full deployment of service integration and/or service management
as part of this overall governance structure. In addition any framework must
consider a common governance structure for both outsourcing and internal
service delivery in order to manage the risk and the regulatory environment
effectively.
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Case study

Two key enablers for GBS organizations to support fast paced maturity
growth include:
1. The need to prioritize benefits from GBS efforts beyond just cost savings
and recognize the challenges associated with achieving this broader set of
benefits will change as well. This prioritizes the need to focus more intently
on areas such as enabling a dedicated and focused IT model and
architecture designed specifically to support GBS operations.

AUTHOR Anne de Lange

INTRODUCTION
This case study describes how a global oriented firm established a Shared
Service Organization (SSO) and explored the opportunities to leverage scale,
thereby shifting towards a GBS function. First, we provide some background
information on the client with regard to their definition of a SSO.
Subsequently, we address the client’s rationale to set up a centralized form
of service delivery. Next, we sketch out the lessons learned followed by
future perspectives. The client under study is a technical multi-product
company active globally in various market segments. To support their diverse
businesses, employees are active in various support functions, such as HR,
Finance and Accounting, Supply Chain Management and Business Solutions.
In 2010 the company decided to set up a multifunctional support organization
to provide these services to all businesses from a central location, hereafter
called the Shared Service Organization (SSO).

2. The need to increase efforts to address ongoing and too common
weaknesses in change management capabilities related to supporting the
expansion of GBS efforts and create more robust governance capabilities
that can adequately support complex GBS operations. Use of data
analytics, enterprise services management and greater process
automation are three of the key means to enable these improvements.

•

Summary and the Future of GBS

To clarify the used terminology; the client’s definition of GBS is based upon
the assumption that the GBS organization can be seen as ‘an internal
service organization providing a wide scope of Business Process services
to the company it serves, leveraging scale, expertise and creating cross
functional synergies while delivering true end-to-end processes’.
An important condition of the clients GBS approach is that IT needs
to be integrated into the model, otherwise true GBS services cannot
be realized. GBS focuses on optimizing the mix of human capital,
service delivery models, process innovation, and technology to
deliver services on an enterprise-wide, cross-functional basis to
support the business strategy’ (Bertheaud et al, 2012).

In order to address these challenges, all major enterprises will adapt some
aspect of GBS in the future. GBS organizations that align their activities and
mission on addressing these corporate challenges will center their focus
on the following activities.
• Transition from service to solution delivery based on global multifunctional
delivery models.
• Development of master data repositories within GBS that leverage big
data and analytics for use throughout the enterprise.
• Relentless focus on end-to-end process optimization.
• Standardization of legacy application architecture and innovative use of
cloud technologies to support integration and provide extended capabilities.
• Immediate exploration of robotics automation opportunities for back office
processes in order to free up resources for more value added activities.

Rationale to establish a SSO
The client’s consideration to establish an was grounded on three key
rationales. Adaptability was identified as the first rationale as the company
faced fierce competition in the market, which resulted in an increase
in customers’ demand over time. By setting up a centralized type of
organization in which processes are standardized and quality improvements
are made the organization could adapt more easily to changing customers
circumstances. Cost effectiveness was the second rationale to be identified.
with the target of achieving a 20% to 30% cost savings based on their
original spend. The company realized this in three ways. Initially this was
achieved by centralizing services to low costs countries, such as India and

To conclude, all of these factors will underpin the new normal for global
enterprises: doing more with less while at the same time driving the top
line and strengthening the brand.
References:
Beals, M., Fersht, P. (2014) Heroes don’t scale: Establishing
an Effective GBS Governance Strategy, www.hfsresearch.com
| www.horsesforsources.com | bpo.horsesforsources.com
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Enterprises of all sizes but especially the global 1000, face five key
challenges today:
• Shift from labor to capital.
• Rapid digitization of all processes and delivery platforms.
• Need to drive economic value and maximize working capital and cash
flow overall to fund capital investments.
• Improve the customer experience.
• Reduce overall risk by increasing control and compliance.
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China. The second way was using a coherent approach in managing various
delivery models (e.g. in-house, shared services, outsourcing) and applying an
adaptive approach by which the organization became more agile. Thirdly, labor
arbitrage and the removal of duplicate functions were experienced as the
main cost saving areas.

approximately 3 to 6 months dependent on the type of SSO service. The
change phase actually consists of two distinct phases, transformation and
maintenance, whereby the transformation is a limitative process with key
deliverables and maintenance is the continuous improvement of the
transformed processes.

Improving the degree of process maturity and quality was stated as the third
rationale. This was achieved by measuring the existing process maturity and
creating and implementing an improvement plan. One of the methods used
was a questionnaire in which employees were able to rank the quality and
maturity of existing processes (Current Mode of Operations-CMO). The
outcome of the questionnaire revealed that the overall quality levels were
ranked at 6,9 on a 10 points scale. Improvement initiatives were taken to
increase the quality of the processes and the final results indicated quality
levels going up to 8,3 on a 10 point scale.

The client experienced that the implementation of their SSO was in
accordance with their planning and no specific failures or disturbances
were identified. However, an important factor that negatively influenced
the implementation was resistance to the change at an organizational level.
As a result, employees may resist loss of control, loss of their assigned
tasks, or fear of the unknown (Plugge and Book, 2012). Examples of why
such resistance was experienced are loss of control and loss of comfort.
These factors are likely to be crucial for determining the perceived degree
of resistance per organizational (sub)unit in advance of implementation.
The consequence of designing and implementing shared services on a
global scale was jobs shifting geographically meaning that employees could
potentially lose their job. To a great extent the majority of employees were
able to relocate to jobs in other departments within their own location or
region due to the high growth rate of the company.

The SSO

Currently the client has completed the implementation phase and is
managing a SSO. This means that the client is actually running multiple
shared service centers around the world, which support internal vertical
oriented business lines addressing four key processes: HR, Finance and
Accounting, Supply Chain Management and Business Support.
Applying various types of business services may create coordination
tensions internally as the scope and scale of providing these services is
complex. Given the fact that shared services were developed over time the
client decided to choose an incremental change approach. This approach, for
instance improving the maturity of processes step by step, contributed to
less coordination tensions to hinder the organization and service delivery.

Future perspective
As a next step, the aim of the client is to transform their organization
and services to a full Global Business Service organization (GBS). This is
consistent with recent market studies (Beals and Fersht, 2014) in which
the authors argue that within the next two years multiple global operating
companies will transform towards a true GBS structure (see Figure 1). The
standardization of processes of each service is perceived as a prerequisite to
achieve this goal. Finally, the services will be integrated across their functions
in which the development and implementation of true end-to-end processes
will be achieved. Due to the global scope of the affected services the client
expects that this will take considerable time. To achieve a full GBS
organization the IT function must also be included within the client
organizational structure. The CEO of the client organization has the opinion
that IT is an essential function that is interweaved with the other existing
services and, therefore, requires full implementation attention.

Implementing a SSO
At the start of the SSO implementation phase in 2010 the client decided to
use the ‘Lift-Drop-Change’ approach. This means that the services were lifted
from the original location and dropped on the new location, “transitioned”
to a low cost country. Next, the client changed the services by improving
the maturity of the process steps and accompanying activities, the
transformation. The client experienced that this change process took more
time than expected as not only did the process change but the behavior of
employees had to change due to the new way of working. The change of
employees’ behavior meant following processes more consciously instead
of following them ad hoc. Overall, the ‘Lift-Drop-Change’ approach took
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The implemented SSO is based on five global delivery hubs set up across
the globe to cover the various continents aimed at achieving a cost reduction.
Consequently, various developing countries were selected to build their
delivery centers under the condition that the required infrastructure is
available. As an example, client’s delivery center in Czech is assigned to be
the hub for European services while India provides bundled services for
English speaking countries (e.g. US, UK, Canada). Each hub established local
as well as regional shared services, which all report to the global operating
centers. This layered governance structure ensures that the SSO approach
take the required capabilities to support services globally into account. An
important aspect of providing services on a global scale is process
standardization that affects the degree of maturity of a service. However, the
client has to support a multi-product environment of which the product set
changes regularly. As a result, the supporting processes, such as Supply
Chain Management, must be flexible and easy to adapt to meet changing
business needs. Hence, the client is struggling to achieve a comparable
maturity level for all types of SSO services. Consequently, the maturity level
varies per SSO function.
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51%

30%

Conclusion
Aspiring to deploy
in 2-3 years

15%

36%

49%

Link to be deployed
in 2-3 years

15%

43%

42%

Decentralized Processes

Centralized Processes

GBS

Figure 1: GBS set to become the dominant framework for sourcing
operations governance in the medium term.
GBS

In general, the preferred and most efficient approach for implementing a
GBS organization is to start from scratch and design and implement a new
organizational function to support integrated services on a global scale.
Taking the existing situation of this client under study into account, their
strategy is to initially improve the maturity levels of individual SSO services
and then to transform to a new GBS organizational structure later. While this
approach is expected to cost more time it is a valuable learning process that
will benefit the company in the longer term, In this particular case, it is a
better option than simply setting up a new division from scratch.
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To summarize, the client achieved a first major step by implementing
shared services globally. As part of their transformation strategy to shift
towards a true GBS organization over time the client successfully achieved
cost reductions with the concentration of services. Today, the client is in
the middle of improving the maturity levels of the individual services to
standardize end-to-end processes within their global delivery centers.
In parallel, end-to-end processes within the business lines are being
standardized which contributes to decreasing the costs level even further.
Finally, the IT function will be added as an additional global service to
support the business lines in delivering services to their customers.
Moreover, full integration of various GBS services enables the client to
adapt to changing circumstances more easily. This way process efficiency
and effectiveness is increased which will result a faster changing
environment. In doing so, they will become an agile company able
to cater for market developments and changing customers’ needs.
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Interview

What is the main objective of Shell when it comes to developing a
Finance Shared Service Organisation (FSSO)?

George Connell - Shell
“Importantly, the goal of Finance Operations is to act as a business partner
for Shell’s businesses providing support on multiple financial activities.
Moreover, we continue to pursue our ambition to deliver world class
performance for the activities we operate. Our vision is grounded on creating
value in collaboration with our business partners. Our global scale enables
us to achieve economies of scale to provide the activities we operate in a
cost efficient manner. In addition, our existing capabilities are mature and
professional; therefore, we are able to deliver sustainable qualitative services
over time. Our medium term goal is to continue our journey to delivering
externally benchmarked world class performance.”

George Connell
Vice President Strategy
Finance Operations,
Shell

What is Shell’s vision on applying the GBS concept within Shell?

Introduction
In 2005 Shell announced strategic intent to increase use of finance shared
services as part of a wider finance transformation programme. Since then
the shared services concept has evolved and has extended to other support
functions such as: Finance, HR, IT, Contracting and Procurement and
Customer Service. Besides the shared services strategy Shell has applied
outsourcing as part of their solution strategy in the IT function. As of today,
almost 7,000 employees are working in Finance Operations which is
geographically dispersed amongst the following global centres: Glasgow,
Krakow, Kuala Lumpur, Manila, and Chennai. Finance Operations work on
most types of activity in accounting, from accounts payable and receivable,
to intra group work, financial reporting, hydrocarbon accounting, credit
analysis, tax and treasury sub-processes as well as most enterprise master
data and the organization is structured around these core processes. They
are also providing an increasing amount of management information for the
businesses and functions.

As separate functions are interrelated, how does Finance Operations in
Shell deal with the interdependency between these functions?

G

“We recognise the importance of connecting the various functions in a way
where functions integrate as part of a broader process. Within this broader
process we have developed ways of working including process councils and
networks that enable us to connect and work collaboratively to common
goals where required. Moreover, when applying an end to end approach
we have to pay attention to the integration of finance activities with the
business. Our objectives and performance are very much geared towards
delivering better business impact. We encourage our staff to think about the
bottom line that they are connected to and how they can improve that
bottom line performance.

eorge Connell, Vice President Strategy, Finance Operations at Shell,
explains his view on GBS. “Shell’s current approach to support
functions can’t be described as an integrated model like Global Business
Services (GBS). Employees are still assigned to various functions (e.g.
Finance, HR, IT). Shell is not actively pursuing a GBS strategy and is not
expecting to do this in the next few years. The ambition of the various
functions is to drive business operations better to world class standards
in effectiveness and efficiency.”
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“We considered the concept of GBS and at this point, we don’t see the
synergies of combining Finance & Accounting (F&A), IT, and HR into one
single managerial department. On the contrary, we do see more value in
improving and optimizing the existing functions (e.g. F&A, IT, HR) and
improving how we work across the functional intersects where needed.
We have more focus on delivering performance via the specific functions.
GBS is a flexible concept and seems to be more appropriate for certain
organisations based on their business, organisational structures, governance,
modus operandi, maturity levels etc. It is important that the strategic
understanding and objectives of a GBS model are explicitly understood
accepting there will be an element of evolution through the journey. There
has to be a clear mandate on how the functions operate in a GBS model and
how that integrates with the other elements of functional support connected
with but not a direct part of the GBS organisation.”
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Reporting of the various functions in the centres takes place via the separate
global functional lines connected where required by councils/networks as
described above. For activities within the centres Shell operates a ‘landlord/
tenant’ model where an internal support organisation is responsible for
providing common infrastructural services including HR, IT, real estate,
facilities management, HSSE etc.”

AUTHOR Joakim Abeleen

Promoting value
of Global Business
Services

As financial delivery locations are geographically dispersed how does
Finance Operations in Shell deal with the aspect of global delivery
operations?
“The global process model that we operate allows us to connect between
the teams across the network and our global leadership structure enables
integration across the processes. We have appointed Centre Finance Leads
(CFL’s) in each of the centres who work with the global process Vice
Presidents to optimize that connectivity through a process and centre lens.”

What type of challenges (e.g. market, business) are recognized that
affect the development and/or delivery of financial shared services?
GBS

“We operate in a dynamic environment and our capacity and capability
evolves to support the changing needs involving new migrations, efficiency
delivery, portfolio impact and selected inter centre moves. We consciously
operate a targeted turnover model, in line with industry practice, that helps
avoid congestion and creates the liquidity and agility we need. External
benchmarking is regularly conducted in each of our centre locations to
ensure we continue to understand our position in the local market that
allows us to attract and retain the level of talent that we need.”

When organizations entered into the first generation of shared services and
outsourcing, cost was very much on top of the agenda. The efficiency impact
of consolidating activities, and potentially leveraging on labor arbitrage by
moving activities near- or off-shore, is rather straight forward. Economies of
scale and economies of place are well understood by executives, and easy
to model in a business case.

•

We are now entering an era when many organizations have reaped the
initial benefits from consolidations and relocations and are gradually shifting
towards a value focus. By tearing down silos and designing integrated,
multifunctional, and multichannel delivery models, which is what GBS is
all about, there are amongst others, opportunities to optimize processes
end-to-end, enable growth agendas and provide data-driven business
insights. These are all areas which business leaders understand and
appreciate. But they are, by nature, less tangible, and hence more difficult
to include in a business case, that is used for investment decisions and
prioritizations.
The stakes are high when it comes to implementing GBS successfully.
As a consequence we need to articulate the value of GBS and demonstrate
this value before decision makers get impatient and withdraw their support.
Based on my experiences in the market, many GBS leaders struggle with the
question how to take their sourcing set-ups to the next level. In this situation,
it is critical to understand that a delivery model must never become a mean
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As organizations move away from traditional cost-focused sourcing,
towards value-enabling delivery models, it becomes relevant to define
what value actually is, and how to make this concrete for organizations
and their decision-makers in order to secure the necessary buy-in and
investments. Just as when dealing with external customers, delivering
business services to the own organization requires an understanding of
the organization’s needs, and a translation of these needs into concrete
outcomes, which can be delivered, measured and communicated,
showing the actual value. If the organization does not perceive the
value, it will focus its attention and money elsewhere. GBS leaders
have a lot to learn from marketing professionals.
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in itself, but a way to support the specific needs of an organization;
something that both business leaders and professional advisors seem to
occasionally forget. Organizations do not need to move along the GBS
maturity curve with the same pace, and do not even need to aim for the
same maturity levels. The approach and desired end state must be tailored to
fit their specific needs. I firmly believe that getting this balance right is a key
growth enabler for any organization.

Therefore, the answer to what is needed has to be sought in a wider context,
such as strategy deployment plans and organization-wide transformation
programs, rather than just asking what leaders want the GBS to deliver.
If looking at GBS as a product, we could apply the Kano model, a classic
model for customer satisfaction, where product attributes are assessed
based on the correlation between fulfillment and satisfaction. Cost savings
would be an expressed performance need; the more, the merrier. Value
attributes would on the other hand in many cases be delighters, which may
not be expected upfront, but which triggers a significant buy-in to the GBS
model once perceived. These attributes could become game changers for the
entire organization, and should be on every GBS leader’s agenda. As we all
know, cost can only be reduced to zero, while value can be increased
indefinitely.
The next step is to quickly demonstrate value creation, both to the
executive team and to the wider organization, as it is no surprise to
anyone that executives are by their very nature impatient. It should not
come as a surprise to anyone that executives are by nature impatient.
Many transformative initiatives take too long and cost too much to keep
people engaged and supportive. Everyone who has been involved in a global
ERP implementation or a full-scale process management deployment knows
what I am talking about. It may therefore be an idea not to go full-blown from
the start, but to accelerate the tangible value creation by investing in areas
with a quick pay-off. An example of this can be to hire a hand full of analytics
experts for the delivery center, if data access and insights are crucial to
management. Another approach could be to focus on consolidating activities
requiring certain expertise, if lack of talent availability in some locations is the
biggest pain perceived. When operating in a regulated industry, GBS could
prove its value by taking on the most critical processes and ensure
compliance through proper knowledge and controls. Should the organization
be preparing for a system implementation, GBS could offer to take on and
harmonize the relevant processes, and ensure a smooth and focused roll-out.
The list of value generating areas could be made endless. Key is to pick the
one that attracts senior management’s attention the most.
Finally, it is essential to communicate the value created. Communication
creates awareness, and awareness shapes perception. If value is not
perceived by the organization, it is at the end of the day of very little value.
Believe it or not, even leaders are humans, and humans are excellent at
mixing facts with perceptions, so we need to feed them the right balance of
both ingredients. Remind the organization what things looked like before
GBS took over the processes, and how GBS has enabled improved business
outcomes. We all learned the principles of marketing once upon a time. Now
it is time to put them into practice.

•
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Some lessons can be learnt from organizations that have successfully
transformed their service delivery models from a pure cost focus to more
of a value generator. We should be aware that this is not an easy journey.
In fact, we could also learn from the organizations who have failed, and fallen
back into the cost trap. As obvious as it may sound, it is critical to define
what value actually means in the specific context. It could either be about
addressing a familiar pain in the organization, such as acquisitions not being
fully implemented, or management complaining about lack of crossfunctional insights; or it could be about creating opportunities and enabling
the organization to deliver its strategic intents, such as facilitating penetration
of new markets. When those needs are established, it is easier to position
how an enhanced sourcing model can benefit the organization in a concrete
manner, and increase the likelihood of endorsement for the necessary
investments. However, keep in mind that leaders might not always know
what GBS can do for them. Many executives strongly believe that the top
driver for improving service delivery models remains to be cost efficiencies.
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business functions has the potential to result in achieving synergies and
economies of scale that in turn decrease internal transaction costs. However,
it is not a law of nature that economies of scale lead to more efficiency.
Sometimes it does, sometimes it does not. Nearly all ERP implementations
aimed at large scale efficiency gains have failed compared to the original
targets because it rules out the organizational soul. It turns people into nuts
and bolts.

AUTHOR Frans van der Reep

Moreover, I don’t know that in a world where flexibility is at a premium,
making a service organization even bigger and more unwieldy is the obvious
way forward. Are organizations able to remain adaptive, agile and responsive
once they bring all service units under one umbrella? Do organizations need
a ‘Global Business Services’ unit to obtain certain operational capabilities?
Maybe there are alternatives. Organizations may organize their self as a
network or a community instead of as a chain, creating a portal that opens
up all sorts of tacit knowledge to the rest of the organization. All these
strategies could reduce internal transaction costs while avoiding a complex
and impactful reorganization.
When organizations choose to reorganize their internal functions and
services and apply a GBS approach, it is essential to make sure that any
service unit maintains the ‘feel’ of a small group. First, this enables stability
in its interactions with customers, both internal and external, which is crucial
because it is in these interactions where real value is created. Maintaining
this feel is often not an organizational issue, but a matter of taking care of
a lot of practical issues such as coordination mechanisms. In the end,
performance arises from actions, and it is these actions that you need to
organize. Second, maintaining the feel of a small group is critical because
only then employees feel that they are involved and connected to the
organizational goals. By creating large groups where employees operate
anonymously and feel disconnected from the whole, they feel like nuts and
bolts in a large system, organizations inevitably open the door to political
games, acting without obligations and dodging responsibilities. This presents
an interesting HR dilemma that large organizations face today: how to reward
team work and cooperation? True cooperation obscures one’s individual
contributions and visibility, the two pillars on which many careers are built.
HR, which includes governance and policies for reward, promotion and
management succession, plays a central role, especially in service
businesses.

Success with GBS: service unit must maintain the ‘feel’ of a small group

From an academic point of view, the raison d’être for organizations lies
in their potential to lower transaction costs. As long as it is cheaper to
coordinate production, execute transactions and create cooperation within
one organization than between separate market entities, there is an
economic rationale for organizations to exist. If we look at organizations
through this prism of transaction costs, the first thing to note is that with an
ever faster and more widely used information technology, transaction costs
are decreasing significantly. Some research suggests that transaction costs
have been reduced by 40 to 70 percent by introducing the principle of selforganization that the internet and mobile tech allows us to use (Boxtel and
Alblas, 2006).

•
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This puts pressure on organizations to reduce their internal transaction costs,
to ensure that the cost of providing services in-house remain lower than
when sourcing those services from outside suppliers. This is especially true
for information driven businesses where the impact of the information
technology is felt most. The model of bundling and integrating various

Alblas, P. and Boxtel, P. (2006) Vraagsturing, de Professional aan
Zet, Management Executive, maart/april, pp 01-11.
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To conclude this theme on Global
Business Services, KPMG invited
Frans van der Reep to provide his
view on this topic. Frans van der
Reep is a thought-leader renowned
worldwide for his accurate forecasts
of business and technology trends.
Known among his many roles as
a researcher, trend watcher, writer,
and entrepreneur, he is a Professor
at the Inholland University of
Applied Sciences. His views are
sometimes perhaps unconventional
and certainly always broad-minded,
and we trust you will find them
challenging and thought-provoking
as well.
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