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Independent IT consultancy

through technical, business and legal expertise

Strategy

Feasibility studies

IT policy

Change management

Procurement
(Out)sourcing

European public sector procurement
Contract management

Renewal

Programme of requirements
IT and partner selection
Implementation management

Contracting
Contracts and SLAs
Negotiation

Dispute resolution

Assessment
Audits

Valuations
Expert reports

And

Second opinions
Project management
Workshops



Can innovation happen after the ink is dry?

Platform Outsourcing Nederland
‘Creating innovation by outsourcing and alignment’
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What is it?

1" . .
Innovation: the black art of outsourcing. 7

— George Chen & Amy Muller, CIO Magazine

1 . .
Everyone wants innovation, but no one
L
knows what it Is.

— Stephanie Overby, CIO Magazine
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* Where does it go wrong?
— Customers don’t know what they want?
— Wrong vendor? No R&D culture?

— Vendor overstates ability to move beyond
managing IT as a commodity?

— Customer’s governance failed to encourage
strategic involvement?

— Innovation not ‘officially’ a part of the deal?
— Parties don’t measure or manage it incorrectly?
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* Where does it go wrong?

1
It's human nature. People like watching the

vendor grovel and getting them to come down In
price. The client deal team comes back and
everyone congratulates them on how they

Kicked the vendor’s butt. But in the end, you get
what you pay for. ??

— Ben Trowbridge, CEO
Alsbridge plc

platform
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| / Work of PON Workgroup

Pick up where PON left off in 2010

Review previous studies; build on
them:

 Academics and practitioners

Link up with groups abroad

Prepare a seminar & whitepaper




Introduction
Description of PON’s work

* (Theoretical) foundation

* Break-out groups

* Review workgroup results
 Compare PON results

* Q&A




Innovation within otits
_relationships

- the theory -



The knowledge group

e Why?
* Align subgroups
e Select usable papers and theories

 Develop guidelines for
e (Case descriptions

* Presentations
* Write white paper (in English)



Introduction into open innovation

e At first, innovation came only from within an
organisation.

* With open innovation, organisations began
to accept innovation ideas from outside the
organisation.

* Internal technology based
* External technology based
 Other firms market

e  Our new market

(based upon Chesbrough scientific paper, 2004)



What is innovation within
outsourcing relationships?

Collaborate

Partnership

Knowledge sharing

Mature relationship

Mutual goals



What is the level of innovation?

Radical

High innovation

Create new business

New products/services
Innovate the New customer groups

Incremental business New business models

innovation New markets

Improve customer service/convenience

Improve the Improve business processes (speed,
business time to market, reliability, flexibility)

Improve/cut business cost

Improve market approach

Optimize IT operations and services
Optimize IS development & change
Optimize systems and IT architecture
Optimize/cut IT cost

Added value to the business

Low

High

Low

Impact on and risk for the organization

Spoor & Silvius (Presentation, 2010)



Where does innovation within
outsourcing relationships come from?

A

Reactive Collaborative
Innovation Innovation

Level of trust

Organisations’s Proactive
Innovation Innovation

Level of domain expertise

Van der Linden (IEEE Conference, 2011)



What are the enablers?

Il.ela.hnnshlp Enablers
* Inmovation Governance

Trust
QE—LU rement 5|:|ec|Fn:rI:;r'

Business Procass

IT Dperatmnal

}ﬁND\fATIDN OUTCOM

ClIE.'I'It Enablers
Tecﬂrﬂk:-g. Skille T Supplier Enahleri .

[« Selective Sourting Mindset * Business Process Skilks |

I Grg_'ﬂmtm | Alignment * Industry Scope
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Weeks & Feeny (scientific paper, 2008)



What is your maturity level regarding

Level of trust

outsourcing and innovation?

A
nnovate the
business

Partnership Stage
Improve the Alliance
business

Resource Stage

@ Access to resources

Cost Stage
Economic Benefits

Gottschalk & Solli-Seather (journal 2006) Time



.
”~~
-
-'__
-

f cultural dimer

1Zrnanage.com
Cultural Dimensions
(Hofstede)

Small Power Big Fower
Distance Distance
Individualism - Collectivism
M asculinity - Femininity
Structured LInstructured
Situations Situations
Long-tenn Shart-term
Crientation Crientation




Business Process Innovation: printing

* The case concerns realising improvements
IN a business process (from printing through

delivery) with the help of a SaaS application
provided by an IT supplier.



What is the level of innovation?

Added value to

High

the business

Low

Radical

iInnovation .
Create new busmess

New products/services
Innovate the New customer groups

Incremental business New business models
Innovation:

New markets

p

Improve customer service/convenience

Improve the Improve business processes (speed,
business time to market, reliability, flexibility)
Improve/cut business cost
Improve market approach J

Low

Impact on and risk for the organization

Optimize IT operations and services

Optimize IS development & change

Optimize systems and IT architecture
/Optjmize/cut IT cost

High

plotiorm
(outsourcing
nederland




Where does this business process
innovation come from?

A

Reactive Collaborative
Innovation Innovation

_ '.(!’-9

Proactive
Innovation

Organisations’s
Innovation

.

>
Level of domain expertise .( (outsourcing

platform

nederland
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ABN AMRO Joint KPIs

Area

Customer

Service
Quality

Efficiency

Project
Delivery

KPI Objective
chosen

Business High degree of business
Satisfaction  satisfaction
(GSATI)

Availability  Specific ambitious performance
of IT targets for the availability of
Business critical IT business services
Services

I'T Cap acity Managed growth of IT capacity (with an

Optl MizatiON emphasis on reducing the overall amount of
IT hardware and software consumed)

Proj ect Improved project delivery, looking not only

Excellence attimelines but also at quality and cost
versus budget




Conclusion

Think about at what level you want to boost
Innovation

Think about your maturity level of outsourcing and
Innovation

Think about where innovation within innovation
can come from

Think about what and who the enablers/disablers
are

Think about the impact of different cultures on
Innovation
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Task (30 min.)

Develop ‘Best practices’ for your level of
Innovation

Determine the most effective way to
insert them into an outsourcing
agreement







What is the level of innovation?

High
(Vp)
(Vp)
Q
(e
[ Incremental
¥e! iInnovation
£
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O
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COMPUTING

w_srayve the

Radical

iInnovation .
Create new busmess

New products/services
New customer groups
New business models
New markets

Innovate the

business

Improve customer service/convenience
Improve business processes (speed,
time to market, reliability, flexibility)
Improve/cut business cost

Improve market approach

Optimize IT operations and services
Optimize IS development & change
Optimize systems and IT architecture
Optimize/cut IT cost

>
High

risk for the organization

Spoor & Silvius (Presentation, 2010)
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What is the level of innovation?

Radical

High innovation .
Create new busmess

New products/services

Innovate the New customer groups
Incremental business New business models
43 2 innovation: New markets
T:; % Improve customer service/convenience
_; = Improve the Improve business processes (speed,
% O business time to market, reliability, flexibility)
N Improve/cut business cost
< Improve market approach
Optimize IT operations and services
Optimize IS development & change
Optimize systems and IT architecture
Optimize/cut IT cost
Low

High

Low

Impact on and risk for the organization



Where does this business process
innovation come from?

A

Reactive Collaborative
Innovation Innovation

Organisations’s Proactive
Innovation ‘- Innovation

Level of domain expertise



What is the maturity level regarding
the UWV Ordina case?

IT Outsourcing Maturity Model Time
Gottschalk & Solli-Seather, 2006
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Do’s

Describe architectural framework/ limitations
Establish incentives for innovation

Sufficient know-how available in client organisation
Match needs with supplier

Implement standard approaches

Focus on requirements: ‘What’ do parties want (not
‘how’)

Enable process improvements E2E (chain)

Formal lessons learned sessions at end of contracts
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Don’ts

Dictating or limiting the solution
Enforcing own standards
Focusing on rates only

Not paying enough attention to innovation in
contract

lgnoring the win/win
Making it supplier’s problem
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Observations

Most innovation organized in selection phase,
not contract phase

Technology roadmaps support operational
iInnovation

Challenge for ongoing relationships: More
efficiency means often less money for supplier







What is the level of innovation?

Radical

High innovation

Create new business

New products/services
Innovate the New customer groups

Incremental business New business models

innovation New markets
/

Improve customer service/convenience N

Improve the Improve business processes (speed,
business time to market, reliability, flexibility)

Improve/cut business cost

Improve market approach J

Optimize IT operations and services
Optimize IS development & change
Optimize systems and IT architecture
Optimize/cut IT cost

Added value to the business

Low

High

Low

Impact on and risk for the organization

Spoor & Silvius (Presentation, 2010)
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4 Cases

Printer — optimisation of business process of printing
to delivery by means of the introduction of SaaS

RLVT — Real time Load Volume Tracking.
|dentification and utilisation of whether a truck has
capacity

Accountancy Office — Profile based flexible work
place

Prof Services Firm — outsourced IT and BPO services
requiring a targeted improvement




Business Process Innovation: printing

* The case concerns realising improvements
IN a business process (from printing through

delivery) with the help of a SaaS application
provided by an IT supplier.



What is the level of innovation?

Radical

High innovation

Create new business

New products/services
Innovate the New customer groups

Incremental business New business models

innovation: New markets

Improve customer service/convenience

Improve the Improve business processes (speed,
business time to market, reliability, flexibility)

Improve/cut business cost

Improve market approach )

Optimiz IT}eratiomnd services
1 Optimiz;an?vejbpment & change
yS

Optimize s sand IT architecture
ize/eut IT cost

"/ On

Impact on and risk for the organization

Low

Low

High

plcxtform
(outsourcing
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Where does this business process
Innovation come from?

A

Reactive Collaborative
Innovation Innovation

| __

.,.»
Organisations’s ] Proactive

Innovation b* Innovation

>
Level of domain expertise .< (utsourcing

ddddddddd
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Do’s

Relationship based on trust and
measurement

Soft skills and hard skills are always
needed

Co-creation is possible

Innovation does not have to be part of the
standard contract

Innovation governance
Business / Domain knowledge
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Don’ts

Deadlock: expecting the other party to
start it

Focus on the contract

Independent actions

Not focusing on orthogonal innovation
— Learn from other sectors
— Qutside your own scope







What is strategic innovation?

High
Create new business
New products/services
Innovate the New customer groups
business New business models
= ” New markets Y,
o
o % Improve customer service/convenience
_; = Improve the Improve business processes (speed,
% _8 business time to market, reliability, flexibility)
T s Improve/cut business cost
= Improve market approach
Optimize IT operations and services
Optimize IS development & change
Optimize systems and IT architecture
Optimize/cut IT cost
Low

High

Low

Impact on and risk for the organization
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Cases

IDEAL: Internet payment system Partners: Atos and
banking consortium
BPO printing services (failed)

Kindergarten: new Business process to link Parents,
Kindergartens and Friedrichshafen. Partners: T-
Systems, Friedrichshafen, several Kindergartens

Innovation contract: Contract focused on delivery
of Innovation. Partners IBM and Financial institute

Dutch State Lottery: a joint platform and BPO for
two competitors



Internet payment —AtosS

1.

2.

Clear ownership and executive sponsorship
Clear responsibilities and governance

Trust

Transparency In objectives for both parties
Separate agreements for Innovation

Attention for communication

. Commitment (long term, flexibility)

Capabilities (provider as well as customer)

)
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‘within partners
ation in contrac

both parties

ould not focus o
> this to the IT




Conclusions:

« Level of outsourcing Is important
» Flexibility is essential: parties are in a greenfield

| « Strategic innovation does not originate from an
outsourcing contract

 The majority of strategic innovation initiatives
originates within the customer organization

« All the disablers found were obvious £
_+ Parties underestimate strategic innovation challenges

4 Bl
el | :f !
L 'l
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Agenda

 Theoretical background

* 3 levels of innovation
— Operational innovation
— Business process innovation
— Strategic innovation

* Contractual approaches
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Approach

For the contractual aspects, the contract is not the
only aspect...

Contracting life-cycle

e For certain innovation, the contract is not even the
most important aspect
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Output

Best practices for of innovation throughout
contracting life-cycle:

* RFx-phase: checklist
* Contract: checklist & example clauses
 Contract management: checklist

Best practices were similar for all types of
innovation, except for Strategic Innovation
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RFx phase

e Get incentives right
* Pick right supplier
e Set (mutual) goals and expectations

e Set transparent business process(es) and domain
knowledge

Dedicate resources (people, approp. expertise, funding
Establish path towards trust

Draft approp. clauses A set up contract management

Process & strategic innovation: establish long-term
commitment
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Contract

Define innovation required/expected
Agree metrics to track success
Establish dedicated governance structure:

— Innovation board/ managers, communication,
escalation

Allocate innovation funds & other required resources
Contract clauses themselves:

— A schedule to the outsourcing contract
— Not a mandatory list for each contract

— Only provide guidance for discussions and
negotiations

— Innovation projects A separate project
agreement
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Contract management

Work on building & maintaining trust, e.qg.:

* Periodic meetings: reviewing ambitions &
achievements

» Setting realistic timelines
Ensure both parties adhere to the contract

Keep ‘innovation’ metrics separate from
operation

Ensure effective knowledge retention
Capture lessons learned
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) Contracting Conclusions

y

~ A General best practices & conclusions

Build, maintain and measure trust (=
ongoing process)

Define and agree what parties expect

- Secure management support &
(financial) resources

Innovation governance

Incentives must promote shared
risk/reward

A Contractual provisions re. innovation are
an enabler, not a prerequisite
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