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Sourcing: the first major outsourcing wave

has ended

ClOs want to get more value from their

sourcing providers

For many years, the issue of sourcing
was an integral part of the IT strategy
in many organizations and contributed
significantly to performance. The first
wave of outsourcing activity seems to
have reached its end, as this theme
was hardly mentioned as an important
agenda topic. It has become part of
the day-to-day activities for most IT
departments. Most respondent CIOs
still expect the number of outsourcing
contracts to increase in the coming
years. What also stands out is that
many CIOs are becoming more critical
of their sourcing providers, mentioning
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that they intend to pay much more
attention to the price-quality ratio and a
large majority of respondents intending
to increase pressure on their sourcing
provider.

This indicates a maturity in terms of
sourcing and a realization that sourcing
should show satisfying results.
Regarding control, the figures also
suggest greater cost awareness.

Over 71 percent of ClOs indicate that
they use their own audits to monitor
their sourcing providers' working
methods.

Kumar Parakala (KPMG EMA
IT Advisory) on outsourcing

Outsourcing and offshoring of
processes, not only for IT but also
HR, finance and other business unit
processes are set to continue, as will
organizations establishing their own
captives on offshore locations. The
challenge for these programmes is
not only to look at short-term cost
optimization, but also at long-term
value creation. The financial sector
has been through a tremendously
turbulent period. It was all-hands-on-
deck and the pressure to cut costs
was massive. Financial institutions
now need to focus their growth
agendas by leveraging IT (and CIOs).
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ClOs in dynamic environments are first to apply

new ways of working

Collaboration tooling and cloud computing are

the new kids on the block

ClOs that work in a dynamic internal
environment, or at least have the
perception that they do, are more
inclined to try new concepts and
technologies. They have higher
expectations of progressive
technologies and concepts such as:
e Collaboration management;
* e-Inclusion;
e Appointing a dedicated portfolio
manager.

Respondent ClOs expect use of
collaboration tooling to increase
significantly over the next five years.

Cloud computing too is generating
significant interest: 72 percent of the
respondents see this as a good way
to outsource IT functionality.

As expected, the preference is for
non-critical systems and for
outsourcing near a private cloud.
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KPMG's view on collaboration

The perception has always been that big wins come from big exciting projects, so
executives may not recognize that great benefit could be created through relatively
simple services (e.g. collaboration environments). Also, it is difficult for professional
IT managers to articulate the business case of these technologies. Although
intangible, the benefits are real and companies need to be willing to watch
consumer trends and then pilot some of those simple solutions for employees.
Much of it will not work out but enough will be successful to make the
projects—and the knowledge gained from the process—worthwhile.

Interestingly, younger professionals prefer virtual interaction. For them, in-person
meetings are restrictive, as they don't allow people to be quickly pulled in, instant
message for real-time input, share and edit documents on the fly, etc. For all these
reasons face-to-face meetings will become the exception and not the norm. This
is a cultural shift and comes from the desire to achieve more out of meetings in a
shorter space of time.
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KPMG's view on cloud computing
Cloud computing seems to be of interest only for
non-critical systems, but that will change.

The barriers to widespread adoption appear to be a

lack of clear understanding and confusion, particularly
around regulation. This is especially true for financial
organizations, which are naturally wary of data loss,
security breaches and regulatory issues that could expose
them to fines in excess of the amount saved. We will
eventually see cloud computing used for critical systems
and data but that is still five to 10 years out. Eventually,
companies will start to ask why they should devote
millions of dollars and hundreds of people to optimizing

a data centre full of computers, keeping them patched,
keeping them running, monitoring them, upgrading
them and maintaining them if all of that is not their core
business. This thought process is seen by many as the
logical outcome of outsourcing.

What will bring about the change is new vendors or
smart existing ones that will provide services (i.e.
applications plus guaranteed service levels) that
address client needs. For example, Google is making
commitments about the territories in which data will be
held for its corporate cloud offerings; this is significant
and was not available 18 months ago.
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The CIlO is optimistic about the future

IT is expected to be increasingly successful

ClOs seem to be optimistic about the rates and returns on investment to

future. They expect project success grow in the next few years.
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Mark Britnell (KPMG in the UK) on CIO challenges in the healthcare sector

“In many countries, the healthcare
sector is on the verge of a radical
transformation. One of the
preconditions for making this a
success is that ClOs understand

the issues in the healthcare sector
down to the smallest detail, and are
able to base their reasoning on the
patient’s perspective instead of letting
technology dominate. A ClO needs
to have empathy with healthcare.
Fortunately, a shift is occurring. CIOs
are increasingly playing a mature role
within the sector.”

“There is no real doubt that a
transformation of the healthcare sector
in many countries is both desirable and
unavoidable. For the Western world, it
is imperative to improve the quality of
care while at the same time lowering
costs, if for no other reason than to be
able to cope with an ageing population.
We will not achieve this by making
small changes. If we center the entire
healthcare system on the patient, this
radically new model will allow us to
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take great strides in terms of costs as
well as quality. Our study, ‘A Better Pill
to Swallow’, shows that both in the UK
(Torbay) and Canada (Ontario) the ability
to look holistically at an individual's
needs and provide funding and care
support from ‘pooled’ budgets has
reduced unnecessary bureaucracy and
streamlined the care process, thereby
making it more personal to the user,
and more effective and efficient as a
result. Similarly, purchaserprovider
partnerships in different parts of the US
have demonstrated impressive results.”

“The current situation in the healthcare
sector is characterized by legacy
systems that are out of date and were
not designed with the patient in mind.
These are often not fit for use and

too expensive for many hospitals.
Instead, we should adopt a more
personalized approach and small,
flexible applications. Healthcare could
then be organized very differently,

but this requires an initial investment.
One of the biggest pitfalls is that the

healthcare sector will be confronted
with cynicism in society and politics.
There will inevitably be doubts about
the feasibility of a fundamental
modernization as, in practice, major
IT projects unfortunately quite often
go wrong. That is why we will have to
work to improve the image of IT and
overcome the cynicism.”

7,

Mark Britnell is KPMG's Head
of Health for UK and Europe
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Appendix

Background to the survey

As a prelude to the global conference
on IT that takes place every two years
(the World Congress on [T, one of the
largest IT events worldwide), in
January 2010 KPMG's Global Advisory
practice decided to perform a
worldwide survey of 4,500 CIOs and IT
decision makers.

KPMG's objective in producing this
survey is to provide information to
enable ClOs to set their priorities for

the coming years. The survey was
based on KPMG's own technology
agenda, which was launched in 2007
and updated in 2009. Specific to the
survey is an analysis of the CIO's
profile and its relation to the priorities
on his or her agenda. Since statistics
alone show only part of the story, the
whitepaper was completed with
interviews with CIOs from different

regions and KPMG firms’ professionals’

views on the main topics on the

agenda. We hope these results will
support ClOs in their decision-making.

As part of the process KPMG set up a
dedicated project team, including an
editorial board with content matter
specialists. Together with the editorial
board we created a survey that was
extremely valuable to respondents, as
the feedback we received showed.

Our methodology

The objective of the survey was to
understand the agendas of CIOs
worldwide for the coming years and
to explore correlations in three areas:

1. Agenda topics and responses to
various factual questions

2. Profile of the CIO

3. Environmental factors, such as
location, sector, and size of the
organization

The questions, especially the content-
related questions, were verified with
the editorial board of content matter

specialists within KPMG's global
network with the aim of ensuring that
the topics discussed were relevant and
accurate. The profile-related questions
were based on an article by M. Sojer,
C. Schlager, and C. Locher on the
position of the CIO? .

The exploration of correlations was

based on a number of hypotheses,

which were verified using statistical
methods.

A total of 4,500 CIOs were approached
to respond to the online survey. At the

closing of the survey, about 450 CIOs
had responded, 300 of them had
completed the survey in full. The
results presented in this report were
all statistically significant.

The interviews with the CIOs and the
thought leaders were held through
video conferencing and conference
calls. The written versions were
verified and agreed by the
interviewees.

2 M. Sojer, C. Schlager, and C. Locher, ‘The CIO — Hype, Science and Reality’, http://is2.Ise.ac.uk/asp/aspecis/20060105.pdf
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Glossary of terms

e Cloud computing
A model for enabling convenient,
on-demand network access to
a shared pool of configurable
computing resources (e.g. networks,
servers, storage, applications and
services) that can be rapidly
provisioned and released with
minimal management effort or
service provider interaction.

e Cost optimization
Activities performed by management
to control IT spending. This includes
both the reduction of IT spending
and the IT spending strategy.

e e-Inclusion
e-Inclusion or digital inclusion is the
term used within the European
Union to encompass activities
related to the achievement of an
inclusive information society.
In this vein, new developments in
technology turn the risk of a digital
divide into ‘digital cohesion’ and
opportunity, bringing the benefits of

the internet and related technology
to all segments of the population,
including people who are
disadvantaged for specific reasons,
such as disabilities.

Globalization

An indication of the global coverage
of an organization measured in
terms of the number of countries
the organization is located in, how
many continents it spans and how
widespread its turnover is across
these countries.

IT governance

The leadership and organizational
structures and processes that
ensure that an organization’s

IT function sustains and extends
the organization's strategies and
objectives.

IT sourcing

IT sourcing is everything that can be
considered important to managing
IT that is not implemented within
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the boundaries of the organization
itself. This concerns both sourcing
strategy and managing sourcing
relations.

IT value

Activities performed by management
to increase the added value of IT
investments as well as the way in
which IT adds value to the business.

Portfolio management

Activities that help organizations
make sound decisions by prioritizing
the deployment of scarce resources
to change initiatives and by
maximizing the value of projects,
programmes and portfolios to help
achieve the organization’s strategy.

Risk and compliance

Activities performed by management
to identify, analyze and respond to
risks in order to become, and
remain, compliant with internal
requirements and external laws

and regulations.
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