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Is your company taking advantage of all the opportunities of adding to their corporate value by partnering with the right outsourcing service provider?

If your company now partners with an outsourcing service provider, are you managing the relationship as effectively as you should to create the best corporate value for your company?

Based on many outsourcing industry surveys, as well as our firms experience in this area, the answer is: most companies have significant room to improve in both areas.

Today, with the large growth in the outsourcing, companies using the services have become much more dependent on these service providers as partners in their success in the marketplace. This was not always true. 

Now outsourcing companies are presently providing services well beyond the services envisioned at the birth of the industry. Initially, their customers engaged these service providers to process only non-core transaction-based applications. The objective was to reduce the customer’s costs and remove their back office processing off-site with very little impact on the company’s day-to-day core activities.

Today, the applications that many companies outsource and the reasons that they contract with an outsourcing provider have expanded well beyond this initial description.

From the early traditional non-core transition-based processing outsourcing deal agreements; present day agreements have expanded to include:
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· Co-sourcing Partner Relationships where companies take advantage of opportunities to leverage additional resources and technology;

· Strategic Sourcing Relationships where companies take advantage of opportunities to be better positioned from a technology and processing perspective for the future;

· Value-Chain Networking and Shared Asset Relationships where companies take advantage of opportunities to co-create for future value by focusing on asset sharing/ pooling of resources; and

· Entrepreneurial Venturing and Hybrid Spin-off relationships where companies take advantage of opportunities to capture specific breakthrough business opportunities.

While these partnerships have become more sophisticated and strategic than ever, our research and experience suggests that the partnership tools for effectively managing these relationships have not kept pace with these changes. The result has been lost value creation opportunities for both parties.

Improving the processes for both managing the evaluation and ongoing relationship efforts is especially important now,  not only because there are so many strategic partnerships in place that can be improved but also because there are so many additional companies considering initiating new relationships with service providers. 
According to industry surveys, 58% of the companies surveyed said they are still at the initial assessment stage of evaluating potential outsources opportunities. Of those, 38% are still defining their outsourcing strategy. 

Based on our research and experience, Bonocore Technology Partners has developed a data base of outsourcing industry management relationship best practices to optimize value from your outsourcing partnerships. 

The first “management relationship best practice” is to look at your outsourcing relationship in a much more strategic way. 

Many companies view the outsourcing effort in a somewhat narrow view by focusing their goal as: Selecting the right outsourcing partner & signing a contract.
To get greater value from your outsourcing partner, many companies are utilizing more of a three step long term management relationship approach to selecting their outsourcing partner. This is designed to achieve optimal benefits out of a relationship that you know will change and evolve over time.

The steps, which we also use in our consulting approach, are:

· Step I:           Selecting the right outsourcing partner;

· Step II:         Agreeing on the ongoing effective management relationship; and

· Step III         Effectively managing & monitoring the ongoing relationship.
In our experience, many companies are doing a very good job in Phase I: Selecting the right outsourcing partner. Most of the changes we are making with our clients are helping them to be more effective in Phase II: Agreeing on the effective management relationship and Phase III: effectively managing & monitoring the ongoing relationship. 

The latter two phases can be argued as just as important as Phase I because of one phrase: change during the life of the relationship!

During the life of the relationship there will no doubt be significant changes taking place that will affect the agreement. By setting in place a good framework in Phase II and executing effectively in Phase III, the company can go a long way in achieving the results that were anticipate in the company’s outsourcing strategy. 

Below is a brief description of each of the three steps and some best practice examples that should be considered when engaged in the outsourcing effort: 

Step I 

Selecting the Right Partner: The first rule of business is to select the right vendor that meets the company’s needs. Therefore, it is most important to identify the key elements and factors that mean success and failure to your company, such as quality, delivery dates, acceptance criteria, and problem resolution. Naturally you also consider price at this stage. As outsourcing industry has matured, it has become increasingly clear that the services and capabilities of many service providers have become more comparable. There are a number of high quality firms that are quite capable and each has good qualifications.

Also, in many cases, they compete with each other and the pricing, in many cases, may not be too different. 
Best practice example
· Improve the implementation process and ultimate operations by engaging all critical company stakeholders in the evaluation process: Many companies, in an attempt to make a quick decision leave critical stakeholders out of the decision-making process. This often leads to problems in implementation. Companies should work more effectively to create consensus to achieve a more effective implementation.
Step II: 

Agreeing on the Ongoing Effective Management Relationship: Planning for change is essential to the success of the outsourcing project. Your agreement must include flexibility and continuous improvement and change the scope of services. Plan should be defined not only for the relationship with the vendor but also for how the company will coordinate externally and internally. 

Best Practice Examples
Agree with your outsourcing partner on a set of business principles: As previously stated one thing is for sure in these agreements is that change will happen. No matter what type of contact you negotiate, the key to a successful relationship will be working with the right partner with the right relationship under the right circumstances. Therefore, it is our experience that one of the items that should be completed is to work with your selected service provider to agree on a few guiding principles that will be the basis for your ongoing relationship. These guiding principles may not dictate what to do in specific terms but they can ensure a productive and positive relationship through the life of the relationship. These principles can address the overall company priorities and help avoid surprises while constructing win-win situations. These principles can be intended to resolve high level business and operating issues.

· Define the change management process more clearly, especially for strategic changes. While many outsourcing contracts focus on “flexibility”, which is important because things will change, many times the parties could develop a much better understanding of their individual responsibilities for change management as part of their ongoing relationship responsibilities. In a number of cases, such relationships are often handled in an ad hoc, trial-and-error manner. Many times the parties can take a more planned approach. Both parties can benefit. 
· Step III
Effectively managing and monitoring the right business performance measures: This is the company’s ability to effectively manage the vendor relationship throughout the implementation and the life of the deal. It is the ability of company and service provider to work together to solve problems, to manage change, and to continue to evolve the deal as circumstances change. Our experience supports that how you manage this relationship over time, matters more to value realization of the project in many cases than the original contract.
Best Practices Example
· Define the process for monitoring and evaluating the right business performance measurements of the outsourcing environment more in line with business objectives: The partners should reassess the present performance measurers and make sure that they are appropriate given the present business situation. They should make sure that they are easy to understand, relatively few in number and able to be supplied by the people doing the work. It is especially important that, where appropriate, they include clearly defined service level agreements.

How BTP Can Help Your Company Optimize Value from Your Outsourcing Partners

As an executive in a company who is interested in improving the value being received from your outsourcing relationships and would like to take advantage of BTP’s experience to assist you, our firm can help in a number of ways including:
· Outsourcing relationship assessment: Our specialist will evaluate the company’s outsourcing relationships from a value perspective and make recommendations. 
· Evaluate & Modify Outsourcing Proposal & Selection Process: In many cases, the present evaluation, proposal, & selection process being used in many companies is has not kept up with the times. It is still appropriate for outsourcing “back office/non-core activities”. Times have changed and this process must be more dynamic and more interactive.  Our firm would custom design a more interactive process that meets each client’s needs incorporating our outsourcing and relationship management best practices learned from years of experience and research. 
· Post-implementation award follow up: Our team will follow up with a review of relationship after the implementation of the new relationship on a periodic basic to assure that the agreements have been understood and are being executed as defined. 

· Improving the Outsourcing Partner Relationship Workshops: These are sales “lessons learned” sessions from our experience and research with technology companies and their outsourcing partners. We work with your team and your outsourcing partner for a one day or two day workshop on a periodic basis to identify issues and some lessons learned from experiences during the ongoing relationship. 
The “bottom line” is that most companies have a significant opportunity to receive better results from their present relationships with their outsourcing partners. Other companies should consider new outsourcing opportunities.

However, in either case, the key to an effective, long term and profitable outsourcing partnership is providing effective relationship management to the right outsourcing partner, with the right flexible arrangement. 
To do this, companies should continue to do a good job in choosing the right partner but improve their efforts in defining an ongoing effective relationship and effectively managing the ongoing relationship. 
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