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Dic skripsie i s  nic uilsluitlik gcmik op die bcrstuur van 'n Inligtingstcgnologic (IT) 

fimksic in Suid-Aliika nic, lnaar nndcrsock ook die vele unclcr iispcktc van die 

gchcclbceld van .n bcsigheid. I T  he[ gcdurcrlde dic Inaste vyf  tot tic11 jnar w l e  

gcdnantcvcnvissclirigs ondergmn. Die tratlisionclc bcsluur van inligting waar m o n c t k  

onclcrstcuning skgs buskikbaar i s  tcri opsigte van 'n wntertli$c besighcidsaak. het 

d rma~ics  vcrandcr [ot 'n stratcgicse besigheidsccnhcid \vat met bchulp van dicsclfdc 

reels bcsti~ur word :is enige ander deel van 'n bcsighcid. 

I l i c  na\~orsirig in tlic skripsie is duarop gemik om dic watcn; ro~nclom IT koslcs. 

dicrislcwcring en vcririoolsknppc lusscl~ n~aa~kappyc en Icwerrinsicrs \vat tlic bctrokkc 

dicristc kan I w w .  tu locts. Die rcsultate voor-tvlocicnd uit die navorsing dui op 'n grool 

gaping nta:irvoor tlaar oCnskyrrlik nog nie oplossirigs bcstaari nie. Dic t'okus arcas met 

betrekking tot besorgdhcdc \vat ncl vore gebring is. i s  as volg: 

IT-model w i t  onderstcuning bicd gcdurcndc bcsigheidsoorna[ncs en 

sarncsnieItings vir topbesluur. 

1'1'-model wal koste- en dicnslcvcrgclykings ti~sscri maatskappyc vcrgemaklik. 

1'1'-\\.i~ardcpr.oposisic wal tiie dccgl i k dcurdink cri ornskry f i s  nie. 

I"1' wat nie bclqn i s  met besi~licidsdoclwitle nie, 

1'1' u.osd beskou as 'n uitgawe cn nic kcrn-bcsighcid nic. 

Rcsultwtc voosspi.uitcnd uit dic vrnclyste onderstreep 'n diridelike gevoel van 

\~crdecldhcid tusscri niaalskappye tcn opsigtc van belangrike ahpekte gebasecr- op 

s t n  tcgic, personccl, bcvocpcl hcid, Icicrskap, stclscls, gedecltlc \s a:] rtlcs cn struktaar. 

Die ooglopcridc realitcit dui op 'n ontbrekende vergelykingstnodcl wal i~itkonlrahteririg 

ondcrstcun tesarnc met 'n cfi'ckricwc bcstui~rsniodcl. Die sogcnaamdc Fcdcralc Moclcl in 

I T  bcstaan wcl. m a x  is lot dusves nic op die procf gestcl nie. Dic I'arclo bcginscl vorm 

ook dcel \wi so 'ri rnodcl en i s  inderdxid ook gccnsins nagcwrs in die 1-1'-omgcwing nic 

cn vcrdere nnvorsing knn bnic nnnrdcvol wces. 

iii 



Sa~ncvartend bier1 dic skripsie as resu!laal '11 'TUi-modcl ('l'cchnology lliversiry 

Indic:~tor) wat bchulpsaarn is  me1 die vergclyking van mtla1sk;rppyc se 1.1'-lirnksie op 

strmcgicse vlak. H y komend verska f dit ook ' n oplossiny rakcnde verandering in die 

bestuur van dic 11'-model indicn dil ui!vcrkoop is us 'ii dims. Ilic IT-ucna se 

~ransforrnasie rrioet strategies bestuur \vord om risiko tot diu minimum te bepcrk vir alle 

maalskappye. 



l'his disscrtrition is not spccilically airnctl at the rnnnagerncrit of' an Information 

'l'cchnology (1'1') li~nction in Soi~th Africa, but also investigates rhe many other aspccts of 

an organisution'a image. Di~ring thc past f7ve to ten years. 1-1' has iincfcrple numerous 

clmgcs. The traditional man:gcnient of' iriforlnation, \vhcrc. financial suppori wns 

allocated by means of n watcrtishl busincss plan, has dramatically changed to a strntcgic 

busincss critity [hat is managed by the samc rules and I-cgulalions as any other dcpa~-trticnt 

~cithin an orgnnisation. 

, . I hc research conductcd in this disset-tation is airiicd at invcsiigati~ig thc relationship 

bctwccri 1'1' costs, service deliwry and busincss relationships betwen organisn~ions and 

the scnicc providers providing Ihc scrvicc. The outcome ofthu rcseildl indicates a gap 

in this rela~ionship for \vhich [here is 110 obvious solution yct. The tbllowing focus ilrcas 

have becri identilicd by rhc writer as areas of'concern: 

An 1.1' model t ha~  o f h s  support to lop ri~anagcrnent during periods of'"take+~vcrs" 

and arnalgunations 

0 An 1'1' model that assists in cost and service delivery compnrisoris bctwccn business 

divisions / departments 

An I?' value proposition that is no1 clearly and thoroughly thought through 

1-1- that is not aligned with business goals 

I?' is regarded as an overhead espcrise and not ns core business 

The rcsults of thc cluctstionnaire conductcd indicatc a clear diffcrcncc bctnecn divisions 

dcpat-tlncnts with regard to important aspects based on strategy, pcrsonncl, compctencc, 

Icirtlcrship, systems, shared values and structure. 'l'he reality oS this suggests a 

compiirison rnodcl that support.., ou~sourcing in corljunclion with an cfrcctivc busincss 

rnodcl. 'l'llc so-called Federal hlodcl in 17' does indeed cxist. but to date has not bcen 

rescnrched. 'I tie Pareto I'rinciplc also fbrms prwt of such a model but this has also not 

becri investi gatcd in the IT environment. Furthcr rcscarch in this environment could be 

very valuable. 



In conclusion. this rlisscrtatioli siggesrs [hat n TDi-modcl (l'cchriology Diversity 

Indicator) would ussist with the comparison of divisions' / departments' 11' limclions on a 

strategic level. In ;iddition, it also ofl'ers a solution with regard ro a cliongc in the 

management d'the 1'1' model sho~ld  i t  be outsourced as o service. The transrormation of 

the I'l' onvironmcnt must be managed strategically to cnsure that risk is limiled t o  thc 

~ninimi~m for all divisions / ctcparlmcri~s. 
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Information Commitnication Technology outsourcing is the subjcct of disci~ssion for this 

disserlation. During the last decade several companies with a global footprint on ill1 the 

continents transformed themselves from Mainframe Information Teclinology driven 

environments to I~itegralcd Network Solutions, based on any oi~tsourced model available 

(Hammer, 2004:7). Companies regarded Inforniation Technolo~ies (IT)  as non-core bi~siness and 

the only rtquiremenl was lo manage the supply side in order to be cost efficient or cheaper ils fhr 

as possible (Hammer, 2004:7). Was this a more cost-effective and a wiser option to achicve better 

and problem- fiee IT operarion'? Thc study will aim to answer the questiotis askcd with regard to 

tlic tmdcr mentioned outsourciny. Con~pmies that embarked in IT outsourcing contracts: 

Sasol and Engen (Synthetic Fuels) http://n~v~v.sasol.com 

Petronas and Total (Liquid Fucls) http:/h\w.petronas.com 

Sasol Gas and Mosgas (Synthelic and Natural Gas) http://wv~v.sasoI.com 

Natref (Oil Refinery) l~ttp://~n~~v.sasoI.com 

AECI and Sasol (Chctnicaily rclated) http://n~nv.mbendi.com/coae.htm 

DOW (Chemicals) http://\t~v~\~.do\\f.corn 

Mitlal Steel KSA (Steel rclated) Ilttp://wnv.mittatl.com 

ESKOM (Electricity) h~tp://~vwv.eskom.com 

TELKOIM (Telecommutlications) http://w~vw.telkom.com 

ABSA Bank RSA (Financial) http://www.absa.corn 

Thcse companies were leading the outsoi~rccd process and were really focusing to do this as 

effectively as possible. The day the outsource dcal is signed a general perception is created that a 

milestone has been reached and that everything that has been outsourccd will assist the 

oryanisation to operatc better, faster and cheaper. There is a dangcr that far from being Ihe leader 

in the transformntion process, the IT function nlns the risk of bccoming an inhibitor to change 

and therefore irrelevant i n  adding value to the company's business strategy (Ralph, 2003:44). 



There are, of come,  many valuablu and success~ul IT fi~nctions such as infrastructure. 

applications, Enterprise Resowce Planning Systems (ERPs), and bandwidth that are much 

appreciated by thc business. When technology breaks down, all co~nmunications in the corporate 

world come to a grinding halt, resulting in huge financial losses. Losses can include thc 

commercc section in the industry receiving orders from clients or even production units unable to 

confirm production orders for dispatch purposes. Every ycar itn award is handed out in South 

Africa for the best Information Manascr. Congratulations to him for the award, but in tlic whole. 

tliere are not a lot of than who fecl good about their IT functions as a business enabler (White, 

200 1 :2) .  

The general crisis for the internal I?' function as researclicd by White (200 1 : 109) suggests that 

tliere is widc dissatisfaction with service delivcry: cost and the quality of in-house Information 

Technology (IT) as a service. I t  s e e m  that business in general has a problcn~ will1 the time taken, 

the cost of duveloping information systems solutions, and IT support. Moreover, the process of 

solution developmcnt is seen as intlesible and cumbersome, Business executives are unable ro 

assess wliether they are getting value for money from their IT dollars. They know that they need 

IT but they have a sneaky suspicion that things were bctter before the advent of' hcse so-callcd 

miracle machines (White, 200 I: 101). 

Thesc executives werc wrong of course (Questionnaire rcsults Chaptcr 3 page 61); i t  is probably 

the t~lost compcti~ivo tool (compt~ting) of the era, but not in the way their IT departments are 

delivering it. I?' processes do not seem to be tuned into business cycles that are dcdicated to the 

nced to respond quickly to the market. Furthemlore, the rules havc changed: quality and price are 

basic prercquisites, What matters now is the speed of implementation and new ideas, which now 

defines thc competitive edge (White, 200 1:3). 

When talking to people abour the need to radically change the way they do in-house IT, thc most 

common rcsponse is that business is beins too critical towards the IT department and thuir 

scrvicc delivery (White, 200 1 : 1 I I). There may Ilavc been problems with the way IT operotcs in 

the business, but that is bccausc they did not know what we know today. In modern enterprises i t  

will be impossiblc to run a business without a compiiting fimction as a resource. In Chaptcr 3 the 



study directs the focus on the specific problem regarding the tools and filnctions that drive 

businesses today. 

Business just needs more and better tools (such as ERPs and Manufacturing Execution Solutions) 

in the form of integrated personal computing solutions, or understanding from the business m to 

why the company is outsourcing aid why it is so expensive (White, 2001: 1 13). The bad news is 

that the basics are wrong, so going hack to them will make things worse, not betler. The basics in 

this case refer to the mainframe that was outsourced versus the nctwork that is currently in place 

operating the business (La Grange, 2005). 

Someone once said that thc defi~iition of an insane person is somconc who does the same thing 

again and again and expects diffcrcnt results. But this seems to bc rimy executives' responses to 

the changing environnicnt. The rules such as ownership and shared intiastructure to optimise cost 

liavc changcd and it is now outsourced and not under colnpeny control as esecuhes ivoi~ld have 

likcd (White, 2001:33). (Control meaning security, ethics and iritegrity are ensured and not 

delivered by a second and third party strateyic partner) 

Thc first challenges in devcloping a new IT mindsct are that cost is optinlal and should be 

managed to dcliver the required services and also, to be able to really see what is happening with 

the moncy paid for these services. Once IT has found a new frcedonl in which you are not 

constrained by old attitudes, i t  can look at business for some answers. Business provides many 

modcls and ideas for IT people to adopt. Many of the functions and in some cases, all of the IT 

fi~nctions are outsourced, and if hcy had a choice i t  would not have bcen the same if the decision 

had to be made again today. Some reasons for this are: 

Cost leadership 

Di frerentiation 

lntiovation 

Growth 

Alliances 

------.-.-- --'"'p ...- .-Y. --l..".., .. V... I.... CJ ..I".." I..," "..ly.V .--.. .C. U .I..J .I.., C .U..,. C. ..... ,.., 
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These reasons are hard to change if your company is in a contract for tcn years with a strategic 

partner that does not make profit margins grow with turnover, when it  increases the service 

delivery (White, 2001:37). The outsourcing partner sliould constantly investigate the following 

stra~egic ~ I ' C ~ S  to kecp his focus on continiious improvement: 

l n  formation Technology (LAN, WAN and GAN) 

Solutions ivlanagemcnt (Enterprise Resource Plans) 

Communication Technologies 

Program and Porlfolio Management 

Continuous Improvement (Net Gain Principles) 

(White, 200 1 :47). 

In general these intended straregics were to implcment nc~works and environments based on 

lechnology suppliers such as I4ewlctt J'ackard, Conipaq. Alcatel, IBM and Cisco infraslructure as 

the core backbone infrastructure. The distribution and acccss layers as part of the LANs were 

hosted on tlewletl Packard, blecer, Compay and Dell. The idea was to continuously improve thc 

environment by means of bettcr technologies as wcII as optimisi~ig the currcnt investment during 

the dcprcciation period of the asscl. 

The supply of connected desktops, laptops and all pcripherals were strategically givcn to 

Compaq, DEJL, IBM, ACER, Proli.ne and tlewlett Packard, just to mention a few. 'These brands 

were selected on technology combinations that wcrc compatible, hiah quality and aflbrdablc. A 

typical example of conipany growth that caused thc IT environment lo grow and escalate their IT 

cost is Srisol. Sometimes company growth causcs JT to inflate because of joint ventures and 

mcrgers that iorm part of the company s t r a q y  for growth. In many instances joining companies 

causes IT cost to grow because of technology alignment that does not allow you to consolidale 

and therefore creatc double costs. 

During the study the Sasol group of companies is used as cxamples referring and also comparing 

relcvant information. The Sasol group of companies grew its Liquid Fuels business (like many 

industries during the last decade) from thirty thousand-employees to a tifiy thousand employee 



company with a product linc ol'chernicals, oil? gas and technology worldwide (Cox, 2005). When 

co~~ipanics grow, the technical environment will definitely increasc; in the case of Sasol i t  grew 

to a total of one thousand ~hree hundred servers situated worldwide in ninety six data centres. 

Workstations increased from eight thousand to thirteen thousand, causing the information 

rnannsement company's cost to increase from RSOO niillion to R1.5 billion annually (Zwiegelaar, 

2003). Workstations generally increase in line with the growth of employces in the industry when 

companies areajoined or acquired. 

At the stage that the study was conductcd in 2004, Sasol was contractrially bound with Iiewlctt 

Packard to supply all desktops and network equipment. (In the South Aftican industry Hcwlett 

Packard equipnicnt was used to a largc extent in companies on account of the supporl available in 

South Africa. The strategic suppliers in the outsourced deals dso  recomniendcd i t  as the bctter 

choice at the time.) The tveak Rand at the time the contract was signcd ( 1  999/2000) forced Sasol 

to sign a hedge contract at a fixed reduced exchangc rate tha~ alIowed for savings at the time. l'hc 

contract was signed for 5 ycars (expiring 2005) with tlewlett Packard as thc sole supplier of 

back-of'fice equiprncnt and workstations. 

'Fhe Sasol Limited Group's 1M strategy to usc as fcw tcch~iology suppliers as possible caused the 

business units to become misaligned, creating separute infrastructure platforn~s and dcsigris that 

supported their unique rquircmcnts (Zwiegelaar, 2003). The strategic partnership with Business 

Connexion (BCX) allowed ex ternal expcnditurcs to i~icrcase lo unacceptably high levels as pcr 

the Gnrtner mode1 (higher than 1.5 % of total revenue, escluding depreciation of capital). 

'The in~plenientation of SAP R/3  cosl the company almost R0.3 billion and was hosted on 

ORACLE and SQL. The total amount of SAP production instances supporting thc businesses 

were 17. The international benchmark from Meta and Gartner (White, 200 1 : 18) indicated that thc 

amount of SAP uscrs in Sasol were 5000. and could be hosted on a single instance called a 

"Super Dome". A Super Dome allons you to have one instance (Sewer or Bos) instead of 17, 

making SAP con!lgut-ation for different companies possible on one technology platlorm. 



Sasol decided to embark on a pilot project (proof of concept) to dcvelop a new management 

model and then possibly rcduce IT cost as far as possible. Thc pilot project was initiated by Sasol 

in the Sasolburg environment, consisting of mainly chemical busincsses. This enabled Sllsol 

Limited to evaluate \vhetIicr a business case existed for consolidating the total Information 

ivtanagement function globally. During this pilot project the main focus areas were identificd as: 

Data ccntres, server rooms and disastcr recovery plans (DRPs) 

Applications and SAP (Enterprise Resource Plan (ERP)) 

Core, distribution and access layers (Wide and local arca networks) 

Prograrmne and portfolio ollices (White, 200 1 : 18) 

Digital oi~tput convergence (O'Brien, 2001 : 109) 

Communications Voicc Over lntcrnct Ptvtocol (VOIP) (Robichaud, 2005: 1 12) 

Manufacturing Execution Solutions (iL1ES) 

Executivc Information Systcm Portals (EISPs) 

The pilot project research was conducted in Sasolburg as pcr Appendix 1, at high risk to thc 

Sasolburg Campus business units. I t  tllerel'ore needed full top managcmcnt buy-in to make surc 

the commitment was visible and mcasirred at high levcl. The aim was to meet the research 

statistics by thc Gartner and 1Metcl Group in IUuser, indicating the IT expenditure as a percentage 

of total company revcnuc ( 1  3%) excluding deprcciation of capi~al expenditure (While, 2001 : 1 1). 

This entailed a totd cost ol' ownership reduction of twenty percent based on total revenue, 

excluding deprcciation on capital for the company or division. If this target was acllicvable it  

\vould be presented to the General Executivc Committee fur approval and to implement 

throughoi~t Sasol Limited. 



Table 1.1: Cost categories for Sasol Infrachern (Pilot Projcct) - -- 

The focus areas for operation expenses are the cost buckets as presented in Tablc I .  I .  These cost 

buckets also form the key performance areas for the Information Manager. I t  usually focuses on 

the areas that are [he most costly for the managemenl of information when the set-vice is 

outsourced. Services and Enterprise Resource Systems are the most expensive components and 

ore also the main applications for running the business. This created risk for thc company when a 

possible reduction in costs would affect the availability of syste~ns to do business. Looking at the 

resuhs of the pilot project it is clear that the total cost has decreased by 3 1% during two financial 

cycles indicating clear room for improvement in the historically outsourced model. The biggest 

improvement was achieved in the digital convergence (62%) and infrastructure environments 

(39%). This is a clear indication of merging technologies and disruptive innovation affecting the 

cost positively. Also standing out is the 26% reduction in ERY cost conlirminy the stabilisation of 



the business processes. The cost is reduced because the consulting servicc is reduced due to less 

suppo~l required. 

1.2. Implementation of Federal  models in South Africa 

South Africa has transformed itself over the last decade into a technologically developed country 

with modern communication structures supporting IT networks. The problem is that South 

Atimican companies are experiencing the painful transformation into process driven enterprises 

(third world country with first world systems). 'This causes the world class systems and 

applications to generate huge supporting costs (Table I .  1). The following companies were used 

for resm-ch because they have implemented the so-called Federal Model (Chapter 4) lo outsource 

their IT function. 

Table 1.2: Cotnpanies used for research 

a I- 

Source: (~~w.top300.co.za) 

Rased on their experience during the last five yean of outsourcing we can be sure that the 

population represents the best possible Iindings for the study. All thcse companies have a South 

Afiican footprint that not only alloi\~s them to compare their findings, but also to form an idea of 

what the real business need is For IT to succeed as a business parlner. 



Business identifies gaps in thc Inl'ormation Technology model (Figure 2.2) that they need 

addressed, enabling them to be morc cffcctive (as discussed in Chapter 2). Typical gaps such as 

the following as listed bellow. 

I T  modcl to support mergers, joint vcnlure during the due diligence phase 

IT model not in place to use for bencllmarking 

IT value proposi~ion not clearly defined to business 

IT not aligned with business processes and demand 

IT is seen ns espense, and not core business 

Congrucnt time cycles in sourcing strategies 

Companies such as Sasol in South Africa oulsourccd their Information Technolo_cy component 

based on business requiremenls. This created an opportunity to evaluate the possibility to 

outsourcc the intcrnationill IT conlponent to optimisc the economies of scale for Bt~siness 

Connexion as the stritcgic supplier of all IT related sel-viccs. 

Thc following areas of' technology were of concern in  Sot~th Af'r-ica linking t~p  the gaps identiiicd 

in the above paragraph (La Grange, 2005). 

Local Bandwidth reqt~irements (ATM switching and Virttral Private Networks) 

Telkorn stability (WAN and GRN) 

DilTerent SAP R!? version and contracts (ORACLE versus SQL) 

Diverse technology implemented infiastructurc 

Committd outsourced contracts 

Uncontrolled spending with rcgard to service consulting, consumables and peripherals. 

There is n general bclief in the busiriess that IT only increases expenses witlrot~t adding the 

necessary valuc required from them as a business enabler, in assisting the company in crca~ing 



wealth for shareholders (La Grange, 2005). Thc shortage of propcr managemcnl models to guide 

11' departments to achieve their goals is becoming an opportunity to investigalc. 

1.4. Objectives of thc study 

The study will focus on primary and secondary objectives to answer the objectivcs for thc rcader. 

The study will provide information and research supportive of' both the primary and secondary 

objectivcs, but more in detail the primary ones. The study wit1 search for answers to support thc 

tinal objective of a nlanagement model and comparison tool. 

1.41. Prinrary objectives 

The primary objective of an IT department should bc to support the company strategy. In most 

cases thc strategy is twofold, namely business alignment and a process driven enterprise. The 

problem statement in the above paragraph 1.3 becomes thc primary objective of this study. The 

following issues are seen as problem statements to addrcss the business alignment and process 

drivcn enterprise. 

Currentlyt [here is no accepted model in the indi~stry to compare the costs between 

companies, divisions or departments. 

Also adding to this is the availability of a management model to bc used lo manage the 1'1' 

department assuring btisiness alignment of any process driven enterprise. 

This can enablc companies to inerge and join forces, based on an casy and understandable cost 

basc for 11'. But the qlrestion still remains as an overrill objective: C m  ITsuppor~ 1l7e brisitless irt 

execuling ils slrnlemJ and reduce !he ~ok i i  cosl lo co)npury.for IT c.xpenciilwv? This reduction in 

total cost to company and to achieving alignment with world class platfornis and slandaids with 

rcgard to technobgy at low cost, is bascd on an IT outsourced Model. Thc current modcl that is 

popular is the so-called Federal Model. It is moulded formed to suit the IT function and has no 

forma1 methodology to esecute or implement. The Fcdcral Model Alises detnand and supply as 



a platform for execution of lhe outsourced environments strategy; this model nwds in-depth 

research to be implemented successfully. 

1 A.2. Secondary objectives 

The immediate cost reduction was not necessarily the focus, bill rather to keep the cost fixed, and 

still grow your busincss whilc creating a stable and secure environment, identif),ing the risks, and 

managing them effectively, thereby enabling business to operate with a twenty Ibur sevcn 

business plan. A proper management loo1 must be designed to evaluate and manage the risks and 

stability. A questionnaire wilt be u s d  to support the managenlent tool to bc efkctivc in 

idenlifying the issues. Previously the process performancc based con~racting was used to force 

commitment from the suppliers used in the process (risk and reward). 

1.4.3. Literature 

The study is bascd on information gathered in South AFrica during thc pcriod 2000 until 2005. 

The pilot project in Saso1 will mainly bc used as input inf'orma~ion, as wcll as research, 

bcnchtnarkins and interviews to support a bigger picture (generaliscd modcl). Thc research and 

results from the pilot project will bc used as input to the transformation proccss for companies. 

To sin~plify and rtducc the probable risk caused by the alignment, it  is important to utilizc the 

rcsdts from thc pilot project, which is already aligned with the bigger business modcl. In order to 

scll this initiative to executives, the risk must not anect the business's growth or stability and 

most of all, its increased expenditure. 

1.4.4. Empirical rrwthorl 

The overall empirical study was based on the IT Modcl (Federal 11' Model Fiyrc  l . I )  and a 

stratcgic partner that must support the Information Technology trends, as well as the business 

mode1 that this strategic panner supports by mainly focusing on the growlh and stability of thc 

business. The gencral oi~tsourced IT model is based on "demand versus supply". Figure 1 . 1  

demonstrates the way that the model executes itself', and stipulates the disciplinc to make i t  



effective and stable. Customers must take the lead in demanding the delivery from second party 

suppliers of IT services, and on the other hand IT companies must take the lead in supplying and 

satisfying  his demand based on a master agreement. 

'igure 1.1: Federal (IT) Model 

ource: (White, 200 1 :23) 

Replacing customer with Sasol (y-axle) and IT Partner (X-axle) with Business Connexion) 

Figure I .  I shows the three phases that the IT Model has for implementation (plan, build and nm). 

'The linc fiom the bottom leti to top right divides the responsibility between the two parties when 

initiatives are designed, implemented and managed. The strategic use of an IT Model and tbcus 

areas during the day-to-day operations will ensure that customers take thc lead in driving research 

of new technologies, and then propose this research to the s~ralegic partner in order to advocate 

the use of' the technology and application that will give them a market edge. I t  is very important 

lo take note of the planning (stratcgising) phase, which is owned by the customer for 95% of the 

time and the partner only 5% for thcir inputs. The building phase forces the two parties to commit 

time, resources and funds into a 50/50 partnership. This will ensure that both strive for success 

with the initiative. Thc final phase will leave the 95% management in the hands of the partner 

and the customer only involves himself with the management or the coniract and set-vice level 

agreement. The objective of the mode! is to makc sure that the company does not fall behind with 



technology, and also to support thcm at low cost in managing the IT total supply on demand 

(Robichaud, 2005: 10). 

1.5. Scope 

The scopc of' [his study is to strategically cvaluate the IT operation and cspenditure in the 

outsourced cnvironmcnt: The next step is allowing the stakeholders to highlight their concerns by 

mcans of a questionnaire. The responses from the industry can then be used as an input to design 

a rnanagemcnt modcl Ibr the modcrn 1'1' departmcnl. Rather than building on an existing 

cvaluatio~i model enabling comparisons to takc placc between IT depannients and co~npanics, a 

ncw model will bc designed. This niodel will take the critical cost factors into considcration. The 

7s-model (McKinscy, 2005) will be used as a base to create a questionnili~ for the survey that 

will be conducted. The modcl focuses on thc scven elemcnts of gcnernl busincss 1nan.g (1 emen t 

(Figtm 3. I). 

From 1995 to 2000 most corporate conipanies in South Africa outsourced their I T  functions. I t  

scems that thc "buzzwords" were the Federal ~Modcl and federalism. I t  also addresses the so- 

called "Fedcral Model'' as a measurement for si~pply from demand that was uscd to see if rhc 

strategic IT suppliers were mecting requirements as per the 7s-model by 1McKinsey. Companies 

such as Mittal Stcel Limited and Sasol Limited used i t  as a model based on supply and demand to 

outsource their IT functions to IT companies such as AS?' and BCX respectivcIy. This study will 

supply the IT' function with feedback fiom conlpany executives with regard to thcir experience 

with the outsourcing status. The rescarch will then bc wed ~ogether with thc survey rcsults to 

dcsign two elcments (comparison and managemcnt models) that can support the CIO to manage 

his or her departments better if outsou~~ed.  The final outcome of' thc study will address the 

follo\ving two aspects in detail: 

A management model that can address the resources needed as well as the structure LO 

suppon them (O'Brien, 100 I : 88). 



A comparison model allowing IT departments lo compare their business alignment and its 

costs (Robichaud, 2005: 152). 

1.7. Data collection methods 

All data was collected via the Meta arid Gartncr websites, research, benchmarking, interview 

and C10 forums. The data was used as input Lo do in tc~~icws with top rnanagerncnt executives, 

and thc rcsults from the pilot project in Saso1 served as the gitidelinc for implumentation. The 

questionnaire was then designed to gathcr inforniation needed to design a new 1T outsourced 

model based on criticism in the current outsourced scatc of South Ati-ican companies. This 

cli~cstionnairc will bc mailcd to 80 possible participants to improve the accuracy of thc 

information. Important to take note of is the fact that tlic questionnaire was not sent to any CIO or 

1.1' resource; i t  was clearly focused on business cxccutives and management (senior and junior). 

This would target 15 management teams with their members as participants that live with the IT 

situation on a daily basis. 

1.8. Da!il analysis 

All data received from the questionnaires, pilot project and research werc carefully evatuatcd and 

kcpl confidential. The detail was used lo align the objectives of the study. Esmplcs of changes 

were the creation of CoE's and a smaller executive conimittec. Whcrc possible, more interviews 

uicre conductcd to obtain inputs in the design of the management and comparison modcls. Thc 

interpretation of the information must support the business requirements and reflect thc possible 

solutions in the applicable models to be design~ui. The results from using such models must assist 

business and 1'1' depanrnents in achieving better results with the outsourced IT situations. 

Pareto Principle: Thc possibility of a Paitto Principle stating that 80% of expenses arc caused 

by 20% of the environment or suppIiers has not been proven in the IT environment. After 

searching all possible sources i t  could not be proven that the Pareto Principle spplies to IT in 

South ATrica. Looking at hvo companics - ~Mittal Steel Limited and Sasol Limited - the 

percentage looks quite different than the SOi20 approach. 



Table 1.3 illustrates h a t  the 80/20% Pareto Principle does not apply for these two companies 

when i t  conies to IT costs. The figures indicate that four out of the seven cost h~ckcts are 

responsible for 88.6% of the IT costs in Sasol Limited and 89.4% in Mittal Steel Limited. When 

considering the seven cost buckets it indicates lhat 57% of the costs in these two companies arc 

~.csponsible for 89.4% and 88.6% of the total IT costs. 

Table 1.3: Cost categories from financia1 statenlents 

1.9. Conclusion and recornmendations 

After evaluating all the information fi-om the research, pilot project, survey and interviews, a 

conclusion will be made to what the outcome of the study was based upon. The conclusion will 

direct the reader to form a well supported idea to what the general status of the outsourcing 

models in South Af'rica is; it will aiso indicate the possible gaps that managcment sccs as 

opporliinities to improve. 



The conclusion and recommcndatio~~s are done to assis~ companies in addressing problem areas 

by using a ~nanagement model as guideline and also a comparison model to compare different IT 

functions on a neutral basis. Lastly, strategic business thinking will generate new ideas for the 

renegotiation of the outsourced contract. 

1.10. Summary of research methodology and layout 

There was n tiscd and firm methodology used because of thc diversity of information needed, 

information such as management arid user feedback lo how they felt about the service rcndered to 

them by IT and the outsourcing partner. The important factor WIS lo ensure that all the rcsults 

from the pilot project could be verified and supported by some success stories in other 

companies. The research mcikes the ~esults facti~al and real with kinetic and po~ential energy 

driving the momentum for continuous improvement. No ERP Model can be implemented in all 

business environments, because i t  has no lirnitations and every company is uniquc (White, 

2001 :88). 

Table 1.4: The layout of the dissertation 

Chapter 2: 

Chapter 3: 

Chapter 4: 

The nature and scope of the study and sketching the problem statement. The 

primary and secondary objectives of the study. 

A comprehensive literature study guiding the dissertation in a direction to 

evaluate the problem statement in achieving the objectives of the study. 

An empirical study done by means of textbooks, the Internet, interviews, 

questionnaires, financial results from companies and by combining all of these 

empirically to make sense of all the data. The study designs a cost comparison 

and management model and illustrates Itow to use them in combination to 

cotnc to conclusions and recommendations. 

Based on all 3 chapters the study will give a c!mr understanding to come to a 

conclusion and make recommendations for companies with an ou tsourced IT 

function. 



1.1 1. Terminology clarification 

Table 1.5: Ter~ninology clarification 

l ICT laformafion %mmunicatiosr T&oI@gy L 

1TlL 1qforrnatmkut T m &  Infhstrwtute Libmy 



1.12. lrnple~nentation summary 

It is strongly recommended, when using this study, to make use of an implementation model to 

assist them i l l  the pmcess. The model (Example BD&I model) will assist them in making the 

correct decisions at the correct time befbre implementing any results. A good model to use 

(especially when handling the implementation as a project) is the Business Development & 

lmplemcntation model developed by Sasol Technology. See Appendix 3 for more detail and how 

the model is designed. The model guides the process of' implemcntation and assists in closing 

gaps from all project management angles. 

'igure 1.2: Implementation Model (See also Appendix 3) 

ource (Snsol Technology's BD&I model) 



Thc model in Figwe 1.2 (as extracted from the BD&I model) is used in Sasol for all strategic 

projects ensuring one follo\vs the correct procedurcs to bc successf'ul. 'l'hc model has 3 basic 

steps and then 7 gates that should be passed for approval: 

Gale 1 ldea packaging 

Gate 2 Prc-feasibility 

Gate 3 Feasibility 

Gate 4 Basic developmcr~t 

Gate 5 Execution 

Gatc G Start-up and hand-over 

Gate 7 Evaluation and operation 

- 7  Ihe IT tmnsformation in the world during thc last decade caused the cost to cscalatc 

dramatically. The net\ Chief' Information Officer will have to takc a firm stand in  order to reduct: 

costs and swcating IT assets. Boards approving IT expenditures without propcr business cases are 

something ol'the past (Robichaud, 2005: 88). 'The one major I T  question still stands out: Does the 

cost for IT mect thc cspectcd delivery and value add company executives thought they would 

get'? This study acts as the introduction to a well formulated method for any IT environrncnt to 

rcact to the challenge by senior management in ordcr to prove that the expenditure was correctly 

done in the past. The study also evaluates the possible design of a comparison model between IT 

functions in different companies in the industry. The mode! thcn unfolds itself from a 

management model approach to supporl a best practice organisational structi~re to make I T  part 

of the strategy and core business of a company. The scope of this study is limited to boundaries 

of the South Afiican border during the period 2000 until 2005. 





2.1. Introduction 

The literature study ftxuses on the specific drivers i n  the I T  environment that are used for 

deciding which models and methods must be used to outsource its I?' fimction? still adding value 

to the business to be profitable. I t  seems that cost, IT knowledge and business processes are on 

top of the list with all when outsourcing is discusscd. The intcrnal arid oi~tsourced resources can 

play a major role in the success o r  the models and methods used when outsourcing is considered. 

How they all f i t  into each other must be rcsenrched to enable us to build the optimal model and 

method for outsourcing an IT function. One or  the ways that can assist IT 

professio~ials/orgat~isations to get a good view into the results and lessom learned up to 2005 

when it  comes to iT outsourcing, is to benchmark with the international market and find out what 

is being measured to have a successft~l outsourcing strategy and also to have the rcsults as a 

possible mnnagcment information. 

2.2. Additions to snpport problenl staterrlent further 

Supportive to the initial problem statement thc following needs to be addressed in chaptcr hvo. 

Thc IT outsourcing problcm is bigger than the scopc of this study and as previously mentioned 

and thus the study will only delivcr a management model and a comparison tool for busincss and 

informatioti technology in assisting them to be more business orientated and cost effcctivc. 

2.2.1 IT model to support rncrgers, joint venture during tbc due diligence phase 

Modcrn companies are always looking for strategies in the businesses to grow or sell paris of 

their businesses; this means that thc IT nlodel must be extremely llesible when i t  comes to 

mergcrs, joint ventures and the buying and selling of part or  a company. 'The IT operational 

model must be designed to tlex itself around any situation in order to support the initiative with 

as fcw limiting factors as possible. Tlic model must attract the new venture in such a way that the 

value proposi~ion is acceptable for all parties as a good one (Gartner, 2005:lc)). 



2.2.2 IT model not in place to use internationally as il benchr~iark 

Structuring [he actual spend buckets to cnable the company to benchmark is extreinely important. 

This must allow for "apple with apple" comparisons and creating opportunities to improve the 

service delivery (La Grangc, 2005). Worldwide CIOs arc striving to find a solid comparison 

model that will enable them to compare 17' costs between companies. When designing metrics 

that does esactly this; measurement is difficult in the sense that IT is uniqi~e in every company 

depending on the size and type of business. The aim of the study will be LO look at a cost 

comparison and managemcnt model lo support the metrics needed by the industry to manage 

their outsourced IT function. 

2.2.3. IT value proposition not clearly defincd to busilicss 

The business feel (from interviews done) that IT people do not market themselves well and many 

tinics thc initiativcs driven in IT is seen as costs that must be spent to keep up  with technology. 

The problem is that after the money is approved the business case flies out of'thc window and 

never gcts comniunicated if i l  was proven or successtirlly implemented. 'This creates the idea of 

Black Hole spending (White, 2001:202). The gcneral managcmenl feeling is hal money just 

disappcars and thc value is never eslractetl. 

2.2.4 IT not aligned with busincss processes and dern:nnd 

If the IT model does not allow the Information Manager to have n seat in the top maiiagernent 

team rcsultin~ in reactive managemcnt and crcates misalign~nent between I?' and the business 

objec~ives. IT must be part of thc strategic design of lhe company enabling the company to 

execute its strategy with the technology that supports it  optimally (Swinden: 2004: 14). 



2.2.5. IT sccn as cxpcrise and not core business 

As soon as thc stage of' misalignment (1'1' strategy versus business strategy) is reached between 

the business and the IT function, cost becomes an issue. This could sometimes drive thc won: 

behaviour to cripple IT i n  thc effective delivery of thc IT services needed to operate as a business 

cnabler (Dt~rie, 2005:7). 

2.3. International Information Technology industry on outsourcirig 

2.3.1. Tbe British private scctor and IT outsourcir~g 

In further support to the total objective the study, the research must investigate international 

reports and informati011 to make a comparison between the South African industry and the 

international industry. Research by Swinden (2004:2), a UK-based research group, shows that the 

British private sector buying outsourcing serviccs is concentrating more on IT outsourcing than 

busincss processes. 'The rcport highlights a large increase i n  private sector outsourcing, b v i t h  IT 

contracts driving the increasc i n  value. The British private sector looks at outsourci~ig moving 

towards technology driving the future of the businesses. Best practices are generally captured in 

outsourced models with technology-driven processes to support them. The report fiurther 

indicates that by 2005 to 2006, the total value of all UK private sector's IT and business 

outsourcing will reach E46.5 billion, representing a growth of 228 % from 2000 to 2001 

(Swinden, 2004:3). 



Figure 2.1: Manufacturing Value Chain 

Source: (Swinden, 2004:99) 

Process driven enterprises usually iniplement integrated systems to drive tlicir opcrations. 

Referring to figure 2.1 the main focus for any busincss will be the operational value chain 

resource to product, product to cash and delivery to the client (Swinden, 2004: 13). 'I'lie 

supporting functions sueh as managing operational reliability, human resources, proeuremcnt and 

finances must be integrated with the core business, allowing real-time reporting and informed 

decision-making. When businesses implement Enterprise Resource Planning systems the idea is 

to have a complete implementation in order to extract the maximutii value from the technology 

investment. 

According to Gartner, the general outsourced models arc outsourcing everything in IT i.e.: 

Infrastructure, Applications, Call Desks and Human Resources, security and hardware (Gartner, 

2005:45). Research by Swinden states that the trend in the U K  is moving toward outsourcing: 

Not only I?', but other filnctio~is as well, such as logistics, marketing, payrolls, maintenance and 

financials. Outsourcing all of this puts the business in the hand of a strategic vendor as an 



outsourced model. This creates risk when not undersrood propcrly when dcciding the method of 

opcr~tion between the two parries. Risk to mitigak in this rcgard is the way that outsourced 

partners will handle their client's sensitive information with regard to backups and intellectual 

property. 

Information Technology has also increased as portions of the total expenditi~rc on outsourcing. 

Frorn 2003 to 2004 IT accountcd for 56% of the total United Kingdom market, followed by 

commi~r~icatiou outsourcit~g and Business Process Optimisntion (BI'O), each of which accounted 

for 19 U/o of the market. blana~ed services have thc lowest proportion of spending, at around i2 

billion. The outsourced IT filnction is rcachin~ the economy of scale needed to make the iT 

market in the UK cheaper conipared to in sourcing (Gartner, 2006). There seem to be a general 

consensus that BPO is fuelling thc ou[sourcing market, but Kablc's analysis of public sector, 

clearly clemonstrates that Information Technology is playing thc lending role. This forecast is to 

continue for the next Sew years to determine i t'the results is worthy of thc investment (Swinden. 

2004:4). 

The study shows that the biggest outsourcing activities has been in the health servicc. where 

outsourcing contracts escalated by 54 % from 2002 to 2003 to rcach just undcr f35.5 billion by 

the end of 2003 to 2004, mainly as a result of rhc National I-lealth Program. The British hcalth 

sector must have used some form of infbrnlation to makc the decision LO oulsourcc. The new 

ficlds of out sourcing can use IT as a benchrnark to usc before outsourcing is done. 

2.3.2. Outsourcing in Australia 

Offshore outsourcina lnformation Technology has the potential to creatc new jobs, provided the 

Information Technology industry can assertively position itself as a destination for offshore 

work, by creating support centres that will scrve as call centres for any company to use 

worldwide. This is a myth. Thc reasoning behind the myth is that technology changes. The 

following laws quoted by Gartner supports the myth (Gartncr, 2005:65): 

Metcalfc's law: The value of a network rises with the square of thc number of users. 



Gilder's law: Commtmication bandwidth doubles every six months. 

Moore's law: Data dcnsity of' computer chips doubles every two years. 

The value in this is the economies of scale as well as the solution database that is created to solve 

IT problems.  modern technology assists support ccntres to remotely support users by taking over 

control of their workstations to tix problems. A factor that creatcs risk is dislance belween tlie 

call centrc and the user being influenced by weather! storms and other natural disasters. Business 

leadcrs fecl that outsourcing niodels and 1T governances are not living up to standards 

worldwide. The reason for taking a few steps back is costs; why is i t  not showing lowcr cost with 

bctter support'? 

Thc objective of outsourcing a decade ago was based on IT equipment that is totally outdatcd and 

rcdundant in thc modern induslry. Do companies still seck support fbr the same environment as 

they did ten years ago'? Is the cost per end uscr the sanie and do (hey pay thc lowcst rate wilh the 

ncwest ~echnology? Speaking at an offshore outsourcing summitl the Australia Jnduslry 

Information Association's (AIIA) CEO, Rob Durie, said: "The overarching priority of AIIA, both 

in publishing th is  research and in its policy dclibcrations, take advantage of' tlic global sourcing 

phenomenon (Durie, 2005:4). 

Duric (2005:4) thcn criticized other media commentators for painting a grim lnformntion 

Technology picture of how ofkhore outsourcing would affect Australia. CIO's should. rather 

than following the lcad of'othcr reports and commentators which have thought to tell the industry 

how it  should respond to the challenges OF global sourcing, ask their customers what thcir 

intentions and the implications are for the industry. The outsourcing and supporting of industries 

in the Information Technology sector is a business-uniquc process with customized outsource 

models. Does the model support technology and does i t  support the cnd users? I n  many cases the 

IT department stands in front of the executive teams and does nor know ho\v to defend the 

expenditure for the last decade, and the value that IT adds to supporting core business proccsses, 

as well as how i t  is adding 10 thc bottom line. The answer migh~ be a model that is re-inventcd for 

current needs. 



Australia is relatively slow in adapting to the global sourcing model; technology buyers process 

a pragmatic view of OK-shoring, and that, wherc sensible alternatives for their organisations 

cmerge, they will use it with little or no consideration for Information Technology industry 

implications. In response, the Australian Information Industry Association has developed ten 

recommendations that seek to addrcss the challenges of global sourcing from both un industry 

and personal perspective. 

The recommendations cover a numbcr of areas, including issues surrounding aggressivel_v 

promoting Australia in the United States of America and Western Europe as destinations Ibr 

off.$hore work Ibr bolh local Australian companies and Australian branches of multinationals, as 

\vcll ns assisting Small Medium Enterprises to idcntifjl core capabilities, workload capacity and 

providing feedback on their bes~ ofkhore strategy. Australia, and other countries, can look nt the 

ten reconimendations to i~nprovc their outso~~rced lnodcl improving the dclivcry dramntically 

from a busirless point of view (Durie, 20055). 

< - 1 hese ten recommendations are: 

Selective component outsourcing 

Performance-based contracting 

h/laximum of tliree year contract period 

No first right of rel'usal 

'Trade agreements for employees resigning from IT coriipanics 

Multiple vendors in oi~tsourced deill managed by demand party 

Quarterly rate negotiations 

Utility computing (pay per workstation for support) 

Sepirate vcndor for hclp dcsk only 

Techrrology improvement incentive for cost reduction 

Cornpnnies must base the outsourcing deal on a risk and rcwurd modcl that balances the risk 

between the customcr and supplier, this will cnable the industry to achieve berter results fbr the 

outsoi~rcing environment (Durie, 2005:2). 



2.3.3, IT arid outsourcing rcquircrrie~~ls in the UK 

Huge growth in IT and outsourcing-related consulting gave rise lo double digit permanent 

management co~isultancy revenues in the U K  over thc last year (Durie, 2005:l). I?' consulting 

Ixvcnues have grown by 59% sincc the consulting industry turned around in 2002, creating 

double ligure increases in revenuc and protlts. The Millennium Challenge Association claims 

there is also a return of the "war for talent" at senior levels in the scctor with 54% of firms 

reporting difficulty in filling positions ror senior and management consultants. The financial 

scrvices, transport and tcleconimunications public sector arc offering the best prospects for 

co~~sultancy work in the nest quartcr bccause they are the late entrants into thc outsourced arena. 

The risk and impact is huge in the sense that all public finances, daily transport and 

communication can cripplc the industry i n  a country if the serviccs are interrupted or not 

available (Durie, 2005:Z-4). The question remains unanswered until Chapter 3: I s  there u 

connecrion hefiveen !he IT ~vorld a r r d  service ii~dzisfry ~ ~ L I I  h . s  u V ~ I I Y  ptvpusition ./;IT 

oulsourcir~g IT) 

2.3.4 Information Technology and scmice delivery 

Huge players in the IT uutsourcing indus~ry will face hard competition froni service providers' 

alliances. Outsourcing providers facc up to changes in  their businesses and are gearing them to 

regroup their business modcls to bc read!; for the next round of outsourcing deals that will come 

thcir way. This creates an opportunity for smaller yrouped alliances to challenge bigger rnarkct 

players with bet~cr service of'fcrings and pricing structures that might change the way outsourcing 

is decided in the next round (McCuc, 2005:Z). 

Some call centrc companics have started to move away from being commodity "bums on seats" 

businesses by offering a Inorc complex mix of services in an attempt to takc a slice ofthe overall 

IT services market globally. blargins amongst call centre outsourced providers are being 

squcezcd I~ard. This is, a result, in pan, of the loss of' call centres to near-shore countries like 

Easlern Europe, North Africa and cheap labour destinations like India. Add to this thc fact that 



firms are increasingly implementing web- and phone-based self-service solutions (McCuc. 

2005:9). 

This is changing the typcs of call centre agents and has n potential to lower call volumes (McCue? 

2005: 1). Onc should kcep in mind that the political climate and also tlic labour relating to this can 

place a huge risk on the user and also that chcap labour are only in the programming resourccs 

for Microsoft products. The IT resources arc not yct freeljt available at low cost (hlcCue, 

2005:90). These business models arc alliances that can challenge the cost from big "guns" 

currently cashing in on outsourcing deds. IT resources are freely available and wers are be~ter 

skillcd lo handle basic problems, leaving call centrcs with fewer calls, but higher levcls of 

solutions necded to solve user problems. Corporate enterprises are increasingly turning to 

outsourced providcrs who can transform the acli~al building phase, as well os running phase into 

reality for them, as port of un overall outsourcing dcal, rather than merely outsourcing par[ of the 

esisting business filnction. Outsource dcals will haw to cater for more than is currently in place 

to achieve tlic IT busincss enablement required. This is called a new brecd of frll senlice 

providcrs (FSPs) that oft'cr a one-stop shop tiom everything ti-on1 strategic consulting, through 

systems integlxtion to call centre and business proccss outsoi~rcing solutions (~McCuc, 2005:2). 

Thesc lrcnds arc moving towards outsourced services with niinitnirm risk for tlic customer and 

clicnl. Outsourced services for e-mail, workstations, back-i~p and storage, and even digital 

convergence, bring lotvcr costs to the uscr and superior service. When BT and I-!I' announced in 

May 2004 that they would be developing shared go-to-market services, including :I call ccntre 

proposirion, they started a trend, says Poivcll (2004:2). Recently a numbcr of 

allianccs1pa1-tner.ships haw been annoitnced betwcen varioi~s players in the IT service and 

outsource space. These alliances aim to bring together various elcments of the IT service and 

outsourcing puzzle to address customers' increasingly con~plex dcmands (~McCue, 2005:3). 

Howevcs? a number of the elements of the scrvices that outsourced providcrs, front-offices (call 

centrc) and back-oftice (business process outsoi~rcing), offer, do not differ dramatically from the 

next onc. I1 will be crucial, therefore, for outsource providers to cnsure they differentiate their 

services i n  innovative ways in order to win businesses, concludcs Powell (2004:2). Implcrnenting 

a solution in the form of 17'1L or COBIT call assist businesses to succzssfully manage thcir 

Service L.evel Agreements (SLA's). A succcssful SLA obtained by contract fiom an outside 



supplier, bascd on good measurement and an honcst, open ilnd transparcnl relationship, assists in 

driving down cost in ordcr to reach inasimum economies of scale. One of thc Iargcst challenges 

in dewloping rclevant SLA's is the self-awareness and knowledge of the organization sceking 

thc outsourcing. 'Too many organizations do not do a good quality job of dclining thcir necds and 

solutions in a nicasurable manner. thus defeating a successful outsourcing engagement. 

2.4. South Africa11 IT environment a d  outsourcilig 

Comparing the international research with the South AIiican environment aligns the problem 

with outsourcing worldwide. In many countries South Africa is seen as a third world country and 

comparing some of the information around information technology outsourcing might bring light 

to the subjcct. 

2.41. South African IT ontsourcing riiwket 

The recent study by MB1-'Tcch-Knoivlcdgc, a Soirth ALiican based 11' market rescarch firm: 

prcdicts that the country's I T  outsourcing revenuc will show a CAGR of 15% over the nest five 

years to reach ncarly R5.25 billion by 2006. According to Stuart Herd (COO eQuals Group) tlic 

growth refers to IT-foctised outsourcing and does not include Business Process Oprilnisation 

revcnuc. Me addcd that the study should dispel scepticism from some local quarters, uhose 

opinions arc that thc outsourcing potential will arguably Fill short of delivery and tlic expected 

provision ol'jobs and profits (Herd, 2004:2). 

Hcrd (3,004:3) also adds that attracting loreign investors to South Africa and enticing them ro 

regard the country as one of the prcferred IT oft'shore outsourcing destination, depends on a 

numbcr of factors, such as how much value is offcred by providers. The study cited thc 

telecommunications infrastructure as a vital consideration, and the ability to sell South Africa as a 

viable and prolltable destination with a rangc of advantages. Herd also noted that thc country 

cnjoys cheap electricity supply apart from competitive cost of labour even at a fairly high skills 

level. Althoi~gh South Africa is not really known as a good outsourcing choicc, we need not only 

to look at thc cost Fdctor. 'The country needs to focus more on trying lo add valuc and lo offer 



high levels of skills and service, bur at a good price. If we are 20 or 30 % more expensive than 

countries like India or China, but our quality and service levels are better, then we have a good 

chance of altracting Business Process Optimisation business (Herd, 2004:2). Designing thc 

outsourcing models to creatc innovative thinking fbr both the user and supplier can be one ofthe 

answers to the problem and also to address the period that contracts in 1T are signed, based on the 

fact that new IT equipment actually reduce in price as time goes on. 

2.4.2.I)csignimg outsourcing to create innovating thinking 

First Rand Chief Executive Laurie Dippenaar prides hin~self on leading a company driven by 

innovation and entrepreneurship. Dippenaar (2004:l) likens the group to the American Federal 

system. "We are not a monolith, but rather a confederation of profit centres all with their own 

policies, cul~ures and operating styles". The First Rand business philosophy underlies all the 

businesses. Our businesses are small, focused and swiftly exploit the profitable niches that 

become evident. Organisations that choose a Federal desigll are attempting to achieve the benefits 

of both centralised and decentralised designs (Wainright ct ui., 2005:603). 

Figure 2.2: Classic Fcdcral IS (IT) organisational desigtr 

Source (Wainright el ui., 2005:604) 



Figure 2.2 indicates the basic design for a Federal Model approach. It relates to lhc following 

terms in the South African inl-ormation Management environment where the Chief Information 

Officer is the IS director. This reporting makes execution of the IM strategy easier for tlie CIO 

(Wainright ei a/., 2005:604). As previously mentioned, 1he Federal Model for IT has not been 

researched. Thc basic principle "demand and supply" is used to contracl with a strategic supplier 

in outsoi~rced deals. The Federal Model for IT was born at the same lime as the Y2K and ERP 

implementations, where companies were desperately looking for methods to eliminate risk 

(Wairwiglil c.1 a!., 2005:609). The basic design in Figure 2.2 only addresses tlie organisational 

issues of design principles and not the implementation or the "ho\v" for outsourcing IT services. 

Figure 2.3: Federal Model at Sasol Lid. 

I 
-- 
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Source: (La Grange, 2005) 



The Fe(lcra1 Model7 as custorniscd by Snsnl Ltd, is based on a thtcc tiers structure: 

l'icr one is the IM Esecutivc Cornniittce, which is the decision-making body. 

Tier IM;O is the Inf'ormation Managcrs as part ot'rhc B~rsincss Units' rnariagelnent teams. 

'I'ier three looks at the opcrational isswx and also tlic Ceritrc of Expertise for joint 

qplications (41ES. SAP and process computing). 

Once again i t  only focuses on thc "what" and not the "how" riccdetl in h e  Ibrm ol'a miit~agemetir 

tool or model. Using the Federal blodcl i n  this struct111-c opens an opportunity for thc riiost crirical 

succcss fhc~ot, namcl) the contract and the SL,A ha t  must driw the model to escellcnce. A rulc 

of' thumb Ibr good governance n.hcn J I '  scrviccs is outso~~rccd. is centrdiscd decision-making 

\villi dcciirteliscd implcrncntations (ILlcKinsey, 2006). 

2.5. Servicc hlur~agcrncnt and Information Technology Ir~frustr l~cturc Libri11-y (ITIL) 

.- 
1001s and methodologies iiscd i n  outsourcing rleirls such as COI3IT and II'IL, arc hmdy to 

adclrcss issues i n  the supplier relations enviro~imcnt and scrviccr dclivcry. 

2.5.1. Linking betwccn ITlL and outvourcir~g 

Outsourcing your nervc systcrn to a vendor of choice is a brave decision, says Nuncs (2004: 1). 11 

also indicates the rule very clcarly in which he is of'the opinion that i t  is the kcy success hctor 
7 7 

['or dccitling (111 a partner and a process. 1 he rule statcs that the outsourcing partner must 

undcrsrand t l~c  supported company's business model and take o\vne~-ship of thc cornpan!; 

inlimnation i t  supports. In rnally cascs rhc outsoutcctl strategic partner will treat !:oil as ;I uscr. 

When I?' is in sourced tllc salary of  the I T  pcrsoriricl tieperids on tlw tlclivcry that they provide to 

the business nnd the elid users. 

\Vhcn a dispatch systeni is down on a Friday afterlioon thc inlcrr~al 1.1' personnel will take 

ownctship fiir better than nriy outsourced individual. I t  is hcrc where nictliodologies likc I'l'li., 

play an enormous rule to support thc business with the 111ost effcctivc Service Level A,..- 01 L L ~ I C I I I S ,  



as W C I I  as solurion clam bases Ibr quickly solving problcrns al'fccting the performance of rhc 

busincss when placed i n  an outsourced partner's hands. 

InSoi.mation Technology Inti-astruclure Library and COI3l'r are tools that are well-known in the 

indusrry tbr siipporling outsourced models such as Infbrrnation 'l'cchnology supply and dcrnand 

(White, 200I:28). In Nunes's paper hc also indicated that service nianagemcnr must bc lhc 

tbundrrlitrn fi-)I- an o u ~ s o u ~ ~ c e d  InKorrnation Technology dcpa~~tnen t  that will Icwn on a rnodcl fbr 

siicccss. 'So tnakc sure that companies do it  correctly Lhc first time round, the tbllowing should be 

considcred: thr case for change, outlining thc benefits and critical success factors f'orcsecn fix thc 

inlewcntion and rhc analysing of the process dcscribcd i n  1'1'IL (Nunes, 2004: 1) .  

The ITlL, partitioning thereof into in hoirse and outsourcc scrvicc rolcs and responsibilirics. and 

thc dcvclop~nenr of a new I'I'II, b a w l  structilre u t i l iz in~ the csisting nun-11'IL compliant staff'nnd 

.511bscqiient implcrncnrat ion thcrcof, can improve the 1'1' clcli very (Nuncs. 2004: 1 ). Changc 

managerncnr issucs relaling to thc stall; customers, user baset management and board rncnibcrs 

arc ctwial. ?'he adaptation req~~ircd suiting the environment such as rclationship managcrncnL: 

procure~nent and 1'1- service champions. and thc Icarning I'roln rhe journcy (Nuncs, 2004: 1). 



Figure 2.4 indicates [he s ix  criteria used to compare the vendor with the service rendered. This is 

done by means of facilitation in workshops with applicable stakeholders. The robots will indicate 

as fully optimiscd and red, indicating ihe initial starting phase. The most iniporlant focus areas 

would be vision and steering. Whcn the focus is correct Ihe remaining five categories will 

automatically be affected in a positive manner, improving the total model. The levels of  maturity 

required between the hvo parties must be contracted as part of the project charter. 



Figure 2.5: Evaluation method: 

Capability and maturity of Service Management 

Source: (BCX, 2005) 

Figurc 2.5 indicates the identification of possible mistnatches betwecn the users and suppliers as 

seen by both parties. In many cases the cuslomcr and supplier is focusing on di fierent categories 

to measure their success. This causes misalignment leaving the two thinking that they have 

achieved succcss. The customer usually pays for the service and will feel lhat the supplier is not 

meeting the required SLA as agreed upon, whilsl the supplier feels he is doing extremely well 

with his delivery ofthe iT service. 



Figure 2.6: Sasol's desired state results for incident nra~iagement (Pilot Project): 

Vision and sleering Desired State - March 2006 
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Source: (BCX, 2005) 

Figure 2.6 is an example of'the results from a typical workshop where the incident management 

function beiween the two parties was evaluated. I t  shows that four catcyories have different 

opinions and perceptions in regard to the delivery of this service. Using this model for each 

outsourced service can easily assist the two parties in idenlifying the possible gaps that can be 

filled to solve the problenls. I n  this esample huge effort is placed on people and nothing on 

culture. This state is part of'the desired outcome of' both parties before the project is starled. 

2.5.2. Service delive~y Mal~agcment Model in lnformaiion Teclmology 

Information is one of' the strategic corporate resources. I t  seems that the term Information 

Mmagemenl is coming to thc def-inilion of' only managing infbr~nalion and not technology. Daily 

business decisions are made based on the information provided by the systems implemented and 

used. This is a strategic resource that can enhance the business or have a detrimental effcct on 



strategy (White, 2001:28). The management or informarion and Information TeclinoIogy requires 

a parlnership between Top Management, Business Management and Information Technology. 

Figure 2.7 Enterprise to control system integration framciitork 

CONTROL / 

Source: (La Grange, 2005) 

These layers, ilccording to White (2001:62), provide the top management structures with correct 

business infornution to steer the company. Information Technology becomes the process owncr 

of these processes and can therefore take the lead to establish n new paradigm - one that creates 

an environment which has direct linkage bctween operations and product delivery to customers: 

Customer Relations Management (White, 2001:128). New challenges ernergc for Information 
, . Icchnology and the service delivery in relation to our partners. Creating rhe capacity in the 

partner to rnanage the technology under their control efficiently, transferring of skills, 



establish~ncnt oT rules, standards and procedures sharing the best practices, are all experiences 

thal were collected over somc technological generations. 

2.5.3. Service managcrncnt in S o ~ t b  Africa (Il'IL) 

Quite often companies contract consullants in and then expect th:~t thcy arc going to solve all the 

company's IT problems by implemcnting something like an ITlL framework. These frameworks 

should bc par[ ol'the outsourced contract to deliver h e  scrvice in any fbrm of fra~ncwork. I'fIL 

and COBIT are but two of the mentioned methodologics that can be used to drive c!f'eclive IT 

service dclivery (Madiny, 200.127). Thc reality is that 1hc1.e are a lot of intangibles that play a 

huge role in building a service-focused organisation. Firstly, IM cannot implement Scrvice 

Mana~cmcnr without changing the culture of the organisation to hat of being f'unclionally 

tbcused or evcn ou~\vardly focused in te rm of your customer, or start seeing yourself as a scrvicc 

organisation instead of a technology organisation. 

The reasons For oulsourcing thc (fivc ycars ago) 1'1' fi~nction could have bcen market- driven, or 

possible cost reduction shifting thc responsibility to a sccond oncl third party vendor. 'l'lie 

contractual agrcenienl did not address the service management element of' the contract delivery. 

'I'he missing link is a nianagcmcnt modcl to guidc lhc proccss of outsourcing in the IT arcna. 

What most organisations fail to do when implementing something like service management 

fi*ameworks for supporting an outsollrccd model, is 10 providc the corrcct Icadership and change 

managemen1 processes and rocusing on people issues, because Service Managenienl requircs re- 

engineering, the organisation (Madiny, 2004:47). 

2.5.4. Culture con~~ection to excellent scrvicc mar~agernc~lt 

No mattcr which way one looks at it, when implcrnenting scrvice frameworks (ITIL) or any 

scrvice management methodology it is not only about implcmcnling the process or looking a1 [he 

technology lo lit, il is all about the people and the culture issucs. Organisntional Change 

lManagemen1 is becoming an extremely important part or  any IT project. 



l'hesc initiatives to change organisations arc based on Sour pillars: 

Organisational diagnosis 

Implementing change 

Approach to change and interventions 

E\di~i~tion of the intervention 

(Coetsee, 2004: 1 9G). 

The Sour pillars that Coclsee mes for effective changc managcrnent is aligned wi th  the bascline 

approach that the general scrvice frameworks uscs to drivc change in the IT environment. The 

one component that is not part of service management models is ~ h c  motivaliona! aspecl, This 

slows down the efTective irnplenieritation of any service model. 

2.55.  Busirlcss strategy supported by outsourcing IT 

Ncarly 40 O/o of international 11' deparlments have an outsourccd policy that is out oF"sync" with 

the strategy of the busincss thcy are supporting, according to research by Gartner (2005:l). 

Dcspite thc importance of IT outsourcing dcals to the success of the business, 21 % of IT 

directors qi~estioned by the analyst firm said their outsourced policy was ''not at all aligned", with 

the business. This sriapshot of IT outsourcing cmerged from a Gartner survey of G S  escci~tives in 

largc companies during its annual Europcan outsourcing and 11' service Su~nniit in April 2004. 

Thc survey rcvealed widespread dissatishction ofsupplicrs. More than 50 "/u of those questioned. 

most of whom were IT directors said thcy were in the process o r  changing suppliers (Gartner, 

20042). Thc survey also underlined the rise of orfshore outsourcing - 57 % of' respondents said 

thcy werc considering outsourcing some 11' functions to offshore locations. 

IT Directors' top priorities were cost eficiency, servicc quality, adaptability and relationship 

management. Few of those surveyed listed how to build a business casc and disaster rccovery as 

among thcir top priorities when outsourcing. Wide Area Networks wcrc the most popular part of 

11' to outsource, followed by voice and video networks and the IT help desk. Of all the services 

outsourced, they found one of'them to stand out fiom the ot11e1-s as the worst part, the IT help 

desk (Gortner. 2005:2). 



2.5.6. Revising ontsourci~~g after five years 

- .  IeclinoIogy in the IT environment or any electronic market declines i n  value, mainly because ot' 

disruptive innovation. Outsourcing the IT fi~nction must provide the conlpany with contract 

clauses that focus on the reduction in prices that could not automaticalIy be passed on to the user 

if not managed. A personal computer can cost 50% less one year later and leasing them will put 

you i n  a position that the payment accumulated at the end of thc schedule, exceeds the price of a 

new one by 1br. I t  is inipcrative not to 1 3  contracts i n  the IT arena longer than the opportunity to 

gct a better outsoi~rced deal. According 10 the META Group, as an US-based provider of I'P 

research and advisory service, 50% of organisat ions will outsourcc at Icast one !'unction by 2005, 

while 70% of' that group will renew their outsource contracts. Many will rcduce both the scope 

and the duration orthe original agreement (Anderson, 2005: 1). 

Anderson (2005:1), Senior Research Analyst of thc META Group, in explaining about the 

cliange i n  scope of the initial period, said, "Vendor performance may factor into the decision to 

cut back on esisting outsourcing arrangements, yet thc trcnd is really drivcn by the need for 

organisations to regain control of the Information Technology strategy and architccturc." 

Anderson added that [he growing popularity of asset leasing arrangement and the incrcased focus 

on busincss and 11' alignment are  SO playing irnporlant rolcs in the decision to curtain 

outsourcing arrangements. Reporting further, he adds that despite the reductions in scope and 

duration of outsourcing, the options will continue to grow 21s a viable option for organisations 

seeking to remnin competitive during the next dccadc (Anderson, 2005:2). 

However, he cautioned what companies may not realize, is a return on thcir invcstmcnt, unlcss 

significant ilttcntion is paid to many factors during thc initial stages of an outsourcing agrccmcnt 

(Herd, 2004: 19). 'fhcse factors include setling the corrcct expectations, clcarly dcfining thc 

primary objcctivcs of outsourcing and the risk associated with various options. Selecting a 

capable outsourcing vendor apart liom negotiating Service Level Agrce~iicnts and then, overall 

management of contracts (Harnnier, 2004:27). 



Although outsourcing is a strategic decision, thc tactical and operational irnpletncntation of an 

outsourcing agreement often neglects many of the filndamental elcmcnts required for success 

(Anderson, 2005:3). f:ocusing on the information systems in the business will guide management 

with strategic decision-making when i t  comes to outsourcing. 

2.5.7. Difficulties in outsourcing elliances 

Many major outsourcing contracts are struclured to expand over long periods of time. However, 

these agreements exist in a world of fast-moving technical and business change. Eight to ten 

years are a normal period of a contract in this environment in which computer chip perSormance 

is improving by 20 to 30 % pcr ycar (Lynda er ui., 2003:562). The standard contract lcngth 

addresses the custonicr's diflicu1ties in switching the vendors, as well as economic issucs. But a 

deal that made sense in thc beginning of the contract may not makc economic sense three years 

later cind may require adjustments to function effectively (Lynda et a/., 2003:562). Thc timing of 

benelits lo the customer and the vcndor exaccrbates the situation. Bencfits i n  the first year arc 

clear to [lie custonier, who often receives a one-time capital payment in escliange for thc assets 

that ill-e being transferrcd to the vendor. Having bcen paid nnd having sliiAcd problems and issucs 

to the vendor, the customer firm may fcel relieved. Moreover, the tangible payments in thc tirst 

year occur in an environment where the oulputs most closcly resenible those anticipated in the 

contract. In cach subsequent ycar, however, tlie conlract payment stream becomes less and less 

ticd to tlie initial set of pliinned outputs (as thc world changes) and thus more subject to 

negotiation and possible misunderstanding bctween thc customer and vendor (Lynda et d., 

2003:562). 

2.5.8. The IT role in the rnoderu enterprise 

Before the actual role of' IT is defined, rhe company milst accept that 1T is  a valuable corporate 

resource and the old approilcli must be reviewed. The introduction of a CIO is imperative, based 

on the models for managing other corporate resources (money and pcople).The tcclinology is 

driven by Fi t  gro\\>ing hardware technologies ond bcing doubled every 18 months, w i th  

signit?cant cost drops. This enables applications that wcre only dreamt about: technologics such 



as digital convergence that allows the merging of technology such as conununicntion and 

computers in the office space (VOIP) (Coetsee, 2005:X). 

Corporate executives can enable the proccsscs as well as the techno-structure function LO rc- 

engineer tlic 1'1' strategy and approach. IT li~nctions are seen as ~nanagcmcnt, solution 

development, maintenance and support, call centres, operations, plans and controls, rcsearch and 

dcvelopmenr, and finally, architectures. in opposite corners the business solution lifccycle points 

to ideas, feasibility, design, development or acquire, integrate, implement, produce, maintain and 

support and evaluation (Coetsec, 2005: 13). 

2.6. The what and how four~dations of Information Systcn~s in busincss 

Why are information systems important? If you take a momcnl to b r i ~ i ~  tlie real world inlo our 

discussion tlie importance of In formation Systems (IS) and Information Technology (IT). 

Information technology, including Internet-based information systems, are playing :I vital and 

expanding role in the business (O'Brien, 200 I :99). int'orriiatiun l'cchnulogy can help all kinds of 

businesses improve their eficiency and cffc.ctivencss of their business processes, managerial 

decision-making, work group collaboration, thus strengthening their competitive position in a 

rapidly changing marketplace. This is truc whether inforniation tcchnology is used to suppo11 

product development tennis, customer suppurt processes, interactive electronic comntcrcc 

transactions, or any othcr business activity. Internet-based infor~nalion technology and systems is 

fast becoming a necessary ingredient for business succcss in today's dynamic global environn~ent 

(Dippenaar, 2004: 5). 

You need to know ond understand the five areas of knowledge: 

Foundation Conccpts 

Information Technologies 

Uusiness Applications 

Developmcnt Process 

Management Challenges 

(O'Rrien, 200 I :  6). 



This wilt allow the IT function to align the execution of thc IT task with the busincss charters and 

strategies, assisting the company to meet its definitions of victory. Recognizing inforniation 

systems as a business professional, you should bc able to recognize the fundamental comporlents 

of information systems that you encounter in the real world. 

This rncans that one should be able to identify: 

Thc peoplc, hardware, sottware, data and network resources thcy usc. 

The types of information products they use. 

The way they perform input, processing? output, stowgc and control activities. 

In many cascs the team responsiblc for doing the outsourcing contract docs not have the cotrcct 

cxpcrtisc. This is often the reason Tor all wrony and uninformed decisions (I-Icrd. 2004:5G). 'l'his 

new role Lbcuscd on developing busincss applications that provided nianngets and users with 

prcdelined management reports that would givc managcrs the inlbrmation they needed far 

decision-making proccsscs. From the 1980's up lo I990 tlicre was a paradigm shift lo h e  role of 

IMIS. This allowed cnd-user computing to bc bani on a huge scale unlil2005. 

I t  is very important lo rcmember that outsourcing was the buzzword in lhc liltc 1990's and lhe 

technology was totally different than today. The mistakes that were made during the outsourcing 

era (five ).cars ago) could havc been madc because of this fact i n  new tcclinology (Mainframe 

vcrsus networks). ~Maintianies were stilI in use and toclay thc samc contracl is supporting Global 

Area Networks, Wide Area Networks and Local Area Networks. This can bc vital to the option 

[or extending or renewing the current outsourcing deals (Lynda el a/ , ,  2003:501). Managerial 

challenges of proactive IT managers and business prokssionals shouId become aware of thc 

problems and oppor~unities presented by thc usc of Information Technology and Infonnation 

Systems, which play a vital role in the busincss success of' an enterprise. Placing this in an 

outsourcing contract takes the nervc systems of your company to a vcndor to nianagc the risks 

(Anderson, 2005:3). This bccomes interesting infbrmation for suppliers to lift thc pricing to forcc 

you to pay for the risks businesses are not taking as a business and when they know the cost of 



risk the rates will reflect it. Competitive bidding must be considwcd in order to have competitive 

Information Technologies (Hammer, 2004: 17). 

2.7, Competitive lriforrrlation Technologics 

Strategic I T  and the forces in the marketplace crcate products, service and capabilities that will 

give a company an advantage to be highly competitive. I t  also creates a strategic information 

system that supports or shapcs thc competitive position and strategies of an enrcrprisc. 

Thc livc competitive forccs arc: 

Bargaining power of customers 

Bargaining powcr orsupplicrs 

RivaIry of competitors 

Threat of nen entrants 

Threat of substitutes 

(O'Brien, 200 I :40). 

By means of' cvaliiation derivcd from the Lbrccs and alignment with the compe~itivc strategics, 

yo11 are in a position to contract an outsource deal that is sustainabk and cost efkctive with built- 

in flexibility to manage costs and delivery. 

These competitive strategies are: 

Cost leadership 

Differentiation 

Innovation 

Growth 

Alliance 

Combination of all the above strategies 

(Wood, 200 1 : 12). 



In designing the strategy tbr any business, alignment between I?' and stratcgy is imperative for 

success and suppo1.t in reaching the goals fbr both IT' and business. There are issues that are 

draining the business ~vllicli must be addressed. The man on the street is seeing the high cost 

versus high quality changing to low cost high quality bccausc of disn~ptive innovalion. 

2.8, I~riportarit IT issues that are drairiing the busiritss 

2.8.1. Outsourchg Ihc whole 11iform:l tion Technology dcpartment 

Is thc business requirernent focused on the complete outsourcing 01' IT or are they interested in 

valuc add aligned with business objectives? The answers to that question lies in the feedback 

froni the qucstionnaircs and also the results that clearly indicates the business requirements 

stipiilated in Chapter 3. 

Onc necds to know what the business necds entail before supporting the nianagemcnt of 

information. Does it mean processes'? Ycs, detinitdy. Some help dcsks haw a focus on critical 

arcas and othcrs on ilscrs. The best solution can be derived from the business needs, rathcr than 

thc user requircmcnt. I t  is better to support business continuity and focus your support directly 

towards satisfaction in running the business processes, enabIing the service delivery to work with 

a "win-win" solution (White, 200 1~48). 

2.8.1.2. Value addcd services 

Where do you add valuc with IT if i t  is seen as  an expcnse with no value proposilion'? You nccd 

to determine the value and you have to outsource it m an asset that vendors managc on behalf of 

the company and business. Thc support from a help desk point of view must bc b'ocused on cnd 

users wid1 specific workstation problems. The supporting function from a technology point of 

view must ncver be visible to a custonler and always bc the best for the specilk support solution 

(White, 200 150). 



2.8.1.3. Excellent support desk 

~Measurenient should play a large role to measure trends and not specifically thc number of calls. 

Problem arras can easily be rooted down lo the cause if visible in the type of calls logged. The 

same scenario with support on tlie technology side, the end user and [he data centre can usc the 

sanie inhmation to optimise thc total service in regard to tlie trends picked LIP in calls loggcd 

(Wood, 200 I :3). 

When contracts are awarded lo vendors in outsourcing, the IT supporr deal and lhc rcducliori in 

cosrs must be linked lo risk and ccward to both parties involved. I t  must pronlotc the reduction ol' 

cost and optimisation of technology to save bolh partics money (White, 2001:61). This clcvcr 

thinking makes ~ h c  new CIO a business rnanagcr with h e  same goals as the business. 

2.8.2. The riew way of thinking for IT 

If  you tind yourself in a hole, slop digging. According to the book "The tinhound mind" (Harold 

A. Lindstone and Ian I. Mirrofl) many peoplc have a par-ticdar way of' thinking. Thc author calls 

it  lechnical thinking: a logic-based enquiry method which atlempts to solve problems and find 

answers. Engineers, accountants and IT PL'OPIL' are good a1 this kind of thoughl. It  is essential lo 

reach a conclusion and move on, with the minimm wastage of time and unnecessary discussion. 

'This in itself is an admirable, even desirable, thinking approach (Hammer, 200433). Fivc ways 

to be wrong: or four ways to be righl. When cosls bccome a driver for supporting and enabling 

business with IT there are 5 ways lo be wrong. The CIO will colne under pressure from lop 

management and business owners to reduce IT cost ond unlock value with the current IT 

investment. 'l'he wong behaviour relates to the wrong actioris as il!ustratcd below. The rational 

thinking flies oul Lhe window and thc decisions are based on the wrong managetnent slyle to 

unlock this value. 



These are: 

X = Y  

High cost = Retrench staff 

Re-engineering = Downsizing 

Pilfering from the stationery cupboard = Lock 

IT development = Project 

(White, 2001:156) 

Then: on the other hand, there are 4 possible ways to be right. The right behaviour from the CIO 

will unlock the value needed with the correct slrategic approach to the problem that will solve 

itself with the correct way of right decision making and actions to reduce cost and iitllock value 

from the current IT assets, these are: 

The first way is called "logical rightness'' 

The second way is called "emotional ri&htness" 

The third way is called "unique rigli~ness" 

Then finally i t  is callcd "recopition rightness" 

When Chief Information Officers (CIOs) and busincss managers makc busincss dccisions 

involving IT,  i t  is csscntial to address thc 4 ways of being right. This will eventually st~pport all 

aspects that can influence the supporl and drivers fbr outsourcing a company's 1'1' function 

(White, 2001 : 160). 

2.9. Security 

Outsoicrcing the IT function exposes h e  company to a second and even third party intbrrnation 

leakage. What can the outsoi~rce dcaI usc to ensure that [he security and elhics for a company is 

preserved to ~rduce  or even wipe out any risks? It's clear that li-om her expcriencc the maturity 

relationship can determine the Icvel of risk and int'ormation leakage confidence l'or a company. It 

is vcry important to realise that thc company employees arc also putting the Intellectual Property 

at risk with the use of esternal storage devices. Sccrrrity milst bc an esscntinl part of the trrist in 



the oursourced contract ensuring piecc of mind h r  the information owners (Lynda c! ril., 

2003 : 1 14). 

Despite thc mis of factors th31 suggest outsourcing varies widely from one company to another, a 

series of themes in the aggregate esplains most of the pressures to outsource (Lynda el ul., 

2003:566-567). 

Tighter overhead cost control 

 more aggressive use on low cost labour 
- - 1 ough world class standards 

,More effcctive bulk purchasing 

Bcttcr management of esccss hardwarc capacity 

Better control of software licenccs 

~Morc aggressive management of services and responsc time to meet strategic goals 

Professional outsowced vendors 

I..eaner management structure 

The ability to access higher levels of skilled IT resources at low prices 

Creativc and more realistic structuring of leases 

(L,y nda el cd., 2003:566-567). 

The general perception of IT (IM) deparments has changed dm~natically during the last ycnrs. 

The fwt that funds are freely available for any initiative or new project h a s  changed to proven 

business cases and informed decision making. Proving the definition of victory (DOV) with a 

sound business case to add value to the business with the implementation of any new IT initiative 

is the current reality that IT managers will face in the future (Van der Bank, 2005). The edi~cation 

of senior management with regard to IT has improved to allow pal-ticipation and informed 

decision-making by top management. 

----------------------------------------------------- ooo----------------------------------------------------------- 



Chapter 3 

Em~frical study 

.' 



3.1. Introduction 

The empirical research on outsourcing Inf'ormation Technology in South Afi-ica was based on a 

questionnaire (Appcndis 2) as the main component. The aim ofthe study was to determine thc 

statc and the progress made over the last decadc in regard to outsourcing IT. Outsoi~rcing as per 

the Osl'ord English Dictionary means: "obtain by contract from an outside ~upplict~' (Oxford 

Dictionary, 2005). 

The opening s lags  or  this chaplet. describe the devclopnient of a queslionnaire for measuring the 

statc and progress, as well as partnership success in the IT outsourcing arena in South Afiicn. I t  

also includes litcraturc to enrorce the method of' empirical rcsearch, as wcll m on the statisticd 

review method used 10 analyse the data that will bc prcsentcd following the questionnaire 

compiction. The queslionnaire was offered to ii number of co~npanies in order lo determine tlic 

concepts and the evaluation of the state and progress made during thc mentioned period of' time. 

The chapter concludes with an evaluation of' the results obtained from the questionnaire and the 

discussion thcreof. 

3.2. The raw data collection for the tleveloprne~~t of the evaluation rnodcl 

Empi~ical research usually involves making choices in four areas (Wood, 200 1 :9). 

Are you going to study the existing situation, or are yo11 going lo do a n  esperimenl 01- a 

"quasi-experinienl" - i.e. change something and sce what effect i t  has'? Experimcnts and 

quasi-experiments are particularly usefill fbr gathering support fbr recommendations. 

What sort of sample are you going to takc? I x g e  sample, small sample or study of'a single 

case'? 

Are you going to use a standard theory or fiamework (and if' so, whicll one?), or are you 

coing to devclop your own thcory? In either case, theorics are important. - 



How is the empirical data going to be gathercd? The possibilities include: a written 

questionnaire, interviews, observation, participant observation, documenlation and data arcliive 

analysis, or the inlernet. 

"YOLI should not bc rcstricted by thcsc: good research generally uses a combination of thcsc 

paltcrns as well as strategies which do not fit ncatly into any of them'! (Wood, 2001:9). 

3.3. Choice ofernpiricsl research method 

By means of a questionnaire the existing scenario in South Africa will be reflected in order to 

dsaw somc form of conclusion relating to outsourced Information Tcchnologics. A survcy 

involves the collection of information from a (usually fairly Imge) number of "units". These units 

may be people, or organisations, or towns. or families, or depanments. The information collected 

niay be of any kind - e.g. financial inforniiltion or opinions i n  the case of surveys of' people, or 

informalion about the numbers of employees and organisationa1 structures in rhc case of a survey 

of organisations. A survey provides a snapshot of the situation as i t  is at a particular rime, usually 

with a view to andysing patterns and trends applying to the group as a whole. Most surveys are 

based on a sample of the population of interest. Surveys often use questionnaires to collect data, 

bul intcrvicws or observation may sometimes bc preferable (Wood, 2001: 10). Before developing 

the qucslionnairc, it  was esscntial to identify all possible input variables for thc modcl, then test 

and select those variables that have a high i~itluence on the model, and fmally to determine and 

collect the corrcct quantity of raw data that is required. When designing questionnaises consider 

thc following (Wood, 200 1 : I 1) & (Neuman, l997:23 1-237): 

Exactlywhatdoyouwant~ofindout? 

\Wiy should peoplc t i l l  i t  in? (Anonymity, confidentiality, rcward for returning it?) 

Will they tell thc truth? 

Length and scquence of questions. 

Wording: avoid lending. long. complicaled questions asking several things, 

incomprehensible, unans~verable, silly, rude or annoying questions. 

The covering letter csplaining who yo11 arc and wlial thc rcsearch is lor. 



There are three main types of'questions onc can ask in a qt~cstionnaire (Neumr~n. 1997: 237): 

Closed questions asking for a category. (In which province do you opcrate from'? - tick the 

appropriate bos.) 

Closed questions asking for a number. (What is your annual 11' expcnditure? Questions 

asking respondents to rate their ngrcement with a series of statements.) 

Open-cnded questions. (Ratc your relationship with scrvice provider based on thc 

irnprovemcnt in customer scrvice.) These may eirhcr be coded for analysis (in which casc it 

may he be~ter to use a cluscd qucstion in the first place) or simply read and used for 

cluotations and as a rneans of coming to ilndcrstand the respondent. 

With closd questions in particular, one needs to carer for respondents who do not know thc 

answer. You don't tvant to forcc thcm to make up an answer! I t  also focuses them on the specific 

question asked. 

Wood (200 1 :  14) identifies the following common problems with questionnaires: 

Low rcsponse rate (Whnr should you do aboi~t this?) 

Too much inf'orn~ation to analysc 

Inconc1irsivc answers 

You only find out what people want to (and can) tell you 

Given this advice w d  using the McKinsey 7sOiLlodeI a questionnaire was then dcvelopcd. 

3.4. Identification and scleetion of input variables 

In tile detailed literature study in Chapter 2 we developcd understanding for Information 

Technology internationally, as well as obtai~iing the v iew ofthe industry on the conccpt, present 

situation, issircs, problenis and future of' the IT outsourced industry. By understanding these 

aspccts after the study, they were uscd to formulate the input vr~riablcs for the dctailed 



qucstionnaire that would be used for the environment study. The questiorlnaire was designed 

based on the 7s-model os per McKinscy. The 7s-model is based on the general aspects of 

management; it is struchued in such a way that the focus is placed on the high-level aspect of 

management of people and slructmes. The 7 topics address both the hard and soft issues in 

organisations. and cross-questioning the questions to create consistency in the answers. 

Source: (McKinscy, 2005) 

In collecting data for these types of questionnaires it  can be classified as either attributes or 

variables. Attributes are characterized by either u conformance or non-conformance to a 

specification. Variables are those characteristics which are rneasurcd with regard to specilic 

se~vices, e.g. expenditure on 11' activities per annum (Wisniewski, 1997: 15). By looking at the 

objeclives of the research that was proposed, it identities the inpul variables, and based on the 

objectives in Chapter 1 the input variables were then selected. Criteria such as the under 

tnentioned were used: 



International studies conducted to detcrrnine the samc ratios 

Criteria to rncet thc objectivcs in Chapter 1 

The intent of' using inpi11 veriables from past studies is to conduct a benchnlark of how South 

African perceptions compare with the I'T environment. As part of the critcria the rcscarch also 

investigated thc South African situation to reference [he results to the findings in the 

questionnairc; this can also assist in the design of a management modcl for the industry. 

3.5. Sizing the pop~~latiori 

In order to conduct a statistical analysis of thc results of a questionnairc one must first develop an 

understanding of' thc theory of statistical techniqucs. This section details lhosc techniqucs used 

for this rcscnrch. The population should represent all managcment Icvels that have vision into thc 

total IT' cost and delivery picture including the expected servicc levels and types of IT serviccs 

required. 

3.5.1. 1)cfinition of statistics 

According to Wisniewski (1997:gI) statistics reveal: a coIlcction of quanlitativc data pel-taining 

to any subject or group, especially when the data are systematically gathered and collated. The 

science thal deals wi th  the collection, ~;;tbulation, analysis, interpretation, and prescntation of 

quantitativc data, Wisniewski (1997:91) states that stalistics has two phases: Descriplivc or 

deductivc statistics. which endeavours to describe and nnalyse a subject or group, and to 

determinc some measurc of' an avcrage and some measure of' variability around the average. 

Inductivc statistics endeavours to determine, from a limited amount of data (sample), an 

important conclusion about a much largcr amount of data (universe or population). Wisnicwski 

( I  9W:W) tells us that thcrc are two measures of' average: 

The arithmetic mean, which is a sum of the told values divided by the number of values 

measured. 



'She mcdian, which is thc middle value fiorn the total values recorded. 

Thc measure of' variability uscd in this study is that of standard deviation. Its intent is to 

demonstrate the rneasurc of' variability around h e  average value (Wisniewski, 1997:94), and is 

calculated with thc fbrmula: 

Standard deviation = d ~ ( x - ~ ) ~ / n  

W hcre: x = Value 

X = Sample mean 

n = Nurnber of values recordcd in the sample 

Due to thc nature and limited period available for this rescarch, it  is the second option - that of 

inductive statistics, which will be used to dcvelop a solution to thc problems identified in Chaptcr 

1.  The size of the population usually makes i t  impractical and uneconot~~ical to involve all 

members of the population in a research project (\\/elman & Kruger, 1999:47). Consequently. a 

sample will bc laken of' the population and this will be assurncd to be representative of' thc 

population. \Visnicwski (1997:99) describes the population as the entire set ot' data that is of 

interest to us and a sample as a representative part of'that population that we can economically 

and practically usc to reHcct a meaningfill result for the entire population. 

Studies in the USA have niainly focused on the inputs from the Fortune 500 companics (Lieb & 

Mullcr, 2002: 1-10). The intent of this study is to focus on how South African companics 

perceivc their use of second and third party partnerships and the extent to which they make i~sc OK 

these IT services. In line with this, the initial population choscn for this study was selected fiom 

the Top 300 companies' websire (w~w.top300.co.za refers). Responses horn thcse participants 

were particularly slow at first, and it  was decided to include those companies that arc listed on the 

Johannesburg Stock Exchange (~~v~v.ise.co.71?/1isted/com~anies.ht1l refers). As the purpose of 

this study is to undcrstand how all sizes of company perceive and use outsourced logistics 

services! a nurnbcr of' smaller companies were also approached to take part i n  the study. These 



co~npanies were selected bnscd on the author's past contacts with these companies, and they werc 

requeskd to conlplcte the same questionnaire as all othcr companies taking part in thc field stud!. 

3.6. Designing tile qucstior~~iairc to develop a managcnlcnt model 

The process l'ollowed with the qi~estionnaire Iiad to make use of a trial questionnairc. The trial 

questionnaire was discussed with diffcrent business unit  managers in order to conf?rm that the 

focus was correct in addressing thc issues and objectives of Chapter I. Thc inputs from tlic 

business unit  managers were then incorporated to crcate the final qi~cstiorinairc th:i~ was e-mailcd 

to all lhc participants and any explanations were handlcd lelephonically. 

3.7. Structuri~ig the questionnaire 

To save time for the participant in thc process of complering the questionnaire i t  was csscntial to 

niakc the process as simplc as possible. Thc questionnaire was designed with tick-dots to confirm 

slatemcnts and guide the participant to eFfective information sharing. At the cnd of completing 

the questionnairc i t  could bc e-mailed with a push button which would direct the results to the 

evah~ator* aulo~natically (Appendix 2). As previously mcntioned the structure was based on the 

7s-model, the model made thc interpretation of the qi~estions casicr because of thc knowledge 

that the industry has on this topic (7s-model), which is generally used in strategic dcbates. Thc 

language in the questionnaire focuscd on general busincss terms and not IT jargon; this siniplificd 

the explanation and intcrpretntion of the questions. 

3.7.1. Data rlcrnographics 

The questionnaire based on the 7s-model was sent out lo different companies within Sasol 

Limitcd (internationally, including the USA and Europe), as well ils to external conlpanies. The 

esternal companies that took part in the qi~estionnaire were all members of the Chief Information 

Oflicer (CIO) Forum that Sasol created i n  South Africa. This forum consisted of different 

companies with the same 1'1- focus. 



Strutcgy (The way leaders focus their time and altention and the personal tone they sct) 

Skills (End result activities the company must be really good at, in order to deliver thc 

valuc proposition) 

Structure (An order!y and predicwble structure to determinc who rcpom to whom and 

how lasks arc divided up and integratcd. with emphasis on rolcs and responsibilities) 

Staff (The people in the organisation considered i n  terms of their capabilitics, csperience 

and potential) 

Systems (The process and procedi~res through which thing get done day lo day) 

Style ('The way lcnders focus their time and the personal tone thcy set) 

Shared valucs (Simple, agreed-upon principles that say what is important around thc 

act ion) 

3.8. Questionnaire analysis 

The intent of h i s  section is to sum~narize tlie res~~lts  of the empirical research, based on the 

replies to the questionnaires that were distributed. 

A total of 80 questionnaires were distributed. A total of 56 completed quctstionnaires werc 

received back (a response rate of 70%) and used for t l~c purpose of h e  analysis, I I were 

incomplete duc to unavailability of the resource at the time. The rest of the questionnaires did not 

receive reply a[ all within the recommended due date. In order to represent thc data in casy terms, 

the results of the qucstionnaircs will bc presented using frequency distributions. Thcse results 

will sho~v the number of times each characteris~ic was observed by the respondents in thcir 

replics. Thcy advise that a frequency distribution can take the rorm oPa figure (e.g. a histogram 

or a licquency polygon), or a table. 

3.9. Sun~mary of Empirical Study 

Table 3.1 and ligure 3.2 show the geographic disrribulion of 'he respondents LO rhe quesrionnaire. 



Table 3.1: Distributio~l of respondeets 
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Figure 3.2: Distributioa of Respondents' Origin 
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From Table 3.1 and Figure 3.2 it is clear that the highest responses came tiom the banking 

industry and shortly behind then1 the petrochemical, as well as the stecl sectors. All these 

industries have corporate offices based in the Gauleng (Johannesburg) area and this aligns them 

with outsourcing deals with the big tive IT strategic suppliers in South Africa. The big five as per 

La Grange (2005) being: 

Price Waterhouse Coopers 

Advanced System Technologies (AST) 

Business Connesion (BCX) 

Arivia.com 

Accenture 

Out of these tive the only two that can claim thal they will supply a wall-to-wall call centre 

support function are AST and BCX. The rest of the industry supplies various elements such as 



ERP, applicalion and general IM support. The concentration of businesses in the Gauteng area 

makes thc supply of these sei-vices almost a monopoly for the two suppliers BCX and AST. The 

category "other" was senior individuals known to the author. 

The results from the questionnaire shown in Table 3.2 indimille the following: from the I I 

questions askcd (left vertic-al column) to the participants, not one company indicated that they did 

not know or that it was always true: in line with this result. None of them replied that the 

questions were of low in~portance. 

Tablc 3.2: Stratcgy importance 

This shows that the industry sees ['I' services as mcdium to high important, medium being thc 

highest ranked (38 ve~sus 18). When you read the questions it is catastrophic to see that the 

highest score for the category (strategy) was marked false! In many of these cases the 

corresponding importance was marked high! Question I I ,  indicating the existence of sourcuig 

strategies received zero for thc questionnaire, which should havc been in place. Question 10, 

allowing thc IT supplier first right of~vfusal on all IT related work, was also marked false, which 

gives an indication of the trust between the customer and the supplier, when in line the 

importance is markcd medium. In other words, bi~siness want to give strategic suppliers the first 

right but does not see i t  as being important. From a research point ol'view the indication was to 

exclude this option in hture contract, which perhaps answers the importance being marked 

medium. 



Table 3.3 Skills importaace 

--- s. 1 - 4  I n 1 a: ,  

Table 3.3 gets the focus immediately on the high importance on almost all the questions. 

Question 12. inquiring about the importance of KPls, was marked often true but with high 

importance. The perception (or fact) may be thal the IT managers do not have key performance 

indicators Ibr the personal performance or the IT' service does not have proper KPls that are 

managed. In both cases it  is catastrophic that the business perception shows that hey believe this! 

Question hvo and ten also marked wilh high importance. relates lo strategic alignment arid 

cuslomer needs. These two aspects must fbrm part or any outsource deal main negotiation 

strategy and will definitely effect the industry negatively if it is no1 in place. This category 

teceivcd four scores for being true (question one, seven, ten and eleven) with high importance, 

the focus for these questions arc mainly continuous and proactive management, leading edge 

technology approach, customer needs and i~ser feedback. In general the feedback h r  this category 

was positive. 



Tablc 3.4: Structure importance 

In Table 3.4 the feedback gives immediate related fcedback to the importance of structure. The 

score for the questions fealured in the often and true categories, givcn the impression that the 

business feels that the structure is important and in place. The interviews conducted to verify this 

result resulted in a discussion that took us to the fact that thc structures are in place and very 

important but it is extreme1 y expensive to manage, from on internal and external point of view. 

Business feels that the structure needed to manage these investments are more than anticipated 

and whcn they start cutting the cost you lose IT service quality. This again boils down to a 

tnanagemenl and comparison model that can highlight this for the C10. 

Tablc 3.5: Staff importawe 

Table 3.5 gives qucstion four (mix between operation and technical background) extra Cbcus. 

Again in the interviews i t  came out clearly that top management want IT managers and CIOs to 

be csperienced business resources to rim IT as a busincss. Question sevcn again counters this for 

the 11' manager. where a career needs to be attractive for any business resource to mako IT his 



fi~ture in any corporate company. The fact of the matter is the I?' manager's post is used as a 

stepping stone to a higher position. One more important matter li.om the inlerviews is the fact that 

IT people Feel that they run the risk to be outsourced at any time or even lose their jobs as 

technology improves and replaces normal resources. 

Table 3.6: System importance 

Table 3.6 drops the score to "don't know". The system importance is many times a big unknown 

when wc conducted interviews. The business (from the interviews) feels that many of the old 

hand and papcr syslelns were good enough; this is why top managernenr must form part of the 

strategy lo make sure this perception is managed. 'The biggest factors counlering the 

implementalion of systems are change management and capital. The Baby Boomer generation are 

convinc.ed that these old systems were better and less complex to use, even cheaper. 

This is true in many cases but the globalisation and technology growth do not allow you to fall 

behind when i l  comes to the basics of IT. One senior execulive said it is like eleclronic banking: 

you must use it to survive. In general this category was vague Ibr the participants because of the 

knowledge of systenls. The questionnaire uses IT jargon in this category, which is diflkult to 

understand if it  is not explained to the participant. The intel-views indicated [hat systems are 

needed and very important, bul why the high cost and difXculty to implement and support'? 

Business needs some way of comparing cost between bi~sinesses and better management modcls 

(La Grange, 2005). 



Table 3.7: Style il;nportal~ce 

The results from question six are lislcd in Table 3.7, with a good balance between "don't know" 

and "often  rue". Style is seen as the charisma of IT (quoted from interviews). The style in the 

questions uses words such as proactive, plan, focus, bollon1 line, communitalion, just to nlenlion 

a kw. The impoflance scale lipped to "medium" for this category: why so'? Only after the 

interviews it were discovered that question nine and eleven (paflnerships and sourcing strategies) 

had a huge impact on the results. The same concern came in the first question around sourcing 

strategies. Business feels strongly that the procurement of IT is not aligned with the normal 

business governance and that this creates a flaw in the integrity fbr purchasing IT systems and 

technology. Top management feels that procurement does not belong in the IT departments and 

that strategic sourcing teams should have this responsibility. 

Table 3.8: Shared Values irnportsncc 

4 0 0 2 3 1 - 4 3 B 3 
5 0 5) 1 8 3 5 Q 3. ? 
6 0 0 0 13. 1 . 8 ,  1 4 7 

n. .4. - ,a A. #. m ' ~ o t d  . . 2~ 86 



Question scvcn relating 10 values resultcd in niany questions being misunderstood. 'Table 3.8 

gives the resulrs of the survey and this category rcquired interpretation of the qi~estions [or the 

panicipants frorn an author's point ofvicw. 'l'he businesses do not see the importance of values 

\ h e n  i t  comes to costs; thcy strongly feel that it  must be handled as a business dcal with a 

supplier. Thc rewards for the service is seen as part of the tariffpaid to the supplier and according 

to delivcry experienced it is too general. That is why "otien true" is so high in question one with 

a mcdiurn importance. Question six again on the other hand is seen as %lien true" that ST 

personncl are committed and supply best practices, but the business asks the question why we 

nccd so many internal iT resources when we are outsourced. This is the reason for the high true 

valuc and high importance value supporting the stalement made in the interviews "the IT people 

have a lo[ to Learn when it comes to customer relations technical peoplc does not rcceive forrnal 

training as part of their education to Sociis on people but rather on thechnology." 

3.10. Building a 11iodc1 for thu industry to outsourcc IT 

How does the idea! model look like? Using the questiorinaire feedback, as well as the literature 

study in Chapter 2, it  is evident that a customized model is the answer. 'l'hc companies that use 

outsourcing for IT are unique and nced unique solutions for their business ~.cquirenients. Tlic best 

method to follow would be to build a template to use as a guideline to outsourcc the correct 

fi~nctions of IT for the correct rcasons and time periods. The following questions must be 

answered in the model: 

W 11 y outsource'? 

How long'? 

Which supplier'? 

Is our company growing. stabilizing or declining? 

0 What arc the strategic goals for business success? 

Making clinical calculations and benchmarking your IT function creates a problern when  he 

nlign~ncnt between the two par~ies does not compare "appics with applcs". Tfie idcal model 





Table 3,10: Model calculation (TDi - Model) 

Whar is important aboul this model is h a t  your interprcration on how to use it determines the 

results you will get. The tlexibility in the model allows any number of deparlments or companies 

to compare their 11' function without a detailcd investigation or figures. I t  even atlo\vs for in 

sourced as wcll as outsor~rced IT functions to be compared. The organisation slructure does not 

play a role in regard lo the way it  is structured, but more in the m o u n t  o f  resources used to 

cxecute the fi~nction. In the example in table 3. t 0 i t  is clear that you can come out with any final 

index figure. The advantage is that if you have a business in the growing, stable and dcclininy 

phase, you still meet the required comparison between the ditTcrent companies by focusing on the 

area that you see tit. This will enable you to still benchmark in the range fbr competitive 1'1' 

timction, disregarding the fact that you are tbcusing on a different area. 

The TDj - Model can very easily drive Ihe definition of victory in any key perfortnance area, 

allowing the management team to set cetlain goals to the C10. The C10 can usc the model to an 

index best suited for him and then benchmark with the different cotnpanies to see if his company 

is competitive or not. The mistake that makes benchtilarking difficult in the current situation is 

that the comparison is no1 aligned among thc relevant participants. The model will allow you to 

adjust in certain areas where your company necds ibcus and then still meet the required index. 



The key success factor of the model is the measurement that must take place in short frequencies, 

as determined by the participants. The deviation Sronl the set index can be (example) 0.5 smaller 

and 0.5 larger than the indes or even smaller with a lower indes and larger with a larger index. In 

the test case fbr the pilot project the frequency for the measurement was quallerly, lo adapt to the 

changes needed for implemenlation purposes. The model will allow your IT function to manage 

the service levels between patlies, because the service delivered will determine the cost and 

resources needed to keep the index stable. The most important succcss factor of tllis model is that 

the stability allo\vs you to benchmark for a period determined by the relevant company. 

Table 3.1 1 : Arlva~~ tages 

To co!~clude the questionnaire feedback process the following remarks can be made in order to 

address the objeclives and problem statements in this study. Does tlle current IT environment 

with the models in  place really suppoll the business with their strategic goals and also transitions 

the modular business approach to a process driven enterprise? The answer to [his is that in some 

cases i t  does, but i t  depends on Ihe maturity and also the funds needed to address the problen~s in 



regard to the IT delivery. When companies arc growing they tend to be lcss focused on cost and 

morc focuscd on the delivery, no matter the costs. Just getting thc busincss working e!fictively 

and delivering to client in order to make profits, are key. The downside is also very tnlc and it is 

seen in companies where cost is a concern. I'hesc companies are focusing on thc issucs that drive 

down costs and will live with fhc 1ni11imum requirements to run and survive the economic down 

cycle. Top and senior management arc more aware of thc hcts around IT today than they were 

five to ten years ago, making the decision in 1M. when i t  comes to IT, more diflicult than in the 

past. The fact of the matrer is that if 1M wants to be a rcal business partner they will have to 

accept the fact that i t  will have to be treated the same as all the other business deprirhnents. This 

is especially true whcn it  comcs to adding valuc and mecting definitions of victory in order to 

makc the busincss grow i n  a stablc and elTective way. 



Chapter 4 

,Recommendations and 

conclusions 



With reference to Chapter 3 and the results of the questionnaire, it has opened an opportunity fbr 

the development of a management model to guide the Chief Information Oficer in its strategy to 

support tlie business. Chaptcr 4 illustrates what a practical management model could look like for 

use in the industry. 

4.2. IT aud thc Pareto Principle 

The findings in Chapter I clearly indicate that the Pareto Principal is not valid in thc IT 

environnicnt. This leaves ~l ic  window of Surtlier research opcn to dctermine what the financial 

principle ratio is Tor a typical IT dcpartmcnt. In 1906, Italian ccotiomist Vilfredo Pareto created a 

mathematical formula to describe the unequal distribution of wcaltli in his country, observing that 

twnly perccnt of the people owned cighty percent of tlie wealth. In thc late 1940s, Dr. Joscph hi. 

Juran inaccurately attributcd tlie 50/20 Rule to Pareto, calling it Pareto's Principle. While it may 

be misnamed, Pareto's Principle or Pareto's Law as it is sometimes called can be a very effcctive 

tool to help you manage effectively. After Parcto made his observatioti and creatcd his Lbrmula, 

many others obscrved similar phenomena in their own itrcas of expertise. 

Quality Managcment pioncer, Dr. Joseph Juran, working in the US in the 1930s and 40s 

rccogized a universal principle lie called the "vital fcw and trivial many" and rcduced i t  to 

writing. In an early work, a lack of precision on Juran's part made it appear that he was applying 

Pareto's observations aboul economics to a broader body of work. The name Parcto's Principle 

stuck, probably bccause il sounded bctter than Juranfs Pri.nciple. As a result, Dr. Juran's 

observation of'tlie "vital Sew and trivial many", the principle that 20 percent of something always 

are respo~~sible f'or 80 pcrcenl of tlic results, became known as Pareto's Principle or the 50/20 

Rule. 



4.3. Management Model 

4.3.1. Ol-gal~isational structure 

Figure 4.1 : Desigw Process 

r ce ss: Cle 
Concenltual desinns 

. . 

Who? I ( 

With reference to Figure 4.1 the design methodology are illi~strated by means of Ilow diagrams. 

From left to right the analysis of the organisational inputs are based on thc principles of an "as- 

is" assessment, best practices models, studies and research, interviews with top executives in the 

business and finally, comrnunicatio~~ to the affected people in the organisation. The design 

process then waterfalls into a creation ol'the base model for design purposes. This leiids the way 

for the purpose ol'the design, design drivers, design principles and a rough organisational design, 

The final two steps Ibr the design are based on the conceptual design and also the evaluation and 

buy-in by all stakeholders for implementation purposes. Tllcre are three basic principles that 

support the clean design, analysis of organisational inputs, the basic creation of the design, the 

co~iceplual design and finally the detail evaluation of the conceptual design with proper business 

input. The process follows the logical steps of what, where and who and the importance of 

purpose, principles: dimensions and structural forms are critical success factors. Important to 



remember design is based on a hub and spoke governance and principle me~hoclology approach. 

with centralised decision-making and dcccntralised implementation. 

Figure 4.2: Organisational structure 

Proposed Conceptual Design: 18+ Months 

Source: (La Grange, 2005) 

With reference to figure 4.2 the 18 month process thar follows the figure 4.1 approach, results in 

h e  dynamic organisalional structure wilh flexibility that can adapt lo any disruptive innovation 

or structures in the market. The CIO takes the responsibility For the strategy, governance, 

resource managemen1 and technical operations. The business units are structured in such a way 

that each grouping is based on thc similarilies in the companics. The CIO has direct reports by 



means of Chief Information Managers taking tlie responsibility for all the business's unique 

requirements. The back ol'licc technology (mail, internct, shared ilpplications) are managed from 

a ce~ikil point of view, but when i t  comes to possible CoEs (ERP, MES, 1W0 and PAS) i t  is 

centraliscd in the business units with tlie best skills to lead h e  enterprise. The process follo\vs the 

[our steps: manngcment of business, management, crcate value and realisation of value. The 

reporting li~ics to thc CIO become a critical success factor, which includes strategy and 

governance, resource rnanagemcnt arid operational managcmcnt. The design principles are based 

on leadership 10 transform IT lo a respected business partner. 

4.3.2. Key performance areas 

The kcy perl'orniance area is dcrived from ttle business charters in the company. Thcse indicators 

must align itself with the different business units' dcfinitions of vic~ory (DOVs). The 

pcrformancc contracts measuring performance arc based on a 60% business illpiit and a 40% CIO 

input? lcaving no room for error in supporting the implementation of the specific busincss 

chancrs. Giving the business marlagers input into thc performance agreements of all Informalion 

Leaders (60/40), crcates ease in their minds because of the input thal t h y  gain to inllucnce thc IT 

servicc process. 

4.4. Testing the model 

When a new model is designed, lhc busincss partners should havc input to [he delail and also bc 

tested for addilional changes to suit their requirements and then tesl i t  by means of intervicws and 

discussion.. 

4.4.1. Interviews 

I n  order to lest the model, inlerviews wcce conducted with five differen1 business managers (not 

1T managers). These interview wcre bascd on questions that align thc reasons for thc study with 

the objectives and rcsults rcquired to irnplc~ncnl the model cffeclively. 'i'he rcsults from tlic 



survcy were part of thc discussion to ensurc that the alignment is maintained between the two 

separate actions taken to build the model. 

The questions were derived from the survey's rcsults that did not make them selrs clear for 

intcrpretntion. 

How, in your opinion, does this model support a company strategy? 

Docs this model allow For skills development in IT with a sound valuc proposition'? 

Docs the structure imp1 y that IT can bc managed as a bi~siness unit'? 

Is the structure supportive of'the company's staff requirements? 

How does this structure and model support the systems that run thc businesses? 

Is this modcl based on a value system supportive of a company's vision and mission? 

Thcse questions were asked by means of personal interviews with management of'thc following 

companies. The interviews were recorded for designing the feedback: 

DOW Chemicals 

IMOSGAS 

Sasol Limited 

AECI 

ENGEN 

4.4.3. Qncstionaaire feedback (all five participants) 

To do final adjustments to the model the inputs from the interviews are crucial. 

4.4.3.1. How in your opinion does this model support the company strategy? 

Information Management is seen as a major player in the execution of any company strategy. Thc 

information provided by IT is seen as the ncrve system that feeds the business to make strategic 

decisions on a day-to-day and future basis. Sometimes, IT loses track of lhc strategy and directs 



itself to tcclinology in a new and bettcr arena. This causcs costs to increase and too many 

initiatives bcing driven by IIM. IIM plays a prominent role in most of thc corporare management 

committees. This allows for alignment between rechnology and also playing a business partner 

role Iikc any other departmcnt. The process that was followcd to outsource the IT fimction ycars 

ago might havc been wrong in the sense of contract periods and outsourced componcnts. The 

relationship with thc outsource provider was supposcd to give tlic business a competitive 

advantage which did not realise the way it was intended. The IT function was seen as o "holy 

cow" in the past with an easy supply OF Funds to drive initiatives when i t  comes to tcchnology. 

The ideal is that all IT costs, including capital, must be handled the way busincss handles thc rest 

oP the company's costs. Business must drive the initiatives and IT (IIM) must only act as an 

enabler to supply to the demand from thc business. Thc decision to make strate$ vendors 

partners with first right of refi~sal clauses was not a good one, leaving an open door for thcm to 

manage their costs differently than thc normal vendor. The catlsc of this action is that i t  narrows 

down the opportunity for competitive bidding. The one thing that IT has missed is the approval of 

sourcing strategies. The setting up or dcsign process for sourcing stratcgies would have guidcd 

you to make the correct dc~isions when i t  comes to contract periods and otlier clauses that havc a 

neyative effect on the business. 

4.4.3.2. Docs this model allow for skills d o ~ l o p m c n t  in IT with a sound virlue proposition'? 

Information services are not always rnanaged effectively. The trend is that nehvorks fill over 

during boasd mcetings and planning the downtimc lacks focus. The strategic partners arc not 

always aligned with the different levels of the stratcgies i n  corporate companies (McKinsey, 

2006). 'Thc focus area for the vendor, most of the time, is too high to execute effectively. 1b1 is 

quick to react to possible risks whcn i t  comes to technology and response with good plans to limit 

risk, usually at a price. The documentation in  IT and i M  are not always updated rind aligned with 

what one sees on the systems. A hugc opportunity is to optilnisc suppliers that sell their systems 

and business to the company, In many cases h is  is not happcning. 

Negotiation skills are one part of IT in busincss that is lagging. The deals are madc on technical 

grounds and not really on commercial terms. This generally puts the business at risk when 



urbitralion, exit or mitigation is rcquircd with vendors not supplying what was contracted. Thc 

moment the techrlology \vorks, the contrilcl is fbrgotten ~tnlil the systcm falcs. I'f docs not always 

involvc the necessary uscrs to hclp with the continuous improvements of all processes and 

systems. The strategic vendor is usually far removed from reality and the uscrs' thcn battlc to get 

the required support. The one way to correcl this might be to have a Key PerTormance Indicator 

that gives business the opportunity to evaluate the performance received from 11M. 

4.4.3.3, Does thc structure imply that IT can br managed as ;I brtsirless unit? 

The way that outsourcing was done should actually allow thc business to manage the co~nplete I?' 

(IM) f'unc~ion as a business unit. The problem is that this was nevcr done, crealing the 

opportunity for n~ismaliagement with rezard to costs and eniployn~cnt of resources. The structirre 

needed to handle decision-making for initiatives at thc correct level is not in placc in most 

companies. The role player (C10 or CIM) is not always the ideal candidatc for thc job, duc to the 

teclmicaI background and not a business lender. Con~rnenls such as this one: "A C10 without an 

Ml3A - never again". Thc indices uscd for escalalion of taril'fs are not aligned with best practices, 

Using onIy one index such as CPI across the board is not acceptable, The same way that cost 

containment is done with indices must and can be uscd for IT as wcll. It is not clear in the 

business unit manager's mind as to what kind of skills is needcd for running an lbl department. 
, , I he outsourcing model must indicate the required skills for managemcrlt in the co~npany's IT 

function. The recruitment process can assist in effective selection of resources that can make a 

diil'ecencc in a strategic management strucu~rc. 

4.4.3.4. Is the structure supportive of the company's staff rcquirenients'? 

This is a divided area of response. What conies out cleasIq is the hct that the involvement of top 

mariagerncnt is crucial whcn i t  comes to staflng the IT management structure. The feeling is that 

the technical pan should only be managcd within and the rcal skills set must be sourced from 

outside as a partner, not an employce. The performance indicalors must be nligncd with business 

strategies and objectives as far down in the structure as possible. This will allow for the 

commitment to hclp business deliver thc victories needed to gsow thc business. The IM 



department niust creatc platforms for career development and opportunities for employees to 

bccorne managers or specialists i n  their spccific domains. 

4.4.3.5, How docs this structure and modcl support the syster~is that run t ! ~  businesses? 

'.A system is a systcm is a system .... (La Grsnge2005)" Top management docs not have thc 

knowledge to dit'ferentiatc between systenis the way IJM does. The trust needcd i n  11M to direct 

LOP Inanapement in making the correct decisions when it comcs to systems is crucial; for success. 

The commercial process must be t'ollowed lo ensurc all aspects are looked at and even that 

int-ormcd decisions arc made. The systems and processes nceded to run  the business model must 

be i n  the hands ot' the business owncrs, not that of' IM. The systems are owed  by business, 

including the capital needed to purchasc them and improve 11'. Thc message of'livl as a business 

enabler came out very strong in thc results. 

4.43.6. Is this model based on a valuc systcm supportive of thc company's vision :~nd 

r11 iss ion'? 

Thc general kcling is that systems are purchased for periods between tcn to fifteen years 

(Gartner, 2005): while the vision and mission are ncver kcpl that long. There should be alignment 

with ~ h c  general business nceds rather than the vision of the company. I t  is interesting that the 

responses to the questionnaire indicated a gap between systems and conipany visions. 

The recommendations that are based on the findings of this dissertation indicate a huge gap in the 

management 01' the outsourced IT function for the indush-y. The rcconimendations arc purcly 

indicators for a difl'erent management model to assist thc CIO or senior business rnanagement in 

makin2 outsourcing in 11' more effective. 

- "  I hcse recommendations are: 

Make IT a strategic focus for the business internally and externally. 



Attempt to employ the skills needed to run the outsourced deal optimally and focused. 

Make sure the slruclures in IT (IM) arc supportive of the business objectives and goals with 

the correct contract periods. 

Staff the 1M structure as a business unit with enablement capabilities. 

Use and implement systems that support the company's Suture long term objectives. 

Shared values from all the involvcd paities in outsourcing are extremely important for 

SIICC~SS. 

4.6. Conclusions 

In thc industry, IT makes up between 0.5 and 5% of' the company's total cost as proven in the 

literature study in Chapter 2. Top management will not ignore this as con~pared to company 

gro\vth of' the same percentage. Information Technology costs are gctting cheaper by the day; 

disruptive innovations are part of the technology trcnd, making IT very conipctitive. The 

expectation from top management towards 1M (IT) to run with the busincss in executing the 

strategy will become increasingly important. The kture of IT as an enabler (Shared Service) to 

business will become more prominent than in the past. Make sure when you outsource IT that 

you use a management model hat supports the initiative in an ciTective manner. The quick 

decisions that were taken in the past to outsource the IT function, do not allow tbr the business 

case to bc proven today. The problem is that the decisions were based on the current situations 

that, according to the results of the questionnaire, were not well thought through. In many cases 

the tools or models that they based [heir decisions on, wcre not in place to ensurc infornmd 

decision-making. The lessons Icarned from past esperiences of' outsourced companies are used 

and interpreted in this study as well as through the questionnaire to assist in building an 

evaluation methodology (TD1-Model) as \vet1 as a Management Model. These instruments can 

assist in developing a better managed oursourced model as well as the continuous improvement 

thereo t', 

'I'hc historic Federal Model methodology can be replaced with this process of evaluating the 

outsourcing decisions, as well as ensuring the correct informed decisions are taken to whom and 

whirl should be outsc~urced. The speed at which technology in the IT arena improves will make 



the effect ol'uninforined decisions to outsourcing more severe in  the next five or ten years than 

the current one. The price at which you can purchase technology reduces rapidly and i t  also 

becomes more accessible to the gencrd user outside big corporate companies. The future 

dccisions affecting outsourcing or in sourcing that was outsourced will be made by different 

individuals than in the last ten years. These individuals will be from top management and only 

guidance Liom 17' specialists will be taken into account in the business deal and will not be a 

technology deal as in the past. The reality is that IT departments will be managed in the same 

manner as the normal business units in order to improve profitability and continuous 

improvement. The TDi-Model that focuses on the comparison of unique firnctions in the IT 

dcparllnent can be a very handy tool in the final evaluation fbr dccisions on outsourcing the IT 

department. It i s  also imporlant that the strategic business deal is done as an alliance and as a 

truslworthy relationship between the parties to ensure futurv best practices with continuous 

improvement. 
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JL BOTHA 
Cell: 082 804 6570 

OMce: 016 960 4599 
E-mail: I J DU PREEZ WG BRESSER 

Cell: 082 803 4775 Cell: 083 630 0314 
Office: 016 920 2445 Office: 0 16 960 2547 

E-mail; E-mail: 

H MITTERMAIER 
cell: 083 625 31 92 

Office: 016 920 2303 
E-mail: 

*Establishment of EPMO 
1 PMO 
-Kabiii closure 
mTransformation period 
(old org - new org) 
*Portfolio management 
*Project initiation 

Strate4 Y 
*Technology 1 .People 
-ProoesseslSystems 
.Other 
*AD, Needs Assessments 
hwvation 
=Preproject work 

Knowledge Optimisation 
.Knowledge Management 

Establishment of ILOS 

Up to date & dvnamic 
Business Strateqv that 

I incor~orates IM ~erspectives: 
Inlerpreted Business vision 

and strategies 
Interpreted IM Trends ' (internal and external) 
Defined and agreed business 

I strategy 
1 = IM roadmap that enables 

business strategy 
Business acceptance 8 

-Establishment 
.Optimal 
*Sascon SAP 
-DMS (Document 
Management System) 
-Alp (Ammonia, 
lnfrachem & Polymers) 
Cluster cost optimisation 
(R19.5 mil) 
*Resource & succession 
planning 
*Training & development 

I ownership of strategy I I 

 transformation period 
-Network upgrade 
*SLA (Comparex) 
interpretation 
-Density 

.Business focus 
*Key focus areas 
.Roles + Responsibilities 

involvement 



Priigram Management C k e  
a PMO Establishment 

of PMO 

P~ttf0lS0 
management 
(applications) 

6 Project Initiation 

-- 

0 PMO function I services 

m r o u p  Inputs (EPMO) 

o lnfrachem I Sastech community of practice 

Q BD&I Model for lnfrachem 

3Training and development 

K h a n g e  Management 

env i saged  completion 

@Applications I server consolidation 

@Budget 

crNext steps 

e User support (calls, purchasing, support) 

sData basis for all applications outside of SAP 

~Licens ing,  quality surveys and WAM management 

management of applications outside of SAP 

a Project Optimal 

d l  uster projects 





Infomation R e s m e m e n t  
IRM Establishment 1 IUM function 

Training and development (Know How) 
Change Management 

- 

Optimal I Project Kickoff on 71512003 
Project Office - Sastech SAP training venue 
Detail Planning to be done 

Present support scenario 
Blue print phase to start 71512003 

Document Management DMS project was not approved in current financial year , System Need exist for Design Office, busy with proposal 
Need exist for Inspection due to Project Turbo 

Ammonia, lnfrachem & *Trying to bring the cost down from U 19.5 mil 

Polymers cost optimization J Pieterse to provide detail on changed budget 
Remove inactive users 

I Resource & succession I # PP in place - new position 

planning 

Resource & S U C C ~ S S ~ O ~  +The ideal person will be the Assistant to the Business Information 

( planning I ArChitect 
I Resource to Product (PP) in place due to new position 

Procure to Pay and Financial positions are currently still within 

Manage Operational Reliability (PM) most of the Super Users are 
in Planning and Scheduling Section. 

I will be able to identify ideal candidates in project Optimal 



. - 

ITSM ITSM Implementation 

Campus Network 
Upgrade (Natref) 

Output Devim 
Convergence 

Optimising the sewer 
environment 

Managing the tf 
Budget 

8 Sasol lnfrachem users interface to Comparex 

o Project to implement 18 months 

9 Addressing current issues 

Creating awareness - daily 15 minute meetings 

8 Configuration Management 

+ Technology for the future 

O Redundancy 
9 Cabling Synergy 

OfkelProduction 

Current Printer Density approx I personlprinter 

Desktop Printers are expensive 

+ Projected density 20-25 personslprinter 

+ 144000plmonth @ R4,50 pp = R648 OOOlmonth - possibly halved 

- - -- - 

O Switch to Sasol Governance equipment 

During transition number of servers to be scaled down 

+ Allocate a CC to each 1M Department 
8 Manage spend to Comparex 

@ Evaluate new projects 

a Optimise Infrastructure 

& Align lnfrachem with group 
Manage IT Life cycle 

a Collaborate with Group IM 

? - <--= +- -* 
.& -= -:L. 

'-7 f-4 '-- 3 .,- 
, ' I  . I  ' I , '  IN I . . 8 1 ,  . a  . . : 



i-I' 
1 R Q C ~ S ~  lnformatbn Management (PIM) 

Business 
Focus 

Manufacturing 
Execution System 
(MES) solutions within 
lnfrachem and the rest 
of the Sasol bu rg 
campus, excluding 
Natref 

Key Focus Areas 

Roles and Responsibilities 

Comparex Involvement 

Within Sasol, MES would include: 
Operational Data Store (ODs) 
Supervisory Control and Data Acquisition (SCADA) 

Process Control Monitoring (APC, SPC) 
Telemetry Systems 
Laboratory lnformation Management Systems (LIMS) 
Energy Measurement Systems 
Environmental Monitoring Systems 

ODs: Consolidation of process data via ODs systems per site 
+ Laboratory: LIMS and web-based IS0  9001 
+ Energy Palace: Energy data to  ODS and fiber optic networks 
* Environmental: Advise on data acquisition and integrity 

+Telemetry: GSM modems for remote site data acquisition 
ib Process Control: Performance monitoring via ODs systems 

+ Project Management (Standard methodology for Sasol IM) 
Process lnformation alignment on Sasolburg campus 

r In frastl-ucture (hardware) 
sProcess lnformation Systems (software) 

I Sasol IM procedures and governances related to Process 
lnformation Systems 

Update 
e Manage 

I Close collaboration between PIM and Comparex technical group 

8 Knowledge sharing and training on different systems 

:: , ,:I,; . j i  ;,- ; ; q l { l i !  .: 1.; 









Role definitions for PMO office: 

Function 

- rroject pornollo managemenr 
- Strategic alignment of projects 
Set standards, principles, etc. of programme Office as aligned with Group (establish & 
manage the PM culture tools, mechanisms & best practice within Sasol lnfrachem IM) 

- Report on overall lnfrachem project portfolio progress (cost, time, impacts, risks) 
- Manage external project managers 
- Feedback and project tracking 
- To act as the link to Group IM Enterprise Project Management Office 
Act as project I programme manager for large, strategic projects from Group or internal to 
lnfrachem 
Mentoring role (PMO, IM) 

Back I Go to Org Structure , Exit 



Role definitions for PMO office: 

Portfolio manaqer: 
Applications: 

mDSL for lnfracgem 
*Functional quality survey 
*Technical quality survey 
*Financial Info - costs, maintenance, support 
.Application effect, eg. Infrastructure 
*Business processes supported by application 
*WAM management 
.DRP (business continuity) 







Role definitions for PMO office: 

I Business Analyst 
1 programme office 

*Perform Business analysis for BU's within lnfrachem as required per project. (process 
flows, DFD, MI, etc.) 
.Assist other roles within PMO as and when required, for example scheduling, project 
management. 



Roles and responsibilities 
Strategic initiatives, Group alignment and Information Leadership 

I lnfrachem 
Knowledge 
Management 
Manager 
Coordinates and 
Manages lnfrachern 
KM initiatives 

Leads and coordinates the knowledge management activities in a specific 
knowledge area (e.g. COP leader) or a specific business area (e.g. functional 
knowledge manager) 
.Gives direction and focus to knowledge management in terms of strategy and 
roadmaps 
.Assist knowledge workers to effectively and efficiently access, filter, apply, 
create, capture and share knowledge 
.Manage KM initiatives in terms of cost, schedule, resources and quality of 
deliverables 
~Optimise and coordinate the portfolio of KM projects within the consolidated 
roadmap 



Roles and responsibilities 
Information Results Management 

Information Results 
Manager 
Ensures delivery of IM 
business resulfs 
within Infrachem 

Co-creates IM strategy by coordinating individual SBU inputs and 
participating in strategic business and IM forums 
Drives IM strategy integration 
Manages overall IRM in Infrachem and ensures integration between 
process I functional BlCs (solutions) 
Integrates with BPO, BPS and super-users at a strategic level 

0 Aligns with Group IRM initiatives and ensures tnfrachem IM delivers 
business results (ROI) 
Tracks and manages IRM projects and scope of activities 
Prioritisation of business needs and allocate projects accordingly 
Coordinates resource planning for projects 
Responsible for people management processes within IRM area 

- Identification of training and development needs 
- Mentorship 

Manages IM transition to ensure customer satisfaction and least 
disruption to business 
Manages overall IRM budget 





Roles and responsibilities 
lnformation Results Management (cont.) 

Business 
Information 
Consultant 
(BE)* 
(cont) 
Align l T / / M  to 
business and 
deliver business 
results through 
effective 
in for ma t/on 
management 

Project manages IM initiatives as required 
Provides IM and SBU leadership, business and process knowledge to IM 
projects 
Ensures SBU understands, buys-in and adheres to IM governance 
Facilitate SBU to resolve SLA non-performance via ITSM 
Responsible for change management with regards to IM projects 
(coordination and driving) 
User education (general IM) 



Roles and responsibilities 
IT Services Management 

IT Services 
Management 
(ITSM) Manager 

Manages IT 
service delivery 
within In frachem 

Manages overall IT infrastructure services to ensure business 
momentum is maintained 

- Management of strategic partner 
- Ensure appropriate processes and procedures are in place for ITSM 

services, such as incident and problem management, change and 
release management 

- Managing availability 
- Managing capacity 
- Business continuity 
- Managing campus infrastructure 
- Managing lnfrachem procurement processes 
- Ensure lnfrachem IM governance implemented and managed 

SLA management 
- Negotiation of SLAs and contracts with strategic service provider / 

other vendors in conjunction with IM Manager 
- Ensure appropriate SLAs are in place for lnfrachem 
- Monitor SLA performance and take corrective action 

Communicate with all stakeholders, e.g. ITSM issues that impact 
business, governance, processes and procedures 



Roles and responsibilities 
IT Services Management (cont) 

IT Services 
Management 
(ITSM) Manager 
(con t) 
Manages IT 
service delivery 
within In frachern 

Manages overall ITSM budget and charging 
- Overall IT TCO for lnfrachem 
- ITSM budgets 
- Authorises invoices 
- Facilitates charging (including visibility of IT costs to business to 

manage TCO) 
0 Continuously benchmark lnfrachem to ITSM operations within Group 

and best practice to ensure lnfrachem maintains optimum efficiency and 
effectiveness 
Co-creates IM strategy by coordinating ITSM inputs and participating in 
strategic business and IM forums 
Drives IT strategy implementation and ensures integration with IRM, 
Group IM and IL 

0 Responsible for people management processes within ITSM area 
- Identification of training and development needs 
- Mentorship 

0 Manages IM transition to ensure customer satisfaction and least 
disruption to business 



Roles and responsibilities 
IT Service Support Manager 

TSM Assistant 
%wides IT 
service 
nanagement 
2dministrative 
bnction 

Manages overall administration of ITSM processes 
- Updates and maintains all user databases and files 
- Notify Comparex of new users, transfers or resignations 

Collates service desk and other SLA statistics from vendors for ITSM 
Manager and highlight areas of concern for action 
Assists ITSM Manager to document and establish appropriate, ITlL compliant 
processes with Comparex for incident, problem, change and release 
management 
Manages ITSM administration for the following processes 

- Incident management (escalation procedures) 
- Capacity Management (Monitor and initiate action) 
- Change management (maintain database) 
- Release management (maintain database) 
- Governance (communication, governance compliance register) 
- User communication 

Secretary to CAB, vendor / SLA meetings 
SAP upload of PRs 
Acts as IM liaison for Site Services & Syngas & Utilities 
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Roles and responsibilities 
IT Services Management 

Role Function 

lnfrastructure 
Manager and 
Technical 
Architect 
Optimises 
ln frachem 
infrastructure 
and develops 
technology 
architecture 
strategy in 
conjunction 
with Group IM 

Manages lnfrachem infrastructure through: 
- Optimising and planning capacity for network and servers based on business 

requirements, the organisation's operation and the IT lnfrastructure 
- Ensure that all the current and future capacity and performance aspects of the 

business requirements are provided cost-effectively 
Campus Infrastructure 

- Represents lnfrachem on the campus infrastructure management forum 
- Ensures lnfrachem complies with campus governance and architecture 

Develop lnfrachem technology strategy in accordance with Group directives and 
business (ensures compliance to group architectural strategy and intent) 
Participates in the development / review of Group IM technology architecture 
principles and framework 

Collaborates with Group IM on determining technology policies, principles and 
standards 
Manages Infrachem technology cycle in line with Group IM directives and business 
requirements 
Aligns technical architecture with application and business architecture 
Liaison with other architecture domains, networking within the broader Sasol 
community and close interaction with IRM and IL 
Ensures appropriate business continuity strategies are developed in conjunction 
with business and IRM so that critical business services can be recovered 





Roles and responsibilities 
Strategic initiatives, Group alignment and Information Leadership 

lnfrachem 
Knowledge 
Management 
Manager 
Coordinates and 
Manages lnfrachem 
K M initiatives 

Function 

Leads and coordinates the knowledge management activities in a 
specific knowledge area (e.9. COP leader) or a specific business area 
(e.9. functional knowledge manager) 
.Gives direction and focus to knowledge management in terms of 
strategy and roadmaps 
.Assist knowledge workers to effectively and efficiently access, filter, 
apply, create, capture and share knowledge 
.Manage KM initiatives in terms of cost, schedule, resources and 
quality of deliverables 
~Optimise and coordinate the portfolio of KM projects within the 
consolidated roadmap 



PIM Draft Business Plan 
Business Focus 

PIM (Process Information Management) will focus on MES (Manufacturing Execution System) 
solutions within lnfrachem and the rest of the Sasolburg Campus, excluding Natref. 
Referred to the basic structure of a company, MES can be defined as: Any solution that 
facilitates and improves a production company's wealth creation process. Within Sasol, MES 
would include the following: 
- Operational Data Store (ODs) 
- Batching systems 
- Supervisory Control And Data Acquisition (SCADA) 
- Human Machine InterFace (HMI) 
- Statistical Process Control (SPC) 
- Advance Process Control (APC) 
- Telemetry Systems 
- Laboratory lnformation Management Systems (LIMS) 
- Energy Measurement Systems (EMS) 

Back Go to Org Structur? 1 Exit 



Roles and responsibilities 
IT Services/Results Management 

IM Finance and 
Procurement 
Manages financial 
and procurement 
administrative 
process 

0 Manages overall administration of lnfrachem procurement process 
- Obtaining quotations for authorised requests 

- Tracking of quotation status 
- Placement of orders 
- Obtain input from stores regarding availability of stocks 

- Order tracking and follow-up 
- Maintaining new asset register database 
- Validate invoices against original quotations 

0 Manages overall administration of lnfrachem financial processes 
- Collating all invoices from vendors (Comparex, HP, etc) 
- Perform account reconciliations (actual vs budget or quotation) 
- Identify potential disputes and notify ITSM Manager 
- Ensure all supporting documentation / authorisations are provided for 

purchases 
- Ensure all authorisations are completed timeously and distribute to 

Financial Department for payment 



Process Specialists 

Specialist in SAP functional module and integration with other modules. 
Explore opportunities for business process improvements, especially from SAP 
perspective. 
SAP Project management systems technical design, development and testing. 
Manage integration and acceptance test plans and testing. 
Prepare and present end-user training - per SAP module and integration areas. 
Manage business transformation during new implementations (Change Management). 
Communicate change. 
Coordinate cross-functional maintenance and development requests. 
Responsible for user profiles. 
Participation in archiving initiatives. 
Responsible for non SAP applications (Process specific) which integrates with SAP. 
Pro-actively identify business needs that could be facilitated in SAP. 
Liaison with BPO, BPS, super-users, BAS and business to facilitate requirements 
definition. 
Participate in Super User forums and BPO meetings. 
Develop business case. Identify and map business requirements and translate it into SAP 
requirements and specifications. 
Reduction and alignment of ABAP's to reduce maintenance. 
Identification of problem areas in lnfrachem. 



SASOL INFRACHEM IM ORGANISATION ALIGNMENT 

Group CIO interview guideline 

NAME OF INTERVIEWEE: 

CURRENT POSITION: 

DEPARTMENT: 

DATE: 

1. Please provide us with an overview of the Group IM function with its roles and 

responsibilities, governance and relational position to 0U IM organizations. 

Appendix 1.3 INFRACHEM IM 
CIO interview wideline 



SASOL INFRACHEM IM ORGANISATION ALIGNMENT 

2. What are your expectations of lnfrachem IM in respect of alignment with Group CIO? i.e. 

standards, rules, specific structures, governance or roles and responsibilities? Request 

documenled girideiines or reference material 

3. Are there any specific strategic considerations that must be taken into account during the 

design of the new IM organization? 

- 2 - 
Appendix 1.3 INFRACHEM IM CIO interview guideline vO.1 .doc 

Ver. No 1.0 



SASOL INFRACHEM IM ORGANISATION ALIGNMENT 
- 

4. What (if any) are your biggest (historical) frustrations regarding the lnfrachem IM 

organization? 

5. What do you believe are the biggest challenges that must be overcome by the lnfrachem 

IM organization to successfully support the business? 

- 3 -  
Appendix 1.3 INFRACHEM IM C[O interview guideline vO.1 .doc 

Ver. No 1.0 



1 SASOL INFRACHEM IM ORGANISATION ALIGNMENT 

6. Are there any specific preferences I directives you have in terms of organizational 

structure, roles or even geographical execution for the new IM organization? 

7. Closing comments: 

- 4 - 
Appendix 1.3 INFRACHEM IM CIO interview guideline vO.1 .doc 

Ver. No 1 .O 





2. Skills r 
NET GAIN 75 Survey 



2.02 S e ~ c e  providers are actively aligned and managed with respect to Company's strategy I 
@ 1 I .  

2.03 Important Information issueslopportunities are pro-actively addressedlseized o d d @ ' @  
2.04 Administrative processes are efficient and reliable, enabling end users to spend very little 

time on administration O i B @ @ @  
I 

2.05 Global markets and forceslfactors influencing or driving these markets are understood ard 
followed with keen interest. (Can accurately predicUanticipate marketplace events and @ @ @ @ I @  - - - 
trends) 

2.06 Sourcing strategies, used to extract maximum value from the current and potential suppl) 
base, are developed and updated ' a @ @ @ @  

2.07 The Information Management organisation uses leading-edge approaches (e.9. strategic 
gaming of options) to prepare for negotiations Q @  

2.08 Cross-functional teams (e.g. composed of procurers, end users and employees from othe- 
p -8 --d -*a -0 - ----- 

2.09 The Information management organisation is exceptionally creative and effective in findin I 
newtoriginal data sources( Market intellegence) @ @ a ' @ @  

2.1 0 Information Management is very responsive to client needs 0 0 0  
2.1 t End-users have frequent opportunities to provide feedback to the Information ManagemerL, 

organisation in terms of performance andlor requirements @ - I @  -s@ - @  - , @  - 
2.12 Key performance indicators and targets exist 

managers 
3.04 Information Management is aligned both with business units and critical supply markets 

matrix organisation with clearly defined interfacing roles) 0 8 @ @ @  

NET GAIN 7s  Survey 







The lnformation Management organisation is characterised by openlfrequent 
communication with customers and service providers 
Information Management is consistently focused on the botlom tine 

I 
integration andlor partnerships exist with other functions and key service providers 

I 
Procurers of lnformation services spend more than 40% of available time on supplier 
analysis and evaluationlnegotiation 1 
Procurers of lnforrnation services spend more than 35% of available time working with I 

Procurers of lnformation services spend less than 15% of available time on order 
processing 
Individuallteam performance is valued and rewarded 

lnforrnation Management contributes to bonorn lme results 

There 1s a clear sense of urgency and focus in what IS done 
I 

People are empowered to make decisions and these decisions are accepted by the 
organisations 
lnformation Management is a highly professlonal and respected function that deltvers 
tremendous value to shareholders through functional excellence I 
All members of Information Management are committed to apply best practices in the 
interest of excettent customer service 

NET GAIN 7s Survey 








