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Abstract

Today companies need and seek to optimize ang operations. IT is one of the
operations which is often sought optimized by outsimg, and the main drivers for IT
outsourcing are cost reductions and improved ojpeEmto be able to focus more on
core-business.
This dissertation investigates whether global nedeand findings in IT outsourcing
can be transferred to SMEs — in particular SMESenmark. Some of the questions it
seeks to answer are:
What can be learned from the Global Enterprisesnigaysed IT outsourcing
strategically for over 4 decades?
Can SMEs benefit strategically and economicallyrfrautsourcing its IT
operations?

What types of IT outsourcing are the most succégsfaMES?

There has been a lot of research made in the Hoauting area within the last two
decades, but most of this research has been maalgenGlobal Enterprises. This
dissertation focused on comparing global reseaath with local research made in
Denmark using online questionnaires collecting gtetive data from 141 SMEs in
different industries. The answers were followedsypn-depth interviews with some of
the companies. It was concluded that IT outsourgings SMEs better IT operations
and services, and that SMEs are more focusedyftthee outsourced some or more of

their IT operations. Selective outsourcing is bytfee most used and successful IT
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outsourcing model, and web, mail and applicatiosting the most used and successful
types of outsourced IT operations.

SMEs seldom use Frameworks or Best Practice guekelivhen planning or
implementing IT outsourcing, because they often'tduave dedicated IT personnel. IT
is in general handled on an ad-hoc basis in mo€EsSi Denmark. Even though IT is
rarely handled on a strategic and structured lewekt SMEs are successful with their
IT outsourcing solutions as IT in most SMEs is vetgndardised and seldom very

complex.
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1. Introduction

According to Ahorlu (2002) IT in small and mediumed enterprises (SMES) today, is
often handled on an ad-hoc basis. In these comp#meee is often no dedicated person
responsible for managing information systems, nodéveloping systems to fit

business needs or to service employees when prelmeaur.

In Denmark the current economic situation (2009eavily influenced by the Global
Financial Crisis. Companies seek to free or saseurees and costs by outsourcing

central functions as IT, Finance, HR and Productitmn

Until recent years, IT outsourcing was a servigereed for large companies and public
institutions only. New and improved technologied aervices now make it possible for
even the smallest companies to outsource theioldtisns completely. Today it is
possible to rent everything from hosted IT systémnisusiness software on a monthly
basis including security and backup services \gaitkernet. IT solutions have become
virtual, and thisenables small and medium-sized businesses tesggniéicant time and

money on running their own IT platform.

Ahorlu (2002) performed a survey among 300 NordioOwhereof approx 100

worked in SMEs. The report concluded that IT outsimg is suitable for companies of

any size.
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(Figure 1: 2007 IT Outsourcing Statistics from Staistics Denmark)

Figure 1 illustrates the results from a recentsymade by Statistics Denmark (2007)

5168 SMEs participated in the survey. It reveadd gimost 23% of companies with 20-

50 employees have outsourced their IT operatiodfartelecommunications. In

businesses with more than 50 employees the r&@s According to an IDC Nordic

analysis (2007), the IT outsourcing business inrarnk is growing with a rate of

around 20% per year! IDC also concluded that:

Few new mega-deals will be signed

Companies that already partially outsource areyré@denhancements, whereas

first-timers are more reluctant

Medium-sized and small companies are starting tecauce, and these

companies often go for full IT outsourcing in oneps

Security outsourcing, IP telephony hosting, andPEiRsting grow rapidly in

companies of all sizes
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1.1 Obijectives

1.1.1 Primary

The primary objective of this report is to investig whether and to what extend Danish

SMEs can benefit from IT-outsourcing.

The report will investigate the level and beneditdT outsourcing in SMEs in Denmark
compared to global trends. It will review the glbBaoutsourcing trends. What are the
most common practices in IT outsourcing? And whatthe most successful types of
IT outsourcing? A local research will then inveatggthe Danish SME market - what
are the trends here? And do they get the sameit#peiblems as larger global

organizations? (a complete list of sub-questiordiated in chapter 3).

Conclusion should identify whether SMEs can gagadhme benefits by outsourcing
specific areas of their IT as larger internatiogratierprises. What areas of IT
outsourcing is the most used and most successgMiBs in Denmark, and what can be
improved by the way they are doing it, and the weeyproviders are offering the

services.

Recommendations will hopefully guide SMEs to desudheether they can gain business

advantages by IT outsourcing, and what types toshbased on the research.
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1.1.2 Employer

My employer is an IT outsourcing provider in therid market. The company went
public in 2007, and is growing heavily via acquait in both Denmark and the Nordic
Region. This report will help the company underdttire market and customer needs

better. Research will also question what vendonsdeabetter.

1.1.3 Personal

Both literature review and research will give métdreinsight into the IT outsourcing
business and help me understand the market anoheeisheeds better. This should
enable me to design better products and servicghdaompany and our customers,
and hence hopefully give us a competitive advantaglso expect to improve my

research skills significantly using proven reseangthods.

1.1.4 Academic

There is a great amount of literature and reseaitttin the global IT outsourcing field,
however, according to my research, there is onty irle academic research and
literature investigating IT outsourcing for SMEso# research is done within global
enterprises and on global mega-deals. This resshkid lead to a better
understanding of IT outsourcing in SMEs, the keyaaages in particular, but also

identify pitfalls.
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1.2 Industry definition

According to NNerhverv (2008), Denmark has 19,98@lsand medium-sized
enterprises. According to the European Commiss2003), SMEs are defined as
businesses with 25-250 employees. According toArke Dictionary (2008), the global
definition is mainly defined as businesses with52B-employees with upper limit

ranges to 5,000.

In total there are 188,346 businesses registerBa@immark (2009) or one per 29
inhabitants. Statistics Denmark (2008) reportsta taumber of 5,475,000 people in

Denmark.

1.3 Relevance and importance

As the financial situation in Denmark is heavilfluenced by the Global Financial
Crisis, SMEs investigate to increase their proditgtby outsourcing non-core business
functions as IT, finance, production etc. to cugtsand to free up internal resources for

core-business functions.

According to global academic research made by ya&titl (2000), organizations can
benefit from outsourcing IT functions that are strategic to its business. Research has
mainly been done in larger organizations (+500 eyg®s). This research will focus on

SMEs in Denmark with 25-250 employees.

Research should identify whether and to what exiswish SMEs can benefit from IT

outsourcing.
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1.4 Dissertation outline

Chapter 2 covers the literature review, which wilmmarize global trends in IT
outsourcing. The review mainly focuses on researatie in larger global organizations
but it also includes a few research papers matw®iiNordic region (Denmark, Norway
and Sweden). Conclusions from the global review illd research questions to
investigate in Danish SMEs and to finally compdabgl IT outsourcing trends from
larger organizations with Danish SMEs.

Chapter 3 starts with the scope of the local reteimcluding research questions, design
and strategy.

Chapter 4 presents the research findings followednalysis and conclusions in

Chapter 5. Chapter 6 presents the final conclusaodsrecommendations.
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2 Literature review

2.1 Literature review introduction

“Outsourcing is not a threat to this nation’s ecang — it's an opportunity to raise
American paychecks, productivity, and prosperifg.dn opportunity we will squander,
if we let the alarmists stampede us into boneheadadions.”

- John Castellani, President of the Business
Roundtable to the Detroit Press Club, February 242004

Brown et al (2005)

This literature review will analyze global trendsIT outsourcing. Even though most of
the reviewed literature is based on research feogel organizations, Brown and Wilson
(2005) states that outsourcing is no longer of athge only to big companies. As more
companies become involved in outsourcing, oppatiegiare opening up to owners of
small companies. Smaller companies have the saale@gdig companies: to earn
more while spending less. This is supported by Ahand IDC (2002) who also
conclude that outsourcing is for companies ofiakks and that small companies get an
IT advantage by outsourcing IT installation, opera and service due to the
standardisation. Hereby, smaller companies rechae\ulnerability caused by limited

resources.

Before we move on to the actual review, let usragetiutsourcing in general. Browne

and Wilson (2005) define outsourcing as the praatichiring private contractors that

are not necessarily based in another country, tdlbgrojects for a company.
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Bendor-Samuel (2000) states that outsourcing iregthe transfer of the management
and/or day-to-day execution of an entire businesstfon to an external provider.
Ventureoutsource.com (2007) defines outsourcirgu@sontracting a process, such as

product design or manufacturing, to a third-padgnpany.

There are a lot of research papers dealing withufEourcing, and many are based on
empirical analysis. A few have also been made withe Nordic SME market; however

they only scratch the surface of this large ancetiging topic.

The literature review presented here will firstkad some of the drivers for companies
to consider IT outsourcing. Hereafter some of tiaatages and disadvantages in IT
outsourcing will be highlighted, followed by a rew of the most common sourcing
models. The review will summarize global findingstbe most and least successful
types of IT outsourcing and end with a review ahgoof the theoretical frameworks

produced, including characteristics of successfitda@urcing deals.

2.2 Global trends of IT outsourcing drivers

Hall (2008) states that in the future, most comesamvill no longer have or run their
own IT infrastructure, including data centers is isimply no longer of strategic
importance to most companies to build and mairttaer own IT infrastructure. Hall
(2008) explains that today, the development of emand IT services and software has
come so far, that most common standard IT sergael as office products, hosting,
mail, web and application hosting can be rentedyea&dfortlessly and at very

competitive prices over the Internet. The developnoé software as a service products
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as well as the easy outsourcing of server opeir@the Internet are some of the
primary drivers for companies to choose IT outsmgrinstead of installing and
maintaining their own applications and IT infrastiure.
Research performed by IDC and Ahorlu (2002/2008 mix of larger enterprises and
SMEs concludes that outsourcing does not give camepaignificant cost reductions,
but it provides overview and the possibility tog#d T as a business service.
Technology and stability will end up being more om@ant than the economic argument
for outsourcing. This, however, does not changdabethat global research, including
the following, identifies cost reductions as onéhef most important drivers for IT
outsourcing. Robin Sood (2005) identifies somehefrhain reasons for IT Outsourcing
as:

Staffing Cost Reduction— identified as the most common advantage and

usually thought to be the most important. Todaywdowages and high

flexibility can be found in countries like IndiaaBgladesh, Mexico and China.

Operating CostReduction- Vendors are able to work with a lower cost
structure as a result of greater economy of scalgspne data center for
thousands of customers sharing the same IT infretsire. Hereby lower and

fixed prices for IT operations can be achieved.

Company Focusimprovement — Outsourcing allows an organization to focus
its resources on the core activities without hawmgorry about the non-core
activities.Many vendors use this as the main USP for markeheq IT

outsourcing services.

Page 14 of 92



Flexibility — Delivery of products and solutions is directlypdedent on the
number of organizations employees who are ablentribute to the goal. In
specific situations it can boost performance tsoutce specific short term

tasks as for example the development of a new BRiems.

Reduced Time to Market— Some IT related tasks as development can take up
a lot of time, delaying products or improved seegietc. Outsourcing can

reduce Time to Market and move development forwamgh faster.

Access to Specialist Skills- Instead of hiring expensive and hard-to-find
specialists, outsourcing can give companies adoegndor specialists as

needed.

Risk Mitigation or Risk Sharing — Vendors offer deals where they guarantee
delivery dates or pay even large penalties by dedayl also guarantee up-times
of hosted servers etc. As it is almost impossibleunishyour own IT

department — except firing them - this is ofteroadjargument for outsourcing.

All Major Companies are Doing IT! — There must be a good reason for the
major companies or one’s competitors to outsourcénistead of using a lot of
internal energy analyzing the pros and cons ofuiBaurcing, some companies

often choose to outsource becauseé@mdike the right thing to do!
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Using World-Class Resources- Larger vendors offer access to specialists with
in-depth knowledge of particular technology or Iness domains. This is very

difficult and expensive to achieve and maintaindasa normal organization.

Quality Improvement — By outsourcing, companies can improve quality an
internal processes. Larger vendors have focusrearstining and optimizing
processes and quality, and companies can bermfitthie process of
outsourcing learning from vendors who have coliéebeperience from a variety

of companies.

Effective Management— outsourcing should reduce companies’ in-house

resources, including the management resourcesreaggents.

Greaver (1999) divides the main reasons into theviing 7 categories:

Organizationally Driven Reasons- Focus on what you do best.
Improvement-Driven Reasons- Improve operational and management
performance.

Financially Driven Reasons- Free up cash resources - transfer assets.
Revenue-Driven Reasons Gain market access and business opportunities
through the providers network.

Cost-Driven Reasons- Reduce costs through superior provider perfoo@an
and the provider’s low cost structufieurn fixed costs into variable costs.
Employee-Driven Reasons Increase commitment and energy in non-core

areas.
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These are very similar to Smith et al (1998) figdinhat classify the main drivers into 5

categories: cost reduction, focus on core compegnkquidity needs, IT capabilities

and environmental factors.

In addition, The Outsourcing Institute (1998) idketl and analyzed the top 10 reasons

(in alphabetical order) for outsourcing as:

8.

9.

Accelerate re-engineering benefits

Access to world-class capabilities

Cash infusion

Free resources for other purposes

Function difficult to manage or out of control
Improve company focus

Make capital funds available

Reduce operating costs

Reduce risk

10.Resources not available internally

It is important to mention that these findings wdome mainly via research in larger

global organizations.

Along with these drivers and reasons Welch and K&¥892) summarise the following

key benefits of outsourcing:

1. It allows fixed costs to be converted to variableosts, providing flexibility in

case of economic downturrfas we experienced during the 2008/2009 global

financial crisis).
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2. Outsourcing helps balance work force requirements.

3. Outsourcing reduces capital investment requirements

4. Outsourcing reduces costs via suppliers’ economie$ scale and lower wage
structures.

5. Outsourcing accelerates new product development.

6. By outsourcing, organizations gain access to invaot and innovation from
suppliers.

7. Outsourcing allows firms to focus resources on highialue-added activities.

In addition to these benefits, King (2004) alsousgythat outsourcing itself gives an
organization greater awareness of the benefitsisonrcing. A driver can therefore be

defined as the learning process optimizing a coryigdiusiness processes.

Bocij et al (2006) summarized the following reasgiven by companies as to why they

use outsourcing:

Reason Percentage mentioning
Cost savings 57%
Improved quality of service 40%
Access to specialist expertise 37%
Increased flexibility 27%
Strategic business decision 21%
Free management time 19%
Lack of resources 11%
Improved financial control 8%

(Table 1 — Main reasons for outsourcing)

Some of the most productive researchers in IT autsog, Lacity and Wilcocks

(1998), studied 61 sourcing decisions. Cost rednatias the most prevalent (80%),
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followed by service improvements (59%).

A survey of 48 US companies @omputerworld’sPremier 100 list investigated by
Lacity and Willcocks (2001), revealed that 90% ectpd to save money with their
sourcing decisions. Other important expectationkiged reduced need to hire IT
professionals, improved cost predictability and ioyed focus on strategic use of IT.
These expectations are very similar to the findimgSobol and Apte (1995) that
identified seven benefits likely by IT outsourcimgmong them improvecost

predictabilityand thereduced need to hire IT professionals.

Deloitte Consulting Group (1998) made a survey agrginbal Chief Information
Executives that seems to suggest, that what aceiped as the desired benefits of
outsourcing often turn out to be the biggest disagments, suggesting that in many,
but not all, cases, outsourcing fails to deliver éimticipated effects. Table 2 below

illustrates their findings:

% who perceived |% who perceived
Objective as most desired | as greatest

benefits of disappointment of

outsourcing outsourcing
Cost reduction 33% 59%
Transition to new technology 41% 42%
Improved quality 47% 51%
Focus on core competencies 49% 41%
Supplier expertise 52% 59%

(Table 2 Summary of perceptions of outsourcing, Deltte Consulting Group, 1998)

The global trends can be summarized from the abwmioned findings and research.
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Cost reduction, improved quality and access to xp®wledge seem to be the most
common drivers for companies to choose IT outsogrdCost reductiois however
seldom achieved at the desired level, but in geémtasaconcluded that most companies
gain improved quality (and/or IT operations in geeby outsourcing specific IT
operations. Most research concludes that compangesble to focus on core

competencies as an effect of outsourcing IT opamati

2.3 Global Trends of IT Outsourcing Models

Along with the development of new IT outsourcingveges and products, a wide array
of outsourcing terminology has come to life. LadityVilcocks (2001) summarize the

following outsourcing models:
Selective Outsourcing- only part of the total IT solution is outsourcadd

strategic management is often kept in-house.

Transitional Outsourcing — the practice to temporarily outsource during a

major transition to a new technology.

Total Outsourcing — complete outsourcing of all IT systems, develeptrand

operations including strategic management.

Value-Added Outsourcing— vendor and outsourcer combining strengths to
market IT products or services, or develop mutuadigeficial business

improvements.
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Equity-Holding Deals — some customers and suppliers have signed deals
including taking ownership in each other’'s compan@mutually benefit from
developments and finding (best practices) by sgkind-solutions to others in

the industry.

Multi-Sourcing — one contract, multiple suppliers (also invesgdaheavily by

Cohen and Young, 2006).

Offshore Outsourcing— leveraging price advantages and skill and perdoice

resources abroad.

Co-Sourcing— performance-based contracts. The outsourcintjaxia are
based on reaching overall business objectivespdaithg is based on the results

r overall performance of the outsourcer.

Business Process Outsourcing outsource a process and its IT, identified as

non-core e.g. billing or customer support.

Spin-Off’'s — spin-off successful IT functions into independemmnpanies. In
Denmark several large companies have transfornmeadititernal IT department
into an external entity, e.g. the large pharmacabtompanyNovo Nordisk
made a very successful spin-off of its IT departmeto the independent IT

CompanyNNIT, who today is a large service provider for othmnpanies in the
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business.

Cohen and Young (2006) premise that outsourcingsy@nd that the key to success
lies in the move beyond multi-sourcing. Multi-sang; which they define as the
optimum blend of internal and external providerdos$iness services in line with
companies' strategic vision and goals, presentgampany with a sophisticated

playbook for success.

In contradiction to Cohen and Young (2006), Laeityl Willcocks (2001) make the
assessment on multi-sourcing, that the risk of g@iith a single supplier is mitigated
but replaced to a degree by additional time anduregs required to manage multiple

suppliers.

Lacity and Willcocks (2001) make the assessmeititntinst companies are successful
with their selective and transitional outsourcifpey also find that most companies
often re-negotiate (or terminate) fixed-price, eaoppe-based, long-term contracts. This

applies especially to total outsourcing deals.

Willcocks and Feeney (1998) also found that seleadutsourcing generally achieved
expected cost savings more frequently than “alha@ihing” approaches, and that
selective outsourcing helped to overcome the probidere vendors or internal IT
departments do not have all the expertise needpdrform all IT tasks most

efficiently.

Peynot (2006) states that IT outsourcing decissahidom result from an enterprise-

level vision, but rather from opportunistic corpréehavior. To make better and more
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strategic decisions, service buyers need refengaicds, like systematic outsourcing
models. Cullen and Willcocks (2003) have produsch systematic outsourcing
models — eight building blocks to successful ITsoutrcing, which are reviewed in

subsection 2.6.

Ahornu and IDC (2002) surveyed 300 SMEs and foitmadl $urprisingly many
companies used more than 2 outsourcing partnegar@R below). Only 26% have a
single supplier, which is either a webhosting sigrpr a systems supplier. Often
companies have 2 partners — one for webhostingoaador systems outsourcing. But
surprisingly 47% have more than 2 outsourcing gastnThese are companies also
using ASP (application service providers) and exkesecurity providers for SPAM,
virus and/or network security. Half of the companelieve it would be advantageous

to have onlyonesupplier, while only 25% actually have limitedatdne.

1 partner

3-5partners

More than 5

0% 10% 20% 30% 40% 50%

(Figure 2, Number of outsourcing partners in SMEs|DC 2002)

IDC (2006) and Lacity et al (2001) both concludatttotal outsourcing is risky and

difficult to manage. Also only a few suppliers hdkie required skills to offer complete
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outsourcing solutions, and companies seldom havetbrnal resources for handling
large complex contracts. According to Lacity e(2l01), some of the problems

encountered with total outsourcing contracts are:

Excess fees for services beyond the contract, cessx fees for services
customers assumed were in the contract.

Fixed prices that exceeded market value over thg term.

Failure to improve service levels or declining sesvievels, primarily due to
poor contractual definition of service levels, olaak of user understanding of
the contract.

Inability to adapt the contracts to changing bussngnd technology needs.

Loss of power due to a monopoly supplier condition.

Inability of the customer to manage the user/suppterface.

Reviewing some of the IT outsourcing mega-dealkiding Enron/EDS, First
Union/EDS, LSI Logic/IBM, Xerox/EDS concludes thmainy deals are often

renegotiated or early terminated.

The literature review concludes that selective @mutsing is generally successful. Total
outsourcing, especially to minimize the numberwgddiers, is wanted by many

companies, but seldom successful.

2.4 1T Outsourcing Types — What can be outsourced?

As reviewed in part 2.3, there are different degmfeoutsourcing, varying from total

outsourcing to partial management of services. $aixsection will introduce the main
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categories of services that can be outsourced.

According to Bocoj et al (2006) the main categodas be defined as:
Hardware Outsourcing. This may involve renting time on a high-capacity
mainframe computer. Effectively, companies areislgahe expenses of
purchasing and maintaining the network with otf@npanies that are also
signed up to an outsourcing contract. This is kismwn as dime-sharing

contract.

Network Management.Network management may also be involved when
managing hardware: here a third party is respoasdsl maintaining the
network. This is often referred to f&ility managemeni~M), and may also

include management of PC and server hardware.

Outsourcing Systems DevelopmenDeveloping and modifying software to fit
business needs and processes. This is often océsbiar external experts, and
in recent years countries as India and China hpgeialized in delivering these

services at low costs, also knownodshoring.

IS Support. This includes outsourcing a company help desk ogeanswering

queries about operating systems, office applicatmmspecific company

applications. It may also include fixing problemssite or remotely.
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Management of IS StrategyDetermining and executing the information
systems strategy is less common than other typestsburcing outlined above,
because many companies want to retain this com{rgieat deal of trust is
placed in the outsourcing partner, and it is mostmon in a total outsourcing

contract.

Total Outsourcing. Contracts typically involving all of the above.&h
complete responsibility is placed by one or moresourcing partners including

IS strategy etc.

Cullen et al (2003) divide the main types into dugrs with the following sub-groups:
Mainframe and Data Centers Operations
o Hardware support and maintenance
o Systems implementation
o Applications development
o Applications support and maintenance
o Systems integration
o Operations and facilities management

o Disaster recovery

Client/Server and Desktop
o Hardware support and maintenance
o Systems implementation

o Applications development
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o Applications support and maintenance
o Systems integration
o Operations and facilities management
o Disaster recovery
IT Management and Support
o Education and training
o Helpdesk
o Asset management
o IT strategic planning
Communications
o WAN services
o Operations and facilities management

o LAN services

Sobol and Apte (1995) add data entry as anotharar outsourcing, even though

this is generally referred to as a standard busipescess outsourcing type.

2.5 Global Trends of IT Outsourcing Types

This subsection will review global literature anghaeys on IT outsourcing — what are

the most commonly outsourced IT functions.

Arnett and Jones (1994) made a survey among 4010S @vealing that 67% were

outsourcing contract programming, 67% outsourcad/mainframe maintenance, 56%
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outsourced software support and training, 39% autsal workstation/PC maintenance,

and 28% outsourced systems integration.

Collins and Millen (1995) performed a survey amadd@ US companies revealing that
50% outsourced education and training, 49% outsoURC support, 33% outsourced
network services, 33% outsourced application dgreknt, 26% outsourced

application maintenance, and 25% outsourced dakrsen

Lacity and Willcocks (2000) made a survey among Weland US CIOs. In the US
66% outsourced client/server & PC’s, 63% outsoutedd desk functions, 60%
outsourced disaster recovery, 60% outsourced naangy 54% outsourced end-user/PC
support, and 46% networks. In the UK 75% outsourisdster recovery, 68%
outsourced client/server & PC’s, 66% outsourcetvagts, and 61% outsourced

mainframe operations.

Lacity & Willcocks (2001) have studied many intetinaal surveys and also performed
their own and conclude, that the most commonlyautsed IT services are
infrastructure and support IT activities. They atsake the assessment that outsourcing

infrastructure IT activities is generally successfu

PriceWaterhouseCoopers (2007) interviewed 226 mst®and 66 outsourcing service
providers. The survey focused on outsourcing adraisstries and functions, but there

were some interesting kernels that are likely oy technology management.

Among PwC’s findings:
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57 percent of respondents said they are outsouitiognation technology
services, and 39 percent said they outsource & significant extent.” And
there’s room for expansion as 55 percent of custesead they will expand IT

outsourcing.

Customers that outsource various functions say fdxey barriers to making
outsourcing deals work. The following responses’aspecific to IT, but do
apply:

o 45 percent say company values favor using in-heoggoyees;

o 37 percent say they lack the skills to manage outsag pacts;

o 37 percent say they need to clean up operatiomsdetitsourcing them.

ClO Magazine (2002) divides the different typedTobutsourcing into more specific

areas as illustrated below in Figure 3.
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69% of companies outsource IT services.
To date, they outsource:

Web site hasting 39%
Metwork/comm services

IT infrastructure

Help desk

Data center operations
Other app dev/maint

Bus process app dev/maint
ERP app dev/maint

PC management

IT security services

CRM app dev/maint

Other

1 1
10% 20% 30% 0% 50% " 1009

Source: C0 Magazine, 5/02. n = 175 IT managers.

(Figure 3, CIO Magazine, Companies’ use of differenoutsourcing types)

Again, network/communication services together Withnfrastructure seem like

popular types of IT outsourcing.

The literature review concludes that: Hardware @utsing, Help desk/IS support, IT
security services (disaster recovery etc.) arertbst common types of IT operations to

outsource.

2.6 IT Outsourcing Frameworks

There are many frameworks and guidelines for ssfeel outsourcing. Common for
all, except one, of the reviewed frameworks, bestice guides and guidelines are that

they are aimed at larger corporations and mosttyptex IT outsourcing scenarios.
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Cullen and Willcocks (2003) formulate eight builgiblocks to successful IT
outsourcing enabling practitioners to focus ondbgential issues of IT outsourcing, so
that the fundamental structure of their strategy ismimplementation is sound. The

following is the essence of their framework:

Building Block 1 — Discard the myths — Gather acume.
There are many misconceptions about what outsayoan and cannot do for an
organization. The first step is about the orgamrabecoming an informed outsourcing

purchaser and manager.

Building Block 2 — Get equipped - Prepare the stragies.
The second building block is about preparing tihatsgies, which are crucial to the
effective navigation of the entire outsourcingdifele. It should set the vision regarding

the use of ITO within the organization along witrecarching strategic preferences.

Building Block 3 — Identify the right activities: Target the services.
The third block is about identifying the right a4tiies to outsource including evaluation

of the risks involved.

Building Block 4 — Ensure the results: Design theufture.

The fourth building block builds on the previousdis to convert the desired
arrangements into a commercially sound framewohks Block covers the detailed
design of the arrangement and precedes the selgmticess because, logically,

accepting a bid for an ill-defined product is unsoypractice.
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Building Block 5 — Commercial mating: Select the spplier(s).

This building block is about the selection procesthe right supplier(s).

Building Block 6 — The starting gate: Make the trarsition.

This building block is about the implementation arahsition to the new outsourcing
partner. The process begins with the signing ottrgract and ends with the signing of
a transition acceptance form. It's all about mangdhe transition process as efficient
and fast as possible to avoid interference witle dusiness activities.

Building Block 7 — Get the results: Manage the ITO.

This building block is about managing the ongoingtcact to get the desired results.

Building Block 8 — Do it again - Reconsider the Opbns.
When the contract ends - either through early teation or by reaching the natural end
of its term - it's time to reconsider options amakyze all building blocks and the

outsourcing deal in gener&/hat can be done better in the future?

PriceWaterhouseCoopers (2007), being an IT outsauoonsultant helping companies
prepare and manage IT outsourcing deals, madelbging principles and guidelines:
A successful partnership between an organizatidntarservice providers can be

significantly enhanced by following a set of keynpiples. These principles include:

Ownership. Ensure the relationship is clearly owned, with gpeles established

from the top level down to operational levels. Agle overall executive level owner is
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needed in both parties.

Communication. Underpin the relationship with regular and effeetcommunication
at all levels between both parties. This will irddguthe marketing of results and

successes to all relevant customer and servicaedanostakeholders.

Behaviour. All relationship owners must champion the needddbnest and
transparent, as well as being positive and configteall their relevant engagements.

This will aid the building of trust and confidence.

Approach. Adopt a ‘heads up’ approach by managing the stdkel®and relationship
throughout the outsourcing lifecycle (Figure 1) solely the contract and service

levels.

Collaboration. Seek out genuine opportunities for collaboratiog, orking on a joint

innovation agenda.

Management. Don’t micro-manage the service provider. Establisgularly review
and challenge key success factors and outcomemdndge against these rather than
against the detail around ‘how’ the services antreat are delivered. Know the
contract detail and implications intimately, but faack on the contract only by

exception.
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Capability. Regularly refresh your understanding of the serproerider’s capability.
Encourage them to be direct around differentiatiatyveen core and emerging

capabilities.

Risk. Manage key risks around the relationship from tipespectives: your own;

shared; and an understanding of the service proside

Check and BalanceOrganizations are increasingly using independerd fharties,
such as PwC, to regularly assess their outsoustationships and help provide focus
for ongoing improvement. Expert third parties brivajance, have no emotional
attachment around the relationship, and can prgwidetical market insight to quickly
highlight areas for improvement. Use these capaslto enhance the quality of your

partnership.

Cullen and Willcocks’ (2003) approach is clearlgtauctured framework approach
similar to Greaver’s (1999), who also divides mefiework into a structured 8 step
approach. PriceWaterhouseCoopers’ approach is stotictured framework, but only
guidelines for good outsourcing practices. Thereeww® specific frameworks found

aimed at SMEs.

2.7 Conclusion

The literature review has focused on global trand$ outsourcing. Very little

literature and research results were found focusmgl outsourcing in SMEs.
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Collecting information from the different globalrseys reveals that more than 50% of
larger companies in the US, UK and Australia usaestevel of IT outsourcing.
According to Statistics Denmark (2007) approxima®9% of SMEs are using IT
outsourcing. Could more SMEs benefit from IT outstng especially by analyzing and

learning from the global analysis?

The main drivers for IT outsourcing are found tocbst reductions, improved quality of
services and access to specialists expertise. Atpgranalyses found are mainly based
on larger global enterprises. It would be interegto analyse research data from

Danish SMEs to see if the drivers for outsourcirggthe same.

The most widely used and successful IT outsourgingdels are found to be selective
sourcing where only some activities are outsouraad,multi-sourcing where several
activities are outsourced to multiple supplierstal outsourcing is seldom found to be
successful as suppliers often lack the strategierstanding of the customer’s industry,

and because the overall contracts often get togtaior the customers to manage.

Global research indicates that the most commorsandessful types of IT outsourcing
are IT infrastructure services including PC/semaintenance & support and help desk
services. Included in IT infrastructure services @ata center operations when

companies outsource the operations of serverslénigated data center.

It has been very difficult to find any statistiedated to companies’ use of strategic and

structured frameworks when planning and managinguifSourcing. This makes it
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difficult to assess whether the uses of structaggaroaches are more successful. It is
anticipated that SMEs seldom use external condsltarstructured approaches for IT

outsourcing.
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3 Research Method

3.1 Research Introduction

The literature review is mainly based on internagicsurveys in large enterprises. IT
outsourcing research, e.g. performed by Lacity 8l&cks (2001) and Arnett and
Jones (1994), has focused on mega-deals invollamtptger global suppliers as CSC,

EDS and IBM

The following research will focus on the trendsmall and medium-sized businesses
in Denmark. The research will be based on the éxpegs and trends from the global
IT outsourcing market reviewed in chapter 2. The & to investigate whether the
global trends apply to Danish SMEs, and to identifether there is a business

advantage similar to the ones identified in theexevof global trends.

3.2 Research Questions

The primary objective of this dissertation is teestigate whether and to what extend
Danish SMEs can benefit from IT-outsourcing. Thiéofeing subsidiary questions are

used to collect data and create an overview from<baSMES.

Research Questions Literature References and Conclusions

Research Question 1: 2.2. Global trends of IT-outsourcing
What are the main drivers for SMEs in | drivers. (The conclusion of the literature
Denmark to outsource IT activities? review was: Cost Reduction, Improved

Quiality of Services and Access to Expeft
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Knowledge are the most common driver
Ahorlu (2002/2007), Sood (2005),
Greaver (1999), Smith et al (1998), Wel
and Nayak (1992), King (2004), Bocij et
al (2006), Lacity and Wilcocks (1998),

Sobol and Apte (1995)

Research Question 2:
How are the expectations for benefits m

by IT outsourcing in Danish SMEs?

2.2. Global trends of IT-outsourcing
edrivers. (The conclusion of the literature
review was: Cost Reduction is often
sought but seldom achieved at the desir
level. Companies in general gain
Improved Quality of Services)

Deloitte Consulting Group (1998), Sobo
and Apte (1995), Bocij et al (2006),

Lacity and Wilcocks (1998)

Research Question 3:
What are the most common and succes
IT outsourcing models used by Danish

SMEs?

2.3 Global Trends of IT Outsourcing
skabdels. (The conclusion of the literature

review was: Selective Outsourcing is

generally successful. Total outsourcing

seldom successful)

Lacity & Wilcocks (2001), Cohen and

Young (2006), Willcocks et al (1998),

Cullen and Willcocks (2003)

s)

ed

Research Question 4:

2.3 Global Trends of IT Outsourcing
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What are the experiences - benefits ang
disadvantages in Danish SMEs using th

different IT outsourcing model?

Models.(The conclusion of the literature
ereview was: Selective Outsourcing is
generally successful. Total outsourcing
seldom successful)

Lacity & Wilcocks (2001), Cohen and
Young (2006), Willcocks et al (1998),

Cullen and Willcocks (2003)

Research Question 5:
What are the most common and succes
IT outsourcing types used by Danish

SMEs?

2.4 1T Outsourcing Types — What can
s outsourced? 2.5 Global Trends of IT
Outsourcing Types.((The literature
review concludes that Hardware
outsourcing (66-68%), Help desk/IS
support (63%), IT security services
(disaster recovery etc.) (60-75%) are thg
most common types of IT operations to
outsource.))
Bocoj et al (2006), Cullen et al (2003),
Sobol and Apte (1995), Lacity and
Willcocks (2000), Collins and Millen
(1995), PriceWaterhouseCoopers (2007

Arnett and Jones (1994)

117

Research Question 6:
What are the experiences - benefits ang

disadvantages - using the different IT

2.5 Global Trends of IT Outsourcing
Types.(The literature review states that

outsourcing IT infrastructure is generally
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outsourcing types in Danish SMEs

successful)
Lacity and Willcocks (2000),

PriceWaterhouseCoopers (2007)

Research Question 7:

Do Danish SMEs use any kind of
frameworks or best practice guidelines
when planning and effectuating IT

outsourcing?

2.6 IT Outsourcing Frameworks

whether the use of specific IT Outsourci
frameworks gives better results)

Cullen and Willcocks (2003, Greaver

(The literature review does not conclude

(1999), PriceWaterhouseCoopers (2007

N

p—

Research Question 8:

Do Danish SMEs believe they could gai
better results using strategic framework
for planning and managing IT

outsourcing?

2.6 IT Outsourcing Frameworks

swhether the use of specific IT Outsourci
frameworks gives better results)

Cullen and Willcocks (2003, Greaver

n(The literature review does not conclude

(1999), PriceWaterhouseCoopers (2007

N

p—

(Table 3 — Research Questions and Literature Refenees)

3.3 Research Design and Strategy

A Mixed-method research approach is chosen incatpa both quantitative and

gualitative research methods enabling triangulaiiotake place. The research uses

methodological triangulation, combining qualitateed quantitative approaches

(Robson, 2002).

For quantitative data collection, a survey is cima®ecollect a large amount of data
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among Danish SMEs using online questionnaires (Agpel). The survey will allow
data from the global surveys described in theditge review to be compared with the
research from the Danish SMEs. The survey resuttse collection of quantitative

data which will be analyzed using descriptive anfériential statistics (Saunders et al
2007). In addition, the data collected using theey strategy will be used to suggest
possible reasons for particular relationships betweariables and to produce models of
these relationships. The aim of the survey stratesyto obtain between 100 and 200
questionnaire returns using online marketing teeltisers to the webpage.

The survey is combined with additional semi-struetlinterviews with 7 of the

participating companies. Table 4 below shows infdhe interviewed companies.

Company info: Interviewed Job title:

(#1) Law-firm, 60 IT-users Managing Partner

(#2) IT-company, 35 IT-users Development manager

(#3) Law-firm, 19 IT-users Partner

(#4) Retail shop, 7 IT-users Manager
(#5) Consulting, 119 IT-users IT manager
(#6) Manufacturing, 6 IT-users Owner

(#7) Food-chain, 12 IT users

Local Manager

(Table 4 — interviewed companies)

A list of some of the additional questions usethiminterviews can be found in

Appendix 2.

The questionnaire and the promotion for it werelighkd on the front page of the IT

outsourcing company Athena IT-Group’s website. Asaivator, each answer was
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rewarded with a small gift sponsored by the compasythe questionnaires also turned
out to be very good lead generators for the comp@elpw the advertisement for the

guestionnaires is shown as published on the webfadeanish only)

(Figure 4, Questionnaire advertisement)

The questionnaire was designed to answer the msgaestions in the best possible
way. Most questions were closed in order to coligeintitative data of the Danish IT

outsourcing market with focus on SMEs.

Initial analysis and test with 2 reference cust@mwevealed that it took about 6 minutes

for the companies to answer the questionnaire.

The logical order was designed somewhat differesut the order of the research
questions. First the level of outsourcing is anadlyfollowed by the plans for
outsourcing. Hereafter the main drivers are questicand the need/usage of external

consultancy and frameworks.

The questionnaire returned 141 answers from corepaanging from 6-150 IT users.
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The research questions described in the previam®sere both of an explanatory and

descriptive nature (Robson, 2002). Tabl
Research questions and the actual Que

additional questions and options)

e 5 belomwsithe linkage between the

stionnaistign®e (See Appendix 1 for

Research Question

Questionnaire Question(s)

Research Question 1.
What are the main drivers for SMESs in

Denmark to outsource IT activities?

(#4) What are the primary reasons for th

chosen/considered IT outsourcing:

Research Question 2:
How are the expectations for benefits m

by IT outsourcing in Danish SMEs?

(#5) What advantages have you gained

efJou expect to gain?:

Research Question 3:
What are the most common and succes
IT outsourcing models used by Danish

SMEs?

(#6) Which model of IT outsourcing are

syolu considering/using?

Research Question 4.
What are the experiences - benefits ang
disadvantages in Danish SMEs using th

different IT outsourcing model?

(#7) Describe briefly the pros and cons
this model has given/is expected to

eprovide:

Research Question 5:

(#1) Has your company outsourced all g
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What are the most common and succes
IT outsourcing types used by Danish

SMEs?

spalrt of its IT operations (yes / no)

(#2) If yes, which of the following

elements have you outsourced:

(#3) What elements of your IT do you

consider outsourcing:

Research Question 6:
What are the experiences - benefits ang
disadvantages - using the different IT

outsourcing types in Danish SMEs

(#5) What advantages have you gained

you expect to gain?:

do

Research Question 7:

Do Danish SMEs use any kind of
frameworks or best practice guidelines
when planning and effectuating IT

outsourcing?

(#8) Have you used, or do you plan to u
external consultants or
frameworks/guidelines/models in the
context of outsourcing your IT? (Yes /

No)

Research Question 8:

Do Danish SMEs believe they could gai
better results using strategic framework
for planning and managing IT

outsourcing?

(#9)If yes, please briefly explain these a
nthe benefits sought/achieved?:

S

(Table 5 — Research Questions and Questionnaire kages)

Page 44 of 92



4 Research Findings

4.1 Danish SMEs Trends of IT Outsourcing Drivers

Research Question 1

What are the main drivers for SMEs in Denmark ttsource IT activities?

The online questionnaire returned 141 answers fdamish SMEs in the range from 6-

150 employees/IT users.

All respondents were asked if they were availabteatiditional information, whereof

124 answered “Yes”.

The first research questions seek to identify tléndrivers for IT outsourcing in
Danish SMEs. However the questionnaire opens witbreeral question: #1Has you
company outsourced all or some of its IT operattd®¥% of the respondents, or 133
out of 141 respondents had outsourced some of tilew IT operations (A detailed
description of this is given in part 4.4). Questio #4 is designed specifically to
answer research question What are the primary reasons for the chosen/comedl€r

outsourcing?

To get a highly comparable set of data, the questieere closed-ended, but with the

possibility to enter additional information.

The questionnaire was designed to allow multipkeagars on the following question:
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What are the main reasons for your company to outste IT activities?

The options in the questionnaire were designedjusia knowledge and statistics from

the literature review on global IT outsourcing tien
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(Figure 5, Main drivers for IT outsourcing in percentage of returned answers ordered in rank.)

The research revealed that 65% of the companieseaieng improved quality of
services. Additional interviews explained this gtall. Small and medium-sized
companies often don’t have the resources for ITfaias in-house, resulting in
unreliable and unstable IT systems. 4 out of 7runte&ved companies explained that a
person without in-depth IT knowledge was givenrégponsibility for the company’s
IT activities, leading to poor IT operations. Nasfehe interviewed companies had a

formulated IT strategy, and did not address IT sitilategic importance.
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Strangely enough, the respondents seek improvddygoftheir IT services, but did

not see access to specialists as an importanialetator, even though this was
actually what they were missing internally whenytbbose to outsource their IT!
Improved quality of services was in general seeimagsoved accessibility, improved
up-time of the IT systems, better and faster supguat better security on IT systems.
Many explained that IT security — being a part oty of Services - has never been
an internal issue before they chose to outsoueury was not considered as a driver

for IT outsourcing, but more as an additional bériedm doing so.

When interviewing the respondents, it became ¢leatré out of 7 companies saw cost
reductions as a driver for IT outsourcing, but ¢dered it less important than improved

quality of services.

5 out of 7 interviewed companies explained thay tined very poor IT performance
before they chose IT outsourcing, and also thathhd been significantly improved

with the outsourcing decision.

3 out of 7 companies explained that they were sabking to cut costs, and in 2 of
them this was also achieved by firing the inteliigbersonnel as a result of outsourcing
their IT. As a combination of personnel cost rechng with direct IT costs, significant
savings were achieved in both companies. Both campaxplained that they actually
achieved a much better performance without intefhg@lersonnel, as the IT systems

were highly streamlined as part of the outsoursolgtion.
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None of the interviewed companies could give erachbers in terms of achieved cost
reductions with IT outsourcing. One guessed thastivings were in the range of 30-
50%, and some stated that the savings were achiexdxbtter IT systems performance,

less downtime, more streamlined systems and hesseetrors and frustrations.

More than 50% of the interviewed companies expthihat they were often very
frustrated due to poor performance of IT systemd,that this was actually solved by

outsourcing their IT.

Research Question 2

How are the expectations for benefits met by ITSoutcing in Danish SMEs?

The questionnaire was designed very similar to ansesearch question 2 as research
question 1. The only difference is that the comgaigannot answer strategic business
decision on the achieved benefit from their IT outsing decision. Figure 6 below

shows the results in percentages.
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(Figure 6, Achieved benefits met by IT outsourcingn percentage, ordered by rank.)

It is interesting that the sought benefits are gaheachieved, but also that some
benefits were achieved and acknowledged even thinayhwere not expected. When
interviewing 3 of the respondents who gained unetqaebenefits, it became clear that
they were mainly impressed by how IT outsourcirfg@éd free management time.
Management was often involved when IT systems wetevorking nor had poor
performance. One interviewee explain@d¥henever our systems were not running, the
problem always stranded on the director’s desk. M@xcall a hotline, and the systems

are more reliable than before.”

Figure 7 below compares the respondents’ sougtdfitemvith their actually achieved
benefits. Improved quality of service is the mamight benefit, and also the best
achieved benefit from IT outsourcing. 20% of thenpanies sought to free
management time, but 46% actually achieved theamexpected benefit. 55% sought

cost reductions, but only 35% acknowledged to legeved this. However, the
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companies interviewed mostly stated that the gaeeefits of improved quality of
services was more important, and that they wowddlglpay a little more than expected

to have reliable IT operations.
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(Figure7, Sought benefits versus achieved benefitspercentage of the respondents)

A majority of the respondents acknowledge that theye gained better IT operations
and that they have freed management resourcesnlibe other hand they do not seem
to get the sought benefits from lack of resouredgere 44% sought this benefit and
only 32% acknowledge to have gained the benefitth@rother hand, nearly 20% of the
companies gained more flexibility by outsourcingittsystems than they had expected.
This was explained by the easy access to cens@msg when outsourcing the IT
operations. 4 out of 7 interviewed companies ergladithat they were surprised how
easy it had become to access central systems freimhiome or when traveling, after
they had outsourced their server operations.

2 companies also commented that they had foundtemal expert that they could

trust instead of having the office manager witHhagkills responsible for their IT.
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4.2 Danish SMEs Trends of IT Outsourcing Models

Research Questior3 & 4: What are the most common and successful IT outsayf

models used by Danish SMEs?

The second section of the research was designiddritfy the most common and

succesfull IT outsourcing models used by Danish SME

The companies were asked what outsourcing modglaifeeusing or considering. The
options were: Selective outsourcing, total outsimgy,cco-sourcing / partnerships, multi-

sourcing, transitional outsourcing and off-shoriBglow the results from the survey:
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(Figure 8, Outsourcing models used/considered by Da&sh SMEs in percent ranked in order)

The survey revealed that selective outsourcingasabsolute preferred IT outsourcing
model used by Danish SMEs. 115 out of 141 respded82%) were using selective

outsourcing, meaning that the companies have owgsdwspecific IT activities to one or
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more external suppliers. In combination with the lguestion in part #5 of the
questionnaire Has the company overall achieved the desired bsnafiT
outsourcing? 89 out of the 115 companies (77%) answered werg overall satisfied
with the achieved benefits from outsourcing selectil activities. Interview with 2 of
the companies who were not completely satisfieéakad that this was mainly due to
poor quality of services. The interviewee explaitteat they had chosen the wrong
supplier, or that the supplier turned out to bedoll and not able to guarantee good
quality of services. One company had visited his natsourcing supplier, and realized
that the data center he believed was a state-edutheenter in fact was a cellar in an

ordinary family house with a minimum of security.

11 out of 141 companies (8%) responded they weng tistal outsourcing.

One of these companies was interviewed for additioriormation. The company was
a franchise restaurant and both the local managsrimterviewed and the chains IT
manager. The IT systems were delivered and maedaas part of the franchise
concept. Systems, operations, security and disestevery, support and IT strategy are
managed by the franchise company. The company ttadurced all IT activities to
IBM, including IT strategy. The interviewed IT maye explained that the IT systems
were mostly running satisfactorily, but that theldeas very expensive and not flexible
at all. He had recently investigated the pricirgrirsmaller suppliers in the market, and
he believed he could save up to 80% on choosinthansupplier. He explainetiVe
chose IBM because it made us feel safe. We knemereegoing to pay more for the

services, but we didn’t dare take chances at tina with a small company. Now we

Page 52 of 92



feel that we are actually too small a company &8i¥lI— they are not structured to

support smaller companies like ours.”

5 of the 7 interviewed companies did not have aey@sponsible for IT and were using
external suppliers for everything — not one suppiig multiple suppliers for IT

operations and software maintenance & development.

5 out of 141 (4%) companies defined their IT outsog model as co-sourcing or
partnership. 3 of these companies were actuallyoffipanies who had partnerships
with other IT companies delivering some of theirshistems. 1 company was delivering
online storage solutions for mail, and had maderéopmance-based contract with a
data center operator. They were paying a montldyde T services based on the actual

use/load of the systems.

1 out of 141 companies were using a multi-souranoglel where one contract is made
with multiple suppliers responsible for differeftactivities. In this case, one supplier
was handling the contracts and also held the dwaspponsibility for performance and
deliverables using sub-suppliers for system devety, backup and data
communication. An interview with the company reeebthat the company was overall
satisfied with the model, but there were someahproblems with the suppliers

blaming each other for errors.

33% of the respondents used or are planning teitiser external consultants to

analyze their needs and control the outsourcingge®, or to use frameworks or best
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practice guidelines for their IT outsourcing praae? of the 7 interviewed companies

had used their accountant or lawyer as consultarite IT outsourcing process.

It must be noted that the results from the surveyirg#luenced by the fact that all
companies either have or are considering IT outsegr This is due to the fact that the
online survey was only promoted on a website froniTaoutsourcing provider. 84% of

the answers were from companies who were not aireastomers.

4.3 IT Outsourcing Types in Danish SMEs — What can be
outsourced?

The following overview of the IT outsourcing typesed in Danish SMEs is based on

the online survey and additional interviews witbfZhe 141 respondents.

The services used and offered can be groupedlasvol
Web and Mail Hosting.
External web hosting of the company website and seaver hosting
including Microsoft Exchange Hosting for advanceailmnd calendar

functionality.

Application Hosting and IT Operations.
The outsourcing@f IT operations including server operation forezral
applications hosting using Microsoft terminal seed or Citrix to access

remote desktop applications via the Internet.
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Facility Management (onsite IT support).

Onsite service of IT infrastructure including ses/gc’s and printers and/or

remote operations management and monitoring.

Support/Help Desk.

Typically 1*' level support of hardware and software issueRércompany to

an external supplier.

System/Software Maintenance and Development.

Maintenance of software systems including updatesbaig fixing.

Development of new functionality or customizatidrsgstems.

IT Security Services

SPAM filtering of emails and virus scanning of betnails and files handled

by an external supplier. Backup services includamote backup to an
external data center with disaster recovery optibirewall and VPN

management is also a growing part of these setvices

4.4 Danish SMEs Trends of IT Outsourcing Types

Research Questior5 & 6: What are the most common and successful IT outsay
types used by Danish SMEs? What are the expesertoenefits and disadvantage

using the different IT outsourcing types in Dan&¥iEs

[C
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The questionnaire seeks to answer research quéstind 6 by asking what types of IT
outsourcing the companies are using now or areidemsg in the near future. In
addition, the respondents were asked why they é¢tms&der to outsource these

specific activities, and what the benefits and dissatages are or could be doing so.

Below the result from the survey:
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(Figure 9, the use of IT outsourcing types orderedh rank, percentage of 141 respondents)

94% of the respondents, or 133 out of 141 respdsded outsourced their web & mail
hosting. 3 out of the 7 interviewed respondentd gt they did not even know who
their supplier was; this was something they hacagbrdone and it worked well without
too many problems.

Out of the 141 respondents 8 answered that theybiadutsourced their web and mail
hosting. 5 of these 8 companies had not outsoulsea@ctivity because they were IT

companies themselves, or because they had theirt@mal IT department.
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It is anticipated that close to 98% of Danish SN actually outsourcing both web
and mail hosting to an external supplier or usieg fservices on the Internet such as
Google mail, Hotmail etc. The additional interviealso revealed that small companies
with 1-10 IT users often use free services on tierhet, in particular Google’s Gmail
or a free mail account that comes with their Iné¢igonnection supplier, who often
bundles email with broadband connections, and SlS6PE was often mentioned by

smaller companies as something they used on aloksig for communication.

More interesting is the amount of SMEs using appion hosting and IT operations
handled by an external supplier. 35% or 50 comsamig: of the 141 respondents had
outsourced their server operations to a hostingtauting operator.

In general this area is seen close to total outsogiby many SMEs. The interviews
revealed that these companies were overall versfigat with this decision, and that
they had gained the sought benefits from outsogrtiase IT activities. 3 of the
interviewed respondents explained that they ditbnger worry about server capacity,
security issues as backup, virus scanning and epdditsoftware etc. This was all
handled automatically by their outsourcing suppiéo also supported the hosted
solution. The respondents additionally explaineat the outsourcing of server
operations to a data center resulted in betteipBrations and more flexibility, meaning
that they now had the possibility to access comsystems from any computer with an
Internet connection. Only 2 interviewed companieseanot satisfied with their
supplier/outsourcing solution. One explained thaythad daily interruptions of their

systems, and that the systems in general were'skeny”. The manager explained that
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he believed that the company they had chosen tsioatcing was too small for

handling a contract/company of their size.

29% or 41 out of the 141 respondents had outsouhedIT security activities to an
external supplier. The activities include SPAM/giscanning of emails and documents,
remote backup services of servers and firewall mament. It is believed that this
number is actually much higher. The 35% who hasaurted their application hosting
and IT operations mostly have IT security as a pattheir contracts, including antivirus
and backup of data. The 94% who are using an exdtsupplier for mail & web hosting
often have integrated SPAM/virus scanning as aqdfaltis service.

It is therefore believed that around 80% of Dar88hEs indirectly, at some level, have

outsourced IT security activities.

23% or 33 out of 141 respondents have outsourcgdmysoftware development and
maintenance. 3 of the 7 interviewed companies nBeeosoftware or software as
service (SaaS) solutions. This involves ERP syswmhk a€-conomicthat are
accessed directly via the Internet. AlImost evetgriiewed company had used an
external company for setting up their systemsdoly around 20% have an ongoing

maintenance/development contract with a systemlsupp

6% or 8 out of 141 respondents have outsourcetityatianagement and/or help
desk/support activities. In general, these actigiire done ad-hoc in most SMEs,
meaning that service on servers, PC’s and pritd@rsmost cases ordered when

necessary.
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The respondents were also asked which activitie &éne considering to outsource.

Below the result of the survey.
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(Figure 10, IT outsourcing types considered, ordexkin rank, result in numbers of 141

respondents)

50% or 70 out of 141 respondents are consideritgpaucing additional IT security
services. Additional interviews revealed that thienary service sought was remote
backup of internal servers and laptops. Securing ola laptops was a growing concern
among the interviewed companies. Consultants andhgeaas were traveling more, and
company critical data are often stored locallyf &he interviewed companies had
already experienced data loss at least one tiroerrthbanies had lost data because of
stolen equipment.

41% or 58 out of 141 respondents are consideritgpaucing help desk/support

functions. Additional interviews revealed that 3 ofithe 7 interviewed companies
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were frustrated with non-existing internal supportthat support requests to their
external supplier had to go through a manager.

The wish to outsource the IT infrastructure platier application hosting, was 25% or
35 out of 141 respondents. As this activity is cdeied the closest to total outsourcing,
there is a potential that 60% of Danish SMEs wéllusing IT outsourcing actively
within a year or two. Interviews revealed that ¢hera common understanding of how
IT outsourcing works and the benefits associatet iviAs 35% of the respondents are
already using application hosting/IT operationss ibelieved that these companies
through word-of-mouth have passed on their expeegto other companies now

seeking to outsource.

4.5 Danish SMEs’ Use of IT Outsourcing Frameworks

Research Question 7 & 8Do Danish SMEs use any kind of frameworks or best
practice guidelines when planning and effectuakingutsourcing? Do Danish
SMEs believe they could gain better results usiragegic frameworks for planning

and managing IT outsourcing?

The questionnaire seeks to answer research qué&stind 8 by asking the respondents
whether they have used any external consultant®aftdmeworks and best practice
guides when planning their IT outsourcing proje¢tsey were also asked the

sought/achieved benefits by doing so.

29% or 41 out of 141 respondents had used or aralg to use external consultants

and/or frameworks and best practice guides for th@sourcing project. Interviews
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revealed that 3 out of 7 companies, who had anslverdo this question, believed that
IT outsourcing solutions had become so easy torgtated and manage that they did
not see any use in models or consultants. Oneviateee explained:‘We are a small
company with 35 IT users. We had 3 servers in-hbag@me we chose to outsource the
server operations to a hosting provider. This measn’t rocket science. It took the
provider one Friday afternoon to copy the data, #mel following Monday morning our
2 offices were running on the new setup. After ekveg minor adjustments we were
running better than ever before, and the need fgoing support is close to zero. It
works!”

A brief analysis of the Danish IT outsourcing pamfi market, attached as Appendix 4,
revealed very few providers that are actively prongpoutsourcing analysis and
consultancy. The large providers as IBM and KMDédepartments doing nothing
else but consultancy, planning and project manageofdT outsourcing projects. In
the minor companies it seems as if the outsourain@ infrastructure has become out-
of-the-box solutions. One interviewee explained thair provider had given them a 2-
page questionnaire a week before they were goingtsource their server operations.
The questionnaire had some simple technical questidnich they could answer 90%
of themselves. The provider helped with the renrmgmjuestions, and the outsourcing
process was very professional and effective. Ttaglydhday of adjustments, and since
then systems have been running without a singlakbdewn.

2 of the interviewed companies had used TCO — Totak of Ownership - calculations
as a part of the decision process. Still, theyarpd that however interesting it was to
see these calculations, in the end it was not th& mportant factor of the decision.

(TCO attached as Appendix 3)
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(Figure 11, Total Cost of ownership model - TCO)

4.6 Research Conclusion

The research into IT outsourcing trends in DaniBtES is seen as very successful and
the results very interesting. Combined with intéioreal trends and best practices from
the literature review, the results lead to usedebmmendations in the next chapter for

other SMEs to consider in relation to IT outsougcin

Surprisingly many SMEs are using or consideringlifsourcing as a way to optimize
their business, and in general the rate of suaglesstsourcing projects is high among

SMEs.

IT outsourcing seems to have become more of aatdmd Denmark than an exception,

and there is a good possibility that the numberoofipanies who chose IT outsourcing

will grow significantly in the coming years.
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5 Analysis and Conclusions

Some of the most productive researchers in the 6eIT outsourcing are Mary Lacity
and Leslie Wilcocks. Lacity et al (2006) found tbatsourcing can deliver in its
promises, but it takes a tremendous amount of leetananagement on both the client
and supplier sides to realize expected ben€fitgy also state thaRiecemeal
outsourcing frequently yields piecemeal resultightly lower costs or better service.
But transformational outsourcing can lead to trarsfational results — significantly

lower costs, better services, and increased rev&nue

In the following, the overall findings will be coraped with the reviewed literature, and

recommendations will be made for SMEs on IT outsimgy.

5.1 IT Outsourcing Drivers

The goal of this dissertation was to investigatetiar the global findings apply to
SMEs. This was investigated in 141 Danish SMEseRe$h question 1 & 2 below were

the first questions to be investigated.

Research Question 1 & 2What are the main drivers for SMEs in Denmark to
outsource IT activities? How are the expectatiandenefits met by IT outsourcing in

Danish SMEs?

The data collected reveals that the drivers fooutsourcing in Danish SMEs are
similar to the global trends. The research revetidatimproved quality of services, cost

reductionandlack of resourcesvere the most common drivers for Danish SMESs to
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outsource IT operations. In smaller companies, awgd quality of services seem to be
more important and easier to achieve than in laggyal organizations. The main
reason for this is that many minor companies selbawe their own IT department or
people with IT skills leading to poor IT operatioms larger organizations, the IT
department has often become too big and ineffedieee the companies often seek to
cut costs by outsourcing the jobs to an externgpker and hereby also get improved
quality of services in combination with cost redoes. SMEs often have poor IT
performance due to the lack of internal resourfless handled on an ad-hoc basis, and

companies in general do not have a formulatedritesyy.

Both the literature review and the research alsealed that cost reduction is a main

driver, but it is seldom achieved at a satisfactewgl.

Combining the findings from Robin Sood (2005), Gexa1999), Smith et al (1998),
The Outsourcing Institute (1998), Welch and NayE¥o@), King (2004), Lacity and
Wilcocks (1998), Bocij et al (2006) among otheh® literature review reveals thadst
savingsjmproved quality of services and access to expetkedgeare the most
common global drivers for companies to choose lfBaurcing. The research has

mainly been done in larger companies and publigtiri®ns.

AssessmentSMEs mainly choose IT outsourcing to reduce cos&énd to improve
guality of services and operations due mainly to th lack of resources in minor
companies. SMEs overall get improved quality of sefces when outsourcing their

IT operations. IT outsourcing in SMEs free managemset time, and
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IT operations in general run smoother after outsoucing IT infrastructure services,

and companies are able to focus more on core busgse

In general, the drivers for IT outsourcing are $hene in larger companies as in SMEs,

except lack of resources which stands out in SMigestd their size.

Sought benefits as improved quality of servicesodilen achieved, whereas cost
reductions is seldom achieved as sought. Compargience a “bonus” benefit by
freeing management time. This is seldom soughofiah achieved and realized,

making the company more focused.

5.2 IT Outsourcing Models

Below the research questions investigated in malab the use of IT outsourcing

models in Danish SMEs.

Research Questior3 & 4. What are the most common and successful IT outsayf
models used by Danish SME&Vhat are the experiences - benefits and disadvesitag

in Danish SMEs using the different IT outsourcingdal?

The research revealed very clearly, that selectitsourcing is the most common IT
outsourcing model used by Danish SMEs. 91% of ¢mepanies using a selective

outsourcing model were overall satisfied with tbigon and the results.
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Total outsourcing is not very common among DaniBtES. The main disadvantage
using one supplier for all IT operations is deceebffexibility, and it is often seen as an
expensive solution. Only very few suppliers in Demknoffer total outsourcing

solutions. Among them are IBM and CSC.

Even though off-shoring has become very populae@ent years, not one of the

guestioned companies were using any off-shore sippl

Assessment: SMEs can achieve business and/or conifpet advantages by
outsourcing specific IT operations to one or morewgpliers. In general, selective

outsourcing of IT operations is successful in DanisSMES.

Much similar to the findings among Danish SMEs, glabal research of Lacity and
Wilcocks (2006) reveals that the most successfuluiBourcing model is selective
outsourcing, where only a part of the total IT $iol is outsourced. During the
literature review, it also became clear that totgkourcing, (also referred to as mega-
deals) especially in larger corporations, is oftasuccessful, as the solutions become
too complex for one supplier to handle. Also in&procedures and skills are missing
to handle large and total outsourcing contractsltiMourcing -one contract, multiple
suppliers (Cohen and Young, 20863eem to have become more popular the recent
years as IT suppliers become more specialized nDuhie research, 5 out of 7
interviewed companies explained that they weregusinltiple outsourcing suppliers,
mostly one for the IT infrastructure and hosting\aites, and one for system

integration and maintenance. 2 stated that it cbaldseful if these separate suppliers
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were able to make a joint-venture using only ongraat. They believed that they could
save a significant amount of time, if suppliers evbetter at communicating with each

other.

5.3 IT Outsourcing Types

Below the research question to be investigatedlation to IT-outsourcing types used

by Danish SMEs.

Research Questior5 & 6: What are the most common IT outsourcing types byed
Danish SMEsAWVhat are the experiences - benefits and disadvesitagsing the
different IT outsourcing types in Danish SMEs

The research made in SMEs in Denmark revealedhkdf outsourcing services for

SMEs could be grouped as:
Web and mail hosting
Application hosting and IT operations
Facility management (onsite IT support)
Support/help Desk
System/software maintenance and development

IT security services

Web and mail hosting is often outsourced in SMHEsg®as it is often handled

internally in larger corporations due to securiiy. &ainframe operations also mainly

apply to large enterprises. Management of IS giyaitevery rarely outsourced, and an
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IS strategy is very seldom defined in SMEs. IT eraly handled on an ad-hoc basis in

SMESs, often with guidance from accountants andreatesuppliers.

The global research including Bocoj et al (2006) @ullen et al (2003) categorizes the
different IT operations that can be outsourced as:

Hardware outsourcing.

Network management.

Outsourcing systems development.

IS Support.

Management of IS Strategy

Total outsourcing.

Lacity and Wilcocks (2000-2006) surveys indicatat tithe most outsourced IT
operations in larger companies can be defined as:

Hardware outsourcing (67%)

Help desk/IS support (63%)

IT security services (disaster recovery etc.) (68%)

The research in Danish SMEs revealed that the bfoisings do NOT apply to SMEs

in Denmark. As the IT operations in SMEs in genaralsimpler than in larger
companies, the service has to be categorized eliffigras above. Web and mail hosting
is a very common service to outsource. Where thélirag of hardware is often
outsourced in larger global companies, it is velgdem outsourced in SMES in

Denmark.
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It is also found that application hosting is mooenenon in SMEs than in larger
companies, mainly because this service is ofterhmmare complex to outsource in
larger companies, and because these companieshaftertheir own internal IT

department.

Assessment: Outsourcing of web, mail and applicatiohosting is in general
successful in Danish SMEs. The outsourcing of thesperations gives SMEs better
IT operations and improved services, and companiese more focused on core

business.

IT security services are also a growing area wB&&s can benefit from outsourcing.
The handling of virus scanning, SPAM filtration amackup services can be done easily
and efficiently by external suppliers. Due to thel of internal IT personnel, SMEs are

often missing security guidelines and a definedtfategy, including security politics.

5.4 IT Outsourcing Frameworks

Below the research questions in relation to theafi$€ outsourcing frameworks in

Danish SMEs.:

Research Questior7 & 8: Do Danish SMEs use any kind of frameworks or best
practice guidelines when planning and effectuakingutsourcing? Do Danish SMEs
believe they could gain better results using stiattBameworks for planning and

managing IT outsourcing?
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The research revealed that very few companiesedeknal help when planning IT
outsourcing. The solutions are seldom so complaiehkternal consultants are needed.
As systems get more streamlined in SMEs, most Brains are standardized, and
SMEs in Denmark predominantly use the same appitsfsoftware for their

operations, such as Microsoft Office and Microgdfhamics ERP applications etc.

The literature review contained mainly research enadarger global organizations.
Very little literature was found focusing on IT satircing in SMES.

Ahorlu (2005) states that SMEs have become bet@efaning their needs and therefore
get what they are paying for. IT in most SMEs letdess complex than in larger
enterprises, and hence there is a lesser needrgslex outsourcing frameworks. As
stated earlier, SMEs seldom have internal resoutedsated for IT operations and

strategy etc. Therefore IT is often handled onddh@c basis in most SMEs.

Assessment: IT in most SMEs is not very complex, drtherefore complex IT
outsourcing frameworks are not suitable when planmg outsourcing IT
operations. Danish SMEs seldom have the internal seurces for managing
complex IT outsourcing frameworks as they often dothhave dedicated internal IT
personnel. There is a lack of suppliers offering ewsultancy and analysis for SMEs
considering IT outsourcing. Consultancy is often povided by accountants

reviewing internal IT procedures as a part of the anual financial audit.
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A simplified framework could be of great benefitS3MEs considering IT outsourcing.
This could easily be produced as a 1-2 paged ciséaktluding best practice

guidelines as in the following recommendations.
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6 Recommendations

The conclusions have been covered in detall irptheious chapter. Summarized it can
be stated that SMEs mainly choose IT outsourcimgdoce costs and to improve
guality of services and operations due mainly ®l#ttk of resources in minor
companies.
The following recommendations are made as a restitte global and Danish research
conclusions:
1. SMEs should outsource their IT operations to gaproved quality of services.
2. SMEs should outsource IT operations to free managéetime, and IT
operations in general run smoother after outsogrtinnfrastructure services,
and companies are able to focus more on core [Bssine
3. The overall conclusion is therefore that SMEs aamneve business and/or
competitive advantages by outsourcing specificpérations to one or more
suppliers. In general, selective outsourcing obpErations is successful in
Danish SMEs.
4. The outsourcing of web, mail and application hagtsin general successful in
Danish SMEs. The outsourcing of these operatiovssgbMESs better IT
operations and improved services, and companiewnare focused on core

business.

IT in most SMEs is not very complex, and therefmeplex IT outsourcing

frameworks are not suitable when planning outsogr€l operations. However the
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following recommendations based on the researchhanohterviews with Danish

SMEs can be useful for SMEs considering IT outsogrc

Clearly identify your expectations and your drivessIT outsourcing:

o Cost reductions,

o Improved services and operations

o Better service

o Free management time etc.
Make a status of your current state — Where aregaay, and where do you
want to be?
Investigate your suppliers’ competencies including:

o Financial strength

o Reference customers / track record

o0 Do they fit your size?

o Do they have their own datacenter — have you irtegddbis?

o Certificates, up-time and quality management system

o Flexibility — is the solution scalable up/down?
Focus on the service level agreement (SLA), whigfimés what service you can
expect and demand. Explain and write down all yeyrectations and demands,
including availability, support hours, service wavas, security, backup
procedures, support management etc. (But don’tdoviey. Analyze your
suppliers — do they understand your needs, or@psimply say what you want

to hear?
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Let the provider make a clear and detailed trasrsiplan including
responsibilities.
Make sure top-level management is involved in theision making.

Don’t expect to save money the first year

6.1 Limitations of the research and findings

The research and the findings gives a broad pidiitiee IT outsourcing trends in
Danish SMEs, however as the questionnaire was ynpiomoted via the internet, it
was limited to include companies with existing Afrastructure and with a more or less
explicit need to outsource their IT operations.puiblic enterprises were involved in
the research and certain industries as construatidriogistics were also not
represented.

A majority of the interviewed companies had what ba defined as simple IT-setups
where the IT users have access to mail, officelaBather applications. The
conclusions therefore mainly apply to companiefwimple IT setups, and it is
expected that the IT outsourcing process is mongpbex and less beneficial in
companies with complex IT-setups, for instance camgs using CAD/CAM software.
Also it was chosen to limit the research and liign@review to non-technical issues.
For example important issues as SLAs and investigaitf supplier competencies have
not been covered. As mentioned in the recommenuatibbecame clear during the
interviews, that it is extremely important that thestomers expectations for service

hours etc. is described in detail in the Servicedldgreement.
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6.2 Suggestions for further research

As a result of the limitations further researchlddae made including both public
enterprises and industries as construction, lagistnd advertising/marketing to
produce a broader picture of the IT outsourcingdsein Danish SMEs.

This research could also include a more detailsdrg®ion of the used
applications/services, the benefits/disadvantagesaated with them and specific
recommendations on applications/services to outgour

More technical and contractual issues as Servigell&greements (SLAs) should be
investigated among SMEs as it is anticipated tiney &ire often poorly described and

defined in minor IT outsourcing deals.

6.3 A reflection on the initial learning objectives

The MBA dissertation process has been extremegyesting, but also long and

difficult. In my case, the project took almost 1&ays to complete, mainly due to a high
work-pressure being the CEO of a company. The gsansalyzing theories, concepts,
trends and industries in depth, that are part oflaily business, has been very
insightful. There is no doubt, that the theory eiaad in this dissertation and the
research findings is of great use in my daily wiookh internally and when consulting
customers. | now feel very confident explaining thacepts, benefits and
disadvantages of IT outsourcing, and | use the kedge gained from the literature

review on a daily basis.
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8 Appendix

8.1 Appendix 1 — Questionnaire

Our CEO, Peter Kroul is, as a part of his MBA, utaeng a survey of Danish
companies' use of IT outsourcing. If you want tiphem fill out the questionnaire
below, we acknowledge with 2 bottles of red wineyfour answer.

Results of the study will be published on our wiband sent to you via email.

Thank you in advance!

Business Name :

Address:

Post / City:

Telephone:

Your name:

Your email:

Number of IT users in the enterprise:

May we contact you for further questions (yes / no)

Questions:

(#1) Has your company outsourced all or part of it®bErations (yes / no)
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(#2) If yes, which of the following elements have yausourced:

Webhosting/mail hotel (Check Box)

Hosting and operations of the IT platform (CheckBo

IT service (facility management) (Check Box)

Support/help desk (Check Box)

System development (ERP, CRM, WEB, etc.) (Check)Box

IT security - Remote backup, disaster recovery, BPAirus (Check Box)

Total outsourcing of IT operations and developn{@iteck Box)

(#3) What elements of your IT do you consider outsauyci

Webhosting/mail hotel (Check Box)

Hosting and operations of the IT platform (CheckBo

IT service (facility management) (Check Box)

Support/help desk (Check Box)

System development (ERP, CRM, WEB) (Check Box)

IT security - Remote backup, disaster recovery, MPAirus (Check Box)

Total outsourcing of IT operations and developmg@dheck Box)

(#4) What are the primary reasons for choosing/conisiddil outsourcing:

Cost reduction (Check Box)
Improved quality of service (Check Box)
Access to specialist (Check Box)

Increased flexibility (Check Box)
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Strategic decision (Check Box)
Free management time (Check Box)
Lack of resources (Check Box)

Improved financial control (Check Box)

(#5) What advantages have you gained/do you exped&it® g

Cost reduction (Check Box)

Improved quality of service (Check Box)
Access to specialist (Check Box)
Increased flexibility (Check Box)

Free management time (Check Box)
Lack of resources (Check Box)

Improved financial control (Check Box)

Has the company overall achieved the desired erd@fiT outsourcing? (Yes / No)

(#6) Which model of IT outsourcing are you considenirsiig?

Total outsourcing of the entire IT operation to @nenore suppliers (Check Box)
Selective outsourcing of IT activities to one orrmeuppliers (Check Box)
Temporary/transitional outsourcing of IT activitiheck Box)

Outsourcing in partnership with several companiggiers (Check Box)
Outsourcing of IT under a single contract with nplé suppliers (Check Box)

Offshoring of support, development and/or operatiabroad (Check Box)
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Partnership - the supplier is paid in accordandh vesults/savings (Check Box)

(#7) Describe briefly the pros and cons model has gisexpected to provide:

(#8) Have you used, or do you plan to use externaluitargs or

frameworks/guidelines/ models in the context osoutcing your IT? (Yes / No)

(#9)If yes, please briefly explain these and the bémebught/achieved?:
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8.2 Appendix 2 — Additional Interview Questions

(below a list of some of the additional questiossdifor interviews)

Can you describe your overall experience with ITsourcing?

Can you describe in detail the benefits you haveeaed by IT-outsourcing?
Can you describe the disadvantages IT-outsourasgven you?

How did you plan you IT-outsourcing project?

Is there anything you would have done differentlylie outsourcing process?

Can you describe the experience with your supgher(

Page 86 of 92



8.3 Appendix 3 - TCO Analysis

Total cost of ownership (TCO) is a financial estieadts purpose is to help consumers
and enterprise managers determine direct and oidiosts of a product or system. It is
a management accounting concept that can be ugelll @ost accounting or even

ecological economics where it includes social costs

Use of Concept

TCO is sometimes referred to as "total cost of af@n”. WWhen incorporated in any
financial benefit analysis, it provides a cost bdsr determining the economic value of
that investment. Examples include: Return on irmesit, internal rate of return,
economic value added, return on information tecbgyl and rapid economic

justification.

A TCO analysis includes total cost of acquisitiowl @perating costs. A TCO analysis

is used to gauge the viability of any capital inagsnt. An enterprise may use it as a
product/process comparison tool. It is also usedrbgit markets and financing
agencies. TCO directly relates to an enterprissstaand/or related systems’ total costs

across all projects and processes, thus givingtargi of its profitability over time.

Computer and Software Industries
TCO analysis was popularized for the Gartner Giiaul®87. The roots of this concept
date at least back to the first quarter of the tigéim century. It has since been

developed in a number of different methodologies software tools. TCO tries to offer
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a statement on the financial impact of deployingréormation technology product

over its life cycle. These technologies includeéwafe and hardware, and training.

Some of the total cost of ownership elements taathe considered in the deployment

of technology include the costs of:

* Computer hardware and programs
o Network hardware and software
o Server hardware and software
o Workstation hardware and software
o Installation and integration of hardevand software
o Purchasing research
o Warranties and licenses
o License tracking - compliance
o Other migration expenses
0 Risks: susceptibility to vulnerabilgijeavailability of upgrades, patches and
future licensing policies, etc.
* Operation expenses
o Infrastructure (floor space)
o Electricity (for related equipment, tng, backup power)
o Insurance
o Testing costs

o Downtime, outage and failure expenses
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o Diminished performance (i.e. users hgio wait, diminished money making
ability)
o Security (including breaches, lossepiutation, recovery and prevention)
o Backup and recovery process
o Technology training
o Audit (internal and external)
o Insurance
o Information technology related persdnne
o Corporate level management time
* Long term expenses
o0 Replacement
o Future upgrade or scalability expenses

o Decommissioning
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8.4 Appendix 4 — Analysis of the Danish Outsourcing Prader

Market

An Archival Research Strategy was chosen to ingattithe Danish market for IT-
outsourcing collecting data from national database®5 of the largest IT-outsourcing

companies in Denmark. The data is collected viatiime databaseww.nnerhverv.dk

which contains financial information on all Danisbmpanies.

On the next page the IT outsourcing suppliersiated in Table 6. The companies are
ranged after gross profit. Many of the companiegHarge turnovers driven by
hardware sales where profits are very low. Groefitps a good indicator for the

companies’ size in terms of their ability to eararmay.

KMD and IBM are by far the largest suppliers, hoeethey do not actively focus on
the SME market, but more on the public and therpnse market. Interxion is also a
large international player focusing on co-locatsenvices. The largest active players
include TDC Hosting, Athena IT-Group, Mondo, ScahNlmnDomain and Front-data.
Up-coming players include Netgroup, IT Partner, ;Ti26st Nordic and Datatech.
None of the active players in the SME segment dffeal outsourcing. NetPartner was
acquired just before finishing this dissertation amtegrated into an ERP software

supplier, enabling it to deliver complete outsongcsolutions.
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(Table 5 — IT outsourcing suppliers in Denmark ranled by gross profit in DKK)
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