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Infrastructure Outsourcing: Managing Strategic Assets to Drive Business Value

Many buyers see
outsourcing as a
way to meet both
immediate cost-re-
duction needs and
longer-term strate-
gic needs, according
to The Qutsourc-
ing Institute (OI) IT
Index, an annual
industry research re-
port on outsourcing
buyers and sellers.

Ever been without a reliable tool?
Like your desktop computer, hand-
held, laptop, voicemail, or desktop
printer? Frustrating, isn't it? In most
companies, all those devices (which
we tend to take for granted) are part
of a complex technology infrastruc-
ture distributed among all employees
at your location and even across the
globe. Managing that collection of
hardware and software, as well as the
networks that link them all together
and the people, information and
technology to support the entire sys-
tem, can be daunting and expensive,
but nonetheless essential to company
operations.

Many companies turn to outsourc-
ing as a cost-effective solution to
managing the distributed IT infra-
structure. Why? Because the alter-
native can be far more costly and
inefficient. Recruiting and retaining
top information technology (IT) tal-
ent is a challenge for any company.
Outsourcing offers access to that tal-
ent without the hefty payroll burden
while allowing your employees to
focus on strategic business objectives
rather than tactical day-to-day op-
erations. Plus, the capital investment
required to keep your IT infrastruc-
ture reliable, scalable, and secure
equates to reinventing an expensive
wheel. Outsourcing offers access to
more options and state-of-the-art
technology for less.

While companies that are geographi-
cally dispersed often stand to gain
the greatest cost benefit by out-
sourcing IT infrastructure manage-
ment, mergers also tend to stress
computing networks with additional
workloads and the inherent ob-
stacles of rationalizing, integrating,
and standardizing different kinds

of hardware, software, and business
processes. Outsourcing is often a
good solution.

Many buyers see outsourcing as a way
to meet both immediate cost-reduc-
tion needs and longer-term strategic
needs, according to The Outsourcing
Institute (OI) IT Index, an annual in-
dustry research report on outsourc-
ing buyers and sellers. "While they
are looking to gain cost savings and
economies, buyers are also looking to
make leaps and bounds in creating
the new infrastructure to support fu-
ture growth,"” stated Frank J. Casale,
Ol Chairman and CEO.

Long-Term Benefits

Outsourcing with an eye towards
longer-term possibilities makes sense.
Providers prefer long-term partner-
ships where investments in people
and technology can be leveraged
across multiple clients. For the buyer,
that translates into better customer
service. Providers tend to do more,
be more responsive, and go the extra
mile for long-term clients. The long-
term relationship gives the buyer and
the provider the opportunity to grow,
change, and evolve together.

That can also translate into long-term
cost reduction, or "gain sharing,”
where buyers can share in the result-
ing financial savings as IT environ-
ments mature. For example, consider
an integrated service built around a
single-point-of-contact service cen-
ter (also known as a help desk) that
provides online, onsite and remote
hardware and software support to
your employees in multiple locations.
In the first month, the outsourced



service provider documents 10,000
service incidents. New technology or
processes are introduced to prevent
problems, increase reliability, and
meet end-user needs more quickly
and efficiently. As the distributed
network naturally matures year after
year, there is less demand for support
over time.

So 12 to 24 months later, the ser-
vice center logs only 8,000 service
incidents per month. “Gain sharing
passes on the financial savings to the
buyer over time," explains George
Hynes, engagement principal, Unisys
Managed Network Services. “As the
desktop technology and overall net-
work environment improves, employ-
ees don't have as many questions or
problems. The cost of support to the
provider decreases, and the buyer's
price for support goes down propor-
tionately."

Ironically, while nearly half of buyers
surveyed in the IT Qutsourcing Index
cited cost control and reduction as
the number one reason to outsource,
many deals don't account for this
savings opportunity. Why? Predict-
ability. Many buyers prefer a fixed
fee arrangement in order to predict
costs into the future. But in the long
run, you could end up leaving money
on the table.

“Buyers often don't think of long-
term savings opportunities. Instead
the focus is on comparing apples to
apples on immediate IT costs and
saving money upfront,” says Hynes.
That's why a well-crafted sourcing
strategy that enhances overall busi-
ness objectives is essential, accord-
ing to Casale. "As IT outsourcing has
evolved, there is a growing range of
options for buyers,” explains Casale.

"While more and more companies
approach outsourcing as a strategic,
proactive business practice, versus a
reactive tactic, the number of com-
panies that truly understand the
strategic and long-term value of
outsourcing is nowhere near where
it should be."

Unisys offers fixed fee and gain shar-
ing options. “Gain sharing equates
to 'pay for what you need' versus
predictability and the chance of
overpaying for what you need,"” adds
Hynes. “Not only can a buyer fund
what it takes to improve an environ-
ment, but also, as a result of those
improvements, there are often addi-
tional savings the buyer can reinvest
in more strategic areas.”

Plus, gain sharing helps engender a
sense of partnership between both
companies.

Hynes recalled one Unisys client that
acquired a number of regional com-
panies across the U.S., and as a result
inherited disparate technologies and
processes across the enterprise. “The
environment was extremely complex
to support, and lacked standardiza-
tion," says Hynes. Unisys rolled out
Windows 2000 and introduced dif-
ferent technologies to standardize
and automate processes nationwide,
thereby reducing the overall cost of
support and increasing reliability,
scalability, and security. “With the
gain sharing approach, we expect
this client will save $4.5 million over
three years on a $21 million deal.”

[ronically, while
nearly half of buy-
ers surveyed in the
IT Outsourcing Index
cited cost control
and reduction as the
number one reason
to outsource, many
deals don't account
for this savings op-
portunity.



If companies con-
nect and track em-
ployees, equipment,
and applications by
location, when an
application or server
goes down they un-
derstand how many
people are directly
affected.

Productive
and Prepared

One of the unsung heroes of infra-
structure outsourcing is the boost in
employee productivity garnered over
time. “The IT infrastructure is critical
to strategic applications functioning
properly and to employee produc-
tivity," according to Everett Dyer,
vice president and general manager
of Unisys Global Network Services
North America. "In addition to IT cost
savings, you also need to consider
the total economic impact. Improve-
ments in the IT infrastructure make
applications and equipment more
functional, available and efficient,
thereby helping employees be more
productive more consistently. Ulti-
mately that can drive revenue."

Of course the total economic impact
can't be measured unless your com-
pany firstunderstands and documents
the connections among people, plac-
es, equipment and applications. “Vis-
ibility to your infrastructure is key to
supporting that infrastructure and
understanding cost drivers," stated
Mike Hutchinson, vice president and
general manager, Unisys Managed
Network Services.

Processes to track assets and correlate
events in a holistic manner are sorely
lacking in most companies, according
to Hutchinson. “Ask a CFO how many
people they have, and most can't
give you an exact number. Ask them
how many computers they have, and
typically their response is only within
10 to 15% of the actual number,” ex-
plains Hutchinson, who says an up-
to-date asset inventory and a clear
understanding of how people, equip-

ment, and applications are linked
together are “essential preparations
for an unforeseen crisis".

“September 11 was a big wake-up
call for many companies,” stated
Hutchinson. “Sounds obvious, but
many companies overlook the fact
that without an accurate and com-
plete inventory, when unexpected
damage occurs, they can't exercise
full insurance claims or quickly re-
construct the infrastructure to get
business up and running again."

If companies connect and track em-
ployees, equipment, and applications
by location, when an application or
server goes down they understand
how many people are directly affect-
ed. "Whether your company faces a
significant power outage, or water
damage due to bad weather, or a cat-
astrophic loss, such as September 11,
the ability to quickly identify people
and asset losses or damage is key to
recovery,” explains Hutchinson.

Grafting the Right
Deal with the Right
Partner

How you create and manage an out-
sourcing relationship is just as impor-
tant as establishing your goals for the
engagement. Outsourcing isn't for
everybody. So it's important to first
decide whether outsourcing provides
the best solution for your company.
If it does, you must find the right
outsourcing provider and negotiate a
win-win deal. What are the key quali-
ties and characteristics to establish
and nurture a successful outsourcing
relationship? Let's take a look.



Focus on Company
Objectives

First, a company needs to determine
whether or not to outsource. "That is
the most difficult question because
it involves corporate culture and a
number of soft decisions across an
organization,” according to Hynes.

Howard Lackow, a leading authority
on outsourcing and senior vice presi-
dent, Outsourcing Institute Advisory
Services agrees. "Outsourcing isn't for
every company,” says Lackow, who
helps companies assess outsourcing
opportunities before they buy. “Se-
nior executives need to first examine
and articulate core competencies,
understand the outsourcing process,
and consider which functions might
be appropriate for outsourcing as
well as their motivations to out-
source,” Lackow explained. "From
there, you can begin diagnosing
options that best fit your company
culture and resources, and design a
strategy that serves your company's
strategic mission and vision."

Even after a decision to outsource,
one common pitfall is ensuring ser-
vice level agreements (SLAs) to meet
IT objectives without an equal focus
on achieving overall business objec-
tives. "Any SLA needs to support the
buyer's vision and strategic business
goals,” says Hynes, who also cautions
against the tendency to focus exclu-
sively on headquarters goals versus
those of the whole organization.

Hynes recommends that companies
avoid an "all or nothing" approach
and consider a sourcing strategy
where select components of the IT
environment are outsourced. "The

very large, 10 to 20-year outsourc-
ing deals bear an enormous amount
of risk for the buyer," explains Hynes.
“Strategically choosing a component
or set of components often provides
a better opportunity to achieve fi-
nancial and business benefits and
mitigates risk." Plus, that gives in-
experienced companies a chance to
learn how to manage outsourcing
engagements for their organization,
as well as how to work successfully
with an outsourcing partner.

Another good risk mitigation strate-
gy is to spread IT components among
multiple vendors versus "a giant leap
of faith that puts all your IT eggs in
one basket." Then, if one relation-
ship fails, you still have two or three
providers who are already familiar
with your employees, the company
culture, and the IT environment to fill
an unexpected gap.

Flexibility to Change

“Buyers need to be sure that the
outsourcing agreement is flexible
enough to meet changing needs,"
explains Hynes. "Business markets
change and companies change. You
can't predict the future. Any success-
ful outsourcing agreement must ac-
commodate change.”

“Left unchecked, outsourcing rela-
tionships can quickly become ad-
versarial rather than cooperative,”
according to Lackow. "Change is in-
evitable, so buyers need to anticipate
and plan for change upfront, and
choose a partner that's fundamen-
tally willing to change and grow
with you. Otherwise, you'll pay dearly
in time, dollars, and failed relation-
ships.”

First, a company
needs to determine
whether or not to
outsource.



The complexity of
distributed networks
and systems and the
number of inter-
actions between
buyer and provider
employees virtu-
ally guarantees that
nothing will be 100
percent right all the
time.

Current and even former clients of

a service provider can provide use-
ful perspectives on what you can
expect. “Nobody likes to talk about
disengaging a relationship, but it
happens,” says Dyer, particularly
when companies sell, merge, acquire
another company with the expertise
currently outsourced, or people sim-
ply can't get along. “It's not an ideal
situation. The key is to ask, '‘How does
the provider behave when disen-
gaging?' Business requirements can
change, so it's important to know
what to expect in the unlikely event
the relationship needs to dissolve."

Appropriate Expectations

Setting appropriate expectations
is another critical element for out-
sourcing success. In addition to
details on specific tasks to be per-
formed, Hynes encourages outsourc-
ing buyers to ask and answer the
questions involving "How?" How will
we work together? How will project
management be structured? How will
we resolve disagreements? How will
we adapt to change? "“It's vital that
both parties understand and agree
upfront on how they will act with
each other," according to Hynes, par-
ticularly when a problem arises and
no one agrees on the solution.

Typically, once companies make a
commitment to an outsourcing deal,
there's a sense of euphoria, delight,
and relief. That lasts for a while, but
every relationship will have conflict
and change. It's prudent to be pre-
pared for the inevitable, and easier
to define problem-solving processes
before a crisis occurs—to define not
only "what" a provider will do, but

“how the buyer and provider will
work together," according to Hynes.

For example, what processes will
be used to adapt to change? What
procedures will both parties follow
to resolve a disagreement? While
the agreement won't specify every
solution to every problem, it should
reflect how the parties agree to con-
duct business together and manage
the relationship. "Most outsourcing
buyers bet the provider will deliver
in the best interests of the buyer. It
needs to be stated,” says Hynes. “So if
one party says ‘black’, and the other
says ‘white’, there's a pre-determined
process to decide who will make a
final decision with the interests of
both parties in mind."

Task Performance

"Providers need to clearly demon-
strate task performance,” according
to Hutchinson, who advises buyers to
check references and ask for docu-
mentation. “When a provider makes
a claim, ask their customer to verify
it. There should be written monthly
reports that document performance
measurements.”

The complexity of distributed net-
works and systems and the number
of interactions between buyer and
provider employees virtually guaran-
tees that nothing will be 100 percent
right all the time. Look for client
references willing to talk about what
happened when projects went awry.
"l tend to discount references where
everything is rosy, because that's not
real," explains Dyer.

“Due diligence is a must-do before



signing a deal—don't cut this corner,”
warns Lackow. "We recommend that
buyers not only talk with a potential
provider's clients, but also visit their
site to meet with them one-on-one,
and see how operations work on a
day-to-day basis. The experience is
always an eye-opener.”

Infrastructure outsourcing is often
the most efficient and effective solu-
tion to IT management, especially for
global enterprises. Outsourcing offers
access to more options and state-of-
the-art technology at a lower cost
than most companies can support
in-house. Plus, you can tap the wis-
dom and experience of expert service
providers, and enjoy long-term gains
in employee productivity and process
efficiency, while focusing in-house
talent on more strategic objectives.
Outsourcing can be the catalyst to
create the IT infrastructure you want
to drive strategic business value.

For more information on distributed
infrastructure outsourcing, go to
www.unisys.com/networkservices
and click on "Managed Network Ser-
vices” or call us at 1-800-874-8647,
extension 304.

especially for globa
enterprises.
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