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Effectively Blueprinting Your Vendor Management

Office (VMO)

A well executed
VMO is essential to
a successful ITO
engagement; in its
absence, the

organization will
not realize a full
return on its ITO
investment.

Overview

Early adopters of Information Technology Outsourcing (ITO)
realized that they had to create a new vendor management
competency in order to preserve the full value of these new
business arrangements. However, many of the early adopters
struggled with developing, or ‘blueprinting’, an effective capability
that addressed both the transactional and strategic needs
associated with properly governing their ITO relationships.

Although organizations have been establishing Vendor
Management Offices (VMOS) to facilitate their ITO arrangements
for many years, few succeed in effectively running their
outsourcing activities as a business. You would expect that
because ITO has become more commonplace VMOs would
have become standardized. Unfortunately that is not the case.
If a VMO even exists at all, it often looks very different from one
organization to the next. The problem is that no industry
standard reference models are available to help address the
unique challenges associated with managing these complex
relationships. So, for organizations that are taking their first
steps into the realm of outsourcing, establishing an efficient and
effective vendor governance structure can still be a complicated
and frustrating undertaking.

Over the last several years the VMO concept has steadily
evolved as more and more organizations have successfully
progressed through several generations of outsourcing and the
associated contracting cycles. This whitepaper will explore
elements found in organizations that have developed mature
vendor management practices. Elements from these practices
provide a basis that should to be taken into consideration when
either designing or redesigning a VMO. This paper will highlight
the framework and associated processes these service
organizations apply in order to deliver value to their business
constituents and define how effective vendor management
preserves and delivers value throughout the outsourcing
lifecycle.
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VMO Objective and Challenges:

The primary objective of the VMO is to ensure the benefits
envisioned at the outset of the outsourcing arrangement are
realized. Alsbridge’s findings, corroborated by research
conducted by MIT’s Sloan School of Management, indicate that
companies with mature VMOshave 20% higher cost savings
than their competitors. What is most alarming is that anywhere
from 40% to 70% of the original cost savings identified in the
business case for outsourcing can be lost if an effective VMO is
not established. This is not because the vendor is unable to
deliver on their part of the relationship, but because the client
organization is unable to effectively transition the IT services,
align outsourced and internal processes, and establish a
governance structure for managing the vendor relationship.
Figure 1 below shows that skill / competency, operational, and
relationship challenges are the top three causes of value
leakage.
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Figure 1 — Sources of Value Leakage

ClOs that embark on an outsourcing strategy with a promise of
cost savings are expected to deliver on that promise. At some
point, the board will want to know “what became of that
outsourcing initiative?” and the CFO will likely judge the ClOs
performance based on delivery of the promised savings. So, in
order to deliver on the promise, CIOs must implement
governance practices that mitigate the risk of value leakage. The
most difficult challenge of realizing the full potential of an
outsourcing agreement is developing a capability that can both
stay abreast of the on-going dynamics between the vendor and
the client and guide both organizations through the corrections
and adjustments that are necessary in order to better align the
parties and maintain a sustainable and mutually beneficial
service environment.

This is best accomplished by instituting a vendor governance
framework that outlines the key functional components that are
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important in sustaining a successful ITO vendor relationship. A
strong framework provides the foundation for understanding
what functions the VMO will perform and how the VMO will
interact with other groups that also share vendor governance
responsibilities throughout the entire outsourcing lifecycle.
Within the framework, detailed vendor governance processes
must be established to define responsibilities, key dependencies
and or touch points between ITO stakeholders. These
processes also provide a foundation for and enable continuous
improvement of the organization’s vendor governance
competency as it develops and matures.

Vendor Governance Framework:

CIOs depend on vendors to deliver a large portion of their IT
service portfolio and play a pivotal role in improving corporate IT
practices. With critical business processes now more tightly
coupled with IT services, it becomes imperative for CIOs to
create a core competency for managing the vendors upon which
they rely.

When blueprinting your VMO, it is important to recognize that
there are several stakeholder groups within the organization,
such as strategic sourcing, service delivery management, and
the business recipient of the service, that have a significant role
in governing the vendor relationship at various points in the
sourcing lifecycle. The VMO processes used to sustain viable
relationships and high-performance service delivery between
these stakeholders are organized into the following framework
component areas:

¢ Relationship Management
o Performance Management
¢ Financial Management

e Contract Management

¢ |IT Service Management
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Figure 2 — Vendor Governance Framework

Each of the components contains elements that are strategic,
tactical, and operational in nature. In addition, the activities
associated with each component will also vary depending on the
vendor and where the deal is within the outsourcing lifecycle.
Each of the five components are addressed in more detail below.

Vendor Relationship Management — Vendor relationship
management includes all the activities associated with defining
and developing the vendor partnership. Vendor relationship
management ensures the internal alignment of the business
strategy and IT strategy is translated and communicated to
vendors with respect to services and projects thereby ensuring
the IT organization is designed to drive maximum business value
from its vendor relationship. The following is a list of the vendor
relationship management processes typically found in
organizations with more advanced vendor governance practices:

1) Vendor Governance Process Management — This is the
process for updating, refining and aligning the governance
processes (those contained in this whitepaper) with overall
IT strategic and operational processes. In mature VMOs,
process details are well maintained to drive clarity of vendor
related interactions and associated work products.

2) Demand Planning Process — This is the process used for
planning and managing vendor service demands. In mature
organizations, forecasts for service demands are maintained
at a level of accuracy necessary in order to minimize risk to
on-time, cost effective vendor fulfillment.

3) Vendor Segmentation Process — This is the process used to
determine strategic and non-strategic vendors. This process
is typically found only in larger organizations that manage a

www.outsourcingleadership.com
© Copyright 2010 Alsbridge, Inc. All rights reserved.




large number of vendor relationships. This process typically
includes active vendor portfolio management to ensure
appropriate vendor mix (e.g., number of global vs. regional
vendors, established vs. emerging vendors, U.S. vs. Indian
vendors, etc.).

Vendor Performance Management — Vendor Performance
Management is responsible for ensuring that adequate
measuring and monitoring is occurring and that issues are being
rapidly resolved at the appropriate levels in the organization.
Vendor performance management must also drive operational
efficiency which includes on-going review of vendor delivery of
promised business value. The following is a list of six vendor
performance management processes typically found in
organizations with more advanced vendor governance practices:

1) Service Level Agreement (SLA) Management Process - This
is the process used for instituting changes to the
performance metrics over the contracting period.

2) Missed SLA Root Cause Analysis Process — This is the
process used for determining and reviewing the causes
associated with a missed service performance target.

3) Service Performance Management Process — This is the
process for monitoring, and reviewing vendor service
performance.

4) Performance Issue Management Process — This is the
process for addressing performance issues.

5) Customer Survey Management Process — This is the
process used for conducting customer surveys to assess the
end-customer’s perspective of vendor service performance.

6) Continuous Service Improvement Process — This is the
process used to determine and monitor vendor actions that
are taken to improve service performance levels.

Vendor Contract Management — Vendor contract management
is responsible for supporting any contract disputes or
negotiations as well as coordinating formal changes to the
contracts including amending, changing, and deleting terms and
provisions. Vendor contract management ensures the fulfillment
of contractual obligations and that contract compliance is
monitored and tracked, which includes conducting (or
coordinating with third parties to conduct) audits of the vendors.
The following are six key vendor governance processes
associated with vendor contract management:
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1) Contract Change Control — This is the process used to
manage formal changes to the service agreement. Contract
changes are often the source of value leakage and are
tightly governed in organizations with mature vendor
practices.

2) Work Order Management Process — This is the process
used to manage additions to the scope of work that are to be
governed under the service agreement framework.

3) Contract Dispute Management Process — This is the process
to ensure prompt and effective resolution of disputes. In
mature vendor practices, dispute escalation paths are well
defined and resolution is sought at the lowest possible level
in the organization.

4) Vendor Audit and Remediation Process — This is the process
that monitors and ensures the execution of contractual
clauses. When deviations are uncovered, the process
identifies the activities associated with root cause analysis
and ensures that permanent corrective actions are
implemented to prevent reoccurrences.

5) Benchmarking Process — This is the process used to
compare the vendor charges against the industry rates and,
when appropriate, makes adjustments to the charges as
prescribed in the contract.

6) Intellectual Property Management Process — This process is
used to make the determination of IP ownership and the
associated rights, prior to investments being made in the
development of new systems or system functionality.

Vendor Financial Management — Vendor financial
management is responsible for validating and managing vendor
charges and for monitoring the economics associated with the
contract. Vendor financial management manages financial risk
associated with the contract, ensures the accuracy and audit-
ability of all related financial transactions and that proper
financial controls are in place for the term of the agreement.
This enables regular financial reporting such as budgeted vs.
actual expenses, forecasts, and financial trend analysis to
ensure the value proposition is realized and the expected ROI is
achieved. The following are critical vendor governance
processes associated with vendor financial management:

1) Invoice Verification / Payment Management — This process
is used to verify proper invoice amounts and ensure proper
adjustments are made in a timely manner when necessary.

2) Financial Performance Monitoring - This is the process of
monitoring the financial performance of the agreement
against the business case. It includes investigating
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variances and taking actions necessary to maximize the
financial benefits of the relationship.

Vendor Service Management — Vendor service management is
responsible for ensuring the vendor’s services are properly
aligned and integrated into the IT organization’s service portfolio
and service catalog. Vendor service management is responsible
for working with the organization’s process and service owners
to continually improve the IT services underpinning the business
processes. Vendor service management is also an agent for
change to facilitate business transformation by driving the
approach to systematically integrate the vendor’s advancements
into its internal service and process structure.

Outsourcing Lifecycle:

The current economic environment of cost reduction and budget
restriction has resulted in new levels of expectations regarding IT
resource and capability management from both internal and
external sources. CIOs must ensure steps are taken to organize
these IT resources so that vendor capabilities and efficiencies
can continually be regenerated and improved throughout the
outsourcing lifecycle. This requires retaining knowledge and IT
that is more readily transferrable at the end of the outsourcing
lifecycle if another vendor is a better fit at that time. An
advanced vendor management function enables the IT
organization to leverage their vendors, optimize the transactions,
and thus take advantage of market dynamics.

Typical phases of the outsourcing lifecycle include:

Sourcing Lifecycle

Tomeg | sowems | owon |

. Solution . . Re-evaluation|

Sourcing Provider Contract . Service
. Development 5 L Transition " and Renew/

Decision (RFP) Selection Negotiation Deliver Exit

Figure 3 — Sourcing Lifecycle

Outsourcing deals are now of shorter duration than in years past.
At present, deals are typically signed for 3-5 year terms whereas
10-15 year terms were common in the not-so-distant past. Given
the need to rapidly and efficiently integrate and leverage a
vendor's services into an IT organization, it's important to
develop an advanced vendor management capability.
Otherwise, an outsourcing buyer never realizes the true value of
their investment and is ill-prepared to monitor the market (price,
service levels, etc.), renegotiate, or efficiently migrate services to
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another vendor if they are paying rates that are not in line with
the market.

In organizations that have gone through more than one ITO
sourcing cycle, the VMO also plays a significant role in
establishing the vision and objectives for subsequent
agreements and are usually involved with procurement in the
selecting and contracting phase of the outsourcing lifecycle.

The advanced VMO assumes a key role in attracting, developing
and retaining the best vendors. The top-tier ITO vendors are
always interested in collaboratively working with clients that
enable them to advance their capabilities and attract additional
value added business.

No matter how productive the relationship is (or is not), all
vendor relationships have a lifecycle. They all have a beginning
and they all will also have an end. An advanced vendor
management capability can help an IT organization avoid the risk
of being held captive or reliant on any one vendor or by paying
rates that are not in line with the market.

In Summary

To realize the full value of an ITO investment, organizations must
develop a new organizational competency. Organizations with
advanced vendor governance capabilities have implemented the
processes necessary to keep abreast of the on-going dynamics
and carefully manage the operational implications to the deal.
Regardless of whether a client wishes to preserve a successful
operating environment or replace it with a new one, the process
should not be left to chance.

Outsourcing success is impacted by many variables, the least
being the contract entered into by the buyer and the vendor. At
the end of the day, people, productivity, and innovation drive
business results; and careful planning and collaborative
execution among the participants are necessary for long-term,
positive results. Effectively blueprinting and implementing an
Vendor Management Office for your organization should provide
the foundational elements necessary to ensure ongoing success
throughout the IT outsourcing lifecycle.
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About Alsbridge

Founded in 2003, Alsbridge, Inc. is a sourcing advisory firm with
over 150 consultants operating globally and headquarters in
Dallas, TX USA and London, UK. Alsbridge has redefined the
way companies reduce costs and optimize operations for
information technology, business processes and
telecommunications networks. Alsbridge’s benchmarking
methodology enables clients to assess the true costs of their
back office operations and compare them to the market price for
those services using our proprietary tools and databases of
information.  We leverage the information gathered from
hundreds of client assessments covering over $100 billion in
spend to advise clients on what their operations could be costing
them.

Once the size and scope of gaps between a client’s current state
and the market has been determined, Alsbridge provides clients
with expert consulting services on optimizing their operations
through the appropriate combination of:

Outsourcing

Insourcing

Operational improvement

Shared services

Offshoring

Telecommunications network procurement
Hardware and software procurement
Contract review / consolidation / renegotiation
Telecom Expense Management

Vendor management

In addition to benchmarking and consulting services, Alsbridge
also provides data-centric research on industry trends that gives
companies the insight needed to make the best management
decisions internally and understand when it makes sense to
engage external advisors.
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For more information on Al sbridge’s consul't

for sourcing, outsourcing, offshoring, and benchmarking, visit our
website at www.alsbridge.com.

Il n addition to Al sbr iQugarcngleaershipothehi p of
firm publishes original research and insight in its research center at
www.alsbridge.com/research.

For a no-obligation phone consultation about your needs or plans in
sourcing, call Alsbridge at the number listed below. Be sure to
mention this white paper.

Alsbridge, Inc.
3535 Travis St., Suite 105
Dallas, TX 75204
+1-877-800-6240
+1-214-696-6410

www.alsbridge.com

inguiry@alsbridge.com
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