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1.Introduction

{AYyOS HwnnmI GKS /.L KFra NB3IdzZ I NI & adiNBSeSR !Y 02Yl
have found that, in addition to automating business processes with suppliers and business peotmg@anies

have been integrangIT and comranications in ordeto better understand and respond to thretustomers.

2 Sva found a high level of expectation that investmenisirchIT servies will help achieve competitive
advantage but also a large degree of uncertainty as to how this will attadIpbuild value.

These findings have occurred wittilre context of a number of broader trends. First, growing international
competition, outsourcing (and offshoring) of service provisio R&D suggessignificant differences in
productivity gainsbetween those firmavho globalise operations and procurement and those that da not
Second, as we found in our surveys, a reluctance of SMEs to engage in IT service offgiargiy
interestingly, some SMEs seemed to be able to use the Internet to dereffectively in global market3 hird,
reportswere increasin@f growing domestic shortages ingKilled staff ¢ particularly for those with relevant
business osystemsintegration experience.

As a resultyve felt it would be useful to identify the ays in whicHT servicesbusiness support policies and
skills provided in the UK were (or were not) of real value to UK firms, and how businesseabmant
evaluating this The surveywe carried outhus seeks to identify indicators béwgood practicen the use of IT
servicesare usedto gain competitive advantagglobally to highlight howrelations between users and
suppliers carbe optimised and how national and EU business suppagm@mmes and skills supply che
improved. In doing this, theesultsindicate the ways in which the UK IT services semtdigovernment can
better help UKbusinesses build value through their usd Diervices.

2. Methodology

A small group of IT business users and service suppliers, along with representativisefifice of National
Statistcsand¢ {Affa !Y 3JdZARSR GKS &adz2NBSeQa 2@SNIfah (GKSY
advisory group of CBI members comprised ddiFEctorswho helped us develop targeted questions from a
business perspectivé00 UK companies using IT services extensively were then surveyegrbfessional

polling agency byelephone and onlindrom April 2008¢ May 2008.The resulting data was analysed using
standard software (SPSS) to provide results by frequency of respodd®y company size, sector and region.

All results in the report are based on five hundred respondents, except where highlighted in the section on
outsourcing where only companies who outsource could respond to certain questions.

The questions cover fowareas: the challenges and opportunities companies encounter in using IT sgrvices
including a suksection on outsourcingthe ways in which IT services providers and users engageiltd
business competitiveness; the supply of staff and skills forVices use anthe value of UK business support
policies for IT services development.

3. Summary of findings

Challenges and opportunities of IT usage
e UK companies are steadily becoming more sophisticated in their use of IT services and the ways they
use trese in different business processesell over half can now serve customers through digital
marketplaces
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A customer focus is becoming the central driver of IT services development and use, along with
locational differences and low cost competition.

The Irternet is enabling firms primarily to increase awareness of customer needs and respond to them,
helping63% of businegsto improve customer retention and satisfaction and 60% to tailor their
LINE RdzOG 2NJ aSNBAOS (2 GKSANI Odzaii2YSNBRQ ySSRao
The main barries to the extensive development of Interreased services are geographic dispersion of
staff, information assurance concerns, differing regulatory requirements and lack of systems
interoperability, and customer and supplier skil$ dzi G KS ! ¥teryiregim® foFdonald 3 dzt
names registration and dispute proceduiisseen as significant plus in providing a fast and simple
registration process

Outsourcing to and management of IT service providers

Companies are outsourcing a variety of businessesees to IT service companies, but tend to prefer

this for back office rather than customdaicing processesfor instance, over 50% of businesses now
outsource their IT and networking.

Businesses are also developing a range of benchmarksfweiging ad evaluating service providecs

Return on Investment is less important than quality of service and early engagement in product
development in determining a change of supplier (which is quite frequent!).

While a significant number of small firmare comfotable with outsourcing IT services and with
offshoring, midcap firms are significantly less and tend to keep ifhouse low value IT/Networking

and outsource higher value customer and supply chain functions

Only 14%of companiedelievell K S A NJ R&D 3ujpdt§ KB RONJ 6dzaiAySaa RSOSt 21
well. Over 20% thinka dzLJLJ2 NIi & ( KS A NJ 0 dza A y She two Rogtieflectiidbayst A ( G f
that & dzLJLJ A SdedEdObeiw&®NE & dzLJLJ2 NI Odza ( 2 Y S NB& Qhrodgtzaallyy S & &
eng ASYSyYyild YR O2YYdzyAOlI GA2Y 2y aSNBAOS Ayy2a3l (A
longterm strategy

Sourcing and staffing IT

Though the quality of UK graduatesggood, firms are increasingly sourcing personnel from outside

the UK¢ sixout of every ten UK companies now source IT staff from outside the UK.

Businesseare less interested in academic qualifications than technical and practical business skills
when sourcing IT staff

Business support policies provided by Government

The UKd seen to provide a good competitive communications market but a confusing environment for
e-commerceg though the benefit or disadvantage of specific customer data prote@iacorporate
governanceregulations in developing productmline tends to vannoticeably between different
sectors.

The government could significantly improve its support for businesses (and most particularlyfor mid
caps) through developing a national centre of excellence thatast forum for sharirtgpst practice

and CIO devepment, providing support for overseas investment irbbBBed services and getting a
better understanding of the security threats companies face.
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4. The Challenges and Opportunities of IT Usage

UK businesses are making substantial investments in liEesirvorderto better respond to the challenges of
globalised competition and demanidowever pusinessefacedifficultiescreating integrated and standardised
IT services nationlgl and acrossinternational boundariestechnologicalincompatibility, lack of process
standardisation andproblems linking frontoffice processes with baeakffice systems carall hamper
effectivenessYetthe rightIT systemgan also help overcome such probleriifis section examines the key
drivers andcompetitive challenge®f IT adoption how companieshave used IT services to respond to
challenges and the capabilities they have gained in doing so

4.1 Factors driving companies to use IT services

¢tKS 1S@ RNAOGSNR 27F O2 ¥dihoyerdé&iatdingustémasSat ehdtiond (52%fS NI A O !
respondent3 and global level (51%) This customecentric focusis reinforced by dw-cost international
competitionfor 35%o0f respondentsparticularlyfor larger companiesgoing up to 53% fahose with10,000+
employees

Asshownin the graphthe variedcost of doing business in different locatiaeglso a mgor driver (47%) ofT
servicesadoption Businessesecognise thatlT allows them to gaingreater visibility over their various
processesind systemsand todevelopcorreponding control over thoseAlthoughitg | 4 Yy Qi aspacliSy | &
option, reduction of costss cited byonly 1% ofrespondents as a major driver of IT adoptids discussed in

more detailbelow, for companies using IT services to add value apddwe competitiveness, cost reduction is
currently not the critical issue when consideg IT investments.

Drivers of IT services usage

Varied national regulations _
Low-cost international competition _
Varied costs of different locations _
More demanding global customers _
More demanding national customers _

% of respondents

4.2 Sophisticatonin using IT services for access, transactantkcollaboration

Inour 2005 reporté-Value MattersCive found companies werdoing well inintegrating IT into their business
processeg; over 45%were transacing online without back office integratigrand the samenumberwere
transactngwith back office integrationWith the focus onsophistication of transactions this& S kshdzy,
50%can transact to ‘fuiteQor a WeryQsophisticated level witout backoffice integration while 52% an
transactto the same degregof sophisticatiorwith backoffice integration
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This suggesthat success in transactions depends uponrgyeaof factors, not just lifitegration Company size

appeas to beimportant: while28% of companies with 10,000+ employaesW S NE &2 LIKA a G A OF { &
being able to transact with full baaMfice integration,only 9% of companiewith 50- 99employeesand 10%

of thosewith 100¢ 249 and 25@ 500, areW @S NB & 2 LIkdkiagiato@erall I8&/&<Df sophistication by

sector, itisthose companies in the business to consumer (B2C) sectors which appear to have the highest
capabilitiesn transacting with their customers witfull back office integration. For instan@4% of companies

in the financial services sect@2% of companies within the@thnology/media/telecoms sect@nd 57% of
companies in thenospitality/leisure sector catransactg A G K o6 O] 2FFAOS ohAYS 8B NI (.
sophisticated level. This comparto 49% of professional business consultanci&$ of manufacturing
companiesand 35% of public sector organisations.

A key factor imdetermininghow companies can advalue and improve competitiveneisstheirl Tnetworking
capabilities. Our survey showsnly15% of businessesel 6 f S (12 O02f f F 62N} 4GS Ay | W
the product design process with their customeBut56% of companiearefully negworked in terms of being

FoftS G2 ASNWBS Odzad2YSNE (KNE@SKERA 3 Rdicompaidd dbrly$ R | (
16% calling themselves fully networked in 200B@rhaps unsurprisingly, the teoblogy/media/telecoms

sector stamsout here, with 79% of respondents noting thegrvecustomers through digital marketplaces to

Wi dzA &9 @ SsEghifticatedevel. Other advanced sectorare the transport/utilities and public sector
organisationgboth 59% of respondentsandprofessonal consultancies (56%). At the other end of the scale,
laggarda SSY (G2 06S O2YLI yASad Ay UGKS YIydzZFlI OGdzNAy3I aSoi:
2N WOSNEQ &2LKAAGAOFGSR fS@St o

Thisreport isnot a definitive answer to poliegnakers ad businesses questions regarding more effective use of
IT,but it does go some way to indigay some of the gaps understanding that exisTheCOffice of National
Satistics (ONS)currently runs a number afurveysregarding ICT and-eommerce.But acomprehensive
nationalpictureof UKc2 Y LI yF AySRa (& Sr@doptibiEacy capabilities, developed an annual basisy

the ONS would help policymakers and IT service providers respond bettebusinesseeds

4.3 Standardising companyide IT procsses

StandardisindT processeis key taraising thebusinessfficiency it allows companies both large and small to
better understandtheir operationalprocessesandto remove inefficiencies and inconsistencieklowever,
standardisation can be challemgi particularly in a global market where different cultural, technical and
geographic requirements may need to be taken into accourthisregard,28%of UK companieare able to
standardise a broad range of IT procesata national level and 23%re ableto do soat a global level a
significantnumber, althought highlightsthe possible gains that mastill be achievable

The largest companigserhaps unsurprisingliead the way in terms of global standardisation, with 55% of
respondents in the0,000+ category successfudgndardising IT processgkbaly, as opposed temall to
mid-capcompanieswherefrom 13% tdl5%are ableto do sa Howeverboth the desire tstandardiseand the
challenges it presentare demonstrated by the facthat only 2% of companies ka not attempted to
standardise IT processes atid notintend to do sa

Looking at the issue sectorally, only 20% of companies in the hospitality and leisure arecine to
standardise processes at a national level and 17%late| levelSectors successfully standardising processe
at the national level includéhe public secto(39%0f respondent¥ and professional business consultancies
(31%).43% ofthe technologymedia/telecoms sector and 33% of chemicals and mirrgsuccessful at
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international process standardisatio@ompanies inhe hospitality/leisure (17%f respondents)the retail
sector (14%and public sector organisations (1186¢ able to standardise processes internationally.

Information security and idelity management concerregppearas major problerafor a substantiahumberof
companie§) I { stcStandiirdise IT processég8%of total respondenty But the fact thai62% donot see
information security and identity management as problemaymeanthat eitherthey are confidentin their
existinginformation assuranc@rocedures, or that they aranaware of the threat that exist This seems
particularly true for smaller companies; only 28% of compamieployings0-99 and 26% of those sized 100
249cite such factors as a problen®iven the high profile recent losses of sensitive data by a range of different
organisations, this is an issue requiring further investigation and analysis

Understandably, gegraphic dispersion of stafsialso one of the bggst problens companies face in
standardising IT processes39% of companies noté as an inhibiting factor. lis also clearly more of a
challenge for larger companies, for example 46% of companigdoying2000c 4999 noteit asa factor, as do
54% of ompanies with more than 10,000 employees

Factors inhibiting IT process standardisation

| | | | | | |
Geographic dispersion of staff |

Information assurance concerns | ——

Differing regulatory requirements |

Lack of interoperability NI

Level of cust/supplier skills (IR

Lack of top level buy-in *
T

I
Bandwidth availability |-

0 5 10 15 20 25 30 35 40 45

% of respondents

4.4 Factors enabling companies to integrate IT processes

Gontinuous review and revision of strategig considered to be thenostimportant factorin succesfully

integrating IT process€56% ofrespondent3. Whilst relatively high, thisfactor is particularly important for
companes within the public sector arutofessional business consultancibeth 63%of respondentyand the

hospitality/leisure sectors (60%#t the samdime, 49% of respondents bethe importance ointegrated data

network security service® successfulT integration, particularly larger companiesfor instance, 70% of
companies employing 5088999 and 62% employindd D00+. 44% of respondenédsonote open IT and
communication standals asan important factor to the successful integration of IT processes.

30%of respondentsnote a pre-defined irtegration roadmap and metricas key means tointegrating IT
processesSmaller companiega far less likely to note this as a fagtbowever ¢ only 16% employing 599
and 25% employing 1@250. This is opposed to 52% of companies employing-9960 and 48% employing
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10,000+. Such a resuntayindicate theimportancefor larger companieto map out in comprehensive detail
how the integration of IT servicesinto what will usually be extensive and complaxsiness processegill
impact on their businessoverall 26% highlight IT virtualisation as an enabling factor to the successful
integration of IT processes.

4.5 Broadband communications

25% of respondents see national parity of access to broadlfaypdvhichwe mean access to broadband
communications with similar upload and download capacity on a national lessisdcessary for successful
integration of IT services. However, specificoagiclearly have a greaterquirement for parity Companies in

the East Midlands (45% of respondents) and Yorkshire and Humberside (39%) demonstrated the highest
requirement for parity of access to broadband communications. These are closely followethyf3
respondents both in the North East and West Midlands. Companies with the lowest requirement are in the
South West (15% of respondents) and London (20% of respondents). Sectorally, the construction/engineering
sectors display the highest desire forripya of access to broadband communications (35% of respondents),
followed by manufacturing (30%) and the public sector (28%). Only 11% of companies in the financial services
sector note such a requirement.

Anissue currently being widely debated is howgttantify demand and consequenfiynd networks providing
nextgeneration broadband communications (up to 100Mp&icmetworks seem to appeal most to midp
companies, with a combined 25% indicating they belidey will help them sustain Fenabled bange. This
compares with 10% of companies employing; 260 and 17% of companie$10,000+. Surprisingly, only 23%

of companies in the technology/media/telecoms sectors flag this factor up as critical for their company.
Comparatively, 17% of companiesthe chemicals and mining sectors say this is important, as do 16% in
financial services and 14% in the retail sector. Manufacturing and transport/utiliti¢l 9%of respondent$

are least likely to cite nexgeneration broadband as critical to sustaig I Fenabled change.

Given the prominence of the issue in national, EU and international delgate®l the fact that key UK
international competitors are sometimes investing strongly in rgedteration networks, this relatively low

level of existing busess demand needs to be evaluated in context. A possible sudden surge in future demand
arising from companies finding ways to gain revenues from online activities may be unable to be met without
adzoaldl yiAlt Ay@SadySyida creddzNWBfgadsiblié Bagidrs to itvéstnerdiga @ S NJ

nexttASYSNI GA2Y ySig2Nla o0GKS a/ A2 NBGASGe0d oAttt 0S8
4.6 Sustaining I#enabled business change

Incompilingthe survey, our advisory group repeatedtyessedhat, whilst integration and stanardisation of

IT processearemajor challengsthat canprovidesignificantoenefits properlyembedding and sustaining-IT
enabledOK I y3S Ay d2 | & deiciklyo $oagerrm2oedsiBetc of2egpondentssay that

ongoing top level suppois the critical factor in achieving thiBop-level supporisseen as particularly crucial

for companies ithe transport/utilities sector (50% of respondent)e financial services sector (48%n)dthe
public sector (41%

Sectors viewing toplevel support as less critical incluthee hospitality/leisure sectors (23% of respondents),
construction/engineering sectors (28%) and professional business consultancies@9%stingly though,
this factoris consideredmore criticalthan user skills and developmef#2%of respondent}and the ease of
changing staff working practicés7%) Certain sectors dregister user skills and development as being critical
for embedding I#enabled changsignificantly morehan the average for instance, 36% of companies in the
transport/utilities sectorsand28% of technology/media/telecoms companigéfiese lattesectors also ane

Page 7 of 39



out highest in terms of registering ease of changing staff working practices as a critical¢f&it®s of
transport/utilities and 24% of technology/media/telecomgerhaps showinghat companies within these
sectors have specific human resources challenges in relation to getting the most out of their IT services.

Factors sustaining IT-enabled change
Next-gen broadband
communications | pm— ‘

Regulatory
environment _‘

Ease of changing
staff working practices

User skills

B Critical
Very important

B Somewhatimportant

and development |
‘ ‘ m Notat all important
Ongoing top
level support 3 | ‘
I

0 10 20 30 40 50 60

% of respondents

However, as shown by the chabove asignificantnumbersof respondentgiveaNJ y3S 2F FI Ol 2 N
AYLRNIFY(GQs &ddza33SadAy3da GKIG GKS Y2al Se@died S L o
recognisinghat there is no one solution to sustainingdiabled change. Insteadréquires a range of factors,

focused on meeting challenges both internally (user skills, top level support etc) and externally (regulatory
environment, infrastructure availability etc).

4.7 Gains to be madehrough investing in Interndbased IT services

The internet has been a key enabfer the roll-out of corporatel T services, nationally and internationakiyd
provides a potential quantum step up in what businesses can use the to achieve in relation to customers and
competitors The standouigairsof investment in specifially internetbased servicearein customer benefi,

clearly supportinghe driversdetailedfor investment in IT swices. 63% of respondents natach investment
enablesthem to improve customer retentin and satisfaction and 60%#®te it allowsthem to tailor their

LINE RdzOG 2 NJ a SNIBA OS SinBarly(skcl invhstmerdzioiss 7¢DNBnPaniéss devebpd

new marketing and delivery methods.

Asthe chart below indicatesnid-cap companies appe&o realise the leasbenefits n terms of gaining access

to new productandgeographic markets. Thisnot purely a matter of size, as companies in the smaller range
indicate greater ability in this regard than medps. Instead, laises somémportantquestiongreinforced by
data presented later) a® whether many miecap companies hawbe adequaterange ofskills and capabilities
that we noted as important abovie really derive significansustainable benefits from investingl T services.
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Capabilities gained following investment
in internet-enabled IT services

90

=&=Entered new product markets

= Entered new geographic
markets

4= Products and/or services more
tailored to customer needs

% of respondents

10
0 =3&=Developed new marketing and

delivery methods

Q ; { == Improved customer retention
Q 8 N N O . .
@ & %QQ Y and satisfaction

No. of employees

4.8 Domain nameghe value formnternetbased operations

Oneareawe wereinterested in exploringvasthe valueof the system of registerintnternet domairnamedor

IT servicedevelopmentandonlinecustomer engagemennot onlyas an essential part of the functionalitf o

the Internet but one that has been the subject of some political dispute, particularly at an international level
The survey indicatedat the criticaldomain formanycompaniessa global domain, such as .comith 25%
indicatingthis. Thissfollowed by country domains, such as .uk o 8% Alargeproportion of companies
(34%)feel that though countrydomainsmay not be criticglhowever, theyareW @S NB A forltBerhi | v (G Q
own, as opposed to 28%ho believe the saméor global domainsThere is particularrecognitionfrom the
public sector(27% of respondents}echnology/media/telecom$26%)and retail sectors (25%hat a local
country domairis critical todevelopinginternet-based servicesxCompanies in the financial servi¢82% of
regpondents) manufacturing27%) chemicals/mining25%)and transport sector§27%)feel global domain
namesare more critical todevelopingnternet-based services

Interestingly however,despite thepublicitysurrounding their creation, the vast majoribf companiesrenot
particularly interested in sectoral domaiife.g. .travel, .info etcJheonly sectors to registegignificaninterest

in these domains are public sector organisationswith 30%of these and 28% of respondentsn the
hospitality/leisure sectorsioting themasWONXR G A Ol £ Q 2 NkvelapBdniernet-bAserR dedrices (1 Q
Retail (79% of respondents), financial services (68%) and construction/engineeringp(S6¥%3$sesconsider
0KSAS R2YFAya Wy2dG 4G FEf AYLRNIFYG®Q
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Importance of domain-names for developing internet-
based services

Sectoral | —

———————————
7]
g Regional  —
—————————————— iti
‘g —'—’—’— | Critical
)
£ I = Very important
I
] Local country | e
I = Quite important
— T
I m Notat all important
Global  ———
I
—
I I I

% of respondents

Thereis a similar overall lack of interest in regional dorAaames (e.g. .eu, .asia etc). The highest level of
AYGiSNBad Aa FyY2y3ad YIydzZFlFIOGdz2NAYy3I O2YLI yASazr wHTme
AYLRNIIFYG>ZQ & R2 H MEcorgpanief RlighpriopdizdsiohcBnmpanies/iritie yeilgaado v
of respondents), financial services (62%) and professional business consultancy (56%) sectors express no
interest in these domains at all.

Domain-name registration problems faced by companies

50

45 —\

40 N
2 35 S&\.__a‘\
c
§ 30 . \“ —#—Domain held by another
e \ M individual
2 25
E 20 Y ——Cost of registration
° commercially unrealistic
R 15 e —i” / Y

10 —— Registration process too

] ’ - y complicated
5 = N i
== |ndividuals registering a
0 domainin bad faith
9 ) 9 o ) ) ) x
s & F P S P
Y § ¢ &
N v “

No. of employees

Challenges companies face in registering domainasaseem to be less to do with the system or the process
per seand more to do with individuals abusing the system or using it in bad €ith other wordsa
combination of individual and system factoAdmost 40% of companies have found a domain they Wwaimg
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held by another individual partly explained by the fact that domains are a limited resource where popular
ones get registered and become unavailatpéckly Of more concern is the fact that 28% of companies have
FILEfSy @AO0A Y. Qnhlg 42% Ofcanpaniisiherk tofieBdddin@red any problamegistering
domainnames, indicahg thevalueof effective and efficient disputeesolution procedures

49TK S ! Y Q &narResysterh Y

Domainname registrationn the UKs selfregulating, meaing that (beyond underlying national law) it sets its
own standards and procedures. Such a system allows for adequate flexibility of rules to be applied in the fast
moving world of internet technologyRespondents to our survey are generally positive albiois approach

with 47% of companies agreeingibvidesa fast and simple registration process. Tibjzarticularly true for

the hospitality/leisure sectors (60% of respondents) and the manufacturing sector (56% of respondents).
However, mly 25% oflie chemicals and mining sectdeel(i K S ! YeQuiatosy §/§téfn providea fast and
simple registration procesmdicating that there is still rooro improveunderstanding anthe workings ofhe

system 43% of respondentseethe low cost of regigiring a domain name in the s a notablelus (thoudn

this also suggests that 57% magt see lowcost as a critical factarp2%feelit supportsthe development of

best practice in registration procedures.

The survey suggeststhat SMEs benefit more dm the current system than larger companies higher
proportion of companies in the SME categarluell KS | Y Q-Aam& fy3fdnik groviding lowcost
registration and a fast and simple registration procefss instance 51% of companies employs®99 and
49% employing 25@99, compared to 39% employing 509999 and 28% employing 10,000

5. Outsourcing

Outsourcing imowadays gart ofeveryday businesactivity. Organisations may outsource various IT services,
from desktop and infrastructure managent to application development and cadintres. They may outsource
within domestic or regional boundaries or internationally. Companies also outseuntge business functions,
anything from payroll to the entire HR department maydvevided online bya third party Our surveyooked

into which business processese beingoutsourcedand where theywere outsourcedto. It looked into
0dzaAySaasSaQ 3S 3aid olitsaikingDas hiNlBstwhdiFeni@Bintend to bring backonse
outsourced servies in the next two to three year$n sections 5.1 and 5.2, percentages are based on the
respondents whose company is currently outsourgjagotal of three hundred and thirty four companies out
of our total pool of five hundred respondents.

5.1 Scope ad extent of outsourcing business operations

The survey shows that IT spend on outsourcing was clearlya A 3y A FAOF yi LINRPLR NIAZ2Y
budgets24% ofthoserespondentoutsourcingsperd between 1120% of tkeir budget on outsourced business
functionsand 17% spent between 220% Sectorswith a significant proportion of companies which spend

more than 40% of their total IT budget on outsourcing include manufactaridgetail (28% of respondenter

both) and transport/utilities (25%). Thiesmpares to 13% of respondents in professional business consultancies
and 11% of respondents in the technology/media/telecoms sector.

Overall only a third of respondents daot outsource any bsiness processe50% of companies within the
chemicals and ming sector do not outsource any business processes, followed closely by companies within
the publicsector (46%) and the transpdutilities sectors (45%). This compares to 29% of companies in financial
services and professional business consultancie2aglin the technology/media/telecoms sector who do not
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outsource any processeshis might reflect the nature of the business processes involved for the particular
sectors, rather than anything inherent in problems with outsourg@egse

An important wint to note is that,for those companies that doutsource, many are still keen to maintain
control over critical business functions such as supply chain management, (8i@&h) 17% of respondents
outsource customer relationship management (CRM3% ofespondentsand finance, outsourced by 17% fo
respondentsAs the chart below underles more businessesre likely to outsource operational/internally
facing functionsuch as IT/Networking (52% of respondents) and HR (28%). In the former caseytbis ma
explained by the limited opportunities for vakaelding irhouse and the increased possibilities for reducing
costs through outsourcing (HR issues are discussed in more detail below.)

Types of business process outsourced
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However, a potentially significant divergence occurs in thgare in relation tanid-cap companiesvho are
leastlikely to outsource IT/Networking (see Sect®bB)andmost likely to outsource CR§1.9% of companies
employing 100a1999. Aong with companies employing 10,000nid-size companies are alsoost likel to
outsource SCM 22% and 20%f respondentsespectively This divergence might reflect the relative greater
complexity of CRM and SCM for raigps compared to small companies, but is potentially of concern given
what we have previously identified ielation to their criticality (and especially of their integration) to value
adding and competitiveness.

Another important factor to note in terms of valtadding is in relation to outsourced H&nly 10% of public
sector organisations outsource HR, comgzhto 32% in the technology/media/telecoms sector and 30% in the
hospitality and leisure sectordVhile this again may reflect the culturatlgntred nature of these businesses,
there is also a question of the need to which companies in these sectoreeillto access a broader talent
pool in order to increase valegdding andcompetitiveness going forwarés we noted in the previous section,
for examplegase of changing staff working practieess a critical factan embedding 17enabled changéor a
relatively high number of companies in ttechnology/media/telecoms sectorThis will be considered in the
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later section on skills, but it is perhaps useful to note that outsourcing of HR functions by SMEs can potentially
significantly expand their acss to a global talent pool, compared to going it alone.

5.2 Nearshoring and/or offshoring?

Companiesvho outsourcenaveageneral preference for outsourcing to a{ksed provider for a range of core
business requirement$.7%of companies prefer a UBasal provider foimprovinginternal IT service delivery
levels as they ddor achieving overall busineggocess efficiencie€b8%o0f respondent$, standardisingT
proceses(57%) and achieving higher valtedding for customersb6%). Offshangdoesscorerelativelyhigher

in terms of achieving cost savings in business functid4 6f respondent}$ and accessing external talent
(27%) although ahigher number of companiestill express a preference for thésed providers for both these
factors 5% andd9% respectively)

In terms of company sizéargercompaniesperhaps unsurprisingliend to have a strongerpreference for
offshore providers than smaller companies or mapsfor achievngcost savings in business functie®®% of
companies with morettan 10,000 employees and 46% of companies with between 8999 prefer offshore
providersfor such a requirementThiscomparesto 18% of companies employing 589 and 25% of companies
employing 10249. The main discrepantythis trendisamongstcompanies employing 5000999, whogo
against the trend of larger companies, with only 33% of respondaeferring offshore providerdn the mid
cap range, an almost exact same number of companies employing@®and 100@ 1999 opt for offshore
providers (35% and 36% respectively) to achieve cost savings.

Preference for geographic outsourcing
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As indicatedby the bluepart of rowsin the graphabove a substantial number of companies prefer a UK
provider to achieve core business requirements such as value addamyastlisation andefficiencies
However, aalsoshownabove (the green or redart of rows), a significant number of respondents do not
actuallyhave any particular preference in the location of an outsourced pramgs®fer an offshore provider
We may be able to aame that the motivationfor outsourcing amongst these companiesmesfrom the
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globalsed nature of th&eompetitionthey facejrrespectiveof their sizeg makingthe location of work done or
of any particular outsourcerrelevant to any other factor

5.3 Bringing business functions backhiouse

Interestingly, only 13% of companiest of our five hundred respondent®te they have never outsourced a
business process or function, this being highest in the public sector (21% of respondents), retailn@5%) a
transport/utilities sectors (23%). As we saw in the introduction to this section, 33% of companies do not
currently outsource; we cantherefore assume that 20% of companies have withdrawn from outsourcing
arrangements. There are a variety of reasonrsifby companies have brought previously outsourced business
functions back irfhouse. Probably unsurprisityg the highest factor is dissatisfaction with or change in

& dzLJLJX A S NBE Q 35edNBpodsnts). SogsSf cantrad over critical functioranimst as significant
(29%), particularly for companies in the financial services sector (35% of respondents) and the
constructiordengineeringsector(40%). Failing to gain any significant advantages from outsou22#g) (s also

an important factor ¢ particularly for professional business consultancies (24%) and, again, the
constructiordengineeringsector 33%). Perceived superior-hiouse service is a factor f8B% of companies.

47% of respondergwho outsourcedo notintend tobringanycurrently ousourced business functiobsick in
housein the next two to three yearsalthoughthere are somevariationsby sector and sizéor instance, 33%

of chemicals and mining companiasd 18% of manufacturing companieslicate they would bring back-in
house T/Networking.This compargto 2% of companies in the financial services sector and 3% in the public
sector. As shown by the chart below, rtidp companieare most likely to bringputsourced T/Networking
arrangementdack irhouse, as wells being thedast likely to outsource such processes in the first plais

could be a worrying developmeas our analysis suggests thia¢ mid-cap markeshouldbe an area ofyrowth
forimproving Ifenabled change in general, and outsourcing of IT/Networkingriicpéar, in order to increase
value-adding

IT/Networking outsourcing comparison
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