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INTRODUCTION

How hard can it be to build a world-class outsourcing governance organization? The 

components are all known by now: ISG has been providing strong and continuously improving 

operating model consulting for nearly a decade and in recent years has been providing 

governance as a managed service to our clients. But as all of our practitioners around the 

world would tell you, we learn something new every day. Perhaps our most significant learning 

is that introducing outsourced managed services into an organization creates fundamental 

organizational change that can take years to master.
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The basic components for developing an outsourcing governance organization are 

straightforward, even though this is still an emerging management science:

1. Align the governance organization to the business environment.

2. Create a clear sense of purpose for the organization.

3. Build the right processes to support the new work; develop an organization model to 

effectively execute the work.

4. Identify the skills to make the organization successful.

5. Create a governance approach to handle tough decisions and issues.

6. Create transparency in value creation and cost.

But this is only the beginning. The introduction of third parties performing significant services 

represents change to an organization that goes far beyond the initial implementation of the 

new management structure. Our clients who have the most success in managing sourced 

services have recognized that there is a continuous process of learning and evolution process 

that spans many years. The ability to be open to and to respond to this type of change takes 

significant effort, dedication and flexibility.

Governance organizations learn quickly that they are not only operating in the realm of 

sourced services. Rather, they are thrust into the very center of the business operations of a 

company where nearly all stakeholders have a strong opinion that they are very ready 

to express!

Business stakeholders take a much more judgmental view of services provided by a third 

party than those provided internally and often bridle at the perceived bureaucracy involved 

in dealing with service requests (and challenges like unplanned outages). Governance 

processes must focus on stakeholders almost as much as service providers to ensure clear 

communication and confidence in the quality and value of the services.
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The changes don’t stop there. Once a third party is in the environment and performing your 

work, your company executives are stakeholders in ways that they usually would not be when 

the services are performed internally. Services that are the usual candidates for outsourcing 

are often perceived by the executive team as back-office functions and therefore often not 

seen as the concern of executive management. However, aligning cost, sourcing strategy, 

risk management, and value development of the services to the corporate strategy requires 

knowledge of the sourcing engagements that needs executive focus and attention. At ISG, we 

have identified a number of key role adjustments that are critical to corporate strategy for 

corporate executives of companies with substantial outsourced services.

Executive engagement is also essential to support a governance organization that must 

balance the demands of the business stakeholders, budget, risk and strategic objectives. 

Without strong executive support, we observe that governance organizations will frequently 

find themselves unable to deliver on the objectives of their charter. 

An emerging area of governance excellence is in the management of multiple service 

providers, especially when integrating the services of these providers is essential in managing 

risk and performance in business operations. We have written extensively on this trend, which 

we call the Outsourcing Center of Excellence.

Governance Operating Model Framework
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Our recent research reveals that today these organizations are perceived by companies 

as a unique and specialized management discipline and generally do not report to the 

Chief Procurement Officer. However, the growing maturity of the Procurement and Supply 

Chain function is making it more difficult to separate these functions. In situations such 

as Application Development and Maintenance, where some work is sourced by staff 

augmentation and other work is sourced as a managed service—both from the same service 

provider—the ability of the organization to ensure appropriate vendor management and 

coordination across purchasing organizations becomes a substantial business concern—and 

augurs even more evolutionary change.

Reporting lines for Outsourcing Centers of Excellence

(From ISG research, May 2010)

Finally, there is the change and growth of individuals in an organization who understand 

this new way to operate the business. Successful companies find that rotating people 

through a “tour of duty” in an outsourcing governance team not only brings in new ideas and 

insights, but also ensures an attractive career path for motivated people and pollinates the 

organization with the new knowledge and skills.

Getting up on this wave of governance and change and riding it is exhilarating and 

interesting—outsourcing is here to stay; this is the way much back-office work is performed 

today and will be performed in the future. The hardest aspect of achieving world-class 

outsourcing governance is preparing and leading both an organization and the individuals 

at all levels who must cope with the substantial organizational change necessary to achieve 

excellence.

Oh, and one more thing—your service provider also needs to be interested in participating in 

world-class governance.
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