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‘Value forMoney IT’

in an Economic Downturn

How to cut IT costs while improving performance



As the ‘Credit Crunch’ furns
to recession many may ask
who is to blame?

But the fact remains economic pressures will have a lasting effect
on budgets across all departments of an organisation. With such
a large proportion of an organisation’s expenditure going on
technology either through change or service, the cost reductions
will be expected ever more so within IT.

Over the last five to ten years IT experience, the economic crisis can be
departments have already concentfrated  seen as not only an opportunity to

on cost reduction and much of the ‘low reduce IT spend, but also to increase its
hanging fruit’ has already been taken. performance and service to the business.
So where will the next round of cost

savings come from?2 From Xantus’




So how do we reduce IT costs

and increase performance?

Xantus has found from working with

IT departments of all sizes the key

lies in taking a strategic approach

and focusing on five core elements:

1) Tackling the current level of demand
Almost all IT departments still have
demand from the business that ouftstrips
supply. Many have two to three years’
worth of developmental changes in the
pipeline that they do not have the
capacity to deliver. High performance
portfolio management is key, as is the
alignment of projects and programmes
to the current objectives of the
organisation. If a programme or project
it not directly supporting one of the top
three to five objectives of the
organisation, then is now the right time
to do ite Working with a global airline
Xantus reduced project expenditure by
50% in response to extraordinary global
events. This required a controlled and
fransparent portfolio and prioritisation
process and significant management of
departmental conflicts. The revised
project portfolio achieved the £30
million budget target.

A strategic approach must be taken
wherever possible to ensure problems are
not stored up for the future, creating a so
called ‘design debt’. A lack of
investment can lead to applications on
unsupported platforms that not only
increases support costs but also
dramatically increases the risk to the
organisation. Likewise, expenditure on
il-informed IT upgrades to improve
performance must be avoided —in
Xantus' experience, there is often a
much simpler (and less expensive)
solution to performance issues, the key is o
identify the root cause and deal with it.

A new lens on expenditure will allow
more money, not less, to be spent on
the discretionary projects which focus
on supporting business growth (or
defence, if required).

2) Looking again at in-flight projects

The current economic climate has
changed many things and old assumptions
or projections from even a few months ago
may no longer stack up. This can have a
significant impact on the business cases
and viability of in-flight projects. Now is the
fime fo re-evaluate assumptions, predicted
benefits and the associated outcomes,
and take the brave decision fo stop
projects when a redlistic return on
investment (ROI) can no longer be
guaranteed. More importantly, this money
can be fed back into the organisation or
redirected towards those projects that do
support one of the key objectives of the
business and support growth at a time
when it is needed most.

The projects that are going to deliver a
positive ROI need to be managed
effectively through strong leadership and
management. The horror stories of large
programmes getting out of control and
burning expected benefits are
widespread. In one recent example, a
leading manufacturer was faced with
escalating costs and non delivery from its
suppliers. Xantus was engaged to provide
leadership to the programme and bring
the suppliers under control. The resultant
activity saved the organisation in excess of
£18m and critically, ensured timely delivery
of the programme, thus removing
additional business risk in the form of late
payments penalties.




3) Sourcing and external partners

One obvious way to reduce spend is to
renegotiate existing confracts orimpose
cost reductions on suppliers. However, this

still needs to be approached from a

strategic perspective. Xantus has recently

reduced IT spend by more than £95m (23%
of the annual IT spend) for a financial
services organisation by challenging
suppliers and applying a strategic lens to
sourcing. This required working closely with
the supplier building a partnership to help
them create efficiencies for the client

through standardisation of services enabled

only by a much deeper understanding of
business requirements. Care needs to be
taken not to simply ‘impose’ a 20%
reduction in a new contract as this can
lead to a rapid degradation in
performance as service is cut foo close to

the bone in the wrong places.

In Xantus' experience, the most successful
way to reduce spend on external suppliers
is often to infroduce competitive tension
such as multi-sourcing or non exclusive

service provision. This requires having

partnerships with a number of key suppliers,

providing a spread of skills and capabilities
across the IT landscape that can be called
upon when required. A warning though, this
change in sourcing arrangements requires
corresponding changes in the way an
organisation manages multiple suppliers
(see point 4). The current economic
climate has also highlighted the need for
robust vendor due diligence to avoid the
risks and issues associated with the vendor
consolidation and the conftinuity risks that

are currently arising.




4) IT operating model and organisation

To take full advantage of a multi-sourced environment the retained IT organisation needs fo have the
right combination of resources and processes, with the appropriate levels of skills, capabilities and
governance. Many of the organisations that aggressively outsourced around the millennium are now
seeing an increase in performance and reduction in cost by strengthening their in-house
management capability and ‘bringing back in-house' specific areas of the IT organisation. Xantus
recently helped a large retail organisation to reduce its IT spend by £28m over a 3 year period through
an increase in efficiencies and capabilities. This required building competencies in vendor and
commercial management, strategy and architecture. The result was a quantitative improvement in
service quality through the application of a strategic roadmap as well as a reduction in costs through
more efficient processes and better and closer management of vendors. See page 5, Profile: IT Cost

Reduction and Performance Improvement —it can be done.

Organisations need to take a step back and clearly define which services are to be provided
externally and which are to be provided internally. The IT department can then design the right
retained organisation and the correct level of resources. Af the same time as implementing the
new strengthened organisation, improved processes and governance are required to cement the
new ways of working; increase the levels of service and control over costs. It is only this strategic

approach that allows the changes to embed and become a way of life.

5) Service and support

Over and above the renegotiation of contracts there are a number of actions that can be taken
to reduce support costs. Xantus recently highlighted the reduction of 84 legacy systems providing
a saving of £7m per annum for a major retail organisation with over 400 applications. Data Centre
savings can also be significant, especially with the advent of Virtualisation tools. Critically,
however, these need to be backed up with appropriate processes and governance or the

associated savings will be short-lived.

Another way to significantly decrease operational costs is to tackle IT spend hidden within the
business units, ‘shadow’ IT expenditure. Much of this expenditure is often inefficient as it is not
managed or controlled in a cost effective way. In the majority of cases it is possible to bring these
services under the control of [T, rationalise through the introduction of standardised processes and
governance and provide the same level of service back to the business at a significantly reduced
cost. However, care should be taken not to reduce service expenditure to a level where it

impacts IT's ability to support the business, particularly in customer facing units.
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Insights

A Case In Point

International Retailer — IT Cost Reduction
and Performance Improvement

Every business environment differs but the
need for change and organisational
improvement is consistent. In the case of
an international Retail organisation, its
recent acquisition led to a clearly defined
objective; increase capability and drive
cost improvements across the business.

Xantus was asked to help the Retailer
deliver a three year programme of
change designed to improve the
effectiveness of its IT function. This
included the transformation of its
operating model, sourcing model,
organisation and capability and its
enterprise architecture roadmap

(including Enterprise Resource Planning).

The programme target was to save £60
million over a three year period.

Leading the IT transformation
programme, Xantus divided programme
activity into four key work streams,
directly aligned to the IT organisation:

The Service Delivery work stream was
given responsibility for increasing
efficiencies through the adoption of the
IT Infrastructure Library (ITIL) processes
and standards, as well as re-structuring
current sourcing agreements to
enhance technical capability and
deliver improved commercial terms.

The Project Delivery work stream
focused on introducing Capability

Maturity Model Integration (CMMI)
compliant processes and improving
third-party contfracts with application
delivery and management partners.

The Business Demand work stream
owned fthe improvement in business
engagement and IT business alignment.
This included increasing the core
capabilities through resource
augmentation and integration with the
Enterprise Architecture (EA) function of
the business.

Finally, the Operating Model and
Organisation work stream owned all
change activities within the Business As
Usual (BAU) function. This work stream
delivered a new IT organisational
structure and target operating model as
well as defining rules of engagement
with third parties and internal suppliers.

Applying Xantus' IT Effectiveness Review
framework meant that we were able to
rapidly mobilise the programme and
clearly define tangible outcome-based
deliverables, with a formalised benefits
realisation programme.

A co-ordinated programme plan was
then put in place which aligned the
wider Group transformation activities.
The programme has to date, delivered
all identified benefits, and under-spent
on programme costs. In addition, a
business case and roadmap for ERP was
created and approved by the
Organisation’s Board.
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