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Capturing the Promise of
Shared Services

FOR MOsT OF this decade, shared services has been trumpeted as a
new means to deliver support services more effectively and at signif-
icantly lower cost than traditional delivery models could. Although
most of the leading companies throughout the world have adopted
the model in one form or another, many have been disappointed
with the results. Others, however, have achieved benefits well
beyond their expectations. One reason for the varying levels of suc-
cess is that models and practices have evolved so quickly over the last
10 years that the term shared sewicescan mean vastly different things
to different organizations. At one end of the spectrum, shared-serv-
ices organizations are nothing more than old-fashioned head-office
central services with a new name. At the other end, where the most
successful companies fall, are stand-alone service delivery organiza-
tions that are operated like any other business unit.

In working with and talking to hundreds of organizations that
have implemented shared services in the past decade (most of them
in the past five years), we have observed three predominant shared-
services models — all of which are still in use today. (See Exhibit 1.)

1. Organizational Consolidation. Many early shared-services imple-
mentations (and even some recent ones) were intended to capture
scale efficiencies within their organization. An executive was

appointed to implement the new shared-services model and after
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Benefits High

Low

Exhibit 1: Evolution of Shared-Services Models

Business-Driven Solution

« Process esr eengineered
to best practices
« Business uni ts control

Supply-Side Restructuring

demand
+ P rocess es r eengineered to
best-practice e fficiencies
« B usiness es s till use
Organizational Consolidation services at hi storic le vels
- Functions co nsolida ted
without reen gineering
« B usiness es unsupporti ve
of centrali zation
Low Sophistication High

Source: Strategy&

the structure was established, the shared-services head began negoti-
ating with business units about the services that would be “consoli-
dated” and sold back. The focus was on consolidation rather than
fundamentally changing the way services were delivered. And
because this solution focused primarily on centralizing service deliv-
ery, business unit managers fought against it. In the absence of true
restructuring, it was often not possible to reduce costs. This result-
ed in a shared-services organization with few of the benefits but
many more of the headaches of implementation.

2. Supply-Side Restructuring. Many organizations understand that
in order to fulfill the promise of shared services, fundamental
restructuring of support services, not just consolidation, is required.
The best implementations involved a major functional reengineer-
ing effort to eliminate work and simplify processes; this was led at a
senior level to make the supply side as efficient as possible. In gen-
eral, the results were positive: Overall costs were typically reduced
by an initial 15 to 20 percent, and performance was maintained
through the transition.

However, not all organizations have succeeded with this model.
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Some shared-services managers have been too aggressive in out-
sourcing activities such as finance and IT without fully understand-
ing how to manage external relationships. And business managers
have at times not been fully engaged in the process, seeing it as a
functional initiative to take away control. Without both sides work-
ing together to further drive down costs, the potential of this
approach is limited.

3. Business-Driven Solution. The new wave of successful imple-
mentations has recognized that around 40 percent of the total
benefits available in a shared-services implementation comes from
demand management, shared-services managers working with the
businesses to achieve a cultural change in the way they think about
support services. (See Exhibit 2.) The goal is for business managers
to think of support costs as controllable rather than as a head-office
allocation. Clearly, all of the supply-side restructuring and reengi-
neering is still necessary, but successfully managing demand requires
that business unit managers rethink their support requirements and
be actively involved in the design and delivery of services.

The focus of shared-services managers has shifted, from provid-

Exhibit 2: Shared-Services Benefits by Type
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Exhibit 3: Buyers Committee Role

Shared-Services Managers Business Unit Representatives

- D evelop servi ce offerings tha t meet - Coordinate ser vice offerings with shared-
customers’ needs services manage rs
« Demon strate cost competitiveness ve rsu's « P rovide a business pe rspec tive on “wh at is
external su ppliers needed,” rat her tha n the “gold-pla ted solu tion”
- Cont inually propose new initiatives that will « Cha llenge other businesses as to ser vice levels
drive down costs that are demanded, on the basis of internal
- Demon strate to business es t he potential benchmarking
savings if demand is reduced « W ork with shared- ser vices or ganization to
devise lowest- cost solution
« Make consistent ser vice-l evel agree ments

Source: Strategy&

ing functional excellence to users, to providing functional adequacy
in which the businesses determine their needs and the level of ser-
vice they can afford. To achieve this cultural shift, many organiza-
tions have adopted governance mechanisms and processes that
involve key business and functional representatives in the ongoing
decision-making process. Generally, a shared-services board and a
shared-services buyers committee are the primary decision-making
bodies. (See Exhibit 3.)

These groups meet a few times during the year to define
required services, monitor performance, and approve budgets. It’s
critical that the process not become a legally oriented, contentious
environment — a culture that will soon sink any shared-services ini-
tiative. Rather, what successful organizations are doing today is cre-
ating a cooperative model. Buyers committee meetings are short,
focused on three to five key business drivers, and depend on one- to
three-page service-level agreements. These meetings provide a mech-
anism to ensure business units maintain control without having to
own the activities. Thus, much of the resistance to change from the
implementation of shared services is eliminated. (See Exhibit 4.)

This approach has demonstrated that the overall structure is less
important than getting all the major stakeholders involved in devel-

oping the solution. As a result, more-innovative service delivery
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Exhibit 4: What Makes a Service-Level Agreement Successful?

Critical Success Factors What You Need

Simplicity - Agreemen tis short (3-1 pages) and simple to unders tand
« Services are bundled by business units to enable trade-offs across
functions
- Agreemen t enables straightforward, ongoing communication

Transparency and Choice + Invoicing is clear and unders tandable
« Pricing provides insight into service cost drivers and encourages
desired behavior
- Base level “lights- on” operations are separated from optional
services
- Service levels are flexible and scala ble, up or down

Metrics and Accountability . Performan ce is tracked against internal targets and external
benchmarks (without adding excess ive infras tructure)
« Business and service management are linked

Source: Strategy&

models are beginning to emerge that locate services with the busi-
nesses to maximize customer intimacy, while being managed cen-
trally to achieve scale and utilization advantages, and leverage
expertise across the organization. (See Exhibit 5.) With a successful
implementation of both demand-side and supply-side initiatives,
companies that have implemented a business-driven solution have
been able to successfully sustain cost savings of more than 30 per-

cent.

Lessons Learned
Clearly, to capture the maximum benefits expected from shared
services, a business-driven model is required. With that end in
mind, the organization needs to determine how it will migrate to
the new model. Many organizations have failed to achieve their
vision because the implementation was poorly executed. Common
shortfalls we have observed include:

» Long time frames that lose focus and momentum partway

through the process.

+ Very ambitious implementations that open too many fronts and
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Exhibit 5: Examples of Service Delivery Models

_

Hosted « No separate service delivery entity, but rather centers of expertise
« Each business division given responsibility to sell services to the other
business divisions (e.g., division Asells IT to band C; division B sells
HR to A and C)

Networked - Asmall, centralized service delivery organization mainly responsible for
ensur ing utilization, and efficiency and sharing across business es
« Support services generally located close to the business units to ensure
maximum unders tanding of business requirements

Centralized « A central shared-services organization (located away from the corporate
center) housing all scale-driven functions

Source: Strategy&

strain the management resources required to successfully achieve
the objectives.

o Implementations that are not driven from the CEO level and
therefore stall when middle management begins to disagree with

some of the recommendations.

In our experience, there are a number of lessons learned that, if
followed, can increase the probability of a successful implementa-
tion.

Ensure CEO-Level Commitment to Drive the Change Effort. Imple-
menting shared services is a major restructuring effort that will put
significant stress on the organization to capture the benefits.
Inevitably, many functional and business staff will not support
changes that challenge the status quo. Once the going gets tough,
they will be quick to go to senior management and complain that
the concept won't work. The CEO and senior management team
must make it clear that they are committed to driving the changes
and lead by example.

Set Aggressive Goals and Stick to Them. Undertaking a large-scale

restructuring places significant strain on the resources of any organ-
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Are Your Shared Services Healthy?

Has your organization invested sub-
stantial managerial capital to establish
shared-services operations, yet you find
yourselves disappointed by the results?
Have you implemented shared servic-
es, but not yet seen significant cost and
service improvements?

Has implementation stalled, with only
a few transactional activities being

support functions or gone to the mar-
ket to source services rather than utilize
the internal shared service?

* Are you having difficulty attracting the

right people to shared services?

Have demand levels within the organi-
zation stayed unacceptably high long
after implementation?

If you answered “yes” to any of these

shared across business units?
* Do businesses feel alienated, viewing
shared services as a loss of management

questions, you may have a signiﬁcant
opportunity to enhance the implementa-
tion of your shared-services operations
control for no real benefit? and generate significant value for your

* Have business units begun to add back  organization.

ization, so it must be done right the first time. The senior manage-
ment team must have a clear view of what it needs to achieve and
continue to challenge the organization to achieve it. Without this
clarity, savings targets will be continually eroded throughout the
design process, to the point where the magnitude of change becomes
marginal.

Communicate to Staff Frequently. Implementing a shared-services
organization presents great uncertainty for a large number of staff.
Business managers will be concerned about loss of autonomy, and
functional staff will be uncertain of their future. A well-structured
change-management program will significantly reduce the level of
tension within the organization. In particular, implementing an
extensive communication plan that delivers frequent messages
through a broad range of channels (including face to face, intranet,
and internal publications) is an excellent means of bringing the
organization through the change process.

Manage the Transition Closely. In shared-services restructuring, the
devil is truly in the details — an incorrect process step or system

error can easily cause invoices to be processed incorrectly or staff
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paychecks to be late. These hiccups can cause significant loss of
credibility for a new shared service, so the transition should be
planned in as much detail as possible, including a detailed migration
schedule. Establishing the various buyers committees early in the
design and using them to provide input into the solution are also
effective ways to achieve a business-driven model.

Build an Attractive Career for Staff. Many companies find it difficult
to attract their best staff to shared services, given its reputation for
being a place for deadwood. The reality is that the shared-services
structure can actually provide enhanced career opportunities for
staff, as it provides a professional services environment that was pre-
viously located in a small number of businesses. To build a positive
image for staff, shared-services managers must embark on building
a new customer-focused culture for the organization as soon as it is
announced. Initiate formal programs to orient staff in their new
roles, and publicly celebrate some early wins to reinforce the new
approach.

Measure Performance Closely against Original Targets. The underly-
ing goal for implementing shared services is always to continually
improve the efficiency and effectiveness of the service. This requires
ongoing tracking of a few key metrics for each service. These met-
rics must be explicitly linked to the drivers of demand to make sure
the overall shared-services performance is continually improved. In
addition, the metrics must be made part of the organization’s over-
all performance metrics. Integrate all improvement initiatives into
the formal budgeting process and tie performance of the shared-
services operation to the relevant managers’ compensation.

Reengineer the Processes — Don’t Just Make Organizational Changes.
Remember that more than half the value stemming from a shared-
services implementation comes through eliminating work, captur-
ing scale benefits, and improving utilization of support staff. This

can be achieved only by fundamentally reengineering processes. If
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the only changes made are organizational, bottom-line benefits will
not flow, and the tension between business and functional managers
will increase.

Engage the Businesses to Drive Down Demand for Services. The other
half of the benefits from shared services will come from helping the
businesses understand that they can control support-service costs
just as they control any other expenses. If business managers reduce
their demand levels from a gold-plated service to a lesser but ade-
quate service level, they should see their costs decline. Structuring a
menu of pricing options with variable service levels is often a good
way to quickly engage business managers to take a more active
involvement in demand management.

By following these implementation principles, shared services
can deliver significant benefits to organizations. However, it requires
a major restructuring effort and change in behavior from both func-
tional and business managers. Only after making these changes will

real benefits from shared services flow.

The Next Generation of Shared-Services Organizations
Over the next few years, as technology continues to advance and
third-party services become much more attractive, we believe that
shared services will evolve to a fourth stage, enabling another source
of efficiency and effectiveness benefits. The focus of the shared serv-
ice of the future will move further away from efficiently managing
internal support functions and toward managing third-party suppli-
ers. Although information technology has been outsourced for
many years, value chain dis-integration and the continued decline of
communication costs are driving a more extensive range of third-
party services in areas such as finance, human resources, legal, cor-
porate affairs, customer care, and billing.

As more and more functions are outsourced to lower-cost

providers, the value of shared-services organizations will be in their

130 strategy+business Reader



ability to work closely with internal customers to identify needs and
to effectively source appropriate services on the open market.

In this emerging role as a service broker, the ability of shared-
services managers to build customer relationships and manage
demand will become a much larger part of their position. Yet they
will also need to acquire the skills necessary to secure appropriate
services quickly, at the lowest possible cost. This will require new
capabilities in areas such as strategic sourcing, development of third-
party alliances, and application of e-commerce techniques to effi-
ciently match internal demands with the increasing number of
external suppliers.

Only by continuing to innovate will shared services remain a
valuable and relevant component within major corporations

throughout the world.
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