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GOVERNANCE OF 
SERVICE RELATIONSHIPS

Making the most of managed services and outsourcing 
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MBA Service Management Service Management Institute

• state-recognized, private institution of higher

education

• Accredited study programs (FIBAA)

• 20 years of international experience in non-academic

qualifications in service management and marketing

for leading service organizations
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• Part-time MBA focusing on service
management and solution business

• ISS faculty and recognized educators from
industry and academia

• Start 2nd cohort: Januar 2009

• Think Tank for service research
• Custom corporate programs for

service organizations
• Cutting edge-research programs

BBA Service Management
• Part-time Bachelor of Business 

administration program with service focus
• Starting August 2009

Governance of Service Relationships 2



ISS – Service First

Unique customer-focus, relevant research, strong 
executive involvement, and inspiring teaching make 
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executive involvement, and inspiring teaching make 
ISS the leading international business school for 

service management that drives service leadership 
careers and profitable growth with services.
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Agenda

1. Outsourcing vs. managed services

2. Principles of successful sourcing governance – results of a CIO study
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1. Sourcing framework
2. Formal governance
3. Informal governance
4. Tailoring

3. Conclusions
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Outsourcing vs. Managed Services

Externally-delivered services
not insourcing

Continuous, SLA based
not project business
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not project business

Selective scope
not total outsourcing

No transfer of assets and human resources
not traditional outsourcing
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Sourcing framework: Choosing where to sail

NumberNumber

Contract
duration
Contract
duration

Pricing / Pricing / 
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Relation-
ship

Relation-
ship

Number
of

providers

Number
of

providers

Pricing / 
Incentives
Pricing / 

Incentives
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(Source: TUM/SIS CIO Survey)



Number of providers

single provider
26%

more than 3 
providers

28%
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Increases with
outsourcing experience
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(Source: TUM/SIS CIO Survey)

26%

2-3 providers
46%

(n = 196)



36,2%

17,3%

11,2%

Fixed price / flat fee

Time and material

Cost plus

Price model
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7,1%

1,0%

27,0%

36,2%

0% 5% 10% 15% 20% 25% 30% 35% 40%

Other

Performance-based (shared risk/reward)

Transaction or usage-based pricing

Fixed price / flat fee

(n = 196)

Governance of Service Relationships

Often linked to contractual
governance
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(Source: TUM/SIS CIO Survey)



Formal governance: Enforcing discipline

Contract

• Specification of services
• Distribution of

Processes

• Benchmarking
• Collaborative Strategy
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• Distribution of
responsibilities

• Performance metrics
(SLA)

• Collaborative Strategy
• Service Level 

Management
• Contract Management
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Limitations of contractual control

Contract sufficient to cover all contingencies

Easy to precisely specifiy the services and 

objectives in the contract
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(Source: TUM/SIS CIO Survey)

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%

Contract fully specifies tasks and 

responsibilities

Easy to specify and control services with the 

contract

fully disagree disagree relatively disagree neutral

relatively agree agree strongly agree don't know
(n = 196)



Processes for governance: mind the gap

Collaborative Strategy

Benchmarking
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(Source: TUM/SIS CIO Survey)

0% 20% 40% 60% 80% 100%

Contract Management

Service Level Management

fully disagree disagree relatively disagree neutral

relatively agree agree strongly agree don't know
(n = 196)



Informal governance: Keeping up good morale

Experience

• Use your knowledge
about a specific partner

Working relationship

• Establish a framework for
exchange and mutual 
communication
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• Grow, acquire and use
the outsourcing
experience of staff

communication
• Create regular

relationship management
and improvement
activities
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Governance with experience: Staying vs. steering

Staff with experience with outsourcing
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(Source: TUM/SIS CIO Survey)

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Experience with supplier (long-time working 

relationship)

fully disagree disagree relatively disagree neutral

relatively agree agree strongly agree don't know
(n = 196)



The importance of a good working relationship

Relationship management important

Acting as partners important
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(Source: TUM/SIS CIO Survey)

0% 20% 40% 60% 80% 100%

Discussion and exchange take precedence over 

contract 

Relationship management important

fully disagree disagree relatively disagree neutral

relatively agree agree strongly agree don't know
(n = 196)



Involving providers
Approx. 70% run

workshops at least once
a year, about 35% at

least every six months

40%

50%

60%

70%

80%

Innovation workshops:
Collaborative development of 
innovation for IT-based products 
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(Source: TUM/SIS CIO Survey)

0%

10%

20%

30%
innovation for IT-based products 
and services, or IT improvements

Supplier workshops:
Customers giving feedback to 
suppliers with proposals for the 
evolution of delivered services 
and the service portfolio of the 
provider

(n = 196)



Involving providers: Mixed success and satisfaction

Proactive proposals for cost reduction and process 

Proactive proposals for innovation
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(Source: TUM/SIS CIO Survey)

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Iniative for planning and evolution of the current 

sourcing project

Proactive proposals for cost reduction and process 

improvement

fully disagree disagree relatively disagree neutral

relatively agree agree strongly agree don't know(n = 196)



Sourcing objectives: Expectations differ substantiall y

7%

8%

7%

13%

5%

9%

24%

19%

21%

23%

16%

27%

30%

32%

32%

31%

17%

21%

27%

25%

18%

20%

22%

19%

17%

21%

17%

12%

14%

9%

16%

19%

11%

10%

7%

6%

9%

14%

9%

7%

6%

3%

2%

1%

4%

4%

2%

3%

2%

1%

1%

1%

1%

1%

Improved quality

Cost variabilization/transparency

Risk transfer to the provider

Cost reduction

Service focus of IT

Greater flexibility

Focus on core competencies
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1%

2%

5%

4%

4%

3%

3%

7%

4%

7%

2%

8%

6%

9%

9%

11%

13%

10%

14%

19%

3%

16%

17%

22%

21%

16%

18%

26%

22%

32%

21%

13%

19%

24%

25%

22%

19%

22%

23%

20%

16%

18%

20%

23%

19%

18%

18%

22%

15%

14%

22%

19%

19%

10%

16%

18%

15%

9%

14%

6%

30%

22%

13%

8%

6%

12%

13%

4%

4%

2%

5%

2%

1%

1%

4%

1%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Business transformation

Collaborative development of new IT-based products and services

Creating competitive advantage

IT modernization

Access to better technology

Knowledge acquisition from provider

Proposals for new IT-based products and services

Access to top IT talent

Extended use of existing IT assets

Improved quality

very strong strong relatively strong neutral relatively weak weak very weak/not at all don't know
(n = 196)
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Become a proficient navigator

Strategic Strategic 
transformationtransformation
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Business Business 
serviceservice
supportsupport

CostCost
reductionreduction

Technology Technology 
exellenceexellence
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The need to tailor your approach

Contractual 

Governance

H1a:  0.323****

H1b-NIS: 0.409****

H1b-IS: 0.315****

H3a:  0.800****

H3b-NIS: 0.770****
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Service 

Quality

Relational 

Governance

Satisfaction

Level of significance:

# p > 0.1 none *** p <= 0.01 strong

* p <= 0.1 low **** p <= 0.001 extremely strong

** p <= 0.05 moderate
NIS: Non-innovation seekers (No IT-enabled innovations for business advantage expected)

IS: innovation seekers (IT-enabled innovations for business advantage expected)

H2a: 0.378****

H2b-NIS: 0.265***

H2b-IS: 0.550****

H3b-NIS: 0.770****

H3b-IS: 0.837****

R2: 0.268

R2-NIS: 0.251

R2-IS: 0.439

R2: 0.641

R2-NIS: 0.592

R2-IS: 0.700
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Four steps to successful service governance
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PurposePurpose PaperPaper ProcessProcess PartnershipPartnership
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