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Abstract 

This report examines the European systems integration market from a 
vendor point of view, identifying and commenting on the major chal-
lenges that face systems integration vendors. Major system s integration 
projects are few in number and competition for them is intense. This 
report discusses vendor strategies in targeting the systems integration 
market and the strengths and weaknesses of the major categorie s of 
vendor. Both bidding for and executing systems integration projects 
carries a considerable risk, and vendor approaches to reducing these risks 
are discussed. Alliances are also becoming a critical success factor in the 
systems integration market and the report considers the way s in which the 
nature of these alliances is evolving. 
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!!!II 
Introduction 

The objective of this report is the examination of the issues facing sys-
tems integration vendors in the 1990s within Western Europe. The 
systems integration market is continuing to demonstrate strong growth 
within an overall environment for software and services that is experienc-
ing some difficulties. Not only is the overall economic environment in a 
state of considerable uncertainty within Europe, but the entire computer 
industry is experiencing problems associated with equipment downsizing 
and the growing acceptance of open systems. 

Systems integration projects are comparatively scarce and competition is 
considerable. Because of the projects' complex nature, all vendors 
require partners in implementing systems integration projects. The 
projects themselves carry a high financial risk and a number of vendors 
have suffered considerable losses. 

In response to these issues, the principal objectives of this report are to 
identify: 

• The driving forces leading to systems integration projects and the major 
reasons why users choose to outsource such projects; 

• The key players in the buying process; 

• The major sources of risk in systems integration projects and the steps 
vendors can take to minimise these; 

• The major trends in vendors' use of alliances to gain access to key 
decision makers and to fill gaps in their capability; 

• Vendors' strengths and weaknesses and the generic strategies they 
could adopt. 

ie 1991 by INPUT. Reproduction Prohibited. 1-1 
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Systems integration is a business offering that provides a complete 
solution to a complex inforn1ati on system, networking or automation 
requirement through custom selection and implementation of a variety of 
information system products and services. A systems integrator is 
responsible for the overall management of a_systems integration contract 
and is the single point of contact and responsibility to the buyer for the 
delivery of the specified system function, on schedule and at the con-
tracted price. 

The systems integrator will perform, or manage others who perfonn, 
most or all of the following functions: 

• Programme management, including subcontractor management 

• Needs analysis 

• Specification development 

• Conceptual and detailed systems design and architecture 

• Systems component selection, modification, integration and 
customisat ion 

• Custom software design and development 

• Custom hardware design and development 

• Systems implementation-including testing, conversion and post-
implementatio n evaluation and tuning 

• Life-cycle support, including 

- Systems documentation and user training 
- Systems integration during development 
- Systems maintenance 

Exhibit I-1 positions systems integration within the overall information 
services market. It can be seen that the systems integration market is 
divided into four submodes. This sector thus includes equipment prod-
ucts and software products-in addition to the professional services for 
software development and project management that represent the most 
important value-added aspects of the systems integration sector. The 
fourth submode would include activities such as processing services 
provided within the overall context of a systems integration contract. 

<e 1991 by INPUT . Reproduction Prohibited . SEIV1 
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This report is targeted at a discussion of the challenges and opportunities 
for the development of systems integration projects from the vendors' 
perspective. Companion reports to this volume, listed below, provide 
more detailed data on the market, competition for these contracts in 
Western Europe and user perspectives regarding systems integration. 

• Systems Integration Market Western Europe - 1990-1995 

• Systems Integration User Issues Western Europe - 1990-1995 

Chapter II is the Executive Overview of the entire report, providing a 
summary of the salient points of the report. 

· Chapter III discusses the development of the systems integration market 
in Western Europe, including the reasons why users outsource and the 
identity of the key players in the buying process. 

Chapter IV identifies the major sources of risk in systems integration 
projects and considers ways in which vendors can seek to minimise risk. 

Chapter V considers vendors' current use of alliances and the changing 
nature of alliances between prime contractors and partners. 

Chapter VI analyses the ways in which vendors currently target the 
systems integration market, the strengths and weaknesses of the main 
categories of vendor, and the challenges. 

e 1991 by INPUT. Reproduc1ion Prohibited. SEIV1 
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!fl! 
Executive Overview 

Because of the scale and complexity of systems integration projects , all 
systems integration vendors need to develop alliances to fill gaps in their 
product and service portfolios. However, there are appreciable risks 
involved in working with new partners and so vendors are strongly in 
favour of using partners with whom they have worked successfully in the 
past. As a result, vendors are concentrating on strengthening their rela-
tionships with a small number of perceived key players. If a particular 
partnership is successful, then both vendors become increasingly reliant 
on one another and committed to the partnership. Ultimately this can 
lead to equity participation to protect access to key players and as a 
defensive measure to limit access to competitors. 

Other critical success factors include: 

• Access to key decision makers 
• Rigorous risk management 
• Client commitment. 

User top management plays a very important role in the buying process 
for systems integration projects. Vendors recognise the contribution that 
business consultancy can make in gaining access to these key decision 
makers. Accordingly a number of vendors including IBM and CGS, have 
turned to acquisition and joint ventures to gain more influence in thi·s 
increasingly important sales channel. 

At the proposal stage, it is important for vendors to have a strong risk 
management methodology that will enable them to identify a range of 
project scenarios and the profit or loss associated with each outcome. 
The resulting model can be used to assist in the bid/no bid decision, to 
identify any pricing premiums required, or to persuade the client to adopt 
a low-risk alternative. 

e 1991 by INPUT. Reproduction Prohibrted. II-1 
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At the proposal stage and during development, client commitment to the 
project, and involvement in it, is vital to success. Many projects are 
technical successes but commercial failures because the client was 
insufficiently involved and did not constantly ensure that the systems 
specification was closely aligned to the needs of the business. Rigorous 
change management procedures are vital both to alert project managers 
to this potential problem and to ensure the profitability of the project. 

Some of the key driving forces leading to the need for systems integra-
tion are shown in Exhibit 11-1. Businesses are responding to increasing 
global competition and higher levels of deregulation by reducing their 
costs and endeavouring to improve their customer service and respon-
siveness. This is leading to increased focusing of organisations on their 
core business, which typically involves both limiting the breadth of their 
mission and focusing in-house on functions most critical to that mission. 
However, the ambitions of organisations within their core businesses are 
increasingly European, if not global, in nature. The result is a need to 
co-ordinate activities over a considerable geographic area. At the same 
time, organisations are removing tiers of middle management and seek-
ing to improve communication, and, access to information, across flatter 
organisational structures. · 

Driving Forces 
Systems Integration, Western Europe 

Deregulation 

Core 
Business 

Focus Pace of 
Change 

11-2 

Increasing 
Competitive 
Pressures ... User Organizations 

Systems 
Integration 
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The combined impact of changing business practices and increased 
emphasis on information flow and accessibility is having a major impact 
on organisations' IS requirements. Applications are becoming large , 
complex, integrated and cross-functional. 

However, this still leaves users with the choice of implementing the 
systems in-house or outsourcing the project to an external systems inte-
gration vendor. The major factors behind the increasing trend to 
outsourcing are listed in Exhibit II-2. 

Reasons for Outsourcing 
Systems Integration, Western Europe 

• Lack of in-house technical capability 

• Lack of in-house resources 

• Migration to open systems 

• Linkage of heterogeneous equipment 
\ 

• Desire to transfer risk 

While end user management within large organisations is often allowed 
considerable freedom to use external vendo rs without involving the in-
house IS department, this is still a comparatively rare occurrence, and, as 
shown in Exhibit II-2, the major reasons for outsourcing systei:ns integra-
tion projects remain a shortage of relevant skills-technical or applica-
tion knowledge-or insufficient resources within the in-house IS 
department. 

User IS departments will typically have skills in one or two proprietary 
architectures, and computer communications tends to be an area of skill 
shortage. Accordingly any migration to open systems, particularly with a 
strong communications element, tends to reveal a gap in in-house re: 
sources. Similarly the linking of a wide range of equipment, possibly 
purchased by individual departments in the past, requires external assis-
tance. In both these areas, users are unlikely to have sufficient skilled 
staff to support major projects. 

Another motivation for outsourcing reported by vendors is users' desire 
to transfer risk to a third party. The perceived risk can be either political 
or technical in nature. 

<O 1991 by INPUT. Reproduction Prohibhed. 11-3 



C 
Sales Channels 

EXHIBIT 11-3 

II-4 

VENDOR ISSUE~YST EMS INTEGRATION, WESTERN EUROPE INPUT 

Exhibit II-3 lists the key user personnel involved in purchasing systems 
integration projects in order of importance in the buying process as 
perceived by systems integration vendors. 

Overall user top management and the head of IS are regarded as highly 
important, with user middle management making a less significant 
contribution to the buying process. 

Obviously management consultancies put more emphasis on their in-
volvement with top management, while professional services vendors 
tend to achieve most success via IS management. 

Many vendors regard systems integration as a main-board-led market, 
one vendor commenting that the key success factor in systems integra-
tion is "to get as high as possible, as quickly as possible." 

· Key User Personnel 
Systems Integration, Western Europe 

• Board members 

• Head of information systems 

• Client middle management 

Vendors should not, however, underestimate the role of the IS depart-
ment in the buying process. In the larger organisations, the head of 
information systems is taking an increasingly business-oriented 
perspective. 

To tackle these buying groups, the most important sales channels are 
those listed in order of current importance to vendors in Exhibit II-4. 

Account managers are regarded as the most important source of leads by 
vendors. To generate sales leads for systems integration projects, senior 
account managers with an excellent understanding of the client's indus-
try and current business issues are essential. Often these will be strongly 
supported by centres of competence and industry experts, to give added 
business credibility. 

e 1991 by INPUT. Reproduction Prohibited. SEIV1 
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Key Sales Channe ls 
Systems Integration, Weste rn Europe 

• Account managers 

• New business sales force 

• Third parties 

• External consultants 

INPUT 

Systems integration projects are likely to arise only from a comparati vely 
small number of major organisations and so, where these are not alread y 
clients of the vendor, it is possible specifically to target them with a new 
business sales force. 

Some vendors such as Andersen Consulting and EDS will typically target 
main-board personnel, while other vendors see the trends to networking 
and open systems as their opportunity to penetrate competitors ' accounts. 

Third parties are a significant source of business for a numb er of vendors , 
for example Digital, which can front systems integration projects on 
behalf of its smaller partners. 

In spite of the fact that both business studies and IS strategy studie s are 
important factors in the initiation of systems integration projects, extern al 
consultants are seen as currently making the least important contribution 
in generating business. 

However, a number of vendors-including IBM , COS and CSC- have 
recognised the importance of this sales channel and are in1plementing 
strategies to secure increased business from it. 

The major sources of risk in undertaking system s integration project s are 
listed in Exhibit 11-5, and these are discu ssed in more detail later in this 
section. 

It is acknowledged by a number of vendors that making profit s from 
systems integration activities can be more difficult than generating 
revenues, and this point is regularly illustrated by articles in the press 
commenting on the failures of major projects. 

<e 1991 by INPUT. Reproduction Prohibhed. II-5 



EXHIBIT 11-5 

EXHIBIT 11-6 

11-6 

VENDOR ISSUES-SYSTEMS INTEGRATION, WESTERN EUROPE INPUT 

To manage the overall profitability of the vendor's systems integration 
business unit, it is essential that the vendor is vety selective in its deci-
sion to bid for contracts and that each project is tightly managed on an 
individual P&L basis. 

By far the largest source of risk in undertaking systems integration 
projects lies in establishing the user's requirements and agreeing on 
project specification. The most significant causes of project failure are 
the client's lack of understanding of its own requirements and its failure 
to take control of steering the project to meet business needs. 

Some steps which can be taken to avoid such problems are suggested in 
Exhibit II-6. 

The Principal Risks 
Systems Integration, Western European 

• Customer requirements unclear 

• Pricing 

• Partners' commitment and performance 

• Resource exposure 

Risk Management-Specification 
Western European Systems Integration 

• Business-oriented prospect qualification 

• Clear acceptance criteria 

• Client involvement 

• Change control mechanisms 

• Setting client expectations 

<!:> 1991 by INPUT. Reproduction Prohibited. SEIV1 
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Firstly the qualification process must ensure that the business rationale 
and cost justification for the proposed project are sound. If this proves 
not to be the case, then the vendor should either suggest more appropriate 
alternatives to the client or decline to submit a proposal. 

One of the first signs, once development is underway, that a specification 
had serious flaws is a large number of change requests originating from 
the users. To highlight such problems and to ensure the profitability of 
the project, the vendor must have initially established clear acceptance 
criteria and must rigorously enforce change control procedures. 

It is important that the client's project co-ordinator feels accountable for 
the success of the project and has a strong sense of ownership. A lack of 
user involvement or accountability will frequently lead to failure of the 
project in its goal of supporting the business. All user requests for . 
changes to the specification should be jointly reviewed by user and 
vendor project co-ordinators. The user's project co-ordinator must have 
the necessary business knowledge and authority to decide whether any 
change requests are cost justifiable from a commercial perspective. 

Formal methods of financial risk management also assist in reducing the 
probability of financial loss, and some of the techniques which can be 
used are highlighted in Exhibit II-7. 

Financial Risk Management 
Western European Systems Integration 

• Ensuring pricing reflects risks 

• Time and materials for fact finding 

• Fixed price for well-defined stages 

• Bid/no bid models 

• Risk assessment models 

The first decision which has a very significant impact on profitability is 
the decision whether or not to bid for each project. Bid costs are high ; if 
the vendor's chances of success are low, then it is prudent to withdraw 
before considerable costs and personnel are committed. 
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Formal risk assessment models can be used at the qualification stage and 
throughout the proposal development process to evaluate the levels of 
profitability of the project under a number of different scenarios, taking 
into account all commercial and technical risks. A judgement can then 
be made in the knowledge of the potential maximum risk and its likeli-
hood, and the level of return provided by the expected value of the 
project. 

Overall it is important that the price quoted to the client reflects the risks 
involved , especially as most clients expect systems integration develop-
ment work to be conducted on a fixed-price basis. At one extreme, if the 
client can live with a degree of price uncertainty, then more money goes 
towards systems functionality. At the other extreme, comparatively risky 
fixed-price contracts should carry a considerable contingency premium. 

Technical risk can also be an important consideration in systems integra-
tion projects due to their unique nature, and some of the factors which 
should be taken into account are listed in Exhibit 11-8. 

11 

Technical Risk Management 
Systems Integration, Western Europe 

• Equipment performance 

• Technical innovation 

• Transfer risk to client 

Most vendors endeavour to avoid technical innovation wherever possible 
within systems integration projects using only established equipment and 
software products. Similarly vendors try to avoid performance guaran-
tees such as system availability and response times. Although 
prototyping can be adopted as a last resort, response times can be diffi-
cult to predict with any certainty for one-off projects. 

Where the client is in favour of a high-risk approach or insists on perfor-
mance guarantees, one approach is to show them the risk management 
model and explain the financial implications of the various alternatives. 
In this way, the client can be either steered towards a low-risk solution, 
or persuaded to take responsibility for the financial risk inherent in, for 
example, a need for equipment upgrades. 
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Because of the scale and complexity of systems integration projects, 
vendors need to develop alliances to fill the gaps in their product and 
service portfolios. 

The current pattern of need for alliances exhibited by equipment vendors, 
professional services vendors, and management consultancies is shown in 
Exhibit II-9. 

Need for Third-Party Services 
Western European Systems Integration 

Vendor Category 
Professional 

Services Equipment Services Management 
Required Vendor Vendor Consultancy 

Application 
Software 
Products High . High High 

Equipment Low High High 

Business 
Consultancy Medium-High High Low 

Professional 
Services Medium Low Low 

Equipment vendors typically use partnerships to give them access to 
application software products and the software development resources 
required to implement and integrate them. Traditionally the major equip-
ment vendors have had little difficulty in getting access to suitable part-
ners in these areas. Their immediate challenge is to develop alliances 
that will provide enhanced busi ness consultancy capability. 

The professional services vendors have strong in-house development and 
implementation capability, but again often have a high dependence on 
alliances for access to suitable application software products. In many 
instances, their account management is weaker than that of the equipment 
vendors and they have a strong requirement to supplement their business 
consultancy expertise and resources. 

The use of business consultancy in initiating systems integration projects 
is becoming one of the critical success factors in the systems integration 
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market, and is providing a major boost to consultancies, such as 
Andersen Consulting, that have seen their revenues increase dramatically 
in recent years. Vendors such as Andersen Consulting have their own 
professional -services capability but depend on alliances for a wide range 
of application software products. 

This strong need for alliances in support of systems integration activities 
is leading to an evolution in the nature of these alliances as illustrated in 
Exhibit II-10. 

Evolution of Partnerships 
Western European Systems Integration 

One-off Project 

Heads of Agreement 

Equity Participation 

Vendors have frequently found it futile to set up alliances in advance of 
speci fic opportunities, so most alliances begin as one-off agreements to 
targe t an individual prospect and develop according to the level of 
success encountered and the future pattern of sales leads. 

As a particular partnership becomes successful, the vendors become 
increasi ngly reliant on one another and committed to the partnership. At 
this stage, heads of agreement are commonly signed, which form letters 
of intent for the vendors to work together on particular categories of 
projects. 

To protect access to key partners, and possibly as a defensive measure to 
limit access to competitors, partnerships can ultimately lead to equity 
participation. So far equity participation has been mainly used by ven-
dors to protect their access to application software products, but it could 
feasibly be used by equipment vendors to protect their involvement with 
key professional-services vendors and consultancies. 

There is an appreciable risk involved in working with new partners and 
so vendo rs are strongly in favour of using partners with whom they have 
worked successfully in the past. Some of the advantages of working 
with established partners are shown in Exhibit II-11. 
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Advantages of Established Partners 
Western European Systems Integration 

• Mutual trust at proposal stage 

• Less administration required 

• Shortens learning curve 

• Increased professionalism 

• Established working relationships 

INPUT 

Firstly it is important that there is mutual trust at the proposal stage, with 
all partners sharing a conviction that the proposal itself represents a 
worthwhile investment and the belief that there is fair apportionment of 
risk and reward for each participant. 

Secondly a considerable amount of negotiation and administration can be 
required in a new alliance. Some systems integration vendors have 
onerous procurement rules for establishing the financial stability and 
professionalism of potential partners, and agreed procedures and codes of 
practice need to be established. 

On the other hand, if vendors have worked together in the past, then they 
have some appreciation of each other's working practices, which can 
reduce the likelihood of misunderstandings and shorten the learning 
curve. 

Increased levels of professionalism should result from the above, leading 
to improved client responsiveness and a greater probability of success in 
winning and successfully completing the project. 

Access to key partners, typically with strong industry skills and experi-
ence, is becoming a key success factor in systems integration. As a · 
result, vendors are concentrating on strengthening their relationships with 
a small number of perceived key players. 
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Exhibit II-12 lists the types of targeting adopted by the major systems 
integration vendors. Because of the scale, complexity, and cost of 
systems integration project s, only the major organizations within each 
country are appropriate targets for systems integration vendors. 

External business pressures, particularly competitive pressures, are key 
initiators of radical changes in business strategies. The resulting need to 
align information systems with changed working methods and 
organisational structures can have a major impact on an organization's 
informati on systems strategy. Accordingly some vendors specifically 
target industry sectors that are undergoing radical change, such as the 
banking and finance sector. 

However, in many industries at present, there is a strong trend towards 
improved responsiveness and value chain integration. Moreover, the 
technology is now available to enable users to link heterogeneous equip-
ment and applications to provide widespread access to information. As a 
result, a number of vendor s are specifically targeting companies with 
highly distributed operations and emphasising their skills in networking 
and open systems, irrespective of the mix of proprietary architectures on 
which the user 's application s are based. 

Vendor Targeting 
Systems Integration, Western Europe 

• Major organisations 

• Industries undergoing radical change 

• Companies with highly distributed operations 

Some of the key trends in vendor strategies are shown in Exhibit II-13 . 
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Strategic Trends 
Systems Integration, Western Europe 

• Key Role of Business Consultancy . 

• Formation of Long-Term Consortia 

• Importance of Product Branding 

• Open Systems as Competitive Weapon 

• Need for Key Partners 

Firstly, there is the emphasis being placed on business consultancy. In 
th.at segment of the systems integration market controlled by top user 
management, the management consultancies have a major advantage over 
the other categories of systems integration vendor. As a result, many 
vendors seek to establish strategic alliances with the consultancies. 
However, alliances are not always easy to achieve since many of the 
consultancies recognise the importance of maintaining their perceived 
independence. The resulting difficulties in influencing the consultancies, 
together with their increasing tendency to act as prime contractors on 
their own behalf, has led to a number of vendors such as IBM and CGS 
turning to acquisition and joint ventures to gain more influence in this 
sales channel. 

Secondly, as the systems integration market matures, vendors will tend to 
settle into fixed consortia to serve particular industries or provide particu-
lar types of solution. This means that there will be some competition 
between vendors for key partners, and strategies such as extensive free 
support or equity participation will be used by vendors to stabilise these 
alliances. This trend may accelerate as open systems become more 
widespread and product branding becomes a key determinant of applica-
tion software product success. Vendors will then need to ensure that they 
have access to, and expertise in, the n1arket leading products. 

At present, open systems are being used by the secondary tier of equip-
ment vendors to target large accounts that have traditionally been domi-
nated by proprietary IBM and Digital solutions. 

Exhibit 11-14 illustrates the congruence of management consultancy and 
information systems, with a number of examples. Andersen Consulting 
has achieved substantial growth in recent years by becoming the first 
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management consultancy to focus on the development of IS strategies in 
support of business needs and to follow this up with a considerable 
systems development capacity. 

It is much easier for a management consultancy to gain acceptance with 
users for its development capability than for a traditional software and 
services vendor to become accepted for its management consulting 
capability. To counter this image problem, IBM has formed a joint 
venture with Coopers & Lybrand while CGS and CSC have acquired a 
number of consultancies. 

Management and 
IT Consultancy Congruence 

• Andersen Consulting 

• Meritus 

• CGS/United Research 

• CSC/lndex Group 

In order to maintain account control, the major equipment vendors are 
aggressively targeting systems integration, and their strengths and weak-
nesses in this market are evaluated in Exhibit II-15. 

Equipment Vendors, Strengths and Weaknesses 
Systems Integration, Western Europe 

Strengths Weaknesses 

Account management Business consulting skills 

Financial solidity Cannot afford to alienate 
IS management 

Lack of development 
expertise/resources 
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The equipment vendors typically have strong industry group s with high 
levels of business knowledge acting in support of high-calibre account 
managers. They have good contacts at IS management level and some 
capability in influencing senior management. Although vendors such as 
IBM have had a good industry focus for many years, they are still depen-
dent on alliances for the bulk of their application software products and 
for much of their development/implementation expertise. 

Equipment vendors' major weakness is a lack of management 
consultancy expertise and lack of perception as consultants. To some 
extent this can be overcome by acquisition and joint ventures. However, 
there remains one potential problem. Vendors such as Andersen Consult-
ing and EDS can afford to alienate IS management totally in their at-
tempts to persuade top management to outsource. The equipment 
vendors cannot afford to do this in their own accounts without putting 
their equipment sales at risk. 

The equipment vendors need to target prime contractorship within sys-
tems integration to maintain account control, but they may need to 
achieve this in co-operation with IS management rather than in opposi-
tion to them. · 

The professional services vendors arguably have the best relationships 
with IS management of any of the three categories of vendor discussed 
here, and their strengths and weaknesses are listed in Exhibit II-16. 

Professional Services Vendors' 
Strengths and Weaknesses, 

Systems Integration, Western Europe 

Strengths Weaknesses 

Relationship with IS Business consulting skills 
management 

Project management skills Lack of access to user top 
management 

Implementation/technical 
skills 
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The professional services vendors are well regarded by IS management 
for their project management and software development skills. How-
ever, in general they have comparatively weak account management 
skills and underdeveloped business consulting skills. Accordingly their 
access to top management is comparatively weak. 

This leaves three alternatives open to the professional services vendors in 
targeting systems integration. Firstly some of the larger vendors such as 
CGS can acquire business consulting skills and target top management in 
competition with the consultancies and some of the leading equipment 
vendors. Another alternative is to target systems integration projects 
originating from IS management, where they are in a good position to 
compete with the consultancies and equipment vendors, provided they 
can improve their industry sector targeting. 

Thirdly they can concentrate on remaining subcontractors for the major 
equipment vendors, which have a strong need for software development 
resources. 

The strength and weaknesses of the consultancies such as Andersen 
Con sulting are listed in Exhibit II-17. These vendors are concentrating 
with some success on using their perceived superiority in business 
consulting to generate systems integration projects via their involven1ent 
with user top management. 

Management Consultancies' 
Strengths and Weaknesses, 

Systems Integration, Western Europe 

Strengths Weaknesses 

Business consultancy skills Poor relationship with IS 
management 

Access to user top 
management 

Many information systems managers are very wary of the consultancies 
and are reluctant to allow them a foothold within their organizations. 
However, overall the consultancies are in an extremely strong position 
since much systems integration business is initiated at board level, and 
the consultancies have a level of business credibility that is currently 
difficult for the equipment vendors and professional services vendors to 
match . 
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The principal challenges facing vendors that are targeting systems 
integration are listed in Exhibit II-18. 

Vendor Challenges 
Systems Integration, Western Europe 

• Access to key decision makers 

• Client understanding of requirements 

• Managing organisational change 

• Building key partnerships 

• Profitability 

INPUT 

The main challenge, given the comparatively small number of systems 
integration contracts awarded, is to achieve access to the key decision 
makers, particularly top management. Business consultancy and IS 
strategic consultancy are proving important tools in achieving this goal. 
This is reflected in the increasing trend for software and services vendors 
to acquire or form joint ventures with consultancies. 

It is also likely that additional consultancies with IS expertise will seek 
prime contractorship in systems integration projects. Another key chal-
lenge is to develop long-term partnerships with key subcontractors. This 
typically involves concentrating on a number of vertical marke.ts and 
filling the gaps in the relevant product/service portfolio via alliances with 
the leading vendors in these fields. 

Once a contract is won, one of the most significant challenges is to ensure 
the client's ownership and commitment. The client must have a clear 
understanding of requirements and the business rationale that lies behind 
them, and be prepared to play a full part in the management of the 
project. Too many projects are technical successes but commercial 
failures because the initial specification did not match the need or be-
cause the client's business environment has changed while development 
was underway. 

Of course, the overriding challenge is to make a profit from systems 
integration. Some of the major influences on profitability are listed in 
Exhibit II-19. 
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Influences on Profitability 
Systems Integration, Western Europe 

• Selective bidding 

• Charging for pre-sales consultancy 

• Risk management/sharing 

• Managing expectations 

• Change management 

INPUT 

Firstly it is important for vendors to be selective in bidding for systems 
integration projects. Bidding costs are high and vendors typically aim to 
win one in three of proposals issued. In order to achieve this, vendors 
need to be well focused and to use formal bid/no bid models to evaluate 
their chances of success for each proposal. A related problem for some 
of the equipment vendors in particular is in charging for consultancy. 
Clients have become used to the equipment vendors providing advice 
free of charge and making their margins on any resulting product sales. 

At the proposal stage, it is important for vendors to have a strong risk 
management methodology that identifies possible scenarios and evalu-
ates the profitability of each. The resulting model can be shown to the 
client where appropriate as a means of persuasion to adopt a lower-risk 
alternative or to participate in the financial risk of the project. 

Once a project commences, it is important to liaise closely with the client 
and to manage his expectations. While client needs may evolve during 
the course of a project, it is important for vendor profitability that a 
rigorous change management procedure is enforced. 
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Market Development 

Major systems integration contracting became a market of major focus in 
Western Europe during the second half of the 1980s. Originally a market 
that was almost entirely defence oriented, the last few years have wit-
nessed a rapid development of the commercial sector. Exhibit III-1 
shows the comparative sizes of the Western European commercial and 
government/defence sectors of this market and their five-year growth 
forecast. For more detailed statistics on the market opportunity in West-
ern Europe, see the INPUT report The Systems Integration Market-
Western Europe, 1990-1995. 

To date, the movement towards large-scale systems integration project 
contracting has largely been driven by the major U.S. vendors, notably: 

• Andersen Consulting 
. csc 
• EDS 
• IBM 
• Unisys 

Of these vendors, Andersen Consulting and IBM have been particularly 
forceful in leading the market in Western Europe, as is clearly shown by 
their market leadership position in Exhibit 111-2. These vendors have 
benefited from the scale of their operations in the United States, which is 
a considerably greater market opportunity than Western Europe. The 
comparative market sizes are shown in Exhibit III-3. This exhibit also 
underlines the significance of the federal government market in the 
United States for systems integration contracting. 
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Systems Integration Market Analysis 
Western Europe, 1990-1995 
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Western Europe Vendor Ranking 
Systems Integration, 1989 

Market Estimated 
Share Revenue 

Rank Company Name (Percent) ($ Millions) 

1= Andersen Consulting 1 1 210 

1= IBM 1 1 210 

3 Cap Gemini Sogeti 10 190 

4 Siemens 5 90 

5= SD-Scicon 4 75 

5= Serna Group 4 75 

7 Logica 4 70 

8 Unisys 3 65 

9 Bull 2 45 

10 Olivetti 2 45 

Others 44 900 

Tota l 100 1,975 
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Systems Integration Markets 
Western Europe/U.S. Comparison 

User Expenditures 
1990 1995 CAGR 

Market ($ Billions) ($ Billions) (Percent) 

Commercial 

Western Europe 1.8 6.2 29 

U.S. 3.9 10.8 23 

Government 

Western Europe 0.7 1.5 15 

U.S. 2.5 4.6 13 

Total 

Western Europe 2.5 7.7 • 25 

U.S. 6.4 15.4 19 

INPUT 

Systems integration provides the ability to create a solution that inte-
grates disparate environments. It has three key aspects distinguishing it 
from other modes of delivering systems solutions. 

• The multivendor nature of systems integration enables the appropriate 
technical skills to be applied to the system. Typically systems integra-
tion projects are complex, involving more than one technology. 

• Systems integration is a custom solution, with the contractor generally 
taking responsibility for integrating the system into the user environ-
ment. 

• Systems integration vendors take management responsibility for the 
delivery of the system, usually at a fixed price with penalties for 
project overruns. 
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Projects that satisfy these three conditions and thus qualify for inclusion 
tend to be large, expensive and multivendor in nature. The components 
of the systems integration sector can be analysed into four distinct 
groups: 

• Systems equipment 
• Professional services 
• Software products 
• Other services 

This service delivery mode thus includes equipment wherever it is in-
cluded as part of the overall systems integration contract. Professional 
services is the most important sector in any systems integration contract, 
ranging from consulting though software design and development ser-
vices to the key project management services responsible for delivering 
the complete system solution. Both systems and applications software 
products are also likely to be represented in a systems integration 
contract-as well as processing and network services, which are included 
in the "other" services sector. Also included in "other" services would be 
such postimplementation support as testing, client staff training, docu-
mentation, and operation and maintenance of the developed system for a 
specified time. 

Exhibit III-4 enumerates the component products and services that may 
be a part of a systems integration project and from which t~e vendor can 
expect to receive revenue. Each project's unique requirements dictate 
which of these components are applicable to the project and the propor-
tion of the total project expenditures for each component involved. 
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Products/Servic es in Systems Integration Projects 

Equipment 

Software Products 

Professional Services 

Other Miscellaneous 
Products/Services 

Information Systems 
Communications 

Systems Software 
Applications Software 

Consulting 
- Feasibility and trade-off studies 
- Selection of equipment, network, 

and software 
Project Management 
Design/Integration 

- Systems design 
- Installation of equipment, network 

and software 
- Demonstration and testing 

Software Development 
- Modification of software packages 
- Modification of existing software _ 
- Custom development of software 

Education/Training and Documentation 
Systems Operations/Maintenance 

Site Preparation 
Data Processing Supplies 
Processing/Network Services 
Data/Voice Communication Services 

INPUT 

The following characteristics are typical of complex, multidisciplinary 
information systems integration projects: 

• Projects are usually multiyear efforts. 

• Projects have significant project management demands . 

• Target systems are usually strategically significant to the client's 
information environment. 

• These systems require significant portions of the software to be custom 
developed and may include a large network requirement. 

e 1991 by INPUT. Reproduction Prohibited. SEIV1 



B 
The Market 
Environment 

·SEIV1 

VENDOR ISSUES-SYSTEMS INTEGRATION , WESTERN EUROPE INPUT 

Generally, systems integration projects are bound at the start by the 
selection of the successful bidder and at the end by the acceptance of the 
new system by the client. The close relationship between the vendor and 
the contractor can lead to sales of additional products or services unre-
lated to the project, but these opportunities have been explicitly excluded 
by INPUT in the market analysis and development of the forecast. 

Critical to the approach from the client's and the vendor's perspectives is 
the sharing or total transfer of responsibility (and risk) for the successful 
development of the system from the client organisation to the vendor(s). 
In exchange for assuming the risk of contracting to deliver the desired 
solution on time and within budget, the integrator receives not only 
project management fees from the client but also markups from subcon-
tractors. 

Traditionally systems development has been managed in-hou se, with the 
outside supplier providing only specific services and products . However , 
many in-house information systems departments are unable to keep pace 
with fast-changing technology, or to respond swiftly to the need for major 
systems changes. The appropriateness of systems integration as a re-
sponse to user needs is driven therefore by a greater willingness on the 
part of clients to contract out management responsibility to third-party 
vendors. 

A variety of factors are generating increased user interest in outsourcing 
information systems management functions, a significant part of which is 
represented by the systems integration opportunity. These factors include 
the overall economic environment within which users must operate, the 
availability of information technology products and services , and the way 
in which they are utilised and managed. These factors are discussed 
below. 

1. Economic Environment 

The term economic environment is used here to refer to the complete 
external situation within which an organisation must operate and respond 
to, both tactically and strategically, if it is to survive. Information-
systems-based applications are increasingly an important part of that 
response. The external environment is the instigator of the need for 
change that affects the organisation and subsequently its information 
systems. Exhibit III-5 summarises the main agents of change affecting 
European organisations. 
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EXHIBIT 111-5 

Ill-8 

Information Technology Driving Forces 

Industry Organisation Information Systems 

Globalisation and International International 
the single European opportunities and processing requirements 
market 

Deregulation 

Specialisation 

Pace of change 

Integration 

competition 

New opportunities and New application 
increased competition requirements 

Core business and Strategic systems 
functions 

Structural change Rapid response and 
deployment 

lntraorganisational Intra- and interorganisational 
relationships systems 

Few industries are free today from international impacts. Market barriers 
are being removed, particularly within Europe in relation to the develop-
ment of the post-1992 single market, creating new opportunities and 
permitting the entry of numerous new competitors. Today's information 
systems strategy must: 

• Provide international access 

• Use international standards 

• Support international operations 

Deregulation in the telecommunications, banking and finance and insur-
ance sectors is another factor affecting the overall economic and business 
environment. It has already had a dramatic impact on the information 
systems needs of the organisations in these sectors, as well as having far-
reaching effects on the overall business environment. 

The failures of the merger/acquisition explosion of the 1980s are causing 
senior management to focus on the core of an organisation's capabilities. 
The result is a more specialised and focused organisation that emphasises 
what it does best. Not only are organisations limiting the breadth of their 
mission , they are focusing on the functions most critical to that mission. 
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If an automobile company does not need to manufacture radios to main-
tain its product differentiation, it also does not need to operate its own 
central computer centre. Information systems programmes must 

• Concentrate on strategic systems that support the critical functions. 

• Provide the most cost effective alternative for secondary systems 
require men ts. 

The pace of change in the world has never been more rapid. Certainly 
information technology has been a factor in speeding up the pace, and it 
remains the primary tool to help management deal with that pace. In the 
1970s it was acceptable to take three to five years to build a major new 
system. Today it can be assumed that in three years the priorities will be 
different, and that the organisation will be structured differently. It is 
therefore likely that the system will not meet the new requirements. 

• Today's IS programme must be prepared to react rapidly to unplanned 
requirements, large or small. 

• Doing the routine is important, but doing the unplanned is the measure 
of success today. 

Competing on a global basis, specialising as a source of competitive 
strength, and responding rapidly to change drive today's critical require-
ment to integrate all aspects of an organisation. Since the core of integra-
tion is the flow of information, the impacts on the IS programme are 
extensive. 

• Internally, the information network must support the flow of the 
organisation. Today's applications are described as large, complex, 
integrated and cross-functional. 

• Externally, today's IS programme must create interorganisational 
systems, for example, through the introduction of electronic data 
interchange (EDI) systems. 

No large business or organisation is free from unexpected significant 
change today. Mergers, acquisitions, divestitures, management buyout~, 
and reductions in work force and levels of management are all common-
place. These occurrences introduce a requirement for change into the 
information systems strategy that was not common just a few years ago. 
Change is a strong element of the equation that is driving outsourcing 
within the information systems arena today. 
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2. Information Systems Management Challenges 

The new and changing organisational needs are just one of the forces 
chall enging information systems managers. Additionally, business 
executives and administrators are seeking effective returns on their IS 
investment. Exhibit III-6 lists the key challenges for IS managers in 
today's more exacting environment. 

Achieving an effective return on IS investment implies a need for im-
proved project-delivery performance. The history of delays and cost 
overruns that have so frequently occurred in the past clearly indicated 
less than adequa te performance, exacerbated by the implementation of 
application systems that have in practice had limited utility. 

Software development methodologies have been presented as the solu-
tion to these problems. While undoubtedly these methodologies and the 
appro priate software tools through which they are in practice imple-
mented have achieved success , too frequently they are seen as purely a 
technical solutio n. Applications must be developed with a clear linkage 
to the business needs. Quality assurance requirements can degenerate, 
for example, into a pure enforcement of standards and ignore the external 
realities of the application. Advances in software technology, like 4GLs 
and relational database management systems, have also created quality 
problems, for example, serious degeneration of system response times. 

Key IS Management Challenges 

• Improve project delivery performance 

• Apply business focus 

• Manage applications maintenance 

• Adapt to new technology 

• Manage human resources 

Another important challenge is applications maintenance , which absorbs 
a very considerable proportion of in-house development staff. Estimates 
have been put forward for anything between 50% and 70o/o of total in-
house resources dedicated to this task. Additionally, IS managers face 
increasing technology challenges. Large user organisations have been 
slow to relinquish the perceived power inherent in a centralised main-
frame system. Downsizing is, however, now becoming a very serious 
issue for many companies. 
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Staffing or human resources issues are also a key challenge for IS manag-
ers. In many IS departments, staff turnover is higher than that in the rest 
of the organisation despite separate pay structures designed to offer 
higher compensation to retain them longer. It is often felt that IS person-
nel are more loyal to their "profession" than their employer. 

A common complaint is that IS staff are more concerned with technical 
issues, working on an advanced software product to gain personal experi-
ence perhaps, than with the business aims and application needs of the 
organisation that employs them. Another problem is the lack of commu-
nication that so frequently occurs between computer professionals and 
those who understand the business needs, exacerbated by jargon that 
turns systems issues into technical issues. This is not a trivial issue, as 
evidenced by the case of system-development methodologies originally 
conceived to be a business approach to computerisation. These method-
ologies have become repositories for techniques, and these techniques 
then become more important than the methodology. Discussions about 
the merits or otherwise of design methods, through use of terms such as 
structure, cohesion, entities and coupling, have made the methodology 
incomprehensible to many end users who_ are asked to approve the system 
design. 

IS staffing can thus exacerbate the overall IS performance challenge in 
which personnel cannot understand or relate to the overall business 
application requirement. A potential benefit of outsourcing to client 
management is the removal of the entire IS function from the 
organisation's payroll. 

The need to get results from information systems, not just a return on an 
investment or an improvement in project schedules, is leading to the 
development of longer relationships with external vendors. Key to 
successful fulfillment of corporate IS goals is the bridging of business 
application requirements and the technical competence to implement the 
solution. The information services vendor must have a deep understand-
ing of the client's operation and be able to act as a long-term repository 
of IS experience. The complexities of modem systems are making short-
term contractual arrangements with third parties extremely difficult to 
manage. 

Another important driving force for systems operations, referred to 
above, is the increasing complexity of information technology. Thus, 
whilst it is absolutely necessary and desirable to have staff who can apply 
the technology to the business aims, it is also necessary to have staff who 
are competent to select and utilise the most appropriate products and 
methods to achieve those objectives. 
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Important information technology challenges facing users include: 

• Increasing complexity of operational management systems software. 

• Technology change as manifested in downsizing. 

• Communications network operations. 

• De facto and de jure standards. 

Information systems are becoming more complex and more difficult to 
operate. Individual system units are more reliable; user interfaces may 
be more simplified, but when disparate units are connected in coopera-
tive processing modes and communication networks, the complexity is 
vastly increased. 

3. Outsourcing 

The overall economic situation and the specific information systems 
challenges, both management and technological as discussed above, are 
conspiring to change the environment within which information systems 
are provided . It is becoming a very different environment from that 
pert aining a few years ago. Exhibit 111-7 summarises the principal 
characteristics of the changed IS environment anticipated for the 1990s: 

' 
• Today's use of information technology results in complex solutions, 

not individual applications. Yet the user expects them with faster 
delivery than ever before. 

• The size and length of the commitments that buyers (users and infor-
mation systems) are willing to make are much larger. The focus is on 
solutions-not the bits and pieces that have been the general buying 
patterns of the 1970s and 1980s. The buyer today turns to a single 
purchase point, a full service vendor that can deal with a complex 
problem. 

• The vendors that are leading the way in the changing information 
systems and services market have also changed. 

- They are now ready, able and willing to take on a broad set of re-
sponsibilities and to invest in the relationship with the client. 

- They are interested in long-term versus short-term relationships with 
their primary customers. The goal is a partnership--not a subcon-
tractor relationship-that provides lasting client relationships and 
account control. This partnership makes the vendor's investment 
possible and of mutual value. 
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• The typical outsourcing relationship includes a much greater service 
element than before. 

- First, there is a large component of professional services as the buyer 
looks outside for expertise as well as technology solutions. 

- Second, the vendor is providing a significant management component 
that was simply not provided previously. The relationships are being 
formed at a much higher level of client and vendor management. 

Information Systems 
Characteristics for the 1990s 

• Complexity of IT solutions 

• Size and length of commitment 

• Breadth of responsibility assumed by vendor 

• Partnership versus supplier/subcontractor 

• Professional services component 

• Systems management 

Information systems management is being challenged by its management 
and the vendor community to look differently at the process of buying 
products and services. This is why outsourcing has become a key issue 
for the early 1990s within the information systems arena, just as systems 
integration had already become a key issue in the late 1980s. 

Outsourcing is causing some fundamental changes in the structure of the 
information systems and services market. Exhibit 111-8 provides a com-
parison between the industry modes as used by INPUT to project the _ 
industry and the market opportunities developing out of this outsourcing 
trend. 

• Over the past three years, INPUT has modified its delivery mode 
structure to identify systems integration and systems operations as 
emerging and unique delivery modes. They represent significant shifts 
in the professional services and the processing services markets respec-
tively. 
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• Systems integratio n and systems operations, plus additional combina-
tions of products and services from all of the delivery modes, represent 
opportunities for vendors in the 1990s. Applications management, 
transition management and applications maintenance represent emerg-
ing opportunities for information systems to draw on expanding vendor 
capabilities . 

- Users can improve response, cost-effectiveness and planning. 
- Vendors can capture more business opportunities. 

Outsourcing 
Developing Market Opportunities 

Systems Management Functions 

Transition 
Management 

Applications 
Maintenance 

Applications 
Management 

Systems .... ~---- ... ~ Systems 
Integration Operations 

Applications 
Software 

Delivery Modes 

Turnkey 
Systems 

1. Professional Services Trends 

Services Services 

Processing 
Services 

Some further insights into the environment for systems integration 
contracting can be obtained by examining the wider opportunity for 
professional services. Virtually all systems integration vendors are 
active in the professional services market as well. As part of INPUT ' s 
1990 research programme, a leading set of European services vendors 
were questioned concerning their evaluation of the major driving and 
inhibiting forces affecting the overall market for professional services. 
The results of this research are provided below. Exhibit III-9 shows the 
analysis of the factors which vendors considered as stimulating the 
market. 

The growing size and complexity of IS projects is clearly the primary 
driving force in the growth of professional services business. Most users 
have difficulty affording or recruiting the mix of necessary knowledge 
and skills required for implementing modern information systems, 
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particularly for complex large-scale projects where systems integration 
contracts are typically placed. This corresponds directly with the ven-
dors' view that complexity is the most significant driver of growth. 

EXHIBIT 111-9 

SEIV1 

Professional Services Vendor Opinions 
Growth Drivers 

No. of 
Respondents 
(20 maximum) 

Growing Size and 
Complexity of Projects 

Standards and 
Methodologies 

Quality Improvements 

Modern Software Tools 

High Staff Training Costs 

Shortage of Skilled Staff 

Better, Richer 
Application Packages 

Modern Software 
Lang u ages/Databases 

Kernel or 
Blueprint Applications 

Competitors Shortening 
Timescales 

0 1 2 3 
Average Scores 

(Range 1-5)* 

4.4 

4 5 

Responses to the question: How important are these factors in 
increasing professional services growth rates? 

*1 = unimportant, 5 = very important. 
Standard Error: 0.2 
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Ninety percent of respondents were very positive about the gains they 
were making by enforcing the use of standards and methodologies 
among their own staff. Many had found that their clients were also keen 
to adopt vendors' procedures for their own use. Particular mention was 
made of project management procedures and change control procedures. 

The messages on quality, which have been widely discussed in the last 
two years, are now being reflected in the marketing stance of vendors 
interviewed. The vendors were not questioned on their ability to mea-
sure quality improvements. A "quality" culture is now seen as an essen-
tial part of a vendor's competitive armoury. Thirty percent of those 
interviewed were concerned that they had not made sufficient progress 
on actual quality improvement, even though their clients may be unaware 
of this. 

The introduction of better, richer application packages .was seen as 
creating more professional services opportunities by only 30% of respon-
dents. However, as shown in Exhibit 111-10, which shows the analysis of 
perceived inhibiting factors, 45% saw packages as a threat to profes-
sional services growth. 

Some respondents expect their own use of kernel or blueprint packages 
to stimulate more professional services business. They saw this as a way 
of improving staff productivity, rather than as a way in which clients 
could develop their own solutions more rapidly. 

In Exhibit 111-10, the most obvious inhibitor of professional services 
growth appears at the top of the list-reduced client budgets. Seventy-
five percent of respondents admitted to experiencing reduced revenues 
from a significant number of clients. 

Nearly half of the respondents felt that the high cost of training their staff 
was limiting their professional services business growth. Only one 
respondent quoted a figure-7% of turnover-for staff training costs. 
This relatively very high figure was quoted as a reason for the company's 
success in the market. 
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EXHIBIT 111-10 
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Professional Services Vendor Opinions 
Growth Inhibitors 

No. of 
Respondents 
(20 maximum) 

Lower Client Budgets 

Quality Improvements 

High Staff Training Costs 

Modern Software 
Languages/Databases 

Better, Richer 
Application Packages 

Competitors Shortening 
Timescales 

Lower Competitor Prices 

Kernel or Blueprint 
Applications 

3.5 

0 1 2 3 4 
Average Scores 

(Range 1-5)* 

Responses to the question: How important are these factors in 
reducing professional services growth rates? 

"1 = unimportant, 5 = very important. 
Standard Error: 0.2 

2. Systems Integration Trends 

15 

6 

9 

2 

9 

10 

9 

7 

5 

The major driving force behind the initiation of systems integration 
projects is the client's commercial environment. However, it is the 
combination of comn1ercial pressures and the technology now available 
which is giving rise to the types of projects that are now prevalent , many 
of which have a high networking content. 
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Companies which undertake systems integration projects typically 
require a major transformation in their business practices in response to 
the combination of market and financial pressures. This is particularly 
true for the European manufacturing sector, which is more exposed to 
global competition than many other sectors of industry. 

Because major projects typically arise in companies facing severe com-
pet itive pressures, some systems integration vendors focus almost exclu-
sively on industries which they perceive to be undergoing radical change. 

Apart from the emphasis on cost reduction, a typical response by 
organisations facing these pressures is to try to improve their responsive-
ness to their clients. In many cases, this is leading to a restructuring of 
organisations with the emphasis _on improved internal communications-
often via flatter organisational structures-and improved links to clients. 
This approach requires information to be readily available on a need-to-
know basis within the organisation. 

For example, within the manufacturing sector there is currently an 
emphasis on supply chain integration. Greater supply chain integration 
is expected to shorten customer lead times and to provide customer 
contact personnel with immediate access to up-to-date order status 
information. 

This emphasis on information flow and accessibility within organisations 
leads to a requirement to establish a technological infrastructure which 
will support such plans. Accordingly, some vendors report that there is 
currently less emphasis on applications within the systems integration 
market. The top· priority for some users is to establish a platform which 
facilitates the flow of information around the organisation. 

These trends lie behind the responses of vendors, shown in Exhibit III-
11, which reported the following to be important driving forces behind 
systems integration projects: 

• Migration to open systems. 

• Need to link heterogeneous equipment. 

Of course, the factors discussed so far only explain why the project is 
appropriate to the company's business; there still remains the question of 
whether to outsource or perform the project in-house. Here there are two 
main factors, again identified in Exhibit III-I 1. These are: resource and 
skill deficiencies in-house. 

Communications have long been an area in which in-house information 
systems departments have been comparatively short of expertise, and 
vendors are finding that users often lack the technical skills necessary to 
link heterogeneous equipment from a range of vendors. Users are also 
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reluctant to increase the staffing of their information systems departments 
to cater for one-off systems integration projects. The necessity for speed 
of implementation also contributes to the trend to outsourcing. 

Key Driving Forces 
Systems Integration, Western Europe 

Level of 
Factor Importance 

Lack of in-house technical capability Very High 

Lack of in-house IS resources High 

Migration to open systems High 

Need to link heterogeneous equipment High 

Finally, a significant factor behind outsourcing is the desire to transfer 
risk-whether technical or political-and large systems integration 
projects are especially high risk in nature. 

Some of the factors which vendors believed to be of minor importance 
are shown in Exhibit III-12. Firstly, cost-cutting is not perceived to be a 
reason for outsourcing systems integration projects. Indeed, both vendors 
and information systems departments typically believe that projects can 
be more cheaply, if not more effectively, implemented in-house. Where 
systems integration projects are outsourced, the elimination of risk (both 
financial and technical) and the reduced timescale may outweigh the 
extra costs incurred. However, in many cases, this debate will .not arise 
since the in-house capacity or skill base is insufficient. 

Interestingly, vendors still do not perceive a major change taking place in 
the role of information systems departments leading to them taking a 
more strategic perspective and adopting increased acceptance of 
outsourcing. Skill and resource shortfalls remain the major reasons for 
outsourcing, not a fundamental shift in attitude towards coordinating _ third 
parties to achieve company goals. However, vendors do recognise that 
information systems managers now fall into two categories: those prima-
rily concerned with technology and its implementation, and those that 
adopt a broader, business-oriented perspective. Systems integration 
vendors remain concerned that managers in the first category see them-
selves as in competition with vendors and are very reluctant to accept 
outsourcing. Those in the second category are viewed as more amenable 
to the use of outside vendors. 
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Key Driving Forces 
Systems Integration, Western Europe 

Level of 
Factor Importance 

Cost-cutting within IS department Low - Medium 

Changing role of IS department Low - Medium 

Downsizing of systems Low- Medium 

Exhibit III-13 indicates the perceived importance of each category of 
user personnel in the buying process for systems integration projects, as 
viewed by vendors. 

It is widely acknowledged that most systems integration projects are 
initiated and purchased by senior user management. Some vendor 
comments reflecting this include: 

"Systems integration is a main board-led market." 

"Market puff from the CEO is important." 

"Most projects come from above the information systems 
departments." 

"The key success factor is to get as high as possible, as quickly as 
possible." 

However, as can be seen in Exhibit-13, it is the management 
consultancies and the equipment vendors that are having the greatest 
success in generating systems integration projects via board-level person-
nel. The professional services vendors are typically less skilled in 
gaining access to user top management. For them, information systems 
management remains the primary contact, though they also report high 
levels of contact with user middle management. 

Exhibit III-14 shows the level of importance attached to the various 
categories of "sales" personnel by systems integration vendors. 

Overall, account managers are regarded as the most important source of 
leads, and the nature of personnel used and the role played by them is 
changing to reflect this. Firstly, it is widely recognised that a greater 
seniority and maturity of account manager is required now to liaise with 
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those major clients likely to be the source of systems integration projects. 
One vendor reported that only sales managers and senior staff had the 
business knowledge and maturity to liaise with user top management in a 
consultative capacity. 

Since account planning is now taking on a v~ry important role in business 
development, it is no longer the preserve of the sales force. Many ven-
dors expect account plans to be discussed extensively within their 
organisations to ensure that any possible opportunities are exploited. 
Account managers are also expected to involve business partners when 
this could assist in account development. 

Currently, external consultants are regarded as contributing less to busi-
ness development than either account managers or new business sales 
forces. However, there is a recognition that the role of true business 
consulting is growing in importance and that external consultants will 
play a larger role in lead generation for systems integration projects in the 
future. This is reflected in the following comments from vendors: 

"We need partners with upstream capability." 

"The big consultancies will become more important." 

"More and more companies are using consultants to prepare 
invitations to tender." • 

Key Players in Buying Process 
Systems Integration, Western Europe 

Vendor Type 

Professional 
Equipment Services Management 

Player Vendors Vendors Consultancies 

Client board-
level personnel High Medium Very High 

-

Head of 
information 
systems High Very High Medium 

Client middle 
management Low High Medium 
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Key Vendor Personnel in Lead Generation 
Systems Integration, Western Europe 

Personnel Level of Importance 

Own account managers High 

New business sales force Medium - High 

External consultants Medium 

Third parties Medium 

INPUT 

Some of the key influences on the buying process for systems integration 
projects are identified in Exhibit 111-15. 

For many of the equipment vendors, their best chance of success in the 
systems integration market lies in exploiting the major accounts within 
their existing customer base. Account management and control remains 
the key. The major tools used by the equipment vendors to assist in 
account development are management workshops. 

Typically, these are aimed at involving senior user management, identi-
fying their business strategies and critical success factors, and suggesting 
ways in which information systems could be used to support these 
strategies. Industry and functional experts are extensively involved to 
lend credibility to the vendor's suggestions. 

The management consultancies often generate systems integration 
projects as a direct result of business consultancy studies or audits. It is 
increasingly common for business consultancy studies to generate an 
immediate need for related information systems strategies and subse-
quently information systems projects. 

Key Influences in Lead Generation 
Systems Integration, Western Europe 

Level of 
Factor Importance 

Business consultancy studies or audits High 

IS strategy studies or audits High 

Management workshops involving 
end-user management Medium 
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Risk and Progra0101e Manage01ent 

The steps to success as a systems integrator require the creation and 
imposition of careful marketing, opportunity qualification, disciplined bid 
preparation, and established programme management practices. Diligent 
competitor evaluation, continuous pre-sales development and creation of 
a committed team in-house and with partner/alliances are essential to 
achieve the rewards of completed systems integration projects. Vendors 
must also diligently assess, manage and contain the inherent risks. These 
are not one-time activities; rather, they entail constant monitoring of the 
systems integration plan and its execution. 

The following sections of this chapter address these challenges. 

The risks to both users and vendors are considerable in undertaking 
systems integration projects, as shown by the very public failure of a 
number of government projects. Indeed, it would be unreasonable to 
expect all systems integration projects to succeed, both in terms of pro-
viding the correct functionality and in keeping strictly to budget, given 
the pioneering nature of many of these projects. In some instances, 
systems integration projects are only contracted out to vendors because 
the users regard the project as too high a risk for them to handle. The 
nature of this risk may be either technical or political. 

For a systems integration project to succeed, it needs to meet the follow-
ing criteria: 

• To satisfy the business need for which the project was initiat ed to the 
user's satisfaction. 

• To be completed on time. 

• To be completed within budget. 
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Of course from the vendor 's point of view, the project should also be 
profitab le. It has been estimated that up to 25% of systems integration 
projects fail to meet this last criterion. 

The principal risks encountered by vendors in systems integration 
projects are listed in Exhibit IV-1. The ways in which vendors seek to 
minimise these risks are discussed in more detail later within this chap-
ter. Overall there was a high degree of agreement amongst vendors on 
the nature of the risks which arise in the course of a systems integration 
project. 

To analyse how risks can be minimised, the discussion is broken down 
into three main stages, namely: 

• qualification stage 
• proposal stage 
• systems development. 

The Principal Risks 
Western European Systems Integration 

• Customer requirements unclear 

• Pricing 

• Partner's commitment and performance 

• Resource exposure 

The risks encountered at each stage will be analysed. In practice, there 
will typically be some degree of overlap between these stages. 

1. The Sales Process 

The contract acquisition process is vital to a vendor not just because 
business must be gained, but because it establishes the foundation for the 
successfu l completion of projects . Future success and profitability are a 
func tion of the percentage of failed projects, projects that overrun their 
planned costs and eat into the average business margin. In a competitive 
market-both for the business and the human resources to staff 
projects-vendors do not have the options of raising their prices or 
lowering their salary bill to improve their margins. Vendors have to 
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learn rapidly from any past mistakes and continuously increase the 
proportion of successful projects. Systems integration project contracts 
must incorporate an element of cost to cover the risks assumed by the 
vendor taking responsibility for the development and implementation to a 
fixed price and timescale. 

The pre-sales phase is a period of considerable importance. The vendor 
must carefully evaluate the risks involved and prepare a bid, which is, in 
effect, a calculated gamble, constrained externally by competitive forces 
and internally by the vendor's technological and management skills. 
From the clients' perspective, the decisions and commitments that are 
made during this phase will shape the clients' expectations and establish 
a basis for the overall measurement of success. 

In response to the critical demands of the pre-sales phase most vendors 
have established processes and procedures to identify and qualify systems 
integration opportunities and to develop responses with a high probability 
of being profitable. 

2. Opportunity Identification and Qualification 

The principal aims of a vendor during the pre-sales phase, are to improve 
the chances of winning the contract and minimise the costs involved in 
bidding and submitting a proposal. Bid costs are usually very high for 
systems integration contracts and it is, therefore, very important to estab-
lish an overall view at an early stage of the chance of success. In circum-
stances in which a vendor does not feel that it has a very good chance of 
success, it is prudent to withdraw before considerable costs and personnel 
are committed to the project. 

SI vendors need specific internal procedures for identifying and qualify-
ing systems integration project opportunities. Projects can be identified 
from professional services contracts for project specifications and study 
contracts. Increasingly, the vendors that get these contracts gain consid-
erable competitive advantage at the development and implementation 
phases because of the project know ledge embedded in the initial 
consultancy. 

The increasing complexity of systems is driving a trend towards long~r-
term, more continuous relationships with third-party vendors. The 
vendor develops a repository of project and client know ledge, which it is 
in the client's interest to retain by maintaining the contract. 

Vendors will also engage in target marketing: identifying particular 
industry sectors or cross-industry applications in which they can engage 
their specific know ledge and experience. 
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The initial risk to the vendor is in the decision whether or not to submit a 
proposal. The costs of tendering for systems integration projects can be 
very high. For some government contracts, pre-sales costs of millions of 
dollars can be commonpl ace. Accordingly, vendors have to make a 
considerabl e commercial judgment as to whether they wish to proceed or 
not very early in the project life cycle . Most vendors have a formal 
review process which ensures that such decisions are well considered, 
and that a deci sion to go ahead has the approval of vendor management 
commensu rate with the size of investment being made at the pre-sales 
stage. 

This review process typically involves: 

• Makin g a judgment about the true business worth of_ the project to the 
client. 

• Taki ng technical risk into account. 

• Evalua ting the poss ible levels of profitability of the project under . . vanous scenanos. 

• Evalua ting the likelihood of success of the proposal. 

3. Busin ess Va lue of Project 

The single most important cause of failure in systems integration projects 
reported by vendors is the client's lack of understanding of their own 
requirements. In the worst instances, this can lead to the systems re-
ques ted by the client being inappropriate to meet their business needs. In 
less extreme cases, any specification supplied by the user may have 
significant omissions or no clear cut-off point. 

The steps vendors can take to endeavour to minimise occurrences of 
these problems are shown in Exhibit IV-2. Firstly, the vendor's prospect 
qualification process must ensure that there is strong business justifica-
tion for the project proposed. The vendor should involve his own busi-
ness consultants to the extent necessary to guarantee that the system 
proposed is not just kite-flying or love of technology for its own sake. 
The project must provide real benefits to the client's operation of his 
business and fully support current business strategies. The level of return 
on investment from the project should also be clearly identified. Any 
projects that do not have a strong business rationale are likely to be 
abandoned as this becomes apparent during the development stage, 
causing considerable financial embarrassment to user and vendor alike. 
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Risk Management-Customer Requirements 
Western European Systems Integration 

• Business-oriented prospect qualification 

• Involve business consultants 

• Check acceptance criteria 

• Client involvement 

INPUT 

When projects appear ill-founded to vendors at this early state, they are 
well placed to either suggest alternatives which will assist the user 
organisation in meeting its real business goal or pull out of the project 
completely. 

In addition to a clear business justification, each systems integration 
project must be well-defined with clear specification and acceptance 
criteria. Change control mechanisn1s should be established to monitor 
any deviations from the specification as the project progresses. 

4. Technical Risk 

Technical factors are another major source of risk , especially if the 
project requires an element of technical pioneering. The vendor's level 
of experience in similar projects is probably the key factor in determining 
the size of the risks at this stage. 

When new ground is being broken technically, the vendor should ensure 
that a number of alternative technical fall-backs are available as a contin-
gency measure. It is best to use proven technology and techniques 
whenever possible. 

Apart from innovation, the other major source of technical risk is system 
performance. Vendors try to avoid performance commitments-response 
times, number of concurrent users-whenever possible, but in many 
cases the user will insist upon certain criteria being met. 

Vendors try to minimise the risks inherent in such commitments by 
techniques such as prototyping. Some potential projects will be so 
technically advanced as to invite the question, "Can it be done?" For 
these projects, an investment in engineering a prototype may be required. 
If the prototyping requirement is expensive, the buyer may be willing to 
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underwrite the cost, unless the buyer believes that the prototype could be 
used by others. However, performance analysis remains an imprecise 
science and so previous experience remains the best guide as to the 
performance levels which can be achieved in practice. 

5. Competition 

Typically, vendors aim to win one in three of the systems integration 
projects for which they bid to prevent their overall tendering costs from 
getting out of control. This means that. an assessment of the vendor's 
chances of winning each project must be made before major expenditure 
is incurred in submitting a proposal. 

Accordingly, vendors typically incorporate a competitive assessment of 
their rivals into the risk management procedures for each project. Over-
all, the probability of winning the contract together with the expected 
profitability of the project must give an expected value sufficient to 
justify bidding costs. 

In extreme cases, if a vendor believes that a competitor is a strong 
favourite to win a project or the prospect is simply going through the 
motions to appear to be impartial, then the vendor is likely to decline to 
tende r. 

In one firm it is necessary for that business case to be supported by 
unique reasons why the contract will be won, and to prove this to an 
evaluation board of senior executives. At the very least, the vendor must 
caref ully evaluate the strengths and weaknesses of the competition and 
its probable ranking in terms of likelihood to be awarded the contract. 
Unless a vendor is sure to be considered at least in the top three competi-
tors, the vendor would be well advised to walk away before investing 
precious money in a "can't win" situation. 

Vendors can also employ analytical approaches to assist in the qualifica-
tion process, including quantitative assessment to aid the bid/no bid 
decision. These will tend to focus on areas such as customer commit-
ment to the project, competitive assessment of technology, skills, prod-
ucts, costs and prices, as well as assessing the risks associated with all 
aspects of the programme. 

Regardless of the exact approach used, every vendor attempts through 
this qualification process to improve the probability of gaining the 
contract and minimise the overall bidding and proposal costs to the firm. 
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1. Project Specification 

The proposal or bid preparation process begins with some indication , in 
the commercial sector often informal, that a prospective client intends to 
award a contract for the implementation of a system. Proposals for 
systems integration not only respond to the customer specifications, but 
also become the blueprint for vendor implementation. How effectively 
this step of the buying process is executed often determines the success or 
failure of the client's project and the ultimate profitability of the vendor's 
business proposition. The proposal represents, to the client, the vendor's 
understanding of the client's requirements and the vendor's proposed 
solution, usually at a fixed price, for the client's business problem. 

It needs to be recognised that frequently commercial systems integration 
clients are unable to provide the bidding vendors with a complete specifi-
cation, thus rendering the task of proposing much more difficult. One of 
the strategies used to address this situation is to establish a separate 
contract to develop the specification or to develop the specification 
jointly with the client as part of the proposal process. A strategic deci-
sion needs to be made by the bidder, in the absence of formal definitions, 
to establish what the client wants, needs and is willing to pay for. At the 
very least, vendors should develop a detailed check-list of generic tasks 
associated with the SI project. This check-list can be used in early 
conversations with the client to discuss what the project entails and 
whether the integrator or the IS staff is to take responsibility for each 
individual task. 

Certainly the whole pre-sales cycle must be geared to developing a 
thorough understanding, probably superior to that of the client's staff, of 
the needs and requirements of the project. This cannot be achieved in a 
limited timeframe. The vendor must invest in this protracted process, 
which will pay dividends when the proposal process is actually, under-
way. 

This early participation in a consultancy role has the additional advantage 
of establishing a level of comfort between contractor and client. This 
strategy can backfire, however, if the competition can convince the client 
that this step is unnecessary and a waste of time and resources. 

The main danger lies in requests for proposals (RFPs) which have been 
developed either by the user or by an independent management 
consultancy on the user's behalf. In such cases, it is not uncommon for 
requirements to be inadequately defined, and the vendor should be diplo-
matic in persuading the prospect that further investigation is essential 
before a firm commitment can be made by either party. Again, it is also 
important for the vendor to be confident of the business relevance of the 
system which is the subject of the RFP, regardless of the clarity of the 
specification. 
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There are notable instances of vendors developing systems precisely to 
specifica tion only for the specification to be subsequently found to be 
flawed. While the vendor may still be paid in such circumstances, the 
vendor's relationship with the client and professional reputation are at 
considerable risk . 

In cases when inadequate information is provided in the RFP or there are 
other unknowns , it is a good practice for the vendor to document all of 
the assumptions that were made in the preparation of the proposal. 

2. Pricing 

There is always a risk in systems integration projects of incorrectly 
estimating the cost of development and hence the price to be quoted to 
the prospect. It has bee~ estimated that this leads to project losses being 
incurred by vendors on up to 25% of systems integration projects. This 
is particularly true since most users expect systems integration develop-
ment work to be conducted on a fixed-price basis. Indeed, some vendors 
are very aggressive in their adoption of fixed-price pricing strategies. 

The means by which vendors endeavour to minimise their pricing risks 
are listed in Exhibit IV-3. In general, the price must reflect the level of 
risk perceived by the vendor for each project. This was expressed by one 
vendor as: 

"If the client can live with a degree of uncertainty (in the 
p rice), then more of his money goes towards systems 
functionality." 

The converse is also true. If a user insists on going fixed price on an 
imprecise specification, then the vendor--even if he accepts the chal-
lenge-is likely to build a considerable contingency premium into the 
price quoted. 

Risk Management-Pricing 
Western European Systems Integration 

• Ensuring pricing reflects risks 

• Time and materials for fact finding 

• Fixed price for well-defined stages 

il!> 199 1 by INPUT. Reproduction Prohibtted. SEIV1 



SEIV1 

VENDOR ISSUES-SYSTEMS INTEGRATION, WESTERN EUROPE INPUT 

In practice many vendors encourage consultancy and fact-finding investi-
gations to be conducted on a time and materials basis. However, there 
are signs that this is starting to change and even consultancy studies are 
increasingly performed on a fixed price basis or against an upper limit of 
man-hours. Even consultancy studies can be a "fuzzy" deliverable. So it 
is important even here to maintain an open exchange of ideas between 
client and vendor throughout the study, so that the client is not presented 
with any sudden shocks at the end of the study. Vendors also find it 
useful to hold some allocation of time in reserve to cater for any re-work 
or small additional investigations which need to be carried out. 

As opposed to adopting either a fully time and materials or fully fixed-
price approach to systems integration projects, some vendors seek to 
protect themselves by taking a half-way approach when specifications are 
inadequate or incomplete. The programme is divided into separate 
phases to reduce the risk for both parties. The latter phases are not 
proposed or contracted until the initial specification phase is competed. 
The half-way approach typically means that a fixed price is only adopted 
for the next stage of the project and not for the project overall. In such 
cases, vendors will supply the client with overall cost estimates for the 
project which are for their budgetary purposes only and are not contractu-
ally binding. 

3. Partners 

The partner used by the prime contractor within a systems integration 
project is another major source of risk. The means adopted by prime 
contractors to minin1ise this risk are listed in Exhibit IV-4. In the major-
ity of systems integration projects, the prime contractor is responsible for 
the management of subcontractors. Indeed, these subcontractors have 
typically been selected by the prime contractor and may be completely 
transparent to the users. 

The principal sources of concern with partners include: 

• their performance 
• their commitment to the project. 

Performance risks are typically minimised by vendors through a co~bi-
nation of strict procurement rules and familiarity with the partner. As 
commented by a vendor, 

"Partners you have worked with before (in a particular role) 
tend to be short-listed." 
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In order to retain access to these key partners, vendors are increasingly 
negotiating long-term commercial agreements with them. Such agree-
ments tend to be broad statements of intent rather than detailed and 
legally binding. However, for partners well downstream in the develop-
ment process, more specific contracts can be signed committing the 
parties to mutually agreed charge rates and utilisation levels. 

Risk Management-Partners 
Western European Systems Integration 

• Involve at early stage 

• Back to back ~esponsibility 

• Familiarity is important 

Some systems integration vendors also have partner support programmes 
to help them tie in favoured partners. 

Overall, vendors are very keen to maintain continuity of partners. Such 
continuity assists in developing effective working relationships and so 
increases both the vendor's confidence in, and likelihood of, achieving a 
successful implementation. 

Some vendors have strict rules for the selection of new subcontractors. 
These rules typically place the emphasis on minimising risk of failure. 
Accordingly, vendors with innovative software products or technologies 
are unlikely to be favoured unless these products have already been well 
proven. In the case of systems integration projects, vendors have even 
less enthusiasm for pioneering than users. Accordingly only partners 
who can demonstrate a good track record are in demand. 

In terms of risk sharing, subcontractors tend to receive a fixed-price 
contract from the prime contractor mirroring the deal between the prime 
contractor and the client. There is little likelihood of a partner being paid 
if its performance is poor and it has to be replaced by the prime contrac-
tor during the course of the project. This can occur. 

It is very important that the prime contractor works closely with its 
partners at the proposal stage and is open and honest in its approach to 
them. This is because the partner also has to make a commercial 
judgment as to whether to bid, and to identify its own probable return on 
investment. 
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Bidding for a large project may cause more financial hardship for a 
comparatively small subcontractor than for the prime contractor if the 
partner is unused to committing significant pre-sales expenditure. Such 
pressures may cause the partner to pull out part way through the proposal 
stage as the company's pre-sales expenditure mounts. The partner may 
also take a different view of the likelihood of winning the contract or its 
overall profitability from that taken by the prime contractor. 

Partners pulling out of proposals is a significant problem for vendors. It 
is probably best avoided by developing close working relationships 
between prime contractor and partners and keeping partners well in-
formed of all developments. It is also advisable that the necessity for, 
and scale of, their pre-sale costs are clearly indicated to partners during 
the selection process, along with. a realistic indication of the probability 
of winning the contract. 

4. Programme Manager Involvement 

Most vendors attempt to involve the programme manager in the proposal 
process, with responsibilities ranging from reviewing and approving the 
overall system architecture, staffing and terms and conditions through to 
preparing schedules, detailed systems design and configuration and being 
the proposal manager. 

The decision to include the programme manager in the proposal process 
is a difficult one for some vendors to make, as programme implementa-
tion skills are a precious resource. Yet most vendors agree that the odds 
of successful implementation are increased when the programme man-
ager is implementing a proposal that he/she authored. 

The ability to manage the performance phase of an SI programme effec-
tively depends on how completely programme management disciplines 
are considered during the proposal process. Completing the business 
acquisition process thoughtfully, and including the programme manager 
in it, should pay handsome dividends when the time comes to manage the 
implementation process. 

5. Additional Considerations 

A number of additional areas also need attention at proposal time to 
reduce the vendor's implementation risk during the performan ce phase, 
and these are listed in Exhibit IV-5. They include managing the client's 
written and unwritten expectations, and ensuring that the statement of 
work, contract terms and conditions and change managem ent process are 
well understood and agreed by all parties, particularly the client buyer 
and user. It is also important to ensure that end-user personnel have 
concurred with the defined programme deliverables. 
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Proposal Process-Factors That 
Impact Programme Management 

• Setting client expectations at reasonable levels 

• Availability of right resources to complete 
proposals 

• Customer user personnel concurrence 

• Statement of work 

• Terms and conditions 

• Change control mechanisms 

INPUT 

With decision making placed higher in the client's executive manage-
ment and in user organisations, the vendor needs to increase exposure at 
all levels in the client's organisation. Clients typically need to be sold on 
the vendor ' s knowledge of the client's business problem and proposed 
solution, the vendor's overall capabilities, and the vendor's experience 
and success in implementing complex systems integration projects. 

A summary of the key elements involved in developing an SI bid are 
shown in Exhibit IV-6. Clearly the investment required of vendors in 
developing a bid is substantial, perhaps involving 5o/o to 6% of the 
contract value. Significant amounts of time and money must be spent in 
understanding the functional requirements, technical specifications, time 
and financial constraints, business terms and conditions, other salient 
factors (internal politics, key decision makers, buyer perceptions), and 
the selection process and evaluation criteria to be used in the process. 

Once these specifics are uncovered and understood, additional time and 
money must be expended on developing the bid. An assessment of in-
house capabilities must be made with respect to the requirements, posing 
the question "What does the bidder bring to the project"? One must 
conduct an internal skills inventory and determine what skills need to be 
acquired, if necessary by means of alliances. 
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Bid Development 
and Investment 

• Requirement analysis 
- Wants versus needs 
- Functional solution 
- Feasibility 

• Proposal basis 
- System architecture 
- Equipment and software 
- Delivery requirements 
-Acceptance criteria 

• Staffing 
- Project management 
- In-house staff 
- Outside skills needs 

• Environment 
- Installation 
- Training 

• Costing 
- Labour 
- Materials 
- Mark-up 

• Competitive analysis 

• Competitive pricing 
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Review and screening processes are a vital part of the pre-sales process. 
Exhibit IV-7 lists some of the types of processes employed by SI ven-
dors . Vendors should review all technical aspects of a proposed project 
through a formal review board . Additionally bidding teams will present 
the business core for each request for proposal (RFP) to a senior execu-
tive. 

Pre-Sales Review Process for SI Projects 

• Technical review 

• Executive review 

• Screening committee 

• Quantitative commitment analysis 

• Competitive assessment 

1. Programme Management Objectives 

The programme management function is a major challenge for vendors. 
The systems integration business is fundamentally concerned with the 
assumption of responsibility (and thus the accompanying risks) for 
client's major systems development projects. The need for strong project 
management has already been referred to in this report and is specifically 
addressed in this section. 

Strong project management skills are critical to managing and containing 
the inherent risks in the systems integration business. Vendors need to 
have a deep understanding of the theories, techniques and supportive 
tools necessary for managing successfully their systems integration 
business. These methodologies and tools are embodied by SI vendors 
into formal programme management systems, not to satisfy client report-
ing or contract requirements but to meet the internal management needs 
for handling major projects. 

One of the important challenges for vendors is the establishment of a 
programme management system of appropriate scale. Systems necessary 
for very large defence projects valued at several hundred million dollars 
are not economically viable for a commercial project valued at several 
tens of millions of dollars. Vendors can experience problems with the 

1!:11991 by INPUT . Reprod uction Proh ibited. SEIV1 



EXHIBIT IV-8 

SEIV1 

VENDOR ISSUES-SYSTEMS INTEGRATION, WESTERN EUROPE INPUT 

transference of staff from the very large to the medium large environ-
ment. An experienced individual may operate effectively within a defini-
tive programme management system but have difficulty when placed in 
an environment where he has wider responsibility and must supply his 
own level of checks and balances-prev iously provided to them by the 
system. Downsizing programme management systems presents the 
dilemma of selecting the "right" elements to dispense with. 

The three principal measures of a successful SI programme are: 

• On schedule. 

• Within budget. 

• Meets technical specifications. 

The client considers the programme successful if the solution is provided 
on a mutually agreed-upon schedule, at the agreed-upon price, and with 
the functions that will meet the users' requirements. From the vendor's 
perspective this means ensuring that there is mutual agreement about the 
cost, the schedule completion data, and the detailed technical specifica-
tions, both at the time the contract is signed, and as a result of any speci-
fication changes that occur during implementation. 

Exhibit IV-8 identifi.es the factors generally considered to be the most 
significant in determining either overall success or failure for a project. 

Major Technical Management Factors 

Success 
• Well written, detailed, structured, consistent 

specifications and sign-off 

• Understanding the customer's business needs 

• Rigorous change control system 

Failure 
• Incomplete technical specifications 

• Not containing programme scope 
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First, a detai led specification is important for the technical success of an 
SI pro gramme . A thorough understanding of the customer's business 
need s driving those technical specifications is considered equally impor-
tant. This attests to the importance of business consulting in the overall 
SI proces s. INPUT believes that vendors who do front-end consulting 
will clearly have an advantage, not only in winning business, but in 
successfully implementing it. 

The third technical management success factor is having and using a 
rigorous change control system that provides a vehicle for identifying, 
sizing and gaining vendor and client agreement to change. 

The factors that are most likely to cause failure in the technical manage-
ment of an SI programme are incomplete technical specifications or 
specifications that are continually moving as a result of what can be 
described as "creeping scope". Most of the well-published systems 
integration failures are a result of client and vendor inability to reach 
agreement on progr 'amme scope, or on a firm set of specifications. It is 
absolutely essential that the vendor and the client establish this "base 
line" of understanding. The base line then becomes the reference point 
from which changes are requested, sized and proceed, and schedule 
impacts measured. 

Exhibit IV-9 identifies the factors that most impact the schedule of a 
system s integ ration programme. Perhaps the most important is the need 
for a realistic plan, one that identifies all of the elements of the imple-
mentation, that ties them together into a logical work flow, and that 
identifi es dependencies. The second factor is a measurement technique 
that effectively tracks progress. One common approach for accomplish-
ing this is establishing identifiable milestones that provide a means of 
quantifiable progress measurement. 

It is also important to have a reasonable schedule, one that is achievable. 
Too often the desire to win the contract or satisfy customer requirements 
results in the establishment of unrealistic schedules. Including the 
programme manager in the proposal team, which was discussed earlier, 
should help in this area. Few good programme managers are likely to 
propose schedules that they cannot personally meet. 

The final factor is accurate schedule estimates. These generally result 
from understanding the complexity of the activities in the programme 
and employing good estimating tools and techniques. 

The three factors most likely to result in poor schedule management are 
creeping scope, poor or overly optimistic estimates and unrealistic 
customer demands. In the high stakes game of fixed-price contracts, it is 
often more prudent to walk away from an opportunity than bid to an 
unrealistic schedule on a programme with a scope that is a moving target. 
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Major Schedule Management Factors 

Success 
• Realistic plan 

• Measurement technique/milestones 

• Reasonable schedule 

• Accurate estimates 

Failure 
• Not controlling scope 

• Poor or optimistic estimates 

• Unrealistic customer schedule 

Exhibit IV-10 identifies the major factors that influences cost manage-
ment. Again adequate requirements definitions, realistic programme 
pians and rigorous change control systems are important. Additionally 
cost tracking and monitoring systems and completion and acceptance 
criteria are important factors. 

For cost management success the programme has to be structured so that 
activities can be identified, budgets established for each activity, and then 
costs allocated to these activities as the work is accomplished. This 
"work break-down structure" is essential to successful cost tracking and 
monitoring. 

Another protection against cost overruns is to establish completion and 
acceptance criteria as part of the original contract. Completion criteria 
identify precisely what deliverables have to be installed, and acceptance 
criteria identify the work that the system has to perform to meet the 
contract specifications. If these criteria do not exist, it may be impos sible 
to prove when the project is complete, and the client may either refuse to 
pay or demand that additional functions be added to the system. 

Vendors should also use financial reserves to protect against cost over-
runs. The vendor establishes a "s hould-cost " model based on the esti-
mated schedule, cost, and proposed technology, and then adds a 
protection factor or reserve to cover the risk and potential problems in the 
programn1e. 
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The factors that were identified most often as causing failure in manag-
ing programme cost are also listed in Exhibit IV-10 and have been 
identified and discussed as either technology or cost factors. 

Major Cost Management Factors 

Success 
• Adequate requirements definition 

• Tracking and monitoring system 

• Realistic program plan 

• Completion/acceptance criteria 

• Change control 

• Financial reserves 

Failure 
• Creeping scope 

• Poor planning and estimations 

• Lack of detailed specification 

2. Risk Management 

Most system integration programmes contain a significant amount of 
risk. The vendor is committed to provide the technical solutions prom-
ised, on schedule and at the agreed cost. There are two important disci-
plines that can assist fulfilling these commitments. They are the use of 
risk management techniques, and a rigorous change management system. 

Most SI vendors employ formal risk management techniques on systems 
integration projects. Some of these are identified in Exhibit IV-11. They 
include both tools and processes. Examples of the tools than can be used 
range from a bid/no bid model to proprietary models to assist in identify-
ing and assessing risk in planning, design, implementation and overall 
management of a programme. Other tools include models to assess the 
impact of changes, and calculations to assist in determining the likeli-
hood of meeting schedules and cost objectives. 
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In addition to the models described above, reviews are also excellent 
vehicles for providing management with either regular or one-time 
assessments of the status and the risk position of an SI programme. 
These reviews range from regular internal and external management 
reviews to special audits. The employment of reviews by the vendor 
provides an effective vehicle for communicating status and risk within 
the vendor organisation. 

Risk Management Tools and Reviews 

Tools 
• Bid/no bid models 

• Risk assessment models 

• Change impact models 

• Budget/schedule likelihood calculations 

Reviews 
• Regular progress reviews 

• Internal quality control reviews 

• Independent quality assurance reviews 

Key elements of the risk containment process are: 

• Risk varies with project size, complexity, client sensitivity . 

• Risk needs to be shared with subcontractor. 

• Sensitize all levels of compan y to risk management. 

• Use liability insurance coverage. 

• Asses s risk level during bid preparation. 
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3. Communications and Change Management 

Good communications is one of the strongest elements that contributes to 
overall programme success. Successful negotiation of changes to the 
specifications, schedule or costs are dependent on understanding, agree-
ment and communications among all of the parties involved in the 
programme through an effective change management system. User 
requests for changes to specifications and vendor approvals should be in 
writing and include projected impact on project schedule and cost. 

Having established before systems development commences that the 
project provides real business benefit to the client, and having achieved a 
mutually agreed clear specification of requirements, it is only at the 
development stage that the veracity of this position can be established. 

One warning sign that the specification is not as appropriate as was 
initially believed is a large number of change requests from the user. 

However, as one vendor commented "life is a moving target" and ideas 
are bound to evolve as development progresses. Accordingly a certain 
level of change is to be expected and even welcomed. What is essential 
within the change management process is that: 

• All proposals for changes are jointly reviewed by user and vendor 
personnel. 

• The implications of the business justification of the project are clearly 
_ identified, and any changes are cost justified by senior user personnel. 

• Any changes agreed must be formally signed off at the appropriate 
level of authority by both vendor and user. 

Most vendors will ask the client to provide a single point of contact, 
someone who will serve as a dedicated project director. They will 
recommend that this individual also have the authority to make 
programme related decisions. 

It is mandatory that the user becomes actively involved in managing the 
project. Any lack of accountability or involvement by the user is a major 
source of project failure. 

If the person appointed lacks the necessary authority within the user 
organisation or fails to feel a high level of ownership for the project, then 
vendors will request a replacement from within the user organisation. It 
is especially important that the project director can appreciate the true 
business relevance of any changes proposed, and weed out any proposals 
that cannot be cost justified on commercial grounds. 
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One aspect of project management frequently overlooked by contractors 
is the need to vest contract authority in the project manager. In time-
critical projects, layered management can impede the schedule and add 
unnecessary risks. The results of assigning responsibility to a single 
manager who can act quickly far outweigh the risks of project delays and 
cost overruns. This is one of the main reasons why major vendors are 
moving implementation resources closer to the customer. 

Another aspect of management frequently neglected in SI-type projects is 
the need to manage the user. The contractor does not want to be second-
guessed on every decision. The user must be kept informed of the deci-
sion and convinced that the decision was the alternative that best met the 
user's interests. Management of the user also entails avoiding surprises. 
Formal and informal status reports must be made to various levels of the 
client organisation on a timely basis, to ensure ultimate acceptance. 

Vendors that provide systems integration as a logical follow-on to busi-
ness consulting prefer client contact at all levels of the business , r~ther 
than a single point of contact. This approach obviously gets all levels of 
the organisation involved and committed to the changes that are being 
implemented. Another view is to adapt the interface to the client's needs. 
This response, perhaps appropriate to hardware sales and installation 
support, may be much less effective when profitability is based on profes-
sional services activities that are based on a defined effort at a fixed price. 

The importance of communications to successful systems integration 
cannot be emphasised too often. Vendor-internal, vendor-subcontractor 
and vendor-client communications are not only in1portant to the overall 
management of the programme but also serve as important risk manage-
ment tools. Exhibit IV-12 identifies the three major topics that need to be 
communicated among these three groups. They include programme 
status, necessary actions, and proposed and agreed-on programme 
change. These are the basic areas that can and will impact cost, schedule, 
and delivered function, and therefore there must be complete understand-
ing and agreement on them. 

Vendors employ a variety of techniques to communicate among the 
programme participants. Vendors employ reviews and reports to commu-
nicate within their own organisations and with clients. For internal . 
communications, most vendors require regular reports on a weekly basis, 
and a monthly interval seem to be preferred for formal reviews. Monthly 
steering committee meetings are used as a means for communications 
between vendor and client, and subcontractors may be included in these 
meetings. Another interesting approach to communications that can be 
used is a newsletter that communicates the status, actions and changes to 
the programme and is distributed among all of the parties involved in the 
programme. 
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Programme Communications 

Tools 
• Status 

• Actions 

• Change 

Reviews 
• Periodic reports 

• Periodic reviews 

• Newsletters 

• Subcontractor manager(s) 

• Programme workbooks 

• Marketing representatives 

• Informal communications 

In addition to reports and reviews, marketing and sales representatives 
can be important in vendor-client communications. Hardware and 
telecommunications firms usually have large sales forces that are respon-
sible for the day-to-day contact with the customer. The sales personnel 
responsible for customer satisfaction should be included in communica-
tions to and from the client. 

Some vendors assign an individual or individuals the responsibility of 
being the subcontractor managers, particularly in large projects. The 
subcontractor manager becomes the single point of contact for all sub-
contractors, and is responsible for communication and managing the 
relationship with them. This is a full-time job in very large programmes. 
It requires a special set of skills. Some vendors have special training 
programmes to prepare individuals for these responsibilities. 

Close management of partners is especially important to ensure that 
development is going to plan, and also that the partner is not about to cut 
his losses and abandon the project. 
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Programme workbooks are also used as communication vehicles. These 
serve as a central repository for all programme documentation, including 
status, action and changes, as well as an audit trail for the complete 
programme. When kept properly updated, these documents provide a 
common point of reference for all parties involved in the programme. 

Informal communications play an important role in successful systems 
integration implementation. A continual dialogue among all parties 
involved-vendor, subcontractors and client-is essential to successful 
systems integration programme implementation. 

Failure to manage changes to the programme baseline is a common cause 
of programme failure or dissatisfaction. Change will almost al ways 
impact function, cost and/or schedule. It is therefore fundamental to 
good programme management to have an effective system to manage and 
control the introduction of change and to understand its impact. The 
principal components of a change management systems are listed in 
Exhibit IV-13. 

Change Management System Components 

• Written requests from clients 

• Written cost and schedule sizing from vendors 

• Vendor and client sign-offs 

• Change tracking system 

The change management system must include a fonnal change requesting 
process. Methods to accomplish this range from basic processes that 
require that all requests be provided in writing by the client's authorised 
programme manager, to more comprehensive approaches. An example 
of the latter includes the ability to request changes on two levels: explor-
atory, where only rough sizing is requested; or firm, where a firm com-
mitment is provided. 

The second fundamental element of change management systems is a 
written response from the vendor, which includ es sizing the cost of the 
change, and the impact that it will have on the overall programme sched-
ule. It is a good practice to examine alternatives to these changes and to 
assess the risk that the changes introduce. Both considerations should be 
included in the cost/schedule sizing process. Some vendors use models 
and automated tools to assist in this area. 
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The third step of the change management system is to get both vendor 
and client sign-offs showing that the changes will be implemented. 
Some vendors and clients establish formal change review boards to 
determine if the proposed changes should be approved. 

Finally, once approved, vendors generally establish change tracking 
systems to ensure that the change is introduced and incorporated into the 
programme. Automated tools are available and often used for change 
tracking. 

4. Methodologies and Tools 

Vendors have established processes for managing the various activities 
of programme management, and use automated tools to assist in the 
management of these processes. While the processes are relatively 
standardised, there appears to be no set of preferred or standard tools, 
with many internally developed and proprietary tools and methodologies 
available. 

Although systems development methodologies were conceived originally 
as end-user-orientated and represented a standard business approach to 
projects, they have since become too technical for the end user. While 
great efforts are being made to improve the quality of the computer 
system, the lack of understanding of the real business problem leaves a 
serious gap between the real needs and the stated requirements. There is 
a tendency in the search for new business to commit to a project when 
the risks are still unnecessarily high. The opportunity to apply the 
methodology to a critical problem at the initial contract stage of the 
client-vendor relationship has been missed. This lack of business focus 
has reduced profitability and has been exacerbated by the change in 
client emphasis for projects to be more open-ended and commercial and 
less like the fixed administrative problen1s for which the methodologies 
were built. 

Computer-aided systems engineering (CASE) tools are an important step 
in the struggle to improve quality and productivity, but the required link 
to methodologies may exacerbate the quality problem if the methodology 
is insufficiently client-oriented, thus making it even less flexible than 
before. Also, there is a tendency to view tools as a solution, without 
realising that significant investment is necessary to improve the capabil-
ity of the users of the tools. 

The categories of programme management tools are listed in Exhibit IV-
14. Some vendors have systems integration methodologies that span the 
entire process from requirements definition to systems implementation, 
for example Andersen Consulting's FOUNDATION. 
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These processes include design and analysis tools , project control, esti-
mating and reporting systems, change management systems, and the use 
of CASE tools to provide an integrated programming environment. 
When total life cycle methodologies are implemented they are being 
promoted to provide a competitive advantage. 

However, vendors employ standalone processes and tools that perform 
many of the elements included in the integrated methodologies. Thus, 
while common processes are being used to manage programme activities, 
there appears to be no industry standardisation in the area of tools and 
methodologies. This is most likely a result of the perception that this area 
can in fact provide the competitive advantage just mentioned. The lack 
of industry standardisation may also restrict the transfer of personnel 
from one firm to another, or from one development and implementation 
methodology to another. 

Programme Management 
Tools and Methodologies 

• Life cycle methodologies 

• Development methodologies 

• Schedule and event tracking 

• Budgeting and budget tracking 

• Change management and tracking 

• Trouble reporting and tracking 

• Communications 

• Computer-aided systems engineering (CASE) 

5. Project Managers 

Qualified and experienced project and programme managers are a limited 
resource in most systems integration firms. The growth of the systems 
integration market will depend on the success of current and future . 
programmes, and that success will depend on the competence and avail-
ability of programme managers. 
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As new firms enter the SI market, they will need to develop the 
programm e management disciplines and processes described in this 
report to be successful. But without good qualified programme manag-
ers to manage the implementation of the disciplines and processes, they 
will fail. 

The job of programme managers requires a varied set of skills. It re-
quires an individual who has a blend of business, technical, and if pos-
sible, functional skills. The business skills are required to control cost 
and schedule, as well as to resolve personnel and staffing issues. Techni-
cal skills are required to understand and manage complex technical 
issues, and functional skills are important in understanding both the 
client's application and industry requirements. Finding and employing 
individuals with all of these skills is indeed a challenge. 

Exhibit IV-15 identifies the major internal and external sources for 
project managers. Organisations that have significant systems integra-
tion experience, generally companies with a strong professional services 
background, are able to develop their programme managers from former 
deputy programme managers, project or task leaders or from general 
·analysts. Other internal sources for programme managers are business 
managers . 

. I 

Project Manager Sources 

Internal 
• Promote from deputy programme manager, 

project leader, general analyst 

• Exceptional technical personnel 

• Business manager 

• Development, sales or marketing 

External 
• Competitors 

• Large users with PM experience 
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External sources for programme management include competitors and 
large information systems users with programme management experi-
ence. Most vendors who hire from the outside look for senior consultant 
level personnel with over ten years of experience in programme imple-
mentation. 

Some vendors have formal internal education programmes which range 
from project management classes to a full multi-year curriculum on the 
company's system integration methodology. Professional services 
companies generally offer more comprehensive training, most likely 
because they recognise that qualified professionals are their life-blood. 
They also tend to have well-defined career paths and use more advanced 
methodologies and tools such as CASE to motivate and retain qualified 
professionals. 

Project managers are measured by programme success. Most are mea-
sured on timely programme completion, staying within budget and the 
customer satisfaction level. Another measurement approach would be on 
technical progress versus cost at intermediate milestones. Another 
approach is based on revenue, expense and profit whilst partners in 
accounting firms are typically measured on client service and satisfaction, 
quality and profitability. 

6. Resource Exposure 

Other major risks at the system development stage include: 

• The availability of key development staff. 

• Equipment performance. 

There is always a danger that key development staff will not be available 
when required, and vendors need to adopt formal capacity planning 
techniques to ensure that such risks are minimised. Otherwise allowance 
must be made in the initial pricing which takes into account the necessity 
to hire-in staff. 

A potentially more intractable problem is performance inadequacy of the 
equipment. Equipment upgrades may be the answer, but again, an apow-
ance for this risk, or the transfer of this risk to the client, needs to have 
been made at the proposal stage. 

Overall, it is hard to overestimate the importance of adopting formal risk 
management techniques prior to a proposal being submitted. These must 
attempt to identify and quantify the impact of all potential commercial 
and technical risks throughout the project. If this is done thoroughly, 
then vendor management is presented with a clear picture of the possible 
project outcomes and the financial implications of each. On this basis, 
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decisions can be taken as to whether worst-case scenarios represent an 
acceptable level of risk, and if a decision is taken to proceed, what 
amount should be added to the proposal price to cover likely, or unlikely, 
contingencies. 

Some systems integration vendors share their risk management assess-
ments with the client. This is an excellent way of transferring the risk to 
the client. The client can be made a ware of the potential pitfalls and 
helped to choose between low- and high-risk alternatives. In the case of 
high-risk alternatives, much of the risk can be transferred to the client 
who is now aware for example, of the possible need for additional hard-
ware or of potential time and cost overruns. 
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Vendor Alliances 

As the information systems industry has developed to deliver more and 
more complex and powerful applications to users, the demands placed on 
vendors has increased. It is no longer sufficient to simply meet the needs 
of major clients solely for equipment platforms or defined software 
application needs. Clients increasingly need vendors capable of provid-
ing a whole gamut of comprehensive services: 

• Strategic consultancy that generates the information system application 
needs. 

• Systems integration contracts that take on board the risks associated 
with developing and implementing systems. 

• Operational support services that maintain and enhance the applications 
over time. 

To meet these comprehensive and complex requirements vendors are 
being driven into alliances, partnering arrangements that provide access 
to the necessary knowledge, skills and experience to fulfil the client's 
needs. 

Vendors need to have access to people with specific industry sector 
knowledge, affinity group knowledge and specialist skills in an environ-
ment in which these human resources are generally in short supply, 
difficult to recruit and retain. Vendors' alliances are a solution to gaining 
access to these scarce and necessary skills. Human resources are key to 
the future development of business, and it can be expected that 
organisations will have to review their own internal policies in respect of 
retaining older workers in contrast to the emphasis on youth that often 
prevails today. This will present a significant challenge, not only to 
management but to employees as well, since it will represent a significant 
reorientation of job roles, and work and career expectations. 
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Exhibit V-1 shows a possible vendor positioning scenario. This diagram 
emphasises: 

• The prime contracting role of either an equipment vendor or indepen-
dent services vendor. 

• The need for alliances. 

• The need for subcontractors. 

This scenario, a polarisation of vendor categories, is being driven as a 
direct result of the client need to build long-term relationships with 
systems management vendors. Within the equipment vendor group a 
further analysis could be made between: 

• Computer Equipment Vendors. 

• Telecommunication Equipment Vendors. 

• Engineering Products Vendors. 

The Potential Role of Vendor Alliances 

Equipment 
Vendor 

Client 

Prime 
Contractor Role 

Subcontractors 

Another group of potential competitors, not strictly referred to in the 
above analysis, is that of the telecommunications services operators. 
Leading examples, already referred to in the previously section, being 
France Telecom, DBP Telekom, British Telecom, AT&T and Cable and 
Wireless. The independent network operators, for example, GE Informa-
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tion Services, could of course be classified as independent service com-
panies in the analysis shown in Exhibit V-1. 

This basic analysis can be extended further with a classification of SI 
vendors according to their core business. This analysis can provide an 
aid to understanding the motivations, strategies, strengths and weaknesses 
of companies when identifying potential alliance partners. It may also 
throw light on different vendor's competitive strategies. Exhibit V-2 
provides an analysis of SI vendors by core business category and gives 
some examples of vendors in each segment. 

EXHIBIT V-2 

SEIV1 

Systems Integration Vendors 
Categorised by Core Business 

Core Business Category Examples 

Computer Equipment Vendors Bull, Digital, IBM, ICL, SNI, Unisys 

Telecommunications Equipment 
Vendors Alcatel, Racal, Siemens, Philips 

Professional Services - Andersen Consulting, Coopers & 
Management Consultancy Lybrand Deloitte, Price Waterhouse 

Professional Services -
Software Development Cap Gemini Sogeti, Serna Group 

Systems Operations EDS, Debis Systemhaus 

Engineering Products Companies GEC, Siemens, Thompson, TRW, Philips 

Network Services Vendors GE Information Services 

Telecommunications Services AT&T, British Telecom, Cable & 
Operators Wireless, DBP Telekom, France Telecom · 

Most vendors focus their marketing on existing markets to protect and 
expand their existing coverage. They look for partners, team-mates or 
acquisitions in skill areas or markets where they lack understanding or 
customer contacts. 
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Some vendors with extremely large customer bases, such as hardware or 
telecommunications vendors, recognise SI as a threat to account control. 
They seek partners or acquisitions to assist in protecting their exisiting 
business. Examples of some vendor class strategies to expand SI capa-
bilities are identified in Exhibit V-3 and discussed below. 

Equipment vendors have developed strong alliances, to augment dedi-
cated in-house staffs, and to add software products and professional 
services (including business consulting). These moves allow them to 
offer a full range of support services. IBM and Digital are involved in 
such alliances. Vendors have also added systems operations to their 
offerings during 1990 as well, and are using alliances to supplement 
internal systems operations resources. Systems operations firms 
recognise SI as a vehicle for building systems for clients that they can 
later convert into long-term systems operations contracts. Communica-
tions firms are adding both software and professional services to expand 
network services into full-scale systems integration capabilities. 

The majority of vendors who aim to be prime contractors in systems 
integration are looking to retain the project management and system 
specification work for their own staff, since these are identified as highly 
profitable activities. Most would-be prime contractors are also building 
up their systems development capabilities. 

The professional services vendors and manageme'nt consultancies tend to 
have very strong in-house professional services capabilities, whereas the 
equipment vendors are building up these capabilities but at the present 
time ren1ain dependent on third parties for particular niche skills. 

The use of business consultancy as a precursor to the identification of IS 
strategies, and hence systems integration projects, within large 
organisations is becoming one of the critical success factors in the sys-
tems integration market. The combination of business consultancy and 
strategic IS consulting is also seen as a rapidly growing market in its own 
right. It is an area of traditional weakness for the professional services 
vendors and so these vendors are now starting to attach considerable 
importance to developing partnerships with the key management 
consultancies. CGS, which is strongly targeting systems integration has, 
for example, recently acquired majority stakes in consultancies United 
Research and Gamma International. 

The equipment vendors such as IBM and Digital have been using their 
internal functional experts in areas such as manufacturing and logistics as 
consultants. These experts have been involved in management work-
shops with users to assist them in identifying the organisation's critical 
success factors and the information systems projects which arise in 
consequence. However, while this approach has been well received by 
user information systems management, it may still lack credibility 
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compared to the major management consultancies at board level. Ac-
cordingly, partnerships with the key consultancies are increasingly being 
seen as essential for business development, and a joint venture between 
IBM and Coopers & Lybrand has recently been announced in the US. 
Initially the company will provide management consulting services for 
leading consumer package goods, pharmaceuticals and health-care 
supplies companies. In the medium term, it is planned that the company 
will advise on computer-integrated manufacturing and develop into the 
aerospace, defence and automotive sectors. 

EXHIBIT V-3 

Emerging Alliance Strategies 

Core Business Required Strategic 
Category Additional Capabilities Objectives 

Computer Equipment Software Development Full Range Services 
Software Products 
Systems Operations 

Telecommunications Software Development Network SI 
Equipment Vendors 

Professional Services Software Development Full Range Services 
- Management Software Products 

Consultancy Network Services 
-S ystems-Op-emtror~:; 

Professional Services Software Products Full Range Services 
- Software Management Consultancy . ! 

Development Systems Operations 
N13tw0rk-S-ervices 

Systems Operations Professional Services Systems Operations 

Engineering Products Professional Services Support Core Business _ 
Companies ~ 

Network Services Professional Services Network Services 
Vendors 

Telecommunications Software Development Network SI 
Service Operators 
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It is not clear how successful these actions will be in expanding market 
share. For some vendors, the addition of new capabilities and entry into 
new markets represents a real challenge to traditional cultures. Some 
vendors have already recognised that they are better serviced by leverag-
ing their internal skills and products rather than attempting to provide a 
large number of services and products that are not synergistic with their 
core businesses. So, while many of these actions may fail, most vendors 
recognise that they must participate in SI to protect their core informa-
tion services business and customer bases. 

In developing alliances vendors must have identified partners at as early 
a stage as possible in the bidding process, preferably well before the 
formal process begins. Strong alliances will construct a winning bid 
through the unique combination of the partners' specialised skills and 
capabilities. 

However, vendors need to be aware of the potential downsides in alli-
ances. The problems that can contribute to the failure of alliances have 
been much studied by business schools. Exhibit V-6 lists the key prob-
lems identified by a UCLA study of the subject in the United States. 

The problems that contribute to the failure of alliances can occur quickly 
if adequate planning and execution of the agreement do not occur. 
Benefits and key asset sharing are quoted most frequently as reasons for 
alliance failure. Differences in business culture are also problems, but 
may take some time to become fatal. · 

Because of these potential problems and because of the need for early 
involvement and the speed with which opportunities arise, it is necessary 
for vendors to establish alliance agreements that cover future contracting 
opportunities. These agreements detail how the two parties will work 
together when an opportunity does arise. Basic terms and conditions are 
defined and pre-agreed upon so that when an opportunity arises the 
alliance can be engaged immediately. 

Once the alliance is engaged, the avoidance steps can prevent the type of 
distrust that fails to make the alliance a winning combination. Clearly 
written objectives in the hands of key managers, and open communica-
tion appear to be the most effective tools. But alliances are rarely in-
tended to last long. 
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Problems of Vendor Alliances 

• Problems 

- Impact of environmental forces 

- Short-term differences in performance 

- Perceived versus actual benefits 

- Unwillingness to share key assets 

- Difference in business culture 

• Steps to minimise failures 

-Clearly determine common objecti ves 

-Communicate strategy to operating people 

-Avoid complexity 

- Insulate alliances from partners 

The need for subcontractors was raised earlier in this section in reference 
to Exhibit V-3. Using subcontractors is an altern ative strategy for gain-
ing access to specialised skills or resources that a prime contractor does 
not have available in-house for meeting SI contracting commitments. 
Working with a smaller company as a subcontractor could well be a 
better strategy than having to work in some form of alliance with an 
eventual competitor. Exhibit V-5 summarises the principal characteris-
tics of potential subcontractors for SI projects . 

Most smaller vendors will have a narrow, specialised range of technical 
skills and these will often be based upon their own software product 
application solution. Further they are unlikely to have any large-scale 
project management experience and will tend to lack the financial re-
sources to carry out fixed price contracts of any scale. They probably do 
not want to be the prime contractor for projects but view the developing 
SI market as an opportunity for subcontracting. 
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SI Subcontractor Characteristics 

• Narrow, specialised technical skills 

• Restricted to own application solution 

• No large project management experience 

• Lack of financial resources 

• Does not want to be prime contractor 

Exhibit V-6 shows the pattern of agreements taking place between 
contractors and their partners. 

INPUT 

In practice, most partnerships begin as one-off agreements to tackle a 
particular project, and develop in line with project perfonnance and the 
pattern of future work. Even in one-off projects, it can be useful for the 
partners concerned to have a formal written agreement. This can be used 
to prevent subcontractors from joining a number of consortia bidding for 
the same project, and to prevent the prime contractor from offering the 
client a choice of subcontractors for a given task. 

It is generally inappropriate to try to establish agreements with potential 
partners before targeting projects where they would be required. It takes 
considerable time and effort to establish partnerships and these will 
quickly dissolve if no suitable projects arise. Even where companies 
have worked together on a systems integration project, if no similar 
projects arise thereafter then the relationship will not develop further. 

However, a prime contractor will typically become expert in particular 
types of systems integration project and generate repeat business . Then 
once a prime contractor has worked with a partner on a number of occa-
sions, the relationship will become more firmly established. At this 
stage, heads of agreement between the two companies will often be 
signed. These heads of agreement are often equivalent to letters of intent 
for the two parties to work together in particular circumstances. In some 
cases, and this particularly applies to the lower levels of systems devel-
opment work, agreements may incorporate business level guarantees. 
Many vendors are reluctant to do this however. 
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Types of Agreeme nt 
Western European Systems Integration 

One-off Project 

Heads of Agreement 

Equity Participation 

At this stage, the prime contractor may also start to expect its major 
partners to contribute to business development by identifying prospe cts 
for systems integration projects. Despite this, many vendors are con-
cerned that they preserve their appearance of impartiality in partner 
selection in the eyes of their customers. 

Consortia building, or access to key partners , is seen as a critical succe ss 
factor by many systems integration vendors. This can lead to competition 
for certain key players and the desire to lock them in to particular rela-
tionships. While heads of agreement can be used as lock-in mechanism 
to a certain extent, equity participation is more effective and, after its 
adoption by IBM, is likely to increase in use over the next few year s. In 
time, this may lead to formal mergers between vendors. The drawb acks 
of equity participation are that it prejudices the prin1e contractor' s per-
ceived impartiality in choice of partner, and its effects on cash flow. The 
latter is a major constraint on some equipment vendors ~t the present 
time. 

Many vendors are finding they need to establish partnership s at two 
levels . Firstly they need global agreements with key partners to support 
their targeting of key sectors. Secondly, local agreements are nece ssary 
to provide niche support in response to the circumstances of particular 
systems integration business units. 

Overall most alliances are not binding and it is not uncomm on to find that 
vendors who were partners on one project are competitor s on another. 
Despite this, vendors have a strong preference for using partners they 
have worked with previously. The main reasons for this are listed in 
Exhibit V-7. 
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Advantages of Established Partners 
Western European Systems Integration 

• Mutual trust at proposal stage 

• Less administration required 

• Shortens learning curve 

• Mutual lead generation 

• Established working relationships 

INPUT 

Firstly, there needs to be a high level of mutual trust at the proposal state 
and a common belief amongst all partners that a fair apportionment of 
risk and reward has been achieved. Partners also need to share a convic-
tion that the proposal is a worthwhile risk, and that the contract can be 
won. Partners leaving the consortium part way through a bid can be a 
major problem for prime contractors. It is also very undesirable for 
partners to reduce their risks by joining a number of consortia bidding for 
the same contract. 

Secondly, using known partners can lead to a considerable reduction in 
administration. This is particularly true if the prime contractor has a 
rigorous set of procurement rules making the evaluation of the commer-
cial standing of potential new partners an onerous task . Furthermore if 
the organisations concerned have already drawn up heads of agreement 
concerning their business relationship, then much less negotiation may 
be required before work on the proposal can begin. At the systems 
development stage, then familiarity with each other's business practices 
reduces risks of misunderstanding and increases the likelihood of project 
success. In some cases, greater familiarity between partners is even 
enhanced by mutual training and education. 

Overall, the relationships between the prime contractor and its partners 
are nearly as important as that between the client and the prime contrac-
tor in ensuring the success of a project. Because of this and the amount 
of time and effort required to develop a successful partnership, a number 
of prime contractors are concentrating their efforts on developing rela-
tionships with a small number of key partners. This has significant 
advantages in gaining access to critical skill areas, shortening project 
learning curves, and eventually mutual lead generation. 
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Exhibit V-8 lists the major trends in the development of partnersh ips in 
the systems integration market. 

Firstly, the majority of vendors aiming to become major prime contrac-
tors see business consultancy as the key means of business generation. 
Accordingly while a number of vendors are developing their links with 
the major management consultancies, other vendors have been more 
active in terms of acquisitions and joint ventures. For example, CGS has 
acquitted majority stakes in Gamma and United Research while IBM, 
after initially trying to use its own internal experts in this role, has now 
established a joint venture company with Coopers & Lybrand in the U.S. 
Change management is another critical area in which vendors need access 
to experienced personnel. 

Secondly, as vendors identify those partnerships which will be critical to 
their future success, so these links are being strengthened. Initially heads 
of agreement are used but there is an increasing trend towards equity 
participation. This trend also means that prime contractors and their key 
partners are starting to generate repeat business and work together on a 
number of similar projects. 

However, in spite of this, it can be important for partners-especially 
consultants and prime contractors-to maintain the appearance of inde-
pendence in front of their clients. 

Major Trends in Collaboration 
Western European Systems Integration 

• Access to business consultants vital 

• Key partnerships becoming contractual 

• Repeat business 

• Apparent independence of partners 
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Vendor Strategies 

The real growth of the professional services sector has been reduced by 
recent downturns in IS spending growth generally. The market is also 
becoming more competitive. Its relatively high growth rate is still attract-
ing a wide range of vendors _into the market who have not previously 
treated it as a main line of business: 

• Equipment vendors that are looking for greater account control and 
more margin contribution as hardware prices fall. 

• Management consultancies that are seeing the IT proportion of their 
business grow much more rapidly than any other sector. 

• Software product companies that are introducing professional services 
in order to develop more major account business and ensure customer 
loyalty in the longer term. 

• Telecommunications vendors that are developing similar strategies to 
spread their influence in the market. 

• Staff agencies that have thrived on the continued difficulties of recruit-
ing and retaining good IS staff. 

As competition among professional services vendors has increased so has 
it become more important for vendors to have a clear position in the 
market. Systems integration contracting has been one very clear and very 
dramatic response to that market-driven need. 

In particular, professional services vendors positioning themselves as 
systems integration contractors have met considerable competition from 
management consultancies, the major equipment manufacturers and the 
larger software product vendors. This mix of competitive and market 
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forces is causing vendors to identify and target some important objec-
tives; they are listed in Exhibit VI-1. 

One of the most important is that of addressing the problem of how to 
remain competitive by improving productivity and performance . Ven-
dors will probably need to maximise the use of new tools and methodolo-
gies in order to remain competitive in terms of quality, cost and 
completion timescales. 

Vendors are building and marketing proprietary products and methodolo-
gies. Solid methodologies for requirements analysis, system design, 
programme management and integration, and implementation improve 
the odds for programme success and reduce the risk of catastrophic 
failure. The methodologies also build a record of success that can be 
used for reference selling. Additionally, framework products continue to 
be developed that can be tailored to satisfy a client's specific business 
needs. 

Vendors are also targeting a full-service positioning in the market 
through an expansion of their portfolio of services; this is particularly 
apparent in the areas of strategic consulting, management consulting and 
systems operations. 

The development of specialised industry sector knowledge is also an 
important objective of many vendors in order to maintain existing cus-
tomer relationships. 

Vendors recognise the importance of understanding the client's business, 
particularly in an environment where long-term relationships are impor-
tant. To achieve this goal, vendors are making significant investments in 
industry architectures and solutions, hiring industry experts, and estab-
lishing alliances with consulting firms or professional services firms that 
already have industry expertise. 

Clearly this is also an opportunity for the smaller vendors to maintain 
and develop their specialised niche skills in order to be attractive to the 
larger vendor seeking an alliance. Many of these companies may have 
products that were previously sold as standalone systems but can form 
the basis of the integration of a larger solution. An example of these 
sorts of products would be warehouse storage and retrieval systems. 
Another class of candidate would include those vendors who have 
developed solution products and want to market them to a wider base of 
prospects . 

Partnerships are a response to the high investment needs _and risks associ-
ated with systems integration contracts. There are many successful 
examples of both strategies in Europe, as well as failures. Moving up-
market and gaining entry through a management consultancy to board-
rooms of potential new clients is one of the most attractive options. 
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However, it appears that moving in the opposite direction-diversifying 
down the demand chain from consultancy to software development and 
implementation-is the more successful manoeuvre at present. 

Finally an important objective for many vendors is to establish long-term 
account control. Systems integration is a very high level distribution 
channel for the complete range of computer and telecommunications 
products and services. 

Systems Integration Vendor Objectives 

• Improving Productivity and Performance 

• Proprietary Products and Methodologies 

• Full-Service Image and Offerings 

• Industry Knowledge and Skills 

• Partnerships 

• Long-Term Account Control 

In effect, it provides or limits product access to some of the largest users. 
Consequently vendors that do not have access to this channel risk losing 
market share through losing direct contact with existing customers. 

The information industry has evolved from a product to a services orien-
tation and from an environment where the customer was totally respon-
sible for implementation to one where vendors are beginning to assume 
these responsibilities. Customers are seeking one-stop shopping and 
vendors are starting to add additional products and services to become 
full-service providers. User organisations are clearly looking outside for 
a single point of responsibility. 

While the business pressures impacting on users are the major driving 
force behind the adoption of systems integration projects, technological 
capability remains an important factor in determining the manner in 
which IS support to the business can be achieved. 

Vendor targeting of the systems integration market reflects these two 
driving forces. Examples of vendor targeting are shown in Exhibit VI-2. 
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Vendor Targeting 
Systems Integration, Western Europe 

• Major organisations 

• Industries undergoing radical change 

• Companies with highly distributed operations 

Some vendors ·place the emphasis on identifying and providing business 
solutions to top management, while others concentrate on providing the 
technological infrastructure to facilitate the linkage of heterogeneous 
equipment and company wide sharing of information. 

Industry expertise is a key attribute in delivering business solutions, and 
one approach adopted by vendors is to target large companies in particu-
lar sectors. Industries which are undergoing radical change or face 
severe competitive pressures are especially suitable targets for systems 
integration vendors. Examples of such sectors are the manufacturing and 
banking and finance industries. Within the manufacturing sector, IBM 
and Digital have used their internal manufacturing experts in the role of 
consultants to demonstrate the vendor's industry knowledge and exper-
tise. However, IBM's recent joint venture with Coopers & Lybrand 
suggests that this approach may not have been a complete success. 

Established long-term relationships between client and vendor are an 
important factor in developing the client confidence required to generate 
systems integration business. With this in mind, some vendors target a 
small number of major organisations and put a lot of effort into develop-
ing their relationship with the potential client. 

Other vendors who see network integration as their key strength specifi-
cally target users with large numbers of sites, particularly multinationals 
with widespread operations throughout Europe. 

The major sales channels used by vendors to acquire systems integration 
business are listed in order of importance in Exhibit VI-3. 

Account managers play the most important role, and in recognition of 
this the equipment vendors are upgrading the calibre of their account 
managers in their major customers and improving the level of business 
consultancy support provided to them. 
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It is widely recognised that the role of external consultants is increasing 
in importance. This is particularly true of their use for Initiation to 
Tender preparation and vendor selection assistance .. However, it is also 
likely that the consultancies will increase their significance as prime 
contractors in the systems integration market over the next few years. 

Accordingly, a number of vendors, both equipment vendors and profes-
sional services vendors, see management consultancy as the key to the 
systems integration market. However, it can be difficult for vendors to 
establish firm partnerships with the existing major consultancies since the 
latter are much in demand, keen to retain their independence, and will 
tend to work solely with the key suppliers to each industry sector. 

In spite of this, it is important for vendors to develop their relationships 
with the consultancies, both to develop mutual confidence and to ensure 
awareness of their areas of distinctive competence. 

Sales Channels 
Systems Integration, Western Europe · 

• Account Managers 

• New Business Sales Personnel 

• External Consultants 

• Third Parties 

However, because it is difficult for vendors to exercise their influence 
over independent consultancies, a number of vendors, such as CGS and 
IBM, are either acquiring or forming joint ventures with consultancies to 
gain comparatively tied access to these skills. 

When asked how important certain personnel are in the buying process 
for systems integration projects, vendors' replies were equally divided 
between those regarding client board-level personnel as most important 
and those regarding the head of information systems as the most impor-
tant. 

Obviously, the management consultancies tend to operate at board level, 
and are frequently unconcerned about their impact on IS management, 
which they may see as a rival supplier of services. 
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The situation is less polarised for the equipment vendors and professional 
services vendors. While some of these vendors are clearly targeting 
board-level personnel, it is unlikely that they can afford to alienate their 
traditional buyers amongst IS management. Once they become per-
ceived as a threat, they risk putting their traditional business within the 
account in danger unless they take the radical step of introducing com-
plete systems operations into the organisation. 

Ideally, many of these vendors need to encourage a co-operative, tripar-
tite approach to the business problem involving user top management, IS 
management, and themselves. One way to do this may be to encourage 
and assist IS management in taldng a more proactive, business-oriented 
approach. 

Other equipment and professional services vendors continue to work 
most closely with IS management and have a high degree of dependence 
on IS management's influence within the user organisation. 

Some of the overall trends in the targeting of the systems integration 
market are listed in Exhibit VI-4. Firstly, as discussed earlier, there is 
the growing importance of strategic business consultancy, and the man-
agement consultancies, in the buying process. 

Strategic Trends 
Systems Integration, Western Europe 

• Business consultancy 

• Formation of long-term consortia 

• Importance of product branding 

· • Open systems as competitive weapon 

• Need for key partners 

Secondly, as the systems integration market matures, vendors will 
increasingly form comparatively fixed consortia to tackle particular 
industries or types of solution. Most vendors prefer to work with part-
ners they have used previously, and so, as vendors become more experi-
enced in working together, groups of companies with established, 
complementary skills in particular markets will tend to work together 
more and more frequently. This may make it increasingly difficult for 

e 1991 by INPUT. Reprod uction Prohibited. SEIV1 



C 
" Vendor Strengths and 

Weaknesses 

SEIV1 

VENDOR ISSUES-SYSTEMS INTEGRATION, WESTERN EUROPE INPUT 

other vendors to establish themselves. Accordingly it is importan t for 
vendors to concentrate on developing a small number of key partnerships . 
One example of this approach is IBM's Authorised Industrial Systems 
Integrator programme, which provides key partners with an appreciable 
level of support and strengthens their links to IBM. 

Application software products are often key building blocks in systems 
integration projects. There are signs that product branding is increasing 
in importance. Branding may be especially important in the open sys-
tems market. Vendors will need to ensure that not only can they provide 
a particular application but also that they have access to, and experience 
in, the market-leading products. 

A number of vendors see open systems as a major opportunity to pen-
etrate new accounts, particular those which were previously closed to 
them because of IBM or Digital purchasing policies. 

Another positioning criterion in the systems _integration market is the 
vendors' level of independence from partners. Some vendors, such as 
Digital and CGS are positioning themselves as having high levels of 
impartiality while for example, IBM has a comparatively low level of 
independence. 

The major strengths and weaknesses of the equipment vendors in the 
systems integration market are listed in Exhibit VI-5. 

The equipment vendors have good account management skills and are 
perceived.as having a greater degree of financial stability than many of 
the smaller professional services and applications software product 
vendors. This can lead to their being asked to take over prime 
contractorship for projects identified by partners who lack tqe credibility 
for this role. 

However, the equipment vendors typically lack true business consultancy 
skills which can limit their access to, and credibility with, top manage-
ment. Some vendors are attempting to cover this weakness by acquisition 
or joint ventures and strengthening their links _with management 
consultancies. There are some dangers in this approach since whi!e 
management consultancies can afford to develop relationships solely with 
user top management, the equipment vendor cannot afford to alienate IS 
management. 

Many equipment vendors lack the resources for software implementation 
and development and so subcontract these elements to professional 
services vendors. 
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The typical strengths and weaknesses of the professional seivices ven-
dors are listed in Exhibit VI-6. 

EXHIBIT Vl-5 

Equipment Vendors 
Strengths and Weaknesses 

Systems Integration, Western Europe 

Strengths Weaknesses 

Account management Business consulting skills 

Financial solidity Cannot afford to alienate 
IS management 

Lack-of development 
expertise/resources 

EXHIBIT Vl-6 

VI-8 

Professional Services Vendors, 
Strengths and Weaknesses 

Systems Integration, West~rn Europe 

Strengths Weaknesses 

Relationship with IS management Business consulting skills 

Project management skills Lack of access to user top 
management 

Implementation/technical skills 

The major strengths of the professional services vendors are their rela-
tionships with user IS management and their expertise in large informa-
tion systems development projects. This means that they are well 
positioned to act as prime contractor on systems integration projects 
initiated by user rs management, and well positioned to act as profes-
sional seivices subcontractors to both equipment vendors and user rs 
teams. 
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Their traditional weaknesses lie in their lack of strategic consultancy 
skills and their lack of influence with user top management. Though 
some vendors are endeavouring to rectify these weaknesses, doing so 
may pose a threat to their traditional business areas. 

Exhibit VI-7 lists the major strengths and weaknesses of the management 
consultancies. 

Management Consultancies 
Strengths and Weaknesses 

Systems Integration, Western Europe 

Strengths Weaknesses 

Business consultancy skills Poor relationship with IS 
management 

Access to user top management 

The management consultancies have the business consulting credibility 
necessary to gain access to user top management, and their significance 
as prime contractors in systems integration projects is likely to increase 
over the next few years. 

However, many IS departments feel threatened by these consultancies, 
and this could be a long-term weakness if IS management su~ceeds in 

· becoming more business oriented and strengthening its role in vendor 
procurement and management for systems integration projects. 

Future Strategies The development of the systems integration market in Western Europe is 
likely to experience significant changes as vendors vie to achieve critical 
market position. These changes are currently being exacerbated by 

SEIV1 

. difficult economic and business conditions in a number of country ·mar-
kets within Western Europe. 

The fundamental driving force for these changes is client need and client 
demand for increasing external involvement in the provision of IS ser-
vices, a phenomenon popularly referred to as outsourcing. The driving 
forces for outsourcing in general were discussed in Chapter III. The 
rationale for the particular intensity with which outsourcing, not a new 
phenomenon in itself, is now being debated within the industry can 
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clearly be attributed to the increasing complexity of information systems 
and the applications that run on them. The complexity drives the re-
quirement for specialist technical and management skills to develop and 
operate them. One particular aspect is the increasing difficulty of man-
aging numerous small subcontractors to support IS development and 
operations managed internally, for two reasons: 

• The perennial problem of a high death rate amongst small 
subcontractors. 

• The difficulty of building up the ongoing repository of know-how and 
experience with such companies. 

Particular emphasis needs to be placed on management skills since what 
is so oft~n lacking is the capability to span both the business needs and 
objectives with the technical requirements. Most significantly this 
management need can only be outsourced through the development of a 
long-term continuous relationship between the vendor and the client. In-
depth knowledge of the relevant industry sector's operational environ-
ment, and of the client firm in particular, can only be developed and 
maintained by means of a close and long-term commitment on the part of 
the vendor and the client. The development of such a partnership rela-
tionship creates the necessary conditions for the establishment of a 
repository of client systems knowledge and experience within the ven-
-dor. Without that knowledge the vendor cannot successfully meet the 
increasingly complex needs of the client. 

Not only does the complexity of advanced information systems and their 
applications require the building of long term client/vendor relationships, 
it also broadens the scope of services that the client may wish to buy 
from the systems and services vendor. The most obvious additional 
requirement is that for management consultancy in addition to informa-
tion technology and systems consultancy . There is strong evidence of 
vendors responding to that need. Exhibit VI-8 provides some key ex-
amples of the emerging congruence between information systems ser-
vices and management consultancy. Additionally of course, 
organisations like Andersen Consulting have developed out of manage-
ment consultancy into information systems and services rather than the 
other way around. 
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Examples of Information Systems Services and 
Management Consultancy Congruence 

• IBM's development of a strategic consultancy capability and the 
formation of Meritus Consulting Services with Coopers & Lybrand 
Deloitte. 

• Cap Gemini Sogeti's investments in management consultancy firms: 

- United Research 

-Gamma SA 

-MAC Group 

• Computer Sciences Corporation's acquisition of the Index Group. 

• McKinsey's acquisition of the Information Consulting Group from 
Saatchi and Saatchi. 

• Boaz, Allen and Hamilton's formation of an information systems 
group. 

• PA Consulting Groups' acquisition of Pugh-Roberts Associates, a 
U.S. based high-technology strategic consultancy. 

INPUT 

The greater the integration of the information systems function into the 
operational organisation, the greater is likely to be the need for this 
convergence of strategic management consultancy and information 
technology consultancy. The sheer complexity of large scale information 
systems is further driving user need for the initial consultancy services to 
be followed by development and implementation and even operadons 
support from the same services vendor. 

Thus there exist in the market signposts pointing towards the emergence 
of a group of software and services vendors who will have achieved a 
critical market position. This critical market position will be distin-
guished by their ability to provide strategic management consultancy , 
information technology consultancy, systems development and imple-
mentation services and operational services through a strong client 
outsourcing relationship. 
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However, it is clearly not just independent software and services compa-
nies that are vying for this critical market positioning. The leading 
equipment vendors and telecommunications companies are also candi-
dates. In Western Europe Siemens Nixdorf Informationsysteme, Groupe 
Bull, ICL and of course IBM are examples of companies positioning 
themselves for these opportunities. IBM in particular has created numer -
ous alliances and relationships to assist its drive into system management 
services. Group Bull has adopted a partnership approach to the SI 
market, developing relationships in Europe with amongst others, 
Andersen Consulting, Cap Gemini Sogeti, Logica and British Telecom. 

In Europe it is largely the U.S. telecommunication companies that have 
made strategic positioning moves towards providing full systems man-
agement services. Examples are AT&T, through its acquisition of Istel 
in the United Kingdom and its emerging acquisition programme in 
continental Europe, and NYNEX with its purchase of BIS. The indig-
enous country telecommunications, for example DBP Telekom and 
France Telecom, are also candidates by virtue of their size, but their 
national heritage many limit them from genuinely developing a pan-
European or global capability for a full range of information systems 
services. Companies like GE Information Systems and Cable and Wire-
less may also be able to position themselves in this market. 

For major clients the attractions of building long-term "partnerships" 
with their full-service supplier is leading to the emergence of a new 
buying paradigm, the principle of which is indicated by Exhibit VI-9. 
The traditional strong, but clearly limited relationship, between the client 
and the equipment vendor is being pried apart with the emergence of 
major independent service vendors attaining at least equal status in a 
menage a trois. 

Client/Vendor Relationship 
Client 

Equipment~-----------£:~' Independent 
Vendor Service Vendor 
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In many situations the client, aware of the lock-in to a particular equip-
ment vendor, is anxious to have the guidance of afull-service indepen-
dent firm that can, in effect, act as an umpire for strategic platform and 
system architecture decisions. 

The emergence of this new buying approach will present a channel 
control problem to equipment vendors, potentially cutting off the direct 
interface to the client in some situations. The general move in the indus-
try towards emphasis on applications (services) rather than equipment 
(products) is increasingly placing equipment vendors in commodity 
markets as channel control is lost. Commodity markets are dominated by 
the lowest cost producers or those vendors with an excellent or unique 
product strategy. 

A further observation that can be made with regard to this emerging 
buying paradigm is a distinction between prime coqtractors and subcon-
tractors. A considerable quantity of intra-industry business is already 
done in this way and as this extends, software and services vendors will 
be polarised more clearly into prime and subcontractor roles. Some key 
factors that prime contractor aspirants must adopt are: 

• Image, reputation and capability to offer strategic management 
consultancy services. 

• The financial strength and international presence to provide the neces-
sary knowledge/experience repository on an ongoing basis for the 
client. 

• Investment in key internal management technologies: 

- Quality systems 
- Software engineering systems and methodologies. 

• Human resource management capabilities, particularly the development 
of project and business programme managers. 

Finally in considering the question of image and reputation in the market, 
it is important to remember that a question of scale is involved. At the $2 
M project level price, is the key parameter; at the $20 M project level and 
above, the importance of the price in the view of the client is generally 
overtaken by such considerations as image and reputation. 
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Exhibit VI-10 lists the main challenges for vendors in the Western · 
European systems integration market. 

INPUT 

The major challenge for many vendors is gaining access to the key 
decision makers within the user organisation. Most systems integration 
projects are being driven by top management taking a business, not a 
technological, perspective. This calls for an approach based on business 
consultancy and thorough understanding of the client's industry rather 
than IS consultancy, and the traditional IS sales person is not well-suited 
to this task. One of the key success factors in winning systems integra-
tion business, as expressed by one vendor, is: 

"Getting as high in the company as quickly as possible" 

Vendors are responding in a number of ways. Firstly, many vendors 
recognise the important role being played by the management 
consultancies and are endeavouring to strengthen their relationships with 
the key players. Some vendors such as CGS and IBM have either ac-
quired or formed joint ventures with consultancies. 

Vendor Ch"allenges 
Systems Integration, Western Europe 

• Access to key decision makers 

• Client understanding of requirements 

f. 
I • Managing organisational change 

• Building key partnerships 

• Profitability 

Secondly, the hardware vendors such as Digital and IBM are strengthen-
ing their account management using their most senior sales management 
personnel. They are also using their own internal functional specialists 
as consultants to advise clients on business issues. Management work-
shops are being held with user management to assist them in identifying 
their company's critical success factors and the support which informa-
tion systems can provide. 

Once a systems integration project is seen as desirable by a client, the 
single most important risk factor is the client's level of understanding of 
his requirements. There are many examples of projects which are techni-
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cal successes but commer cial failures. To avoid this, the vendor must 
check the commercial logic of the proposed system and its ability to meet 
the client's business objec tives. Human and organisational issues within 
the user organisation must also be considered . The management of 
change is an important part of systems integration projects. The automa-
tion of existing procedures is comparatively low risk. However, systems 
integration projects are frequen tly concerned with initiating considerable 
procedural and structural change . This introduces a much higher level of 
risk unless the organisational issues are adequately addressed alongside 
the technological issues . 

Another key challenge for vendors is the ability to develop long-term 
partnerships to cover the needs of their chosen markets. Many vendors 
are approaching the systems i~tegrat ion market by focusing on a number 
of key vertical markets. It is crucial that vendors can put together strong 
teams to cover these markets. This involve s fillin g the gaps in their own 
expertise by developing long-term relation ships with other key players in 
the same sector. 

For example, IBM has appointed a numb er of authorised industrial 
systems integrators to assist in serving the manufacturing sector. These 
companies are each recognised as being very strong in their own fields, 
and are being cultivated by IBM. Some of the support provided by IBM 
is listed in Exhibit VI-11. 

It is important for vendors to have acces s to the key complementary 
players in their chosen markets. Ideally partne rs shou ld be well known in 
their own fields. Stability of relationships with partners is also important 
since this leads to more effective and effici ent worki ng relationships in 
the long run. 

IBM Authorised Industrial Systems 
Integrator Programme 

• Leads generated by IBM 

• Free use of IBM demonstration facilities 

• Free induction training 

• Free pre-sales support 

• Equipment discounts 

e 1991 by INPUT . Reproduction Prohibited. VI-15 



VI-16 

VENDOR ISSUES-SYSTEMS INTEGRATION, WESTERN EUROPE INPUT 

Another major challenge for vendors within the systems integration 
market is to maintain profitability on a project-by-project basis. This is 
notoriously difficult to achieve. 

Exhibit VI-12 lists some of the factors which can have an important 
impact on project profitability. 

Firstly, it is important for vendors to be selective in the projects for 
which they bid, and vendors typically aim to win one in three. This in 
turn implies a significant degree of specialisation by the vendor. 

Secondly, it is important for vendors to have a strong risk management 
methodology. This should identify all the possible areas of risk and their 
associated outcomes, together with the profitability and financial impli-
cations of each alternative outcome. Such an assessment can be used 
both for internal risk assessment and risk premium pricing, and also as a 
means of sharing risk with the client. If the risks associated with a 
project are fully explained to the client then the client can be asked to 
choose between high- and low-risk alternatives. If clients still choose 
high-risk alternative, then they can be asked to share, or even take full 
responsibility for, the financial penalties which might be incurred. 

Exposing the project risk to clients before work commences is also an 
important factor in managing customer expectations. An approach to the 
problem, should it occur, can then be agreed with the customer in ad-
vance. However, it is also important to have a good relationship with the 
client at a senior level so that any problems or delays which arise can be 
openly discussed. Some vendors use senior personnel in this role to 
liaise with the client and reduce the pressure from the client on systems 
development staff. 

Ensuring that change management procedures are followed is obviously 
key to profitability where systems development is being conducted on a 
fixed price basis. 

Another challenge for vendors is in charging for pre-sales consultancy. 
The management consultancies are less likely to suffer from this prob-
lem, but many users have become accustomed to equipment vendors 
carrying out evaluations on their behalf free of charge. This particularly 
applies to areas such as technical consultancy. For example, the imple-
mentation of open systems networks is an area where clients may expect 
free advice. With no guarantee of getting the contract and hardware 
margins falling, users' expectations need to be changed. 
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Influences on Profitability 
Systems Integration, Western Europe 

• Selective bidding 

• Risk management/sharing 

• Managing expectations 

• Changing for pre-sales consultancy 

• Change management 
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A. Reasons for Adoption 

VENDOR ISSUES-SYSTEMS INTEGRATION, WESTERN EUROPE 

II 
Systems Integration Vendor 
Questionnaire 

1. What are the principal reasons why companies arc turning to systems integration? 

2. What arc the key benefits users expect to derive from systems integration? 

3. Do you target particular industries or application areas for systems integration projects? 

SEIV1 e 1991 t:rf INPUT. Reproduction Prohibited. 

INPUT 

A-1 



VENDOR ISSUES-SYSTEMS INTEGRATION, WESTERN EUROPE 

4. What do you belie ve is your best approach for generating systems integration business? 

B. Buying Process 

5. Who are the key user personnel involved in the buying process? What are their roles? 

6. Who are the key vendor personnel involved in the buying process? What are their roles? 

7. What criteria do you use to decide whether or not to bid for a particular project? Who is involved 
in this decision process? 
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8. What proportion of proposals do you expect to win? 

C. Collaboration 

9. In what proportion of projects do you manage subcontractors? 

10. What arc the typical roles of these subcontractors? 

11. Do you have any collaborative arrangements with third parties to assist you in the systems integration 
market? 
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VENDOR ISSUES-S YSTEMS INTEGRATION, WESTERN EUROPE INPUT 

12. What is the purpose of these arrangements? 

13. What is the nature of the agreement between yourselves and your collaboration partners? 

D. Risk Reduction 

14. What do you belive arc the most frequent causes of failure of systems integration projects? 

15. What steps do you take to minimise the likelihood of project failures? 
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VENDOR ISSUES-SYSTEMS INTEGRATION, WESTERN EUROPE 

16. What steps do you take to avoid project losses? 

17. What steps do you take to share risks with clients and partners? 

18. · What approach do you adopt for the pricing of systems integration projects? 

E. Issues 

21. What are the main challenges facing your company in the systems integration market over the next 
few years? 

Thank You For Your Assistance With This Questionnaire 
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1 How imp ortant do you believe each of the following 
factors to be as a driving force leading to user initiation 
of system integration projects with external vendors? 

Not at all Very 
Important Important 

Migration to open systems ......... 1 ..... 2 ..... 3 .... .4 ..... 5 

Downsizing of systems ............ .. 1 ..... 2 ..... 3 ..... 4 ..... 5 

Decentralisation of 
information systems ................... 1 ..... 2 ..... 3 ..... 4 ..... 5 

Desire to make data 
more widely available ................ 1 ..... 2 ..... 3 .... .4 ..... 5 

Development of new IS 
applications ............................ .... 1 ..... 2 ..... 3 .... .4 ..... 5 

Integration of existing 
applications ............................ .... 1 ..... 2 ..... 3 ..... 4 ..... 5 

Move to integrated 
IS systems ................. ................. 1 ..... 2 ..... 3 ..... 4 ..... 5 

Need to link heterogeneous 
equipment ....................... ............ I ..... 2 ..... 3 ..... 4 ..... 5 

Development of corporate 
networks ..................................... I ..... 2 ..... 3 ..... 4 ..... 5 

Changing role of IS 
deparunent ............................... .. 1 ..... 2 ..... 3 ..... 4 ..... 5 

Lack of in-house IS 
resources .................................... 1 ..... 2 ..... 3 ..... 4 ..... 5 

Lack of in-house 
technical capability .................... 1 ..... 2 ..... 3 .... .4 ..... 5 

Cost-cutting within 
IS deparunent ............................. 1 ..... 2 ..... 3 ..... 4 ..... 5 

Greater involvement of 
user top management ............... .. 1 ..... 2 ..... 3 .... .4 ..... 5 

Realignment of IS with 
business objectives ..................... 1 ..... 2 ..... 3 .... .4 ..... 5 

Other .......................................... 1 ..... 2 ..... 3 ..... 4 ..... 5 

2 How important are the following personnel in the buy-
ing process for systems integration projects? 

Not at all Very 
Important Important 

Client board-level personnel ...... 1 ..... 2 ..... 3 .... .4 ..... 5 
Head of infonnation systems ..... 1 ..... 2 ..... 3 ..... 4 ..... 5 
Clientmiddlemanagement ........ 1 ..... 2 ..... 3 .... .4 ..... 5 
Other .......................................... 1 ..... 2 ..... 3 ..... 4 ..... 5 

3 How important are each of the following in generating 
leads for systems integration projects? 

Not at all Very 
Important Important 

External consultants ................... 1 ..... 2 ..... 3 .... .4 ..... 5 
Own account managers .............. 1 ..... 2 ..... 3 .... .4 ..... 5 
New business sales force ........... 1 ..... 2 ..... 3 .... .4 ..... 5 
Third parties ............................... 1 ..... 2 ..... 3 .... .4 ..... 5 
Management workshop involving 
end user management.. ............... I ..... 2 ..... 3 .... .4 ..... 5 
Business consultancy 
studies or audits ......................... 1 ..... 2 ..... 3 .... .4 ..... 5 
IS strategy studies or audits ....... 1 ..... 2 ..... 3 .... .4 ..... 5 
Other .......................................... 1 ..... 2 ..... 3 ..... 4 ..... 5 

4 How frequently are each of the following extensively 
involved in the management of systems integration 
projects? 

Very Very 
Rarely Frequently 

Client board-level personnel ...... 1 ..... 2 ..... 3 .... .4 ..... 5 
Client infonnation systems 
managers .................................... 1 ..... 2 ..... 3 ..... 4 ..... 5 
Client middle management ........ 1 ..... 2 ..... 3 .... .4 ..... 5 
Both IS and other top 
management ............................... 1 ..... 2 ..... 3 ..... 4 ..... 5 
Other .......................................... 1 ..... 2 ..... 3 ..... 4 ..... 5 

5 How frequently does your company carry out the fol-
lowing roles in systems integration projects? 

Very Very 
Rarely Frequently 

Business consultancy ................. 1 ..... 2 ..... 3 .... .4 ..... 5 
IS strategic consultancy ............. 1 ..... 2 ..... 3 .... .4 ..... 5 
Feasibility studies ...................... 1 ..... 2 ..... 3 .... .4 ..... 5 
Functional specifications ........... 1 ..... 2 ..... 3 ..... 4 ..... 5 
Subcontractor management. ....... I ..... 2 ..... 3 .... .4 ..... 5 
Prime contractor ......................... 1 ..... 2 ..... 3 ..... 4 ..... 5 
Project management. .................. 1 ..... 2 ..... 3 .... .4 ..... 5 
Major software 
development role ........................ 1 ..... 2 ..... 3 .... .4 ..... 5 
Other .......................................... t ..... 2 ..... 3 ..... 4 ..... 5 
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