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Foreword

Today's business environment is charac-
terized by intense global competition,
pressure on companies to improve prof-
itability, and shareholders that become
increasingly active and outspoken in
demanding value creation from manage-
ment. In their efforts to reduce costs and
improve profitability, companies have
widened their focus to tap potential cost
savings and efficiency improvements
not only in their operations, but also in
support or back-office functions. Con-
cepts like shared services, outsourcing
and off-shoring continue to gain populari-
ty, promising significant support function
cost reduction of fifteen to twenty per
cent, or more. However, companies in-
tending to implement such concepts
should remain realistic and be aware of
the many challenges and significant or
ganizational changes necessary.

The purpose of this white paper is to
highlight the key challenges in imple-
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Giulio De Lucia
Partner, Head Restructuring and
Performance Services,
KPMG Switzerland

menting Shared Services Centers (SSCs)
as well as the key success factors to
address such challenges. To that end,
KPMG Switzerland and the Institute of
Accounting, Controlling and Auditing at
the University of St.Gallen held several
roundtable discussions with companies
that have already implemented an SSC
or are about to do so in the near future.
This white paper combines the views
and experiences of those companies
with the experience of KPMG in advising
clients on this topic. Given the large
body of existing literature on SSCs, this
white paper is not meant to fulfill the
role of a broad documentation on basic
terms and definitions. Rather, it shall
enable companies considering the imple-
mentation of an SSC, or the reorganiza-
tion of an existing one, to learn from the
experience of others and to get an over
view of current issues and best practice.
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Managing Director,

Institute of Accounting, Controlling and
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Management summary

While the concept of SSCs is not a new
one, it continues to evolve and is current-
ly subject to a number of major trends.
These include a shift away from a pure
focus on cost reductions towards im-
provements in efficiency and quality, as
well as the transfer of more value-added
activities to the SSC. At the same time,
companies continue to look for cost and
efficiency gains with regard to transac-
tional activities through increased off-
shoring to lower cost countries. Further
more, SSCs may be seen as an interme-
diate step towards outsourcing. While
outsourcing currently appears to be lim-
ited to IT in most cases, the trend will
likely spread to non-IT activities in the
future, as these processes become more
standardized and the quality of external
service providers improves. Finally, regu-
latory environments remain complex and
differ substantially between countries
and regions. As a consequence, compli-
ance and risk management are of high
importance for companies as a whole,
and their SSC organizations in particular,
to cope with a multitude of applicable
local regulations and design SSC pro-
cesses accordingly.

While substantial value can be realized
from a successful SSC organization, the

Concepts like shared services and outsourcing promise significant potential for cost
reductions and performance improvements in support functions. Given today’s high-
ly competitive business environment, it is not surprising that an increasing number
of companies embrace such concepts. Shared services refer to the consolidation
of common functions, systems, processes and personnel across several business
units into an internal service unit — the Shared Services Center (SSC) — which is man-
aged as an independent organization. In contrast, outsourcing involves the transfer
of such activities traditionally performed within the company to an external service
provider through a long-term contractual relationship.

implementation of an SSC represents a
major organizational change and compa-
nies need to be aware of the challenges
involved. Typical challenges include de-
fining the SSC role within the organiza-
tion, the scope of activities that should
be transferred to the SSC, as well as its
location. Apart from pure technical and
cost considerations, these decisions in-
volve many personnel issues. Frequent-
ly, managers of the operating companies
meet the SSC concept with great skep-
ticism and are hesitant to give up power
over certain processes. The directly af-
fected employees may also not be sup-
portive of the SSC for fear of losing their
jobs. Thus, proper change management
is important to achieve buy-in to the SSC
concept from all stakeholders and to
manage employee related issues appro-
priately. Further challenges concern the
internal set-up of the SSC and its rela-
tionship to its customers, i.e. the local
operating units. To instill the right service
mentality at the SSC, it is recommended
to formalize the relationship with custom-
ers through service level agreements,
and effective tools are required within
the SSC to manage performance. Addi-
tional considerations include the pricing
of services provided by the SSC and po-
tential tax implications, security aspects,

as well as the impact of the SSC from
an audit perspective and with regard to
M&A activities and divestitures.

To address these challenges adequate-
ly, careful and systematic planning and
implementation are critical over the entire
lifecycle of the SSC. This paper presents
the key activities required in each of the
lifecycle stages of an SSC — from defining
a shared services vision and strategy,
through the detailed planning, transition
and pilot phase, to the day-to-day opera-
tion and further evolution. Ten success
factors are presented, which address the
key challenges mentioned above and
based on the experience of companies
that have already implemented an SSC
as well as on KPMG's experience with
such clients.
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Current trends

SSCs are currently subject to the follow-
ing five major trends:

Objectives

The pressure on support and adminis-
trative functions to reduce costs and
improve efficiency and quality contin-
ues. Thus, the concept of SSCs will
remain a key focus in corporate perfor
mance management. However, the pri-
mary objective of introducing or oper-
ating SSCs is shifting from pure cost
reduction to achieving operational excel-
lence in support functions. In other
words, today the main focus of SSCs is
on service quality and customer satis-
faction, allowing management and em-
ployees at operating units relief from
non-core activities so they may focus
on core operational and strategic tasks.
Costs remain an important motive but
SSCs try to identify additional ways to
deliver value to the organization beyond
simple cost savings from consolidating
multiple redundant activities or stan-
dardizing processes.

Scope

In line with this development, the scope
of functions and activities performed by
SSCs is also changing. While originally
mainly high-volume, transactional activi-
ties were transferred to SSCs, there is

Competitive pressures force companies to constantly search for new possibilities
to drive down costs and improve performance in all areas. While initially the focus
of cost cutting efforts was on operations, which offered the largest and quickest
potential for cost reductions, management’s attention has widened in recent years
to also include support and administrative functions. SSCs have been implemented
to reduce costs and to improve efficiency in functional areas such as finance and

accounting, human resources, and IT.

also a trend to include more sophisticat-
ed, knowledge-based support functions.
Examples include legal, finance and con-
trolling activities such as business plan-
ning or performance and tax reporting.

Location

At the same time, companies continue
to look for cost and efficiency gains with
regard to transactional activities through
increased off-shoring to lowercost coun-
tries. Currently, preferred off-shore loca-
tions for SSCs covering transactional
activities include CEE countries such as
Poland, the Czech Republic or Hungary,
and Asian locations such as India, the
Philippines and China. However, compa-
nies running SSCs should regularly re-
evaluate their location decisions. There-
fore, it appears likely that preferred off-
shoring locations will change if relative
cost advantages of existing off-shore
locations diminish and companies can
achieve additional cost reductions by
moving their SSCs to new, even cheaper
locations.

Outsourcing

SSCs may be perceived as an interme-
diate step towards outsourcing. As out-
sourcing partners provide services to
several companies it should be possible
to achieve even greater economies of

scale than an SSC within a single com-
pany. Yet, outsourcing is not an option for
all activities currently or potentially per-
formed by SSCs. To retain knowledge
and control companies might prefer to
keep activities and processes that are
closely linked to their business and are
considered strategic in-house. Further-
more, while the outsourcing market is
already well-established for certain func-
tions, such as IT and finance, companies
are somewhat hesitant to outsource oth-
er functions and processes. This is mainly
due to less standardization of non-IT pro-
cesses and activities across companies,
as well as concerns about the quality of
existing outsourcing solutions in these
areas. Regardless of whether a company
eventually pursues the outsourcing ave-
nue or decides to stick with its SSC, the
implementation of an SSC will not be a
wasted effort. While not necessarily a
pre-condition to outsourcing, an existing
SSC will facilitate the transition: relevant
processes will already have been stan-
dardized and redesigned, the company
will have a good understanding of the
costs associated with various process
steps, which helps in evaluating offers
by third-party providers, and organization-
al culture will have changed in a sense
that operating units are familiar with sup-
port functions on a professional basis.



Rules and regulations

Finally, despite globalization, regulatory
environments remain complex and dif-
fer substantially between countries and
regions. This is particularly true for tax
laws, but also applies to labor regula-
tions and corporate law. Thus, compa-
nies operating regional or global SSCs
will have to consider a multitude of
applicable local rules and regulations
and design SSC processes accordingly.
At the same time, companies with a
U.S. listing will have to ensure compli-
ance with the provisions of the Sar-
banes-Oxley Act. As a consequence,
compliance and risk management are
of high importance for companies as a
whole and their SSC organizations in
particular.

Exhibit 1
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SSC versus outsourcing at ABB

At engineering group ABB, the shared services concept
is generally preferred over outsourcing, with the exception
of IT. As Lars-Goran Lemelius, Head of Shared Services
Worldwide at ABB, explains: “Outsourcing of IT processes
makes sense, as IT platforms have reached a great degree
of standardization across companies. This is not yet the
case in other areas such as finance and accounting, so the
sharing of outsourcing providers with other parties does
not provide large additional benefits in terms of economies
of scale.” According to Lemelius, ABB has also largely re-
frained from outsourcing non-IT activities because there
is still considerable cost savings potential that can be real-
ized internally through its SSCs. This also avoids the risk
involved with moving certain key competencies to outside
parties.




6 Managing Performance Through Shared Services Centers

Challenges

SSCs within the organization

The SSC concept aims to achieve cost
reductions through efficiency gains, stan-
dardization and economies of scale by
consolidating activities and processes at
the SSC that were previously carried out
at the operating unit level. While critics
will say that this represents centraliza-
tion towards the SSC, there are several
important aspects to consider:

m First of all, the SSC typically is not part
of corporate headquarters but a sep-
arate unit within the organization, car-
rying out specific, pre-defined services
to operating units within the organiza-
tion.

m Consequently, there is no shift in deci-
sion making authority from local oper-
ating units towards corporate head-
quarters or the SSC.

m Thirdly, SSCs clearly differ from the
classic, centralized support functions
at corporate headquarters. Their pri-
mary purpose is to serve their custom-
ers, i.e. the operating units. And, in
contrast to historical centralized sup-
port functions, SSCs are held fully
accountable for customer focus and
quality. As a result, SSCs do not ex-
hibit a cost-center mentality. For these
reasons, SSCs actually foster auton-
omy of operating units by relieving
them of time and resource consum-
ing tasks related to support functions
without taking away decision making

The first major challenge in implementing an SSC is to define its role and position
within the overall organization. Frequently, local operating units meet the SSC con-
cept with great skepticism for fear of supporting a trend towards centralization with-
in the organization and a shift of decision power towards corporate headquarters.
It is important to understand that this is not the case. The purpose of an SSC is to
achieve the benefits associated with centralized and decentralized organizations,

while avoiding their respective pitfalls.

authority. This allows management
and operating units employees to bet-
ter focus on strategic issues and their
core, customerrelated activities.

Scope

Once an understanding of the purpose
of SSCs has been established, the orga-
nization has to decide the scope of activ-
ities to be transferred to the SSC. Impor
tant questions include:

m \Which activities and processes should
be transferred to the SSC?

m Where should the process be cut and
how should the interface between
operating company and the SSC be
designed?

m Should all transferred support process-
es be handled by a single SSC, or is it
preferable to have several SSCs han-
dling different functions (e.g. finance,
HR, IT)?

m \What geographic scope should the
SSC have, i.e. should the SSC oper-
ate on a global scale, or does it make
sense to have regional or even nation-
al SSCs, or maybe a combination of
the three?

Addressing these questions is one of
the key challenges in the design phase
of an SSC project. Answers will depend

on the type of processes to be trans-
ferred to the SSC, the objectives a com-
pany wants to achieve through shared
services, as well as the particular char
acteristics of the countries in which the
company is active, which might facilitate
or impede the transfer of activities to
the SSC.

Scope of activities

Generally, processes suitable for trans-
ferring to an SSC are those that involve
high volumes and can be standardized
to best exploit economies of scale. At
the same time, such processes should
not be linked to core operational process-
es and activities; otherwise it might be
difficult to handle them from a remotely-
located SSC without compromising ef-
ficiency and quality or even continuity.
Typical examples of such processes in-
clude accounting processes, e.g. the
management of accounts receivable
and accounts payable, HR processes,
such as payroll processing, and travel
management (see Exhibit 2).

However, companies increasingly also
move higher-value added processes to
SSCs, with the aim of realizing econo-
mies of skills for highly specialized activ-
ities. For example, technology services
provider EDS provides support for
monthly reporting, valuations and vari-
ance analyses to local units through its
SSC, as Dr. Jurgen Termin, CFO of EDS
Switzerland, explains. According to Lars-



Goran Lemelius, ABB takes a similar
approach, in particular with regard to pro-
viding local units with support and exper
tise on US-GAAP

If processes are related, or are at least
sufficiently similar for employees’ skills
to be leveraged, and if a single location
is equally suitable for these processes,
then a single SSC makes sense. How-

ever, purely transaction-oriented process-
es and highervalue added, knowledge-
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driven support functions should not be
combined into one single unit, or effi-
ciency might suffer.

Geographic scope

With regard to the geographic scope of
the SSC, the benefits of global SSCs
need to be weighed against possible
drawbacks. For example, a single global
SSC might capture larger volumes and
thus higher economies of scale. How-
ever, given the multitude of different lo-

Processes most frequently transferred to SSCs

cal regulatory and business requirements,
the question is whether processes can
be and should be standardized on a glo-
bal basis. An alternative would be to im-
plement several regional SSCs, which

typically does not represent a major sac-
rifice in term of economies of scale, but
facilitates interactions between the SSC
and its customers based on a shared

culture and language. Another advantage
of regional SSCs is that they operate in
the same time zone as the operating

% of companies that have implemented the process in their SSC

-3
S

Accounts payable
General accounting
Intercompany settlement
Accounts receivable
Travel and expenses
Fixed assets

Debt collections

Cash management
Stock accounting

Credit vetting and scoring
External reporting

Tax filing and reporting
Customer billing

Payroll

Order entry

Exhibit 2
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Choice of SSC location — developed versus emerging markets

ABB runs its shared services organization using national SSCs, which has proven to be successful
even in high-cost environments such as Germany. Other companies, such as Pfizer and Siemens,
operate regional SSCs in Ireland and Portugal, respectively. However, “the location decision is not a
definite one,” says René Jauss, Director Finance and Business Operations at Pfizer Switzerland.

Pfizer is constantly re-evaluating cost structures and location decisions and has already moved some
processes from the Dublin SSC to SSCs in India and Romania. Interestingly, companies operating
SSCs in supposedly lower-cost environments such as Poland or Hungary are also reassessing their
SSC business cases. Many companies monitor costs at their SSC closely. This is confirmed by Dr.
Jurgen Termin of EDS: the company operates two SSCs in Hungary, but contemplates moving one
of them to India.

[

Exhibit 3

units they serve, ensuring accessibility.
Where country specifics do not allow for
processes to be handled by the SSC in a
cost-efficient manner, national SSCs can
be implemented or the respective pro-
cesses may be left with the local operat-
ing units. While companies such as Carls-
berg, Ciba Specialty Chemicals, Clariant,
EDS, Pfizer, PubliGroupe and Siemens
typically establish regional SSCs, ABB
has opted for national SSCs. Given its
strongly decentralized culture and orga-
nization, ABB decided against regional
SSCs to facilitate the buy-in from local
management. As Lars-Gdran Lemelius
explains: “Leaving the SSC within the
control of the local country managers
brought us greater acceptance of the
SSC concept. Country managers felt em-
powered rather than deprived of control,
as might have been the case with re-
gional SSCs." In addition ABB does not
expect significant additional savings by
further consolidating their local SSCs
into a regional or a global structure.

Offering services to third parties
Another aspect to be considered in deter
mining the scope of the SSC concept is
the question whether the SSC should be
allowed to offer its services to third par
ties. Some companies are considering
this possibility as an option for the future.
Others, including ABB, Ciba Specialty
Chemicals and Clariant are more skep-
tical. In their view, offering shared ser
vices to third parties is not part of their

core business and therefore does not fit
their strategy. Furthermore, offering
shared services to third parties requires
long-term commitment, which limits a
company's own flexibility.

Location

Closely linked to the scope of the SSC is
the choice of a suitable location. Depend-
ing on the activities and processes to be
transferred to the SSC, a company must
determine whether its SSC should be lo-
cated domestically (on-shore), at a near
shore location, or off-shore. Off-shoring is
the transfer of processes to be managed
by an SSC to a remote location, i.e. to an
SSC in a country other than the com-
pany’'s home country. If the SSC off-shore
location is in a nearby territory, easily ac-
cessible, and in the same or a neighbor
ing time zone as the home country, then
this is usually referred to as nearshoring.
Furthermore, it needs to be decided if
the SSC will be established at a new lo-
cation (greenfield SSC) or at an existing
company location (brownfield solution).

Experience shows that the most suc-
cessful SSCs are located remotely from
company headquarters or other existing
operations. Very often these SSCs will
be based in low(er) cost countries and
therefore this solution allows cost advan-
tages through labor cost arbitrage. The
remote location allows them to develop
their own service-oriented culture and

avoids the SSC being perceived as part
of corporate headquarters by operating
units. Factors to consider in selecting an
off-shore location include location risks,
political risks, compliance and legal mat-
ters, business environment, costs of
labor and infrastructure, the availability
of employees with the right training,
technical and language skills, and poten-
tial government incentives for foreign
investors. Given the concentration of
support processes in the SSC and the
resulting dependency of the organiza-
tion as a whole on a proper functioning
of the SSC, the choice of location should
ensure that the risk of service interrup-
tions is minimal. This eliminates poten-
tially low-cost, but high-risk countries
as possible locations. Other risk factors
include cultural or language issues, which
may result in reduced productivity or
quality problems at the SSC.

Therefore, the off-shoring decision should
not be based solely on labor costs. While
these costs will be the key factor for
laborintensive, high-volume and standard-
ized processes, other factors need to be
considered for more sophisticated pro-
cesses. For example, processes that re-
quire frequent contact between the SSC
and its customers at local operating units
should be staffed with native speakers
in the local language in order to avoid
potential cultural or language issues. This
might require parts of the SSC organiza-
tion to be located near the customer



units in potentially highercost countries.
Generally speaking, companies will
have to choose between cost and pro-
ductivity advantages at certain locations
and more stable, business-friendly but
highercost environments in more devel-
oped countries (see Exhibit 3).

Change management

The implementation of an SSC repre-
sents a major organizational change.
Thus, one of the most crucial, yet often
underestimated, aspects during the im-
plementation phase is proper change
management. Typically, the SSC project
will face resistance from two key stake-
holder groups: On the one hand, man-
agement of the local operating units will
perceive the SSC as a threat to their
sphere of influence. Moving processes
and people to the SSC implies less con-
trol and power remaining at the operat-
ing units. On the other hand, the SSC
concept will also not motivate affected
employees, who fear for their jobs or
simply prefer to maintain the status quo.
If employee concerns are not addressed
properly, the resulting uncertainty among
the staff will negatively impact productivi-
ty and lead to higher employee turnover,
if not managed properly the company
risks losing well-performing employees.

Therefore, a number of key issues have
to be evaluated as part of the change
management process:
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Achieving management buy-in

As René Friih, Head of Shared Services for Europe at
PubliGroupe, points out, having experienced serious draw-
backs at the outset of the project his company found it
helpful to involve local management very early in the devel-

opment and implementation of the SSC project. “That way,

we gave them the opportunity to shape the project, which
improved acceptance and made local managers co-owners
of the project. In other words, they were part of the deci-

:‘% sions and are now responsible for making shared services

a success at PubliGroupe.”

Exhibit 4

m secure buy-in and active cooperation
from the management of local oper-
ating units

m communicate plans and measures
appropriately to minimize uncertainty
among employees and avoid negative
repercussions on the business

m systematically realize headcount reduc-
tions in affected functions at operating
units

m select the right mix of employees for
the new SCC.

Management buy-in

Buy-in from local management will be
difficult to achieve without a clear com-
mitment to the project from group se-
nior management. Local managers must
be aware that the SSC project is a prior
ity of the company’s top management
and, as such, cooperation will be ex-
pected and monitored. In addition, every
effort should be made to demonstrate
and explain to local management the
benefits the SSC will bring for local
operating units (Exhibit 4).

Communication with employees
Employee-related issues are closely
linked and are to a large extent deter
mined by applicable labor laws and regu-
lations. Failure to comply with such laws
can be very costly and, in the worst
case, reduce planned headcount reduc-

tions, thereby endangering the validity
of the entire SSC project. It is therefore
critical to ensure the compliance of plans
regarding headcount reduction, staff re-
deployment and communication with
applicable laws.

Companies implementing an SSC need
to observe consultation processes and
notification periods of works councils and
affected employees based on a variety
of different regulations. In the European
Union, the situation is complicated by
the fact that European law may be in-
terpreted and implemented quite differ
ently by individual member states. In
addition, national regulations and collec-
tive agreements between unions and
employers may apply. However, all man-
datory consultation and notification re-
quirements of the various countries
affected by the implementation of the
SSC have to be aligned in the transition
schedule; no country must be informed
before the others, in order to avoid legal
action by employees on grounds of dis-
crimination. Thus, the longest national or
EU consultation or notification period
determines the timing of communication
for all affected countries.

Approach to headcount reductions
Apart from the communication issue,
companies need to decide how to re-
duce headcount at the relevant operat-
ing units. Alternatives include re-training
and moving employees to other posi-
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Dealing with high turnover rates
Companies like Pfizer and Ciba Specialty Chemicals try to mitigate turnover rates by offering more
attractive career perspectives to SSC staff. According to Thomas Bucher of Ciba Specialty Chemicals,
“it is difficult to find qualified people at reasonable salaries even in supposedly low-cost countries.

Exhibit 5

tions within the organization (including
the new SSC), transferring employees to
special personnel service providers and
layoffs. The latter is often the most costly
alternative, due to legal obligations for
severance payments, loss of valuable
employee knowledge and a negative
impact on the company's image.

Staffing and training of the SSC

The decision on how to reduce head-
count at the operating units is also influ-
enced by staffing considerations for the
new SSC. The issue here is to determine
the appropriate mix of staff at the SSC.
A complete staffing of the SSC with ex-
isting employees would limit the number
of overall headcount reductions required.
However, the success of the SSC will
depend largely on creating a culture of
customer service and operational excel-
lence. Existing employees in support func-
tions at the operating unit may not neces-
sarily have the required skills or service
mentality. Trainings in these cases play a
significant role and should be planned and
carried out carefully. In addition, employ-
ees may be influenced by the “old” orga-
nizational culture and emotional links to
their previous unit and other parts of the
organization. Newly recruited staff will
likely make it easier to create a service
culture at the SSC, as suitable candi-
dates can be identified and selected in
the recruiting process. Yet, new em-
ployees lack the knowledge of relevant
processes and interfaces within the orga-

nization, a problem which can be only
partly compensated through extensive
training — you can transfer training, but
you cannot transfer experience. As a con-
sequence, staffing of the SSC will have
to strike a balance between new staff
and existing employees, who bring expe-
rience and knowledge of the relevant pro-
cesses as well as of related upstream
and downstream activities. Finding and
maintaining the right staff for the SSC
is aggravated by typically high employee
turnover rates at SSCs (Exhibit 5).

Service Level Agreements

Transferring processes from local operat-
ing units to the SSC will create a substan-
tial number of new interfaces between
the SSC and its customers, i.e. the oper
ating companies. In order to ensure a
smooth functioning of the processes,
both parties’ responsibilities and delive-
rables need to be clearly defined and
understood.

This is typically done in service level
agreements (SLAs), the main purpose
of which is to establish a formal relation-
ship between the SSC and its custom-
ers — similar to what would be expected
with externally sourced services. SLAs
contractually define the services to be
provided by the SSC, including their qual-
ity, volumes, response times, price and
consequences in case of failure to meet
specified service levels. In addition, an

And we invest substantially in their training, so obviously we want to retain them. In our experience,
having regional SSCs with more diverse service offerings also creates more interesting job perspec-
tives. For example, we encourage rotations within the SSC and across different SSCs, so people can
get an exposure to a broader range of activities and customers.” He further argues that SSCs need
to be sizeable enough to cope with high turnover rates.

SLA should also specify the deliverables
or inputs required from local units for
the SSC to perform its duties (Exhibit 6).

While this appears straightforward, com-
panies implementing or already using
SLAs should be aware of the challenges
involved. SLAs are often criticized for
their complexity or potential inconsisten-
cies and loopholes. Furthermore, in case
of issues between the parties, such as
declining customer satisfaction, SLAs
often become subject to literal interpreta-
tion and serve as a basis for mutual alle-
gations. Therefore, some companies run
their SSCs without formal agreements
or rely on broad term sheets. However,
a high level of detail of the SLA may
help avoid interpretation issues and relat-
ed discussions. Specifically, the level of
detail required will be a function of:

m the assessment of potential future
problems that may arise,

m the degree to which local operating
units are able to exercise control over
the SSC,

m and the complexity of the structures
and services involved.

Therefore, it is important to organize the
SLA carefully to ensure clarity and the
necessary level of detail, while avoiding
unnecessary complexity. Over eighty
percent of SSCs use SLAs to agree the



scope and performance of services of-
fered to their customers.

Successful operators of SSCs regard
SLAs as a tool to foster constructive co-
operation between the SSC and its cus-
tomers. The goal must be to use the
SLA as a starting point for regular discus-
sions to address potential problems and
to jointly look for solutions and improve-
ments to existing processes.

Performance management

Ensuring high levels of service quality
is one of the key challenges during the
entire lifecycle of an SSC. The SSC must
demonstrate a service mentality, as if
it were dealing with external custom-
ers. Customers’ satisfaction is critical
to achieve acceptance of the SSC. It is
not enough to impose minimum quality
levels through formal SLAs, the service
culture needs to actually be lived at the
SSC, and management is responsible
for establishing appropriate incentives
and performance management tools.

Charge-back mechanisms

First of all, prices, or charge-backs, for
the services provided by the SSC have to
be determined. Charge-backs can have a
significant impact on the perceived fair
ness and, thus, the acceptance of the
SSC concept by local operating units.
Possible options include, but are not
limited to:

Managing Performance Through Shared Services Centers 11

Topics covered in SLAs

Roles, responsibilities and key deadlines
Standard service description for standard
KPI's for performance measurement

Escalation route and guidelines

Detailed service description and scope for ad hoc and special services

Pricing structure and billing arrangements

Exhibit 6

m not charging costs of the SSC to cus-
tomers,

m simply charging costs of the SSC to
customers based on allocation keys
such as unit size (measured, for exam-
ple, by revenues or number of em-
ployees),

m pricing specific services or process
steps, e.g. charge for each invoice
handled by the SSC for the customer
regardless of volume, or

m pricing specific services or process
steps with different price brackets,
e.g. granting rebates if transaction
volumes are high.

The concrete choice of the charge-back
mechanism will depend on the extent to
which process costs can be determined
reliably and cost-efficiently, as well as
the transparency and incentives it pro-
vides for customers. One of the key pur
poses of the charge-back mechanism is
to increase cost awareness for support
functions within the operating units. In
particular, customers need to be encour
aged to maintain standard processes in
dealing with the SSC. Thus, exceptional
transactions or requests should be priced
higher, thereby encouraging the custom-
er to also standardize such transactions.
Furthermore, in the interest of fairness
and transparency, charge-backs should
bear comparison with prices of third-

85%

processes 73%

72%
63%
59%
58%

Source: KPMG

party service providers. Thus, charge-
backs should ideally represent competi-
tive market prices rather than internal
transfer prices. In this context, tax con-
siderations also become relevant (see
section “Tax" for details on tax consid-
erations).

In practice, companies pursue different
charge-back strategies. For example,
Pfizer and PubliGroupe chose to run their
SSCs as cost centers. Costs are reallo-
cated to local units based on tax consid-
erations. In contrast, companies such as
ABB, Clariant and Siemens prefer to run
their SSCs as profit centers. Assuming
charge-backs have been agreed and fixed,
this will provide the management of the
SSC with an incentive to create value
through further improvements in efficien-
cy or by attracting additional volume from
customers. However, potential profits
realized at the SSC through efficiency
gains or economies of scale should be
passed on to customers as reduced
charge-backs. Essentially, this implies
that the SSC be run as “profit center
with zero profit| as ABB’s Lars-Gdran
Lemelius states.

Key performance indicators

A customerfocused, performance-driven
culture requires enforcement through
performance targets and corresponding
indicators. This is true regardless of
whether or not a company uses formal
SLAs. Key performance indicators (KPIs)
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should include financial measures (e.qg.
cost reduction by processed unit, reduc-
tion of networking capital), customer-
related measures (such as quality, re-
sponse times, and friendliness), process-
related measures (e.g. processing times,
processed volumes, process cost) and
employee-related measures (e.g. training
received). To ensure that the SSC dedi-
cates itself to achieving its KPls, it may
be useful to split the charge-backs into
a basic income component and a perfor
mance-based component tied directly to
the KPIs. Where possible, overall perfor
mance of the SSC should also be bench-
marked against the performance of third-
party providers. However, if services and
performance data are not easily compa-
rable, benchmarking provides little added
value and may result in extensive de-
bates about comparability, while more
important issues are neglected. ABB
for example monitors a focused set of
performance measures (SSC Balanced
Scorecard) across all SSCs. Besides be-
ing able to monitor the SSCs’ perfor
mance, this also allows for internal bench-
marking and effectively spreading best
practices across the SSCs.

Governance structure

Another aspect often impeding service
quality is the lack of an appropriate SSC
governance structure. A regular dialogue
between corporate management, the
management of the SSC and manage-
ment of the operating units helps to eval-
uate the performance of the SSC with

regard to its targets and objectives, as
well as whether the SSC objectives are
still in line with the overall corporate
objectives of the company. Whether such
dialogue takes place informally or within
formal structures (e.g. steering commit-
tees or customer committees) will de-
pend on a company’s culture. In any
case, managers on both sides need to
have open, regular communication chan-
nels to resolve potential issues and dis-
cuss possible improvements and addi-
tional control measures in a constructive
manner, emphasizes Dr. Jirgen Termin
of EDS.

Good service quality also requires a thor
ough understanding of customer activi-
ties by SSC employees. In other words,
it is not enough for SSC employees to
master the processes transferred to the
SSC; rather, they also be knowledge-
able about upstream and downstream
processes and their impact on the pro-
cesses handled by the SSC.

Tax

While tax considerations are unlikely to
be the driver behind the implementation
of an SSC, potential tax savings may help
compensating parts of the costs associ-
ated with establishing the SSC. Many

countries encourage foreign investment
through tax incentives and generally low
tax rates. Companies establishing SSCs
may wish to exploit such opportunities by
using the charge-back mechanism to shift

profits from high- to low-tax countries.

However, potential tax issues should be
carefully analyzed before deciding on a
specific SSC structure and charge-back
mechanism.

Transfer pricing

The most important tax aspect is the
issue of transfer pricing following the
cross-border transfer of functions and
processes to the SSC. One of the main
problems in this context is that transfer
pricing rules differ substantially from
country to country, and may not be fully
consistent with OECD guidelines for
transfer pricing applicable in Europe. This
is particularly true for a number of Asian
countries. Therefore, the challenge is to
determine charge-back prices that are
fair, transparent and consistent through-
out the organization, and at the same
time meet the requirements of all appli-
cable transfer pricing rules and regula-
tions. Under OECD guidelines, the com-
pany has to demonstrate that a service
—in the sense of a direct benefit — has
been provided to the local unit by the
SSC and that the charge for the service
passes the “"arm’s length” test. A ser
vice charge is considered to be at arm’s
length if it can be shown that indepen-
dent third parties would have agreed to
the same charge for the same service
under similar conditions.

A direct benefit to the local unit can be
quite easily proven for services such as
accounts payable or payrolls. The situa-



tion becomes more complicated for ser
vices that represent a benefit to several
units or the company as a whole, but
not necessarily to the individual unit.
This might apply to services such as stra-
tegic planning support or services that
primarily relate to external reporting
needs of the company. Such services
may not be tax deductible at the local
unit. Many non-OECD member coun-
tries have adopted similar rules.

Arm’s length prices can be determined
as the market price to be paid for com-
parable services between independent
third parties. This is referred to as the
Comparable Uncontrolled Price (CUP)
method. Where such a comparable mar
ket price cannot be established reliably,
companies may use allocated costs plus
an appropriate surcharge as defined by
local transfer pricing rules. Typical cost
allocation keys include revenues or head-
count, but many local transfer pricing
rules do not dictate specific allocation
keys.

Withholding tax

Besides transfer pricing issues, charge-
backs for services provided may be sub-
ject to withholding tax in certain jurisdic-
tions. In other words, the operating unit
may be required to deduct withholding
tax from the charge-back price and trans-
fer only the net amount to the SSC. Al-
though in most cases double taxation
agreements will allow for recouping the
tax, this might not always be possible
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depending on the jurisdiction and the ser
vice in question. Obviously, this can have
a significant value impact on the SSC.

Value added tax

Another important tax aspect is the issue
of value added tax (VAT) following the
cross-border transfer of functions and
processes to the SSC. VAT is a transac-
tion tax and, as such, could be of great
significance. Charges from and to the
SSC could trigger different VAT treat-
ments and occasionally double taxation
for the parties involved. Care should be
taken and an in-depth analysis would be
an advantage when an SSC is implemen-
ted. Furthermore, the services under
lying the charge-back have to be clearly
determined and classified, because,
depending on the nature of the service
provided, these services can be taxable
within Swiss territory. In other words,
Swiss VAT has to be accounted for, zero
rated (with credit), exempt (without cred-
it) or alternatively, the place of supply may
shift the VAT liability to the recipient party.

For Swiss VAT purposes, if the Swiss

SSC only provides services to the group
of companies abroad, the Swiss VAT law
allows a voluntary registration under cer
tain conditions, which may mitigate the
operating costs that arise. However, if

the SSC is not VAT-registered and pur

chases services from abroad (i.e. consul-
tancy services) which qualify for the re-
verse charge procedure (account for VAT
by the recipient), it will be necessary to

pay the VAT authority any resulting VAT
above an annual purchase of CHF 10,000.
Therefore, planning is essential when
implementing an SSC.

Efficient tax management is key to ad-
dressing potential transfer pricing and
other internal pricing and VAT exposures
early in the implementation process. If
the SSC concept is incompatible with
tax rules in certain countries and the tax
status of the local operating unit is at
risk, companies might want to consider
excluding that country from the SSC,
depending on how significant the tax
impact would be relative to the savings
expected from using the SSC.

Security

Given the consolidation of processes in
a single location, the availability and full
functioning of the SSC becomes vital
for most of the organization. Therefore,
security of the SSC should be a major
concern for companies. Key aspects to
consider include

m T security, including IT service levels,

W business continuity management to
avoid service interruptions,

m and privacy of data and the impact of
local data protection laws.

The major issue in implementing an SSC
with regard to IT security is ensuring
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integrity of data and smooth transition
to new systems or processes. Errors in
migrating existing data to new processes
and systems cause poor data quality at
the new SSC and is one of the most
frequent IT problems. Extensive controls
and audits are necessary to ensure data
integrity and availability. Beyond issues
relating to data migration and integrity,
IT security also includes ensuring secure
processes for operating and further de-
veloping the IT infrastructure. For exam-
ple, this could be done based on process
definitions provided by the IT Infrastruc-
ture Library (ITIL) framework of the
Office of Government Commerce (OGC),
which is a guideline for the provision of
IT services.

A second important security aspect dur
ing the entire lifecycle of the SSC is to
establish an effective business conti-
nuity management. A breakdown of the
SSC, due to natural disaster, power fail-
ures or epidemics, will have a significant
negative impact on the entire company’s
operations. Depending on the processes
handled by the SSC, the result could
include the unavailability of IT systems
or the inability of the company to issue
invoices or pay bills, with obvious con-
sequences for supplier relationships and
liquidity. Business continuity manage-
ment therefore needs to ensure that key
processes can be carried out without
interruption even during a major crisis.
Possible measures include the selection
and equipping of a back-up site in a dif-

ferent location, which can assume the
role of the SSC should it break down, or
a back-up solution for outsourcing to an
external service provider.

In contrast to an outsourcing solution,
in an SSC concept all processes are re-
tained within the company. As a conse-
quence, one might expect that data pri-
vacy would be less of an issue. However,
this is not the case: data privacy is defi-
nitely a topic to be taken seriously, in
particular if specific personal data (e.g.
HR or customer data) is to be transferred
abroad. Local data protection laws should
be evaluated for their effectiveness and
varying requirements, and processes in-
volving intellectual property or other sen-
sitive data should not be transferred to
risky countries. In addition to local data
protection laws, industry-specific rules
and regulations might apply, such as
banking secrecy laws, bank supervision
requirements, health insurance laws or
secrecy of telecommunication laws. The
IT concept for the SSC also needs to re-
flect local requirements for data storage
and archiving, in particular with regard
to accounting, tax and HR records.

Auditors’ perspective

From an auditors’ perspective, the im-
plementation of an SSC will be relevant
in two regards: first, what is the impact
on the audit process, and second, how
will internal controls of the company be
affected.

With regard to the audit process, an SSC
requires additional coordination between
the team auditing the SSC and the audi-
tors of the various local entities served
by the SSC. While previously all activities
and internal controls affecting an entity’s
financial statements were carried out
domestically, they will now mostly be
handled by the SSC, possibly from a re-
mote off-shore location. In order to avoid
so-called auditor tourism, i.e. a situation
where auditors of each of the various
local entities individually perform audit
procedures at the SSC, it is recommen-
ded to establish a dedicated team. This
group will audit the SSC on behalf of the
auditors of the local entities, who will be
able to rely on the reports of the SSC au-
dit team for their own purposes. Poten-
tial issues arise from differences in per
spectives of the individual audit teams —
as the auditors of the SSC focus on the
department as a whole, they will deter
mine required levels of materiality and
sampling which are not necessarily in
line with those of individual local units.
This can create difficulties for local audi-
tors. In addition, the question of respon-
sibility can be an issue. They take full re-
sponsibility for the statutory accounts of
the local units, yet have to rely on the
work of others for material inputs.

Dividing responsibilities between audi-
tors of the local units and the audit team
of the SSC will result in higher audit

costs. This is mainly due to an increased
need for coordination, exchanging audit
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The role of SSCs in integrating acquisitions
Ciba Specialty Chemicals found its SSCs very helpful in facilitating and speeding up the integration of
acquisitions. Thomas Bucher reports that his company typically manages to move new acquisitions

to the common chart of accounts within one quarter. At ABB, the benefits of integrating acquisitions

have been less pronounced, a fact which Lars-Géran Lemelius attributes to the group’s historically
decentralized structure. At Siemens, Philipp Kiindig has had the experience that the strong day-to-day
interaction between operations and finance required during the integration phase is sometimes im-
peded by the remoteness of the SSC. In his opinion, it is therefore important to have the necessary
cross-functional expertise locally rather than at the SSC during the integration phase.

Exhibit 7

instructions, and interoffice reporting be-
tween audit teams as well as the addi-
tional review activities required by other
audit teams. The extent to which such
additional costs can be compensated by
savings of audit costs from the standardi-
zation of processes within the SSC is dif-
ficult to predict. Experience shows that
this might not necessarily be the case
and that overall audit costs increase sig-
nificantly, in particular during the early
phase of an SSC's lifecycle immediately
following implementation.

The second key concern of auditors will
be to ensure that internal controls remain
effective. In principle, the standardization
of reporting systems and processes as
well as the consolidation of activities typi-
cally associated with the implementation
of an SSC should facilitate internal con-
trol, e.g. with regard to monitoring regu-
latory compliance. However, the splitting
of processes between SSC and local
operating units also creates new inter
faces and thus introduces additional ele-
ments of complexity. As a consequence,
companies implementing SSCs should
carefully assess the implications on their
internal control systems and initiate
improvements where necessary.

Mergers and acquisitions

Apart from the impact of implementing
an SSC on the existing organization, com-
panies are often concerned how an SSC
will affect future mergers, acquisitions

or divestitures. The question is whether
SSCs facilitate or hinder the integration
of acquisitions and the separation of di-
vestitures.

Integration of acquisitions

In fact, at companies frequently engaged
in M&A transactions, one of the main
reasons for implementing an SSC has
been the desire to facilitate the integra-
tion of acquisitions and to better realize
potential synergies. Standardized pro-
cesses as well as the knowledge and
experience gained during the implemen-
tation of the SSC will facilitate the inte-
gration of acquisitions. Synergies in the
form of cost reductions and efficiency
gains in support functions can be cap-
tured more easily through the SSC. An
SSC truly provides a scalable platform
from which acquisitions and new busi-
nesses can be integrated smoothly and
benefits realized quickly (Exhibit 7).

Separation of divestitures

With regard to divestitures, the situation
is less clear. On the one hand, the clear
contractual relationships between the
SSC and operating units with market or
near-market pricing should facilitate a
potential buyer's assessment of the true
profitability of the target division or busi-
ness unit. This would not necessarily be
the case with centralized support func-
tions at headquarters and company-spe-
cific cost allocations and charge-backs
between headquarters and the operating
units. On the other hand, however, the

lack of a self-supporting back-office infra-
structure at the operating units might
be a hindrance for potential buyers that
do not operate an SSC themselves. For
example, financial buyers intending to
run the acquired unit as a stand-alone
business would have to rebuild at the
acquired unit all processes that pre-
viously were carried out by the SSC in
the seller’s organization. Such buyers
can be offered to use the services of the
seller’s SSC for a transitional period until
they have re-established the required
support functions at the acquired unit.
In consequence, this creates additional
complexity in the divestiture process or
limits the scope of potential buyers.

From the seller’s perspective, it is impor
tant to evaluate the impact of a potential
divestiture on the SSC at an early stage,
argues Thomas Bucher of Ciba Specialty
Chemicals. If the unit to be sold is a
major contributor of volume to the pro-
cesses handled by the SSC, a divesti-
ture might result in insufficient transac-
tion volumes remaining at the SSC, with
negative consequences on economies
of scale and costs. Thus, additional cost
savings and efficiency improvements
might be required at the SSC to maintain
the validity of the SSC business case,
Bucher points out.
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How to set up an SSC

Is your company a
candidate for SSCs?

The results of this “feasibility study” are
summarized in a Shares Services strate-
gy document and initial business case,
which should be sufficiently detailed to
help the company make a decision as
to whether or not there is a case for an
SSC.

Stages of an SSC

The answer depends on a number of key questions:

m \What is the organizational objective for an SSC?

m \What are your company’s targets for improvement?

m |s an SSC the right option or are there better business models?

m \What would be the scope of services to be transferred to the SSC?

m Is the scope sufficient to achieve economies of scale that exceed the cost of

implementing and running the SSC?
m \What is the location strategy?

m Are there any other key constraints to consider?

Typical steps in the process

The complex lifecycle of an SSC can
be broken down into the following six
phases (Exhibit 8):

6. Evolve

4. Transition

Shared Services

1. Strategy

3. Design & Build

Exhibit 8

Source: KPMG

1. Strategy

The Strategy phase lays the foundation
for the SSC project. In this phase, the
company defines a shared services vision
and strategy, i.e. the objectives it wishes
10 pursue by establishing an SSC as well
as desired improvements. In addition, key
constraints and risks to the project need
to be identified and assessed. Based on
this risk assessment, the initial scope of
the SSC and a location strategy are deter
mined. In a last step, an initial business
case is prepared and analyzed to see if
there are sufficient potential benefits for
the project to proceed to the next phase.

2. Scope & Plan

In the second phase, planning for the
SSC becomes more concrete. The focus
is on understanding the issues, opportu-
nities and business requirements associ-
ated with current business architecture
(i.e. people, processes, technology) and
developing a conceptual new business
architecture involving the SSC. This in-
cludes the high-level design of the SSC
in terms of processes, technology, orga-
nization and controls. As new risks may
be identified for the suggested concept,
another risk assessment is required, in
particular with regard to regulatory, pri-
vacy and intellectual property risk. Further
more, the tax and legal structure of the
SSC will be defined in this phase. Based
on this work, the project team refines



the business case and develops models
comparing status quo costs with those
of the planned SSC solution. Upon man-
agement approval of the refined busi-
ness case, the project may then enter
the Design & Build phase.

3. Design & Build

The Design & Build phase is the final
phase before the actual implementa-
tion of the SSC. The main objectives for
this phase are the detailed design of
the SSC, including the definition of pro-
cesses, organization, job, staff require-
ments, physical location and business
requirements for technology. Also, ser
vice level requirements will have to be
determined and an ERP and systems
integrator selected. At the same time,
a transition plan needs to be prepared
outlining all implementation steps. Finally,
the transition plan and an updated ver
sion of the business case will be submit-
ted to the executive management for
approval.

4. Transition

This represents the actual implementa-
tion of the SSC. First, the concept will
be tested on a pilot unit. A pilot test is
important for two reasons — so that the
lessons learned in the pilot phase can be
leveraged in the subsequent full-scale
implementation and because a smooth
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and successful pilot test will improve the
perception of the SSC project within the
organization, thereby increasing accep-
tance and buy-in.

If implementation of the pilot is success-
ful, the lessons learned will be incorpo-
rated in the overall transition plan and
process design. In a next step, the tran-
sition of relevant processes takes place
full-scale for all involved operating units.
During the transition process, managing
the transition risk and monitoring actual
progress versus planned progress will be
essential. Based on the lessons learned
during the transition and actual success
and costs incurred, the business case is
updated once again to serve as a basis
for measuring the success of the SSC
concept during the operational phases.
This concludes the implementation of
the SSC.

5. Deliver

The Deliver phase refers to daily opera-
tions once the SSC is up and running.
To ensure an effective functioning in line
with expectations, the performance of
the SSC has to be monitored on a regu-
lar basis. This includes an assessment
of dimensions such as the governance
structure, service levels, customer satis-
faction, contract and regulatory compli-
ance and controls.

6. Evolve

In the last phase, the SSC is period-
ically assessed in the context of the cur
rent business environment and the com-
pany'’s overall organizational strategy to
determine whether changes are required.
Key activities in this phase include mea-
sures to realign the SSC model with the
overall corporate strategy, the identifica-
tion and realization of opportunities for
cost reductions at the SSC, and assess-
ing and managing the impact of poten-
tial mergers and acquisitions on the SSC
model.
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What really makes SSCs work

Sound and detailed business case

Buy-in from senior management

Run SSC like a business
(performance measurement)

Rigorous standardization and
optimization of processes
and embedded rules

|deal location

Exhibit 9

Key success factors

The implementation of an SSC repre-
sents a major organizational change and
is therefore highly specific to the respec-
tive company. Thus, there is not a stan-
dard recipe for guaranteed success.
However, based on the experience made
during successful implementations of
SSCs, a number of key success factors
can be identified. These are summarized
in Exhibit 9 and explained in more detail
below.

1. Sound and detailed business case
Develop a realistic business case specify-
ing the quantitative and qualitative bene-
fits as well as the costs and risks of the
proposed SSC concept. This is impor-
tant for managing the expectations of all
stakeholders during and after the imple-
mentation. In particular, an initial decline
in performance following implementation
of the SSC is to be expected. "A drop
in performance right after implementa-
tion is unavoidable — you have new peo-
ple and new processes that need time
to synchronize,” says Pfizer's René Jauss.
Deviations from the plan due to unreal-
istic assumptions in the business case
will undermine the credibility of the proj-
ect team and the entire SSC concept.

Shared Services

Evoluti
volution Strategy

Program
Management
Planning
Change
Management

Transition
Design

2. Buy-in from senior management
A clear commitment and active sup-
port from senior management must

be ensured throughout the implemen-
tation process. A senior project sponsor
should make statements in support of
the SSC concept. Without senior back-
ing, the project team will find it difficult
to convince affected management and
employees of the importance of the pro-
ject. Management at operating units
should be convinced based on the argu-
ment that the SSC will free local units
from time-consuming transaction-orient-
ed processes, allowing them to focus on
more value-added activities. Furthermore,
local management should be encour-
aged to participate actively in the devel-
opment of the SSC vision and strategy
to ensure their commitment and buy-in
to the SSC concept.

3. Run SSC like a business
(performance measurement)
The SSC should be run as a profit center
with a distinct customerfocused culture.
Service quality and customer satisfaction
are the key driving factors to be ensured
through an effective performance man-
agement at the SSC. To that end, rele-
vant key performance indicators should
be used to measure performance versus
target levels.

The right people

Proactive communication

Leverage technologies

Clear relationship with
the business (SLAs)

Ongoing risk and
contingency planning

Source: KPMG

4. Rigorous standardization and
optimization of processes and
embedded rules

Mainly standardization and optimization

of processes will allow cost reductions

to be achieved meaningfully through effi-
ciency gains and economies of scale.

As both Philipp Kiindig of Siemens and

Volker Laska, ClO of Clariant, emphasize,

companies should do their homework

first and harmonize their backoffice pro-

cesses to reduce complexity before im-

plementing shared services.

5. Ideal location

Location is another major factor of the
SCC project, as it has cultural and lan-
guage implications, and to a large extent
determines labor and infrastructure costs
and affects the risk of the project. There-
fore, companies should make this deci-
sion carefully and not necessarily with
an exclusive focus on labor costs.

6. The right people

As far as the project team is concerned,
the company should ensure that the proj-
ect leader has the authority, experience
and change management skills to lead
a project of this magnitude. This person
needs to be able to drive the process
against resistance and be a credible
counterpart for operating unit leaders.



With regard to the SSC itself, the com-
pany should go for a mix of new hires
and existing staff, transferred from oper
ating units. That way, a good balance is
achieved between transferring know-
ledge of processes to the SSC and cre-
ating the right foundation for a custo-
mer service-orientated culture.

Furthermore, companies implementing
an SSC should invest heavily in training.
This applies both to employees of the
new SSC and those employees remain-
ing at the operating units at the other
end of the process. It is recommended
to train new SSC staff at local units first
before moving them to the SSC. This will
improve their understanding and aware-
ness of upstream and downstream ac-
tivities and facilitate subsequent interac-
tions with local units once the SSC is
operational.

7. Proactive communication

The SSC concept and its impact on em-
ployees has to be communicated in an
open, proactive manner to minimize dis-
traction and uncertainty. A detailed com-
munication plan must be created to de-
fine what needs to be communicated at
what times, in what form, by whom and
to what audience. The communication
plan ensures that all communications are
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accurate, consistent and compliant with
applicable labor laws, regulations and
agreements.

8. Leverage technologies

Leveraging technology can help compa-
nies realize the full potential of standard-
ized processes. For example, investing

in technologies such as contact manage-
ment, e-billing, e-payment or e-reporting
will help shorten response and process-
ing times, thereby improving service and
productivity. Also, increased automation
is desirable from an internal control per
spective. However, the cost of such tech-
nologies should not be underestimated
when preparing the business case.

9. Clear relationship with the
business (SLAs)
The SSC concept relies on clearly de-
fined interfaces between the SSC and
its internal customers. SLAs should be
used to define mutual responsibilities
and deliverables, quality levels, and issue
resolution procedures. In addition, the
governance concept of the SSC should
provide for appropriate oversight by senior
corporate management and establish
formal or information communication
channels to foster cooperation and dia-
logue between all parties involved in
the SSC concept. This may include joint

steering committees of corporate man-
agers as well as managers of the SSC
and the operating units.

10. Ongoing risk and contingency
planning
Like other large-scale reorganizations, the
implementation of an SSC represents a
major organizational change which intro-
duces a whole range of additional risks
to the entire company. Therefore, it is
important to perform regular risk assess-
ments to all phases of the SSC lifecycle,
to identify material risks arising from the
new SSC concept. The company should
also look for possible ways to mitigate
such risks and establish an effective busi-
ness continuity management in case a
risk materializes.
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How KPMG can help

KPMG is able to provide a comprehen-  m defining the business case,

sive and integrated approach designed

to the specific customer context. The m determining the scope of activities to
advice is characterized by KPMG's inde- be transferred to the SSC,

pendency and the ability to support the
implementation of the targeted solution
with multidisciplinary teams (financial
management skills, process/operational

m assisting to find the ideal location,

B supporting the optimization and stan-

i o dardization of activities and processes
skills, audit, internal control, tax, legal). to be transferred to the SSC

KPMG has an established track record in

designing and delivering a customized  m assessing and designing the IT archi-
approach that addresses your company’s tecture for an SSC,

specific goals. Industry knowledge, a

strong understanding of the risk associ- W developing the legal and tax structure,
ated with sourcing, financial discipline

and rigor to the development and delivery ™ drafting Service Level Agreements
of the business case distinguish KPMG (SLAs),
as your partner of choice for shared ser

) . ® and managing the project.
vices centers projects.

With KPMG's proven methodology and
tools, our highly experienced team can
help your organization across the entire
shared service lifecycle.

Depending on the specific context and
objectives of the SSC initiative, the
KPMG team can support in
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