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Abstract

Purpose — Nowadays, outsourcing has proved to be an enterprise management strategy in the face of
globalization and growing competition. The decision to outsource a business process for any
organization has far-reaching consequences and risks. The purpose of this paper is to analyse the
impact of business process management (BPM) and knowledge management (KM) on reduction of
outsourcing risks and pitfalls.

Design/methodology/approach — Outsourcing models and frameworks are reviewed to find the
main risks in outsourcing. One of the most important groups of risks is emergent KM issues arising
from widespread outsourcing. A strategic KM approach can reduce this risk. Communication and
coordination difficulties between outsourcing partners is another group of risks that could be
decreased by using the BPM approach in organizations. Then the contribution of a business process
outsourcing (BPO) framework based on BPM and KM lifecycles is tested.

Findings — The paper finds that BPM and KM could reduce risks of outsourcing and enable a BPO
lifecycle.

Practical implications — A contemporary case of IEI Company’s outsourcing practices with one of
its subsidiaries, Irancell, is discussed as an illustrative example.

Originality/value — The paper demystifies BPM and KM could enable BPO via coordinating BPM,
KM, and BPO lifecycles.
Keywords Outsourcing, Process management, Knowledge management

Paper type Literature review

1. Introduction

Nowadays with increasing competitive pressures and progressing globalization, firms
have to reduce their costs and build new opportunities via optimized using of internal
and external resources. Internalization forces firms to bind resources to a course of
action, which may restrict flexibility and be hard to retreat (Leiblein et al., 2002). Also,
internalization may be required to more effectively production. The difficulty of these
decisions has worsened in recent years stimulated by raised competitive pressures, the
acceleration of technological change, and the distribution of knowledge across various
organizations and geographic markets (Hoetker, 2005). The outsourcing may be either
tactical or strategic. Strategic outsourcing looks for overall business improvement and
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BPM] competitive advantages rather than simple cutting costs; therefore, a company could
15.6 attain its strategic goals by focusing on central activities to organizational success.
’ Tactical outsourcing has a short-term focus on minimizing operational costs or
maximizing daily operations productivity (Murphy, 2004).
Outsourcing has three evident types since it first developed:

(1) manufacturing outsourcing;
(2) information technology (IT) outsourcing; and
(3) business process outsourcing (BPO).

846

Manufacturing outsourcing, as in the Boeing Company, is the production of a part,
component part, or service. IT outsourcing involves the outsourcing of IT resources
such as data centers and different I'T processes such as application development and
network management (Beasley ef al., 2004). The latest kind of outsourcing is BPO, in
which the service provider takes responsibility for a whole business process, such as
financial management or human resource management (Amega Group, 2003). Last
type of outsourcing helped popularize the concept of outsourcing beyond the industrial
boundaries. We will focus on this type of outsourcing in this paper.

This paper illustrates the result of a research project, which has been done to
achieve better consequences of Irancell BPO. First step of this project included a
literature review on the works of other researchers and classifying probable risks and
pitfalls of outsourcing, which could reduce the chance of successfulness. Next, we
reviewed the solutions, which have been contributed to decrease the risks and pitfalls
by other investigators. Finally, the strengths of solutions have been used to outsource
Irancell business processes, and our framework has been contributed to compensate
deficiencies of reviewed solutions. Therefore, literature review section is divided into
two parts: outsourcing risks and pitfalls; outsourcing models and frameworks.

We will review the risks of outsourcing and accepted outsourcing models and
frameworks in Section 2 of this paper. Impact of using business process management
(BPM) approach to reduce the communication and coordination outsourcing problems
will be considered in Section 3. Role of knowledge management (KM) as an outsourcing
enabler will be described in Section 4. Our suggested outsourcing framework based on
BPM and KM will be explained in Section 5 and consequently our experience in using
the framework will be discussed as a case study in Section 6.

2. Literature review

To review the former literature on the topic, several web sites and journals such as
Elsevier, IEEE, ScienceDirect, SSRN, and Emerald have been searched. The reviewed
papers were mostly published between 2000 since 2008. The keywords used in
literature review were BPO, outsourcing risks and pitfalls, outsourcing framework,
outsourcing methodology, outsourcing and KM, outsourcing and BPM,
process-oriented KMV, and KM and BPM.

2.1 Outsourcing risks and pitfalls

Outsourcing is known as a potential source of competitiveness and value creation via
decreasing costs, scaling without mass, disruptive innovation, and strategic
repositioning. While evaluating the outsourcing potentials in a firm, it is important
to notice the outsourcing risks and pitfalls (Leavy, 2004).
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Aron et al. (2005) have noticed three kinds of risks in outsourcing: BPO framework

(1) Operational risks. Decline on quality, cost, or speed of process execution. based on BPM
(2) Strategic risks. Such as protection of intellectual assets, security, and privacy and KM
problems.
(3) Composite risks. Long-term risks, such as losing the proficiency to perform such
business processes internal in the future because of lacking knowledge of the 847

business processes.

Also, Gewald and Hinz (2004) introduced a framework to classify and decompose
operational risk in outsourcing in a way that generates risk indicators.

According to Quelin and Duhamel (2003), Prasad (2009), Gilley and Rasheed (2000),
Lewin and Johnson (1996), Kakabadse and Kakabadse (2002) and Frost (2005) some of
the most important outsourcing risks and pitfalls are known as follows:

+ dependency on the suppliers (Risk 1 represented in Table I);
+ ignore hidden costs;

+ losing touch with new technological opportunities for product and process
innovations (Risk 2 represented in Table I);

* loss of long-run research and development competitiveness;

* the risk of changing collaborative to opportunistic behavior of the supplier with a
dishonest supplier which, accessing to knowledge concerning a firm and its products;

+ the degradation of a product or service because the supplier’s lack of necessary
capabilities or less attention;

+ communication and coordination problems (Risk 3 represented in Table I); and

+ cognitive distance between suppliers and firm therefore makes it more difficult to
align decisions and exchange knowledge (Risk 4 represented in Table I).

Also, Padovani and Young (2006) have contributed two frameworks that can be useful
for assessing the nature of the risk of potentially outsourcing and managing risks.
Another model for explaining reasons of outsourcing failure has represented by Hecker
and Kohleick (2006). Also, Baithelemy (2003) has demystified seven deadly sins of
outsourcing in his paper:

(1) outsourcing functions that should not be outsourced,;
) select an inappropriate supplier;
) a poor contract;
) overlooking human resource problems;
decreasing control over the outsourced functions;
ignoring the indistinct costs of outsourcing; and
(7) lack of exit strategic plan.
He also has explained causes of each sin and provided substantial suggestions to
manage the risks.

As a result, above risks and pitfalls are considered in our suggested BPO
framework (Table I).
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BPM]

1 5’6 BPO BPM services KM services
Lifecycle
(1) Definition of core The strategic analysis in BPR or According to Zack knowledge
competences and strategic ~ BPI phase of BPM can be used framework (Gottschalk, 2005),
direction of BPO (Momme,  for strategic plan of BPO external and internal
848 2002; de Boer et al. 2006) competencies could be

discovered and its results can
help organization to define the
strategic direction of BPO
(2) Model and evaluate current  Process definition/modification ~ Process model can extract from
business processes and is the basic step in BPM (Jung KMS as process template
design BPO plan (Click and et al., 2006) knowledge (Jung et al., 2006)
Duening, 2005)
(3) Model and assess the BPO  Static analysis and simulation is

consequences before an important phase in BPM that
implementation (Click and can be useful to evaluate the
Duening, 2005) BPO results (Jung et al., 2006;

Chang, 2006)
(4) Implementing BPO program Because of process
(Click and Duening, 2005) standardization in BPM,
collaborating with partners and
implementing the BPO program
will be performed easily
(Wiillenweber et al., 2008; Grefen
et al., 2003; Grefen et al., 2006)
(5) Measure BPO metrics BPO metrics could be defined as
(Kannan, 2008) key performance indicators of
business processes in BPM and
the key performance indicators
will be measured accurately via

BPMS
(6) Evaluate results and Post analysis phase in BPM History analysis of process-
improvement (Kannan, 2008; lifecycle could be useful to related knowledge could help to
Jackson et al., 2001) evaluate BPO results (Jung ef al, improve processes (Jung et al.,
2006) 2006)
Risks and pitfalls
(1) Dependency on the suppliers Managing explicit and tacit
and changing collaborative to knowledge of external suppliers
opportunistic behavior of the can reduce the risk of dependency
supplier on suppliers and keeping touch
with new technologies
(2) Losing touch with new
technological opportunities
for product and process
innovations
(3) Communication and Because of process
coordination problems standardization in BPM and
using SOA in BPMS,
Table 1. communication and coordination
BPM and KM services to with partners will be easier in
perform BPO lifecycle value chain (Chang, 2006)
and risk management (continued)
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BPO framework

BPO BPM services KM services
based on BPM
(4) Cognitive distance between  An integrated KMS and BPMS and KM
suppliers and firm therefore could facilitate information and
makes it more difficult to knowledge sharing in the
align decisions and exchange partner’s network (Jung ef al.,
knowledge 2006) 849
(5) Outsourcing functions that According to resource-based
should not be outsourced theory (Gottschalk, 2005),
functions needing firm’s
strategic knowledge and ones in
which firm is good enough
(Frost, 2005), should not be
outsourced
(6) Decreasing control over the  BPM enables firms to control A process-oriented KM system
outsourced functions and monitor business processes could enable firms to gather and
across the value chain (Chang, analyse data from suppliers and
2006; Grefen et al., 2003; Elhadad customers (Jung ef al., 2006)
et al., 2008) Table I.

2.2 Outsourcing models and frameworks
Since now many models and frameworks have been contributed that enable companies
to manage risks and avoid the decision making and implementation pitfalls of
outsourcing.

Momme (2002) reviewed some accepted outsourcing models and lifecycles and
proposed a strategic framework for outsourcing manufacturing. His framework contains
Six generic steps:

(1) Competence analysis.
2
3

Assessment and approval.
Contract negotiation.

B e

Project execution and transfer.
Managing relationship.
Contract termination.

(
(
(
G
®

= =

Momme defined key activities with related performance indicators and expected
output for each of the phases. He recommended some measures for a successful
outsourcing:

+ to know how to identify, exploit and protect our core business;

* to retain or insource our core business functions that we are good enough to do
them;

* to outsource functions in which suppliers have a distinct comparative advantage;

* to use outsourcing proactively through a stronger focus on internal core business

areas, as a way to improve manufacturing performance, generate employee
commitment, and consequently increase competitiveness;
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BPMJ * to create a culture in the organization that enhances the core business and
15.6 recognizes the incentives of outsourcing non-core competence areas;
)

+ to integrate our sourcing decisions with the strategic planning process;

* implementation a management system to determine the criticality of supplied
products or services;

850 * to assign resources for training employees and investments in necessary
technology;

* to provide information and process technology effectively supporting our
extended enterprise; and

+ an outsourcing framework model linking the critical phases and depicts the
cross-functional workflow interfaces of the outsourcing process.

Momme’s efforts to represent a method of outsourcing and useful guidelines are
substantial; however, he has not explained how information and process technology
should be used to effectively support extended enterprises.

de Boer et al. (2006) has argued a prescriptive model providing some guidelines in
decision making and implementing processes of outsourcing. They have provided a
good literature review on existing decision models for outsourcing and have compared
them. They extracted the common steps of outsourcing in three steps:

(1) Definition of core competences and strategy.
(2) Assessment of integral costs.
(3) Analysis of suppliers and competitors.

Consequently, they demonstrated a practical approach by a case study based on
satisficing concept. Nevertheless, de Boer has focused on strategy of outsourcing and
not argued the enablers of outsourcing.

Holcomb and Hitt (2007)) have proposed a model of strategic outsourcing based on
extending transaction cost theory (TCT) and resource-based view (RBV). TCT in
outsourcing has been the prevailing way to explain outsourcing as an economizing
approach by allocating transactions to different suppliers. Nowadays, RBV has been
known as an approach that could examine the role of specialized capabilities as a
potential source of value creation in relationships between firms.

Gilbert et al (2006) have explained the strategic role of outsourcing in reducing
competitive pressure to decrease manufacturing costs between original equipment
manufacturers (OEMs) that produce partially substitutable products. They represent
that in such environments; the cost-reduction opportunities may cause to increase
competition between the OEMs. They have shown that current theories would not be
useful when product substitutability is high and there are no cost-reduction
opportunities.

Click and Duening (2005)) reviewed the trend of BPO and explained the main steps
of BPO in their book. They claimed that each step of their suggested method helps
organizations to align the BPO decision making to their business strategy:

(1) Establish a BPO analyser team.
(2) Survey current state of business processes.

(3) Determine core and none core functions.
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(4) Discover BPO opportunities. BPO framework
(5) Model the BPO hard and soft results before implementing. based on BPM

(6) Develop and present the business plan of BPO. and KM

Kannan (2008) the CEO of Ajira company, suggested a framework for BPO measurement.

He categorized the metrics of BPO in three main areas: people, technology, and process.

He also offered a process for evaluating BPO based on experiences of his company. In his 851
represented methodology, metrics should be identified and documented at first. Second,
key inputs, processing and output metrics should be determined. Then, process, people,
and technology metrics should be prioritize. After monitoring and analysis cyclicity
regulation, roles, and responsibilities will be assigned.

Meland and Straume (2007) have analysed the strategic consequences of ex post
outsourcing when firms’ competition causes improperly challenges for profit. They
have pointed out that in such outsourcing cases, winner supplier’s expectation raised to
attain more outsourcing rent instead of increase competition, while horizontal
outsourcing is often thought to assist conspiracy.

Booz Allen (Jackson et al.,, 2001) has developed a framework that enables companies to
avoid the decision making and implementation risks and pitfalls of strategic outsourcing
and attain a better result of their own capabilities. Also, he has recommended useful
guidelines for organizations to manage the new supply relationships. The Booz Allen
framework includes six main steps:

(1) Evaluate functions and identify strategic priority and risk.
@

) Market considerations.

) Internal versus external capabilities analysis.
) Economic evaluation.

(5) Ability to manage the supplier.

(6) Ability to manage new processes.

All things considered, most of the reviewed frameworks and methods have emphasized
that enterprises should analyse the strategic effects of outsourcing and hold their core
functions as core competency. However, nowadays, with increasing globalization it is
very difficult to recognize what core business processes are. Therefore, the most
significant challenge is that how the risks of strategic outsourcing could be reduced,
and which new technologies could enable outsourcing process.

3. BPM and outsourcing
Increasingly, organizations are focusing on a few business processes in which they are
good enough, and the others, which a company does not have core competence to
perform, are most likely to be outsourced. In this way, outsourcing the customer care,
logistics, human resources, and accounting processes are expanding. Therefore, not
only does the management of business process not stop at the bound of the
organizations, but also it should be extended to the suppliers’ areas.

While the outsourcing claims business impact and opportunity, it also represents new
management and organization challenges. One of the most important challenges is
coordination and management of outsourced business processes with internal business
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BPMJ processes and integrating information between them. For business processes coordination
15.6 across the organization value chain, we need an approach to standardize the definitions
’ and exchanging protocols in data and process areas. Process standardization contains
general definitions of metrics, common languages enabling organizations to gain the
integrity of business rules, process logic, and data. Impact of process standardization on
BPO success is surveyed by Wiillenweber et al (2008). BPM as “a systemic, structured
852 approach to analyse, improve, control, and manage processes with the aim of improving
the quality of products and services” (Elzinga et al, 1995), enables organizations to
standardize their business processes and increase the capability of integration. Chang
(2006) have explained the concept, standards and trend of BPM systems in his book.
According to Chang, the concept of BPM as a management approach, has raised in the
mid-1990s, and there is no accepted definition of BPM since now. He summarized different
proposed BPM concepts in BPM principles and practices. One of the most important
practices mentioned in summery of Chang’s book is Collaborative with Business Partners.
Firms outsourcing processes of production have a very close collaboration with their
suppliers. A supplier might have to participate in the product design, order fulfillment and
inventory management processes. Also, firms might have to collaborate with other
companies because of the added value created for the customers.

Traditionally, business processes are enacted manually and managed by the
knowledge of the enterprise’s personnel. However, enterprises can achieve more
benefits if they use software systems for coordinating the business processes.
These software systems are called BPM systems. Nowadays, most of BPM systems
have service-oriented architecture. Service-oriented computing is one of the major
trends both in business engineering and software technology. The main idea of
service orientation is to capture business relevant functionality as a service and
provide sufficiently detailed information so that customers can use it. This definition of
service orientation goes well-beyond services that are realized by software systems
(Weske, 2007).

Outsourcing is ideal for cases where there are well-defined business processes that
could easily be outsourced to resources offshore. Service-oriented infrastructure has an
important role in improving BPO. For example, each task could be communicated
instantaneously via a web services invocation to the supplier. The supplier can reply
asynchronously to the requestor with details of the completion time. In other words, a
virtual enterprise could be created between service requestor and provider while using
the service-oriented communication and messaging infrastructure. By using a proper
service-oriented business process management system (BPMS), it is possible to involve
internal requestor processes and service provider processes and to be able to check the
status at any point in the overall virtual process involving multiple participating
enterprises (Khoshafian, 2007).

According to Grefen et al. (2003) service outsourcing is the business paradigm in
enterprises which some of their business processes are performed by a service
provider. Service outsourcing can be performed just when both outsourcing and actual
enactment of the service is implemented by means of an automated process and data
management infrastructure. Service outsourcing includes a number of steps: services
have to be identified and defined, compatible business partners have to be found in an
efficient way, process enactment and data management infrastructures have to be set
up and coupled, and the process has to be actually enacted. To do this, clear process
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specifications are necessary that describes process structures and the process-relevant BPQ framework
data structures for the mentioned steps. The process specifications should be shared based on BPM
between service consumer and service providers and should allow for service

brokering between partners when setting up a virtual enterprise on the one hand, and and KM
service enactment in a running virtual enterprise on the other hand. Brokering is used
to relate service consumers and providers through simple matching of specification
characteristics or through more advanced matchmaking. In addition, Grefen ef al 853
(2006) have studied web services support for the dynamic process outsourcing They
have explained contract-based outsourcing to define requirements, introduce the web
services framework and investigate the match between the two. Their pragmatic
research consequence is substantial to refine the web services framework and BPMS in
order to supporting BPO (Figure 1).

Also, Elhadad et al. (2008) have explained how BPM approach and web services
could help enterprises facilitate BPO. They have presented a comprehensive approach
that consists of both architecture and methodology for model-based business process
orchestration. They have designed a semantic repository of business processes and
web services. All components of the system rely on the repository. Their portal was
developed to support the entire development process, give access to a set of
semantically enhanced modeling tools and to external resources such as a BPEL
engine. The modeling tools include an organization modeling tool, a data modeling tool
based on the ebXML core components method, a business process modeling tool based
on the standard BPM notation, and a preference modeling tool for modeling
non-functional requirements and preferences among them.

Consequently, in accord with mentioned researches, information sharing, and
process integrating via BPM approach are necessary factors to success BPO.

4. KM and outsourcing

With the ever growing interest for outsourcing, organizations should have closer
collaboration with their partners and their success depends on successful interaction of
various teams and stakeholders based in different locations. Information and

Service consumer Service providers Figure 1.

D ic BP
Source: Grefen et al. (2006) ynamic BPO
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BPM] knowledge transferring and sharing without direct interaction among the concerned
15.6 participants are necessary to have a _successful partner’s coo_per_ation (Seshasai et al,
’ 2004). On one hand, knowledge sharing beyond one’s organizational boundary in an
extended network of participants will be inevitable. On the other hand, versus of
organization’s resistance to keep core competencies and their own knowledge, there
are many retaining, utilizing and creating knowledge problems arising from
854 extending the scope of outsourcing in firms (Zhao et al, 2004). The risk of loss of
strategic information coupled with the threat of opportunistic behavior by another
partners is a strategic challenge of outsourcing. The resource-based theory of the
firm holds that, in order to generate sustainable competitive advantage, a resource
must provide economic value and must be presently scarce, difficult to imitate,
non-substitutable, and not readily obtainable in factor markets. Knowledge is an
intangible resource for organization that could be as a strategic resource. Therefore,
it is necessary using an intelligent KM system to manage the firm’s knowledge as a
strategic resource versus the threat of loss of strategic information (Gottschalk,
2005).

Bandyopadhyay and Pathak (2007) have investigated the effects of knowledge
issues in success of outsourcing projects. They have argued that when a firm
outsources in order to benefit from a set of complementary skills, the firm’s
management will have to be involved not only in the negotiation of the outsourcing
contract, but also in methods of operation and interaction between the two firms. Since
the employees of the two firms would probably be mutually antipathetic, the
management would have to establish the rules, forcing people to share each other’s
knowledge. They point out that firms outsourcing their knowledge-based processes for
a quick return on investment might be in for a rude shock. There are significant
management challenges that need to be addressed. If the degree of complementarily of
knowledge between the firms is low, the results might not be this prescriptive. When
the knowledge of the two employees are similar enough, sharing does not lead to a
significant increase in each other’s knowledge, but comes with its associated costs and
this is especially dire when much of the time in the meetings might be spent in
determining the exact knowledge which is dissimilar between the employees (and
therefore worth sharing). Thus, forcing a higher level of cooperation would add to the
costs but not deliver commensurate benefits.

A significant critical success factor in BPO is KM. The outsourcing promise is to
leverage the supplier’s superior technical know-how (human capital), superior
management practices (structural capital), economies of scale, and increasingly, access
to strategic and business advice. This should enable the client to refocus on strategic,
core capability and knowledge areas (Gottschalk, 2006).

As a result, KM, as a branch of general management disciplines, can help
organizations to manage and reduce mentioned risk of knowledge publishing, as a
strategic risk of outsourcing.

5. BPO framework based on BPM and KM

In this section, a comprehensive framework for BPO based on BPM and KM is
discussed. Our framework demonstrates services that BPM and KM provide to help
performing each step of BPO lifecycle and reducing BPO risks and pitfalls. According
to Jung et al (2006) the relations between KM and BPM are explained. Also, they
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explained BPM lifecycle of integrated process management and Nissens's KM lifecycle BPO framework
used in our framework. They reviewed requirements of each stage of BPM and KM based on BPM
lifecycles and explained the interrelationship between them (Figure 2). We used the d KM
results of their work in our framework and we have explained just BPM and KM an
impacts on performing BPO lifecycle and risk management in this paper (Table I).

The following BPO lifecycle is extracted from literature review and our practice in

Irancell case study, as we shall see: 855

(1) definition of core competences and strategic direction of BPO (Momme, 2002; de
Boer et al., 2006);

(2) model and evaluate current business processes and design BPO plan (Click and
Duening, 2005);

(3) model and assess the BPO consequences before implementation (Click and
Duening, 2005);

(4) implementing BPO program (Click and Duening, 2005);
(5) measure BPO metrics (Kannan, 2008); and
(6) evaluate results and improvement (Jackson et al, 2001; Kannan, 2008).

Process lifecycle [Knowledge formulize]
- Template modding, template
integration, template description

[Knowledge create]
Benchmarking, as-is'to-be Template classification, template | [Knowledge
analysis, communication, knowledge grouping (map), process- | organize]
cooperation, data mining, related knowledge grouping
R&D (Process-oriented map)

Creation Modeling

[Knowledge evolve] [Knowledge use]

Template/instance/process-
related knowledge browser
[Knowledge distribute]
Retrieval/navigation/query,
authorization & security

Instance analysis, template evaluation,
BPR, process-related knowledge
harvesting, process-related knowledge
evaluation, template history analysis,
process-related knowledge history
analysis, version management (template
knowledge, process-related knowledge)

[Knowledge create]

| Static analysis, simulation |

| Template knowledge grouping
(map)
[Knowledge organize]

| Process knowledge respository |
Knowledge organize]
Common

Evolution Pre-analysis

Instance analysis, instance

U : Process instantiation, process
evaluation, instance selection

execution & monitoring, logging

- h [Knowledge
[ edge formalize] | Process instance packaging | aﬁﬁﬁ;g‘?gﬁéﬁ:m create]
[Knowledge organize] Instance classification, instance | Tacit knowledge articulation | [Knowledge formulize]
knowledge grouping (map)

| Knowledge - instance packaging | [Knowledge organize]

Post-analysis —

| Prm;;‘g;\ﬁ;’e | [Knowledge distribute] Figure 2.

Interrelationship between
Enactment BPM and KM

Sour ce: Gottschalk (2006)
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BPMJ As Jung et al. (2006) have pointed out in their paper, BPM lifecycle includes six main
15,6 steps (Figure 3):
(1) Creation.
(2) Modeling.
) Pre-analysis.
)

@

856

Enactment.

=

—
1

) Post-analysis.
) Evolution.

>

They have also argued the KM lifecycle as follows:
* knowledge creation;
* knowledge formulization;
* knowledge organization;
» knowledge distribution;
+ using knowledge; and
» knowledge evolution.

In addition, in Figure 2, it is described how KM steps have been followed in each step of
BPM lifecycle.

A conceptual view of proposed BPO framework is represented in Figure 4. In the
proposed framework, the steps of BPO and BPM lifecycles should follow
synchronously. To put it simply at the first step of BPM lifecycle, the business
processes should be surveyed, and strategic studies of BPO should be analysed
simultaneously. In this step, the process-related knowledge would be created. Second,
the BPO plan should be designed when the current business processes are modeled;
also, specification of business processes are defined in accord with BPM standards.
The process-oriented knowledge will be formulized and organized in this stage. Third,
in pre-analysis and process simulation step of BPM lifecycle, information needed to
assess the BPO consequences before implementation will be produced. The knowledge
of static analysis will be created, and the template knowledge will be organized in this

BPM lifecycle KM lifecycle BPO lifecycle
. Strategy
Crestion Create definition
Evolution Modeling  Eoive A rowled N Formulize Evaluate Model and
modification now odi%iacrizar:“’ resuits evaluate
Specification
Arranging/
storing
. Pre- .
Figure 3. mpa?%s andlysis Use Organize  Measure Model and
BPM lifecycle and KM and —t asess
BPO lifecycles Enactment Distribute Implement
Source: Jung et al. (2006)
- H Lf.:.-u}-ﬂ ‘I & I
J WWw.man




K nowledge create BPO framework
\ Strategy definition / based on BPM

/ Knowledge organize

knowledge formulize and KM

Knowledge evolve
Model and evaluate

current state 857

Evauate results Creation

\ Procegd@ign/ 7
\ modification /
\ /

Evolution

\ /

Knowledge create
knowledge organize
knowledge formulize

Knowledge create
knowledge organize

/
/ \
/ Instantiation\
/

Measure Enactment

/ \
/ Implement \

4 Knowledge create \ Figure 4.
knowledge organize BPO framework based on
knowledge formulize BPM and KM
knowledge distribute

phase. Fourth, the business processes, remodeled to be outsourced, will be enacted.
In this step the knowledge, related to process instantiation, execution, monitoring and
control will be created; tacit knowledge will be formulized; knowledge of process
instances will be organized; process centric active knowledge will be distributed. Then
in post analysis stage of BPM, the performance indicator of BPO project will be
measured; also, knowledge of process evaluation will be created; the process instance
classification knowledge will be organized and formulized. Finally, in evolution step of
BPM, results of BPO will be assessed, and outsourced business processes will be
improved based on outcomes of BPO assessment.

6. Case study

6.1 MTN Irancell company

MTN Irancell is a private joint stock company governed by the Commercial Code of the
Islamic Republic of Iran and the provisions of its Articles of Association. The Company
has been established for an indefinite period of time. MTN Irancell is comprised of two
shareholders who are the Iran Electronic Development Company (IEDC) and MTN
International (Mauritius) Limited. IEDC currently has two key shareholders: Iran
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BPM] Electronic Industries, known as SAIRAN and Mostazafan Foundation, known as

15.6 Bonyad.
’ The company aims at being the leading provider of telecommunication services in
Iran and provides the following services:

+ provision of wholesale and retail telecommunication services,
858 + sales of network traffic capacity to local or international carriers or entities;

« rental of network infrastructure facilities to local or international carriers or
entities;

« provision of the internet and data and digital platform-related products and
services;

+ provision of all other sources of value-added services that is currently available
and to be developed in the future;

* dealing with e-commerce, mobile-commerce activities of the above-
telecommunication networks; and

+ provision of customer services, including but not limited to customer
relationship management and call-centre services.

6.2 Methodology

Our suggested BPO framework is used to select processes that should be outsourced
and BPO planning in Irancell. According to proposed BPO lifecycle and literature
review, BPO project followed step-by-step:

(1) Irancell strategic direction of BPO was defined. Because of competitive pressure
of first governmental mobile operator of Iran and regulatory constraints,
Irancell had to reduce its operational costs. As a result, Irancell selected IT
outsourcing and business processes outsourcing strategies to decrease costs
and create competitive advantage. Hence, both operational cost-reduction and
acceleration of service providing were selected as two main goal of Irancell BPO
plan. Honess (2003) stated that business processes within a company can be
broken down into three categories: core; business critical non-core; and finally,
non-core, non-critical. Core processes are seldom outsourced, because they are
the very essence of the business and the area that requires the most investment.
Therefore, critical and non-critical non-core business processes of Irancell were
suited for outsourcing to a third party supplier. After analysing business
processes of Irancell, selling and customer care business process has been
selected as critical and non-core process to outsource.

(2) Business processes were modeled. Irancell used e-Tom standard to define business
architecture and focused on BPM as opposed to single functional unit view.
The conceptual high-level Irancell business architecture is shown in Figure 5,
and the selling and customer care business process model is shown in Figure 6.

(3) The business process of selling and costumer care was remodeled based on
BPM approach and service-oriented architecture. This new process model
described not only the roles of service providers and service consumers in
executing the business process but also the messages, which should be
transmitted between them.
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Figure 5.
Irancell business

architecture
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(4) The BPM system was tuned to execute the new business process; the service
providers were selected; they contracted to provide services; service level
agreements were defined in the contracts. Using BPMS to manage the whole
process have reduced the coordination and communication problems between
Irancell and suppliers. Also, a KM system was implemented to document and
analyse the customers’ related data. Some of the data attributes of costumers were
being created in outsourced tasks and Irancell KM system gathered and analysed
them. Outcomes of the KM system have been used to analyse customer behaviors
and manage the customer insight process, which is performing in house.

(5) The goals of BPO plan, as it has been pointed in Step (1), were considered, and
performance indicators of the goals were measured.
(6) Final report of executing BPO project was contributed and presented to the

stakeholders; furthermore, the BPO team was established to evaluate
performance indicators and improve business processes continuously.

Summary

Globalization and competitor’s pressure forced firms to reduce their costs and to be
more productive. Therefore, organizations should focus on their core competencies and
outsource their other functions. Outsourcing has taken on three forms: manufacturing
outsourcing, IT outsourcing, and BPO. In this paper, we focus on BPO and its lifecycle
and risks. We tried to suppose a comprehensive framework to help performing each
step of BPO lifecycle and reduction of BPO risks and pitfalls using BPM and KM
approaches. Our suggested lifecycle of BPO has explained in six steps:

(1) Definition of core competences and strategic direction of BPO.

(2) Model and evaluate current business processes and design BPO plan.
(3) Model and assess the BPO consequences before implementation.

4
6
©

~

Implementing BPO program.
Measure BPO metrics.
Evaluate results and improvement.

- =

Also the most important BPO problems are aggregated in six groups:

(1) dependency on the suppliers and changing collaborative to opportunistic
behavior of the supplier;

(2) losing touch with new technological opportunities for product and process
innovations;

(3) communication and coordination problems;
@

~—

cognitive distance between suppliers and firm therefore makes it more difficult
to align decisions and exchange knowledge;

)
(6) decreasing control over the outsourced functions.

=

outsourcing functions that should not be outsourced; and

Further work
Future effort will focus on more practical BPM and KM effects on BPO. We are also
trying to provide a pragmatic BPO methodology due to the experiences from case
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BPM] studies and actual situations. At last, we need to find some measures for identifying
15.6 appropriate business processes that should be outsourced.
)
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