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In this session we will provide an overview of how an agency or any organisation can 
d l d i l t S t i bl IT Effi i St t th t ill d th i TCOdevelop and implement a Sustainable IT Efficiency Strategy that will reduce their TCO.

Our focus in this presentation will be on operational or BAU costs.

The approaches for cost reduction are based on a number of assessments and cost 
reduction exercises CPT has performed for organisations both in Australian and 
InternationallyInternationally.
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The drivers for cost reduction in government and commercial organisations (especially 
fi i l) t fi d t th tfinancial) are easy to find at the moment.

First of all we had the May budget cuts of 2% for all agencies that came out as 
PRODUCTIVITY DIVIDENDS (interesting way of classify a cut to an agency budget)

And now we have the Gershon Review that recommended a 15% reduction to ICT BAU 
(operational costs):(operational costs):

• for agencies with greater than $20m spend
• 5% year 1
• 10% year 2 

• for agencies $2m to $20m it is 7.5%

We also have the need to live within your means as the business demands in productionWe also have the need to live within your means as the business demands in production 
continue to increase through web services, increased reporting and data sharing 
between government agencies.
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If we look closely at the Gershon challenge:

The view is that the BAU costs in agencies have not been subject to sufficient challenge 
and scrutiny …. and I think he is right.

His findings are that on average, 77% of an agencies ICT spend in on BAU and only 
23% is for servicing new business requirements.

His target is to reduce this by 15% over 2 years ……. SUSTAINABLE !!..... Not just one 
off belt tightening.  It is easy to tighten the belt for one year – its much more difficult to 
make it sustainable.  

Year 1 savings $140m
Year 2 and ongoing $400mYear 2 and ongoing $400m

50% of this is to go to a central fund and 50% back into the agency to fund new whole of 
government initiatives – its not clear how this will be administered and the benefits 
realised from this investment.

What is not clear is the recognition that agencies that have had good IT governance and 
been lean and mean will be treated the same as agencies that have not been and have 
a lot of fat – seems a strange way to treat some agencies that have been doing the right 
thing….. but what this means is that its going to be harder for them to meet the 
requirement and sustainable cost reductions are going to be harder and possibly create 
risks
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This whole concept of sustainable cost reductions is a real challenge to agencies and 
i ll i l ti t th G h i l t ti i k i l tiespecially in relation to the Gershon implementation as agencies keep on implementing 

new systems and current business systems increase due to the economic climate where 
citizens are needing greater levels of government support.

The view is that while the overall budget for an agency will increase (or contract) the 
percentages are the real target.
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The next problem is that I don’t think all agencies think that BAU or production efficiency 
i i it th i t l t f l i tiis a priority – there is not a lot of glamour in operations.

The production environment is a key indicator of health of an organisation – just as we 
as individuals are products of what we do ---- are we FIT or OVERWEIGHT… do we 
really look after ourselves ?  Unfortunately we say we cannot go to the gym because we 
have other priorities.

So it is with how we put systems into production.

The objective of a project manager is to get the system into production within budget and 
on time and make the necessary compromises on quality, performance and efficiency…. 
Unfortunately it is the operations area that is left holding the can…. When the root cause 
for high cost of ownership is back in systems delivery lifecycle…. only some much can 
be done to retrofit performance and efficiency once it is productionbe done to retrofit performance and efficiency once it is production.

This is exactly what the Gershon Review has picked up on and it is essential that 
agencies look at sustainable cost reductions and not just one off accounting changes.
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There is a big difference in how you do once off cost reductions and sustainable cost 
d tireductions

In fact you should do both !

Reactive / once off = provide immediate benefit but we are really treating the symptoms 

Proactive / sustainable = longer term and many not be immediate as they may take time 
to flush through

This is an important difference …. but you can use the once off benefit to fund the longer 
term investment in creating a more efficient sustainable BAU environment
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So if we look at the health of the production system we have the two choices of :

Treat the symptoms 
Or

Root Cause Analysis 

The further we go back in the development life cycle the longer it takes the benefit to flow 
through to production

But…. the further we go back the bigger and more sustainable is the benefit 
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As an example – this chart provides an very typical list of symptoms and potential root 
th t CPT fi d h it i d i t d ti i f th l t d tcauses that CPT finds when it is doing cost reductions in some of the largest data 

centres in the US and Europe

As you can see here we have highlighted  the sym ptoms and some of the root causes 
that go back into the delivery cycle or the IT operational governance:

Exceeding Capacity ( with a number of detailed symptoms)Exceeding Capacity ( with a number of detailed symptoms)
….. and the potential areas where the problem many caused from

High Cost of Ownership 
…etc

Not meeting Business Service LevelsNot meeting Business Service Levels
…. etc
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So to summarise this … the overall benefit to the organisation is greater if the root cause 
i l i th SDLC f th i ti th b fit ill t l b BAU b fitis early in the SDLC of the organisation as the benefit will not only be BAU benefits … 
but the SDLC process it self.

You will also note that the ITSM/ITIL processes also provide a significant platform for 
implementing sustainable cost reductions in BAU  (especially the recent V3 which has 
introduced a number of new processes such as transition into production, testing etc…
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So what are the options …….

1. Do nothing - Has been the norm and is what Gershon has stated ….. and we totally 
agree with this

2. Immediate cost reductions ….. Create tiger teams and get immediate results to drive 
down costs….. this is necessary but the sustainability MUST be considered 
otherwise the inefficiencies will creep back in unless the root causes are addressedotherwise the inefficiencies will creep back in unless the root causes are addressed.

3. Sustainability …. This is approach is and add on to Immediate…. But it is a totally 
different process that need experience in root cause analysis.
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This chart provides an example of the total cost of ownership implications of the three 
tioptions

Options are:

•Do nothing – buy more capacity

•Immediate cost reductions – treat the symptom

•Implement sustainable IT governance improvements 
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So other “get fit” activities in addition to optimising the current BAU environment are :

REVIEW ANY OUTSOURCING CONTRACTS
- pricing models 
- incentives for process improvement
- services not wanted
-Etc 

ESTABLISH IMPROVED IT OPERATIONAL GOVERNANCE BASED ON ITIL (THIS IS 
A GERSHON RECOMMENDATIONS AS WELL)
-Implement IT operational governance based on the ITIL framework,
- ITIL is a methodology (like a Prince2) that allows an organisation to manage its 
infrastructure and production environment stratgically
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So the key messages are quite simple:

The effectiveness of IT governance is best measured by the results in production – i.e its 
level of fitness

ITSM/ITIL is an essential framework for improving IT operational governance

The initial cost reduction exercise is self funding

This cost reduction can be used to fund sustainable cost reductions in the area of IT 
governance earlier in the SDLC

…… this is a new approach for organizations to reduce the total cost of ICT ownership 
and improve IT governance

Thank you for your timeThank you for your time….
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