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MANAGING SOURCING OPTIONS
Before examining the various sourcing options, it is important to emphasize that however services, or service components are provided, and whoever 

supplies them, the organization retains responsibility for their ensuring that they meet the requirement. The organization may need to move away from 
purely technical expertise, required to deliver services internally, to develop the skills necessary to define the requirement, negotiate the appropriate 

contracts with suppliers and manage the relationship with the supplier(s) to ensure that the service is provided as agreed.
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Introduction
Each organization must recognize its strengths and weaknesses when delivering customer outcomes. In areas where its 
capabilities are limited, it will be advantageous to partner with suppliers who can fulfil the requirement more effectively or 
more efficiently. This is not a simple choice to out-source or in-source. Sourcing is about deciding on the best combination 
of supplier types to support the objectives of the organization. Here we discuss the main sourcing options.

INSOURCING This approach involves the organisation using its own resources to carry out  
all stages of the service lifecycle for  new, changed or revised services.

OUTSOURCING This approach involves the organisation using the resources of one or more 3rd party organisations  to provide 
some or all of the lifecycle activities for the service. Outsourcers may be used to provide the whole service, or just 
the design, or support stages, for example.  
Using an outsourcer requires a formal agreement or contract, where the services supplied are clearly defined. This 
includes the consumption of services from application service providers (ASPs) described below.

CO-SOURCING OR  
MULTI-SOURCING

This involves using a combination of insourcing and outsourcing, with a number of organizations working together 
to co-source key elements within the lifecycle. This generally involves using a number of external organizations 
working together to design, develop, transition, maintain, operate and/or support a portion of a service.

APPLICATION  
SERVICE PROVISION 

Application service providers provide shared computer-based services, often called on-demand software/applications 
from their own premises to customer organisations over a network. Using this option reduces the complexities and 
costs of such software can be reduced. This may enable  organizations to have access to functionality that could not 
otherwise be justified. Again a formal arrangement should be in place to define the service to be provided.

KNOWLEDGE PROCESS 
OUTSOURCING (KPO)

KPO provider organisations  not only execute a process, but also take certain low-level decisions based on knowledge 
of local conditions or industry specific information. For example, a KPO organisation may handle small claims for 
an insurer, and make decisions over whether these should be paid, and how much the settlement should be.  This 
differs from business process outsourcing where the decision will have been made the organisation employing the 
outsourcer, and just processed by the outsourcer.

MULTI-VENDOR 
SOURCING

This type of sourcing involves sourcing different sources from different vendors,  
often representing different sourcing options from the above.

CLOUD The provision of ‘Cloud’ services is becoming increasingly popular. These are specific pre-defined services usually 
provided on-demand. Services are usually standard, but can be customised if there is enough demand for the service. 
Cloud services can be offered internally, but generally refer to outsourced service provision.

BUSINESS PROCESS 
OUTSOURCING (BPO)

Business process outsourcing or BPO is different from the IT sourcing options; with BPO an entire business functions 
is managed by a 3rd party. This is usually to enable the business function to be carried out in a low-cost location. 
Again it is important that a formal arrangements between the organisations is negotiated, so that expectations and 
responsibilities are clearly defined. Common examples are accounting, payroll and call centre operations.

PARTNERSHIP A partnership model is another option. This involves formal arrangements between organisations to work 
together to design, develop, transition, maintain, operate and/or support IT service(s). Formal arrangements 
between two or more organizations to work together to design, develop, transition, maintain, operate and/
or support IT service(s). The focus here tends to be on strategic partnerships that leverage critical expertise or 
market opportunities.


