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Abstract: Many enterprises face the issue with increaswg overhead cost and talea
effort to reduce it, what is a base for using alsourcing principles. Outsourcing is primarily
used as a strategic tool for corporate resourcesizing. Enterprises decide to remove some
supporting activities to external units, which daprovided with ensuring a higher quality
and lower costs. These decisions result in inangaattention to a core business orientation
and costs reduction. The main purpose of the pagbe cost savings quantification, what is
supported by the research results focused on theand the possibilities of outsourcing in
Slovakian SMEs. There was proposed a general nfiodah economic efficiency evaluation
for potential use of the outsourcing through deteation of expected costs savings as a
result of the research study.
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Introduction

At present due to the influence of globalizatiom amcreasing competition many enterprises
are forced to perform a variety of supporting atiég, which are necessary for business. The
implementation of subsidiary services and auxiliagjivities has increased the amount of
overhead costs. The reaction is just an efforetluce overhead costs. The application of the
outsourcing principles is one of the ways of theerbead costs’ reduction. Therefore,

enterprises use some forms of outsourcing to iseréaeir competitiveness. It is therefore a
new approach to the rationalization of businessgsses (Aronsson and Koskela, 2009; Illés
et al., 2015).

Outsourcing has become a common strategic tookimyncompanies over the world in recent
years. Today, outsourcing is used primarily as @ tf strategic business management,
namely as a tool for optimizing the corporate reses consumption focusing on core
strategic business objectives. Prior task of outsng is to provide and increase the quality
level of activities and cost savings (Igbal and D2@{13; Di Gregorio et al., 2009). This also
confirms the results of many studies (Jyoti et2015; Brzeziski et al., 2015; Lopez, 2014;
Grabara and Kot, 2010; Tabor, 2011). Effort to mdthe costs in a company leads to a
responsibility settlement for their implementatioran external provider.
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Besides the potential of cost savings, it is algentated towards the core business, risk
transfer, quality improvement and the expert knam+hacquisition with support processes
management (Sroka, 2014; Stachova and Stacho, Ro13and

Brzezinski, 2015). The most common risk in terms of conypaxperience appears to be an
area of additional and hidden cost of outsourcing.

Theoretical Background

Outsourcing as a concept comes from the Americamnauic life and represents a
combination of the words outside, resource (sand using to the one artificial word.
According to Hirschheim et al. (2006) the concepbuatsourcing (as an agreement with the
external entity to provide goods or services) heasnbhere for centuries. Outsourcing is not a
new concept and we can find its origin in sub-cacting of production activities. Jyoti et al.
(2015) state that to sustain in the current envivent and for success the organizations
consider outsourcing as an important strategy efaitganization, which helps in improving
performance by reducing costs, creating new predantl services, enhancing quality and
productivity (Nayak et al., 2007). Outsourcing afsmess activities has become the tool
which tries to concentrate on the core business deldgate certain functions to other
institutions that have the resources and faciliitesarry out these functions more effectively
(Aronsson and Koskela, 2009; Kot, 2015). Outsogy@liows companies to divide activities
on those, which are considered to be the main *cané “non-core” activities and allows
them to enter ancillary activities to external pars to make them more efficient, more cost-
effective. In

Szlezak’s (2014) opinion, in practice it is not gibte to outsource all activities. It is ideal to
determine a plan based on company business philgsop. to focus on a core of company
interest and not to outsource this base. Outsogircas become over the time a complex
object of business, and therefore can be descfibed different perspectives. In theory it is
possible to find a number of definitions from vasoauthors. In view of the complex
characteristics the definition from Hunter (2008nde used, who said that outsourcing is
understood as a transfer of internal business iaetivor group of related activities to an
external producer or service provider, who is dbleffer the required service on the agreed
date and at the agreed price. Today, outsourcingsésl primarily as a tool of strategic
business management, namely as a tool for optignittie corporate resources consumption
focusing on core strategic business objectives. akakova et al. (2014) write that
outsourcing is a general trend of the new centrgviding and increasing the quality level
of activities and cost savings to pay the attentmiore business and mainly in SMEs has
become the priority task of outsourcing. There emeerprises which are the core power of
each economy and by their flexible approach theyater a potential for outsourcing
application. Outsourcing can be applied in variBMEs mainly because of cost savings what
can be mentioned as highly preferred reason adpgdication. This also confirms results of
many studies in the production enterprises (Kuregail., 2015; Arbore and Ordanini, 2006;



Mohiudinn, 2015), but also in service organizatiffdvardsson and Teitsdottir, 2015). However, as
the most frequent branches of outsourcing prinsiglgplication I1S/IT (Mishra and Mahanty, 2014)
and banking system (Sellar, 2015) can be mentiolmeresting is a fact, that the practice misses
methodology to calculate the potential assets Bt catting when the companies decide whether to
implement outsourcing (Potkany, 2015). Neverthelessstated that outsourcing is a tool of effective
costs’ reduction and elimination of risks from ftamhal concepts.

Outsourcing Costs

When using outsourcing it is widely expected thasts of this activity would be reduced in
comparison to the costs incurred in the use ofttmapany internal capacity. If we want to compare
the outsourcing effectiveness to our own proceggdementation, it is necessary to consider all costs
that are related. Therefore it is very importanidentify and quantify the outsourcing costs. Exek
and Tyll (2010) divided outsourcing cost into thgseups:
— Production costs in functional area. These arectsts invoiced by providers for delivering the
services.
— The transaction costs. These cover cost of creatirantract, check of its
implementation, communication and coordinatlmtween a client and
a provider; and costs of the other expert and dtingiservices.

— Hidden costs. This area coincides with transaatmsts and is related to additional costs incurred
for example to manage transition phase of impleatam, costs of redundancies and costs of
relationship termination.

— Groups of transaction and hidden cost are impartarthe year 2012 the OSF
Global Services company presented the resultseaf thwn study "The Real Cost of Outsourcing".

The additional costs of outsourcing, accordinghdtudy are categorized into several groups (Eigur

1):

— The cost of selecting a vendor — with any outsalireervice, the expense of selecting a service
provider can vary from 1-10% in addition to annwalst of the deal. These costs include
documenting requirements, collecting, analysing araluating process, travel expenses,
opportunity cost of work, and others.

— The cost of transition — this stage takes fromeahm@nths up to a year. It is expected to spend
additional 2-3% of this cost. It includes communi@a cost, outplacement and retention bonuses,
legal contract fees and technical cost for newfiates.

— The hidden cost of transition — this category idels 3-5% of the cost of layoffs, language and
cultural differences can cost extra 3-27%.

- The cost of rump-up (ensuring quality of processeith the help of software solutions cost 1-
10%.



— The cost of managing a contract — this categoaysis additional cost. There is significant amount
of work in invoicing, in auditing and in ensuringst (6-10%).

3- 27%

The Cost of The Cost of TheCostof  The Cultural Cost The Cost of The Cost of

Selecting a Transition Layoffs Rump-up Managing the
Vendor Contract

Figure 1. Additional cost of outsourcing

A precise identification of all groups of the memtd costs is quite difficult and requires an ekper
estimation or a practical experience with the autsiog using.

Research Methodology

In the years 2010-2015 a baseline survey on thgilitises of outsourcing in SMEs in Slovakia was
carried out at the Technical University in Zvoldie research survey includes a combination of a
guestionnaire and personal interviews that alloeniifying basic areas of outsourcing in selected
SMEs in Slovakia. The research aim was to map tieeiot situation in areas utilizing outsourcing
and to find out potential opportunities, interestl darriers of practical utilization of the outscing

in SMEs company practice.

SMEs are an important part of national economy astntountries. A clear definition of term small
and medium-size does not exist. Approaches to éfi@idon of SMEs vary from author to author.
Uradntek and Zimkova (2009) wrote that SMEs division defseon the size of the national economy
and on the branches of the national economy thingedo. This paper uses the EU recommendation
2003/361. There are approximately 23 million of SMith the European Union that offer
approximately 75 million work places and represghB% of all enterprises. Within Slovakia, SMEs
represent about 99.1% of all registered enterpriS88Es show flexibility in using progressive
technologies and they are the driving force for ¢ékenomy development in job creation and main
initiators of the living standards growth in eaduntry. According to the recent data of the Agency
for the Small and Medium Enterprise Developmen2®i4 there were 195,727 SMEs registered in
Slovakia (Potkany, 2015).



The basic set of the research was represented Iigs $déated in Slovakia. Due to the large size of
the basic set it was not possible to include algmall and medium enterprises in this researchjtan
was also the reason for using sampling throughesudata. In the aim of establishing the basic et o
the research sample, a deliberate choice basedertriteria defined by the directive EK No
2003/361/EC was done. For the purpose of colleatsegul data for the research, a random sampling
of 250 small and medium size manufacturing entsesriwas selected from various areas of the
national economy of the Slovak Republic. The emplriesearch was specifically targeted to find the
current level of outsourcing use. Determinationtloé scope of the sample set resulted from the
following relation (Sheer, 2007):
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-nis scope of sample set, are values of standard random quantity from

(reliability specified at the level of 95%, i.e.aththe valuexn = 0.05 corresponds to z = 1.96), p is

required exactness, error of estimation (determiaed.65%) andp is ratio (relative frequency)

quality sign in the basic set (50%).

For the valuation of statistical reliance of indiwval questions correlation analysis was used.

Correlation means the linear dependence betweedomarvariables. Statistical dependence is the

correlation coefficient in the case of linear degce between the variables degree of tightness. Th

coefficient takes its values in interval (-1,1)aP®n correlation coefficient (r) can be determibgd

variables x

(y) and g, s, standard deviations of variables ¥ fgimacik (2007):

r=x-x )
Sx Sy
According to Cohen correlation is trivial under Oftbm 0.1 to 0.3 correlation is small, from 0.3 to
0.5 correlation is medium and over 0.5 correlatieniarge. Correlation from 0.7 to 0.9 is very karg
and then is almost perfect.

Results of Research Concerning Outsourcing in SMEs Slovakia

The actual scope of the sample set was at the ¢VEIO businesses due to the fact that 68% of the
guestionnaires were returned. Despite the redunmuesof the sample set the real scope of the sample
set may be considered representative. Due to the faesented by Matejkova (2012), it is possible t
state that with respect to the research of ingitgtat the national level, the minimum scope @f th
sample set includes 150 companies.

All of the questions in questionnaire were compdceeach other through correlation analysis ofgair

and then the correlation dependence was expre$site 1 presents the correlation matrix of the
individual questions with expression of its leveisiependence.



The paper includes only partial results of the riom@d survey. It is mainly the area of outsourcing
and the potential assessment of its economic effigi.

Economic efficiency” should be understood as exgxectosts savings which can be further
transformed into relative ratio indicators of Retan Costs (ROC) or also into growth of Economic
Value Added.

Table 1. Correlation matrix of the individual questions

- A B C D E F G
A - 0.0¢ 0.3: 0.21 0.37 0.1z 0.1¢€
B | trivial - 0.2¢ 03¢ | 0.: 0.1€ | 0.1
C | mediun | smal - 077 | -05¢ | 0.0/ | 0.4z
D* smal mediun | very large - - 0.6( 0.1¢ 0.5¢€
= mediun | smal large large - 0.07 0.5:
= smal smal trivial smal trivial - 0.0¢
G smal smal mediun large large trivial -

*Questions were aimed at identification: the redinand sizes of the company (B), the use of angnfof outsourcing (C),

reasons for use/non-use of outsourcing (D/E), fialesssessment of economic efficiency of outsageise (F) and interest
in the use of outsourcing in the future (G).

Based on the conducted research, it was founds5th&®o of questioned enterprises do not use any
form of outsourcing for managing the company preees Outsourcing is therefore used mainly in
SMEs (Table 2). Outsourcing is used mainly in theddé of administration activities, care and
maintenance of IS /IT and buildings (facility masatent), economy and low consulting, educational
and training activities, marketing and transporvises.

Table 2. Structure of SMEs in presented research peer

SMEs Micro Small Medium-size

18 (10.59 % 49 (28.82 % 103 (60.59 %
Using of yes 3 (16.67% yes 22 (44.89Y yes 54 (52.43%
Outsourcing no 15 (83.33% no 27 (55.11% no 49 (47.57%

The preliminary assessment of economic efficientcpudsourcing use in the practice is unknown.
Enterprises often decide to use outsourcing basegasitive references, recommendations and
analysis submitted by the service provider. Thécgated cost savings is not qualified in entegsis
This problem is solved intuitively, and quantifyitfie cost savings occurs in the stage of evaluating
the effects arising from outsourcing, after thecatting period, it means after the part of the it
Indicators, as the level of economic variables saghncome, labour productivity and turnover, are
the criteria for comparing given indicators befaed after the implementation of outsourcing.
Evaluation of the effect



of the use of outsourcing after the implementaticals evaluated by approximately 18% of the
analysed businesses (Figure 2).
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Figure 2. Evaluation of economic efficiency

Proposal of the Model for the Economic Efficiency Ealuation of the Outsourcing use, its
Limitation and Verification

Our aim was to propose a model for the assessnfetiteopotential economic efficiency of the
outsourcing use, which would be applicable easity aapidly without the need of spending
significant funds on its implementation. The praggbsnethodology consists of several steps:

- Identification of business processes (activitigggrations) for outsourcing,

- Analysis of business costs,

— Determination of critical costs of outsourcing,

— Quantification of potential cost savings.

This methodology requires understanding of theeissiucost allocation over for suitable allocation
bases as well as Activity Based Costing methodotifgyalculation. This issue is addressed in several
studies (Novéak and Popesko, 2014; Nemec et al5;2@d4tkany, 2015). It is relatively easy to apply
this suggestion with the help of analytical toats &xample in Microsoft Excel. We present our
proposal methodology - General model of the econafficiency evaluation of the outsourcing use,
in a simplified schematic form (Figure 3).

This general model was successfully verified in®20hder conditions of small business enterprise
(outsourcing of accounting and marketing) and alsder the conditions of medium production
enterprise from the section of engineering indugbytsourcing of personnel administration and
wages agenda). In both enterprises, we have usediten methodology for the comparison of
predetermined costs saving quantification agafresteal situation. Results



declared that the utilization of outsourcing cocdadise cost saving effect and also the effect ditgua
growth in the given outsourced activities. In tlase of business enterprise the saving of abou0&00
per year with the effect of profit growth and aledurther growth of Return on Costs of about 1.8%
were reached. These results exceeded the expestegs assessed by our methodology. In the case
of production enterprise savings of 3.58 € per employee and per one month were reached, what is
more than 10,000 € per year in spite of higher mawf hidden cost of outsourcing compared with
the expected levels. As the positive event, thecefdf orientation on core business which caused a
decrease in the production defects and failureseamentioned.

Just now, the above mentioned methodology is imefeed under the conditions of other enterprises.
It is a few service companies as well as companié¢ise sector of woodworking industry. From our
own practical experience we can state that lindtsulsing the presented model are specified by the
following requirements:

- Precise evidence of detailed structure items ofteals costs,

— Selection of suitable types of allocation bases,

— Expert estimation of additional cost of outsourcing

Correct use of these requirements can providefaieaft way in cost cutting and in improvement of a
company’s performance. This issue is discusseddrerdetails in other literary (Vetrakova et al.,
2013; Potkany, 2015).

Summary

Outsourcing of the business processes has becoenefdhe main tool of the business performance
increasing and in many cases there it is alsonhiator of the strategic changes. One of the most
anticipated effects of the outsourcing use is & savings. Based on our research results, ibean
stated, that theory and the practice lack of thailalle general methodology of the economic
calculations for potential cost savings evaluatiGompanies solve this problem intuitively and the
quantification of cost savings occurs only in thege of evaluating effects arising from outsourcing
after a conclusion of the accounting period. Thipgr presents a general model for the evaluation of
economic efficiency for potential use of outsougcithrough the outsourcing cost structure
identifying. The estimation of the costs is a caliGgtage in deciding whether, how, and what to
outsource.

This article is a part of the work on the project KEGA 013TU Z-4/2014 Implementation of Electronic
Education of Foreign Languages Based on Multimedia Instruction Materials at the Technical University in
Zvolen.



Identification of business processes suitable for outsourcing

The main task is to elaborate the list of identified processes suitable for the use of outsourcing. This
identification can be based on the organizational structure of the company and on the analysis of single

kemployees’ job descriptions ensuring the given processes.

\

5

Analysis of business cost

It is recommended to monitor the costs at least in items of financial accounting, in the most detailed
group of overheads costs. A separate area is the category of irrelevant costs, whose cost does not vary

\
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gy oo comoction | -costatwillanise  {C—i  ovoheadscos |
- maintenance with ing L 1%, !
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- other overhead cost Wil et . L
outsourcing e g
Determination of critical cost of outsourcing (CCp) v
CCo" = own costs of process — additional costs
" This cost level can be used for each process (activity) separately while the total costs of accounting period or at
the level of costs related to the specific unit (employee, document, report, project, volume of the space...)
A
Own cost of process
a) Determination of allocation base (AB) of identified groups of Additional cost:”
overheads costs - transaction drivers (number of orders, invoices, - cost of selecting
proposals, and processed documents), - duration drivers (man-hours, hours a vendor,
worked from the time fund). - cost of transition,
Data of costs and altematives of allocation bases are recommended to be - cost of layoffs,
compared at least quarterly on the base of correlation analysis. - cultural
b) Determination of rates of identified groups of overheads costs dxt’fgtrer}oes oot
The rate is a classic indicator serving to determine the level of the B zﬁst g ¢ i i
distribution of overhead cost, which is determined as a ratio: - " nanaging
rate = amount of indirect costs / allocation base FaTet.
* This step has to be repeated separately for each group of overhead costs and defined Thes‘_’ cost are
type of allocation base (AB) from previous step. determined by expert
o — estimation (for
c) Determination of total own costs of individual processes (TOCp) - by example 20% from the
using the rates of overhead costs and data about allocation base located in own cost of process)
selected processes or partial activities: or on the base of own
i=1 experiences.
TOCp= Z (rate; ,*xvolume of AB proces; ,)
n
Only if the price of outsourcing is under the critical costs, there is thé > n— the number of
potential of cost savings and the possibility of increasing own analysed groups of
orientation to the core business. Indirect oonis.ops
allocation bases

Quantification of potential cost savings

This is important economic variable, which can be specified on the base of the previous steps as the
difference of critical costs of outsourcing (CCp) and the price offered by external subject alternatively

providing the selected activity through the outsourcing principles.

Costs saving ~ = CCo — the price offered by outsourcing provider
* Costs saving can be expressed primary at the level of total costs of the accounting period or secondary, at the

level of costs related to specific unit (employee, project, document.

2

Figure 3. General model of proposal methodology
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