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For many years, Kaiser Permanente dominated the
healthcare maintenance services market. We were
highly profitable, and when an occasional problem
arose, we were usually able to solve it by adding

resources. It was a strategic approach not without draw-
backs, but as “king of the hill” there was little impetus to
c h a n g e .

Then, with the arrival of the ’90s, came a dramatic
upheaval in the health care services industry. Suddenly,
there was a variety of new players and new competitive
forces. These, in turn, were creating significant pricing
pressures. We were suddenly being forced to take a hard
look at any and all ineffic i e n c i e s .

T h rowing re s o u rces at the problem wasn’t working
We were a proud, successful organization that had domi-
nated our competition in the previous decade, but now
faced a new financial challenge. We could no longer jus-
tify operational inefficiencies simply because we were
winning  or throw resources at a problem to fix it. We
knew there would have to be major organizational
changes and substantial cost cutting, and no matter how
well justified, some members of the team weren’t going to
like it.

While unsettling, we knew these changes presented us
with a unique opportunity to enhance our image and
become a better overall organization. We knew we faced
sweeping organizational changes and we also knew we
were not structured to achieve our strategic goals. Kaiser
was changing from a centralized organization to a decen-
tralized but highly integrated organizational model. In
the process, we wanted to avoid the classic “command
and control” battle where employees mistakenly assume
the research is actually being done in an effort to achieve
a corporate level centralization.

We brought in outside consultant for objective help
We thought it would be a good idea to bring in an outside
consultant with an objective perspective and called in
The Amherst Group Limited, a Greenwich, Conn.-based

consulting firm known for helping organizations become
more efficient.We knew we wanted to change things, but
we weren’t sure of the magnitude of the issues we faced
or exactly what needed to be done.

We were unaware of the real  internal costs
The first thing we discussed with them was the concept
of Shared Internal Services, and how we might explore
what human resources internal services were costing us
and what our internal customers were saying about the
services they were receiving. They pointed out that what
we had, essentially, were eight different operating units
that were all acting independently, not taking advantage
of the synergies inherent in the organization. However,
we had reason to believe that customer needs in each of
the units were relatively similar, and so began to con-
sider whether there wasn’t some leverage or sharing that
could take place that would be beneficial to everyone. 

The first step was to get a sense of what the status quo
was with a detailed, data gathering effort called a base
case development (see sidebar) that assessed both the
cost or resources that were consumed by HR services and
the customer perspective on what was working and not
working. This was a comprehensive analysis, including
both internal HR department costs and costs for other
departments within the organization for HR services. It
encompassed both the staff time and the nonstaff costs
associated with providing HR services. 

The numbers were start l i n g
We were surprised to find a whole lot more resources
than were anticipated came from outside the HR depart-
ment. The rigorous data gathering surveyed all the
people who were doing HR work and had the HR staff
identify those people outside the department who spent
more than 5% of their time in HR-related work. Our fie l d
personnel probably had a sense that there was a lot of
HR-related work being done in their specific areas out-
side of the HR department, but there was little overall
organizational awareness that this was the case. No one
seemed surprised when they saw their own individual
results of the data gathering, but many of us were sur-
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prised when we saw the big picture and how pervasive it
was. 

The numbers were startling. HR was spending approx-
imately $42 million annually to service the needs of
some 30,000 employees in our Northern California
region. Despite this expenditure, when people were
asked whether they agreed or strongly agreed with the
statement that HR was meeting their needs, only 31%
responded positively. These results were a real eye-
o p e n e r .

Base case data made Kaiser question value
The base case data caused us to question what we were
getting for our money and which HR expenditures made
the most sense. It also prompted us to look for ways to
take better care of the internal customers who serviced
Kaiser’s external customers. A new environment was
obviously called for, one that sought more creative solu-
tions to cutting internal costs while enhancing internal
s e r v i c e s .

After the base case data on HR expenditures and
internal customer satisfaction was developed, Amherst
held a three-day, offsite challenge and opportunity ses-
sion with 30 representative members of the HR depart-
ment, other units that performed HR services, and their
customers. The session had the benefit of bringing
people up to speed on what the data showed and the
extent of the opportunity for improvement. It helped
establish a “change is needed, change is going to happen”
atmosphere, and gave those attending a chance to partic-
ipate in assessing the root causes and to offer sugges-
tions for sources of improvement.

Kaiser discovered high internal fragmentation
We discovered that our organization had the highest
fragmentation of any client on which Amherst had col-
lected that kind of data. In our case, it appeared to be a
side effect of the fact that people were just pitching in to
get done whatever needed getting done. While the spirit
of this was admirable, it had resulted in everybody
having their finger in everything at one time or another.
This undoubtedly was a root cause of cost problems
because of the intrinsic ineffectiveness of being frag-
mented. It was also a likely candidate for customer satis-
faction problems, particularly in the areas of turnaround
time and the quality of work provided. When no one has
clear responsibility, it’s easy for things to drop through
the cracks. Since HR was already decentralized, there
wasn’t much sharing of these roles across organizational
units, so each little thing had to be done in many places. 

An example was recruiting. Nearly every member of
the HR staff indicated they spent some amount of time
in recruitment activity. Because we did not have many

recruiting specialists, virtually everyone had to be
involved in it to some extent.

Another indicator that the potential for savings was
high occurred when we discovered we were spending
more money on developing training programs than deliv-
ering them. Intuitively, one would have to say that
number is out of whack. Amherst told us that our devel-
opment-to-delivery training ratio was actually worse
than the pre-existing ratio of any of their other clients,
and that we ought to be able to do at least as well as
their other clients were doing before they converted to
shared services! Even our training people were surprised
at the numbers. They knew they were essentially rein-
venting the wheel, in that they had to customize each
training program before delivering it, but they had no
idea the data would show it was a cost even higher than
that of delivering the program.

New design teams in operation
Four design teams are now up and running, each com-
posed of a diversified group of service providers and cus-
tomers, particularly customers linked to each service as
key stakeholders. They are moving forward in four
areas: training and education plans, compensation and
b e n e fits, workers’ compensation, and recruitment and
selection. The anticipated annual savings in HR shared
services, based on benchmark sources, are $1.2 million
in recruitment,
$1.1 million in compensation and benefits and $2.3 mil-
lion in training! The staffing model being completed by
these teams will disclose where the biggest initial sav-
ings hit can be realized as the program rolls into 1996.

Amherst tells me that decentralized companies or
those that are in the process of decentralization often
experience a knee-jerk reaction to the idea of shared ser-
vices or of sharing anything. The typical response is
likely to be “Oh, this is centralization; therefore, it must
have sinister implications. I’m going to lose any input I
had and everything will be dictated to me; I won’t have
any say in terms of what services I get.”  

S h a red services provide cost and service advantages
But in reality, shared services provide a way to have
both the cost and service advantage of doing things in a
more coordinated fashion and the input or control advan-
tage of having it decentralized. It is addressed by deter-
mining how the shared services group reports to the
organization. Ideally, shared services should not report
directly through a centralized source, but rather to some
kind of customer board so there is a direct means for
internal customers to let their preferences or needs be
known to the service unit. 

The results of gathering and analyzing the base case
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data and moving forward with a shared services model is
that it will permit us to move forward rapidly in aligning
our organizational structure to meet out changing
strategic goals. We have gained agreement from the
majority of our people on what needs to be done and
what they can expect from the changes. 

We have reorganized our customer service areas,
moving decision-making further out. We are stream-
lining support staff functions and increasing customer
focus throughout the company. We believe that as
employees become more attuned to the needs of those
they serve internally, the company as a whole will
become more sensitive to the need to fulfill the expecta-
tions of others. Ultimately, this will carry over to more
concern for the expectations of external customers.

The program with Amherst has provided our HR lead-
ership with a roadmap for moving forward in terms of

organizational implications and for learning how to
make the changes work. We are now beginning to look at
applying this idea to other areas of the organization.

The advice I would give to other HR executives looking
to deliver effective support services to internal customers
is to think back on how your HR organization was cre-
ated over time. Is it the product of a series of patchwork
programs and throwing resources at problems as they
occurred? If so, looking at it now and where you need to
go in future, you will probably start to see fragmentation
in terms of how resources are being used to carry out
system-wide HR needs. When Amherst stepped in and
did the research and data collection for us, high frag-
mentation instantly surfaced. High fragmentation leads
to high costs, the fallout of which is inefficiency, 
duplication of efforts and redundancy. That for me 
was an eye opener. ■
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