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Abstract—Value creation is essential in the Knowledge 

Intensive Business Service (KIBS) industry, due to its problem-

solving nature. KIBS organisations need to understand their 

internal value creation processes as well as the complexity in the 

environment in order to survive and thrive. This paper 

investigates how value creation is managed in KIBS organisation 

through a case study. It then goes on to adopt Beer’s Viable 

System Model (VSM) to propose an organisational design, 

namely the Value Integration Office (VIO). The VIO focuses on 

the 5 functions/systems defined by VSM in the meta-system and 

operation of an organisation in order to manage value creation. 

This design is implemented in a case study organisation with the 

aim to adopt a holistic view on value creation within the 

organisation as well as facilitate future planning function. The 

implementation and impact of the proposed organisational design 

are reported in this paper. 
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I.  INTRODUCTION  

Knowledge intensive business services (KIBS) 
organisations accumulate, create and disseminate supplier’s 
specialist knowledge to deliver customised services or 
solutions to satisfy customer needs [1, 2]. In recent years, legal 
services, as a type of KIBS, have been under pressure to 
improve their process efficiency to meet modern world 
customers’ requirements at a lower cost via adopting the 
techniques and technologies already widely used in other 
industries [3, 4, 5, 6, 7]. In the UK, since the recession and the 
advent of the Legal Service Act 2007, non-lawyers have been 
allowed to enter the legal market, which consequently has 
increased the level of competition [8]. Legal practitioners face 
difficult challenges in adapting their organisational structures, 

work processes and cost models [8, 9].  

Value creation literature has focused on the process logics 
[10, 11], the exchange of information [12] and the interactive 
process between service providers and customers [13]. 
However, there is little literature on the organisational 
structure of KIBS firms from a holistic perspective. This paper 
reviews the literature on value creation processes, particularly 
in KIBS, in order to understand the how value is created and 
managed. Then through a case study in the legal industry, this 
paper examines the reasons behind the difficulties that KIBS 
organisations face in managing value creation processes in the 
changing environment. Beer’s Viable System Model [14] is 
then used to examine how organisational design can be used to 
support value creation processes in a dynamic environment. 
Based on VSM, this paper aims to propose an organisational 
structure that enables organisations in the KIBS to 
continuously adapt to create value in a dynamic marketplace.  

II. THEORETICAL BACKGROUND 

A. Value Creation  

The creation of value is the main purpose of business 
operations. It consists of a process that requires resources and 
activities to deliver benefits to customers. Porter [15] 
introduced the concept of value chain, which views the 
primary value-adding process as a sequence of activities. 
Stabell and Fjeldstad [16] argued that Porter’s value chain 
analysis does not describe the value-adding activities in non-
manufacturing industry, and propose additional value 
configurations, including ‘value shop’ and ‘value network’. 
The value chain, shop and network logic have been the genesis 
of many studies on value creation. Johansson and Jonsson [10] 
investigate the chain and shop logics and further propose the 
‘package logic’. This ‘package logic’ recognises that generic 
problems exist in business situations for which organisations 
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can provide packaged ‘underlying solutions’ to the problem 
owners. Such solutions, say the authors, can be customised 
and utilised across projects and customers, providing for 
greater efficiency and economies of scale. The shop and 
package logics, where value creation occurs through a 
problem-solving process, appear in many areas, including 
high-tech product development [17], professional services and 
KIBS [2, 18, 19].  

The problem-solving nature of KIBS significantly shapes 
how value is created in KIBS organisations. The problems to 
be solved may not be clearly structured and therefore rely on 
the specialist knowledge to clarity the problems [20]. 
Professional knowledge and competence are therefore key 
elements of value creation [21]. In addition to the specialist 
knowledge, the roles in diagnosing needs, designing and 
producing solutions, organising process and resources and 
implementing solutions are vital in the value creation process 
in KIBS [22].  

B. Viable System Model 

An organisation can be seen as a system with defined 
boundary composed of inputs, processes and outputs, and 
contains distinctive parts that are integrated to accomplish a 
shared goal [23]. Such a system view enables the management 
to regard the organisation in terms of the flows, processes and 
relationships, to achieve optimal results [24]. The system view 
of organisation also allows each system to be analysed in 
relation to its meta-systems and sub-systems. In addition to 
investigating the elements within a system, Beer [25] stated 
that it is necessary to observe a system from a higher level, 
with a holistic perspective, to fully address the phenomenon. 
By viewing organisations as systems, a holistic view enables 
the investigation into the full scenario of functioning 
organisations, including how they interact with environments.  

Beer [14] applied Ashby’s Law of Requisite Variety [26] 
to develop the concept of Viable System Model (VSM). VSM 
[14] sees an organisation as a system that becomes viable by 
balancing internal and external factors. The internal resources 
must match the variety of the external requirements. VSM 
provides a framework for reviewing and designing responsive 
and sustainable organisations that match internal variety and 
external complexity [27]. VSM was originated from 
cybernetics and developed largely based on the idea of 
complexity in the environment. VSM describes how an 
organisation as an autonomous system meets the complex 
demands to survive and be viable in the changing 
environment. VSM has been widely adopted to understand and 
design organisational structures and information systems in 
various fields, such as complex systems and communications 
systems [28, 29, 30].  

The three key elements in VSM are operation, 
environment and meta-system. The meta-system enables and 
ensures that operational units work in harmony, by providing 
control and guidance, while both the meta-system and 
operation interact with the environment and exchange 
information. The meta-system and operation together form a 
viable system. Each viable system is composed of five 

systems that have specific roles and functions within an 
organisation (see TABLE I.  and Fig. 1). VSM holds that an 
organisation can achieve its viability by the coherent 
collaboration of the five systems.  

TABLE I.  FIVE SYSTEMS OF VIABLE SYSTEM MODEL [14] 

Element System Descriptions 

Operation System 1 
The collection of operational units that perform 

primary tasks 

Meta-

system 

System 2 
The system responsible for the communication 
between system 1 and 3 and between 

operational units in system 1 

System 3 
The structure and control of operation, ensuring 
integration of value; also provides an interface 

with system 4 and 5 

System 4 

The system that interacts with and investigates 

the environment and develops future strategies 
and plans 

System 5 

The system that makes policy decisions, 

controls the organisation as a whole, and 
balances time and resources spent on planning 

and development and those needed for 

operational delivery 
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Fig. 1. Viable System Model [14] 

One of the key foundations of VSM is that viable systems 
are recursive; viable systems contain viable systems. This 
allows organisations to understand the multiple layers of 
structures and functions, as well as their interactions with the 
environment.  

III. METHOD 

Through a case study, this paper provides empirical 
evidence of the difficulties in managing value creation 
processes in a KIBS context. The empirical study is primarily 
a qualitative case study based on participant observation [31]. 
A UK-based law firm was selected as the case study 
organisation. This organisation is of particular interest due to 
the knowledge-intensive nature of legal services and the level 
of change in the UK legal industry in recent years. The case 
study organisation offers a wide range of legal services to both 
business and individual customers. It has over 250 employees 
across 3 geographical locations. The rapid growth increases 
the level of complexity in business operations and in the 
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marketplace, which challenges the management and 
organisational structure, designed prior to the growth. The first 
author started working with the case study organisation as an 
internal management consultant seconded from Oxford 
Brookes University in January 2014 and has been there for 
over a year. A large number of informal interviews were 
conducted with the employees at board, senior and junior 
levels. As such, the case study has benefited from the principle 
that data collected through observation in a natural setting can 
provide a more accurate insight into organisations [32]. 

The case study has three distinct phases. Firstly, from 
January 2014 until approximately July 2014, the ‘as-is’ 
situation was observed and analysed. Based on these initial 
findings, and the literature on value creation and VSM, an 
organisational design to support value creation in KIBS in 
dynamic environment was developed. Finally, the proposed 
design was implemented in the case study organisation in 
stages. The implication and impact of the implementation in 
the last 8 months will be analysed and reported, followed by 
the discussion and conclusion. 

IV. INITIAL CASE STUDY FINDINGS 

The case study organisation is structured based on the 
areas of legal expertise. There are 21 legal departments and 4 
support function departments. Each department is managed by 
its head of department. All the heads of departments report to 
the executive board. The executive board is responsible for 
managing the day-to-day operations across the departments 
and for the overall governance of the organisation. The 
executive board meet every week to review the performance 
of all departments and make decisions on the operational plans 
for the departments. The executive board, as the only decision 
making and management function, spends the majority of the 
time ensuring the smooth daily operations, which leaves little 
time for long term planning. In terms of value creation, each 
department has, over the years, developed its own approach to 
value creation, based on interacting with the marketplace and 
its customers.  

However, the knowledge flows about the practice of value 
creation within the organisation are mostly vertical, between 
the executive boards and each department. The lateral 
knowledge flows between legal departments are relatively 
limited. In brief, the case study organisation has a large 
number of value creation practices across the organisation, but 
there is no channel or mechanism for these value creation 
practices to be shared between departments. The departments 
therefore operate in silos and the executive board is the central 
hub that links all the departments.  

From the VSM perspective, the departments are the 
primary operation units that interact with the environment and 
create value through daily operations (system 1). The 
reporting system (e.g. performance management system) 
between the heads of departments and the executive board 
represents the system 2. The executive board controls and 
monitors the performance of all the departments (system 3).  
However, there is no system 2 functionality between the 
system 1 operational units. The executive board is also 

responsible for the overall governance (system 5) and future 
planning (system 4).  

As seen in Fig. 2, whilst there are system 1, 2 and 3 in 
place, there is no clear distinction between system 3, 4 and 5 
in the meta-system. Furthermore, there is no distinction 
between system 3 local management and control and the 
strategic system 4 and 5. The fact that the executive board find 
it difficult to balance between daily operational management 
and long term strategic planning shows the shortfall of mixing 
system 3 and the meta-system. As a result, the functions of 
system 4, which focuses on investigating the environment and 
future planning, are rarely performed. The lack of a system 2 
function (coordination) between system 1 operational units 
(the legal departments) limits the case study organisation’s 
ability to learn from experiences within the organisation and 
gain from the benefits of sharing best practice. The executive 
board currently performs the system 3 function, as well as the 
whole meta-system function. The lack of clear distinction and 
definition of the functions and responsibilities of system 3, 4 
and 5 limits the case study organisation’s ability to understand 
the environment and plan to adapt itself to the changes in the 
dynamic marketplace.  
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Fig. 2. Case Study Organisation from VSM Perspective 

V. VALUE INTEGRATION OFFICE 

Based on the initial case study findings, we identified that 
the current organisational structure, as well as the functions of 
the organisational units, did not fully support the long term 
growth and development of the organisation. Therefore, an 
organisational design based on VSM and the case study 
findings was developed. In order to address the imbalance in 
the meta-system, a Value Integration Office (VIO) was created 
to enable a holistic view of the organisation and required 
changes based on understanding the environment and internal 
resources. The VIO essentially fulfils the role of system 4 in 
VSM. The creation of the VIO is to release the governance 
body (system 5) from future planning responsibility, so that 
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the governance body can focus on decision making on policy 
and governance issues. The governance body develops the 
corporate strategy with the support of the VIO. The main 
responsibilities of the VIO should include: 

 Coordinate strategies and plans for improvement  

 Develop and maintain a portfolio of change initiatives 

 Facilitate knowledge exchange within the organisation 

 Prioritise and coordinate projects and initiatives  

 Curate business, technology and process architectures  

 Support intelligence gathering (particularly from the 
marketplace) and organisational development  

In order to perform the future planning function (system 
4), the VIO gathers and analyses the information collected 
through the interaction between the departments (system 1 
operational units) and from the environment. Based on the 
analysis, the VIO can initiate the change required in order to 
achieve the strategic goals set by the governance body (system 
5). Once the changes are delivered and embedded into 
operations (via systems 1, 2 & 3), the overall performance of 
the operational units can be reviewed by the governance body. 
The review can then form the foundation for the change 
initiatives.  

 In addition to the creation of the VIO, we also propose 
some structural change in operations in order to create the 
communications between operational units and the appropriate 
control function in the business operations. Fig. 3 shows a 
proposed structure, linking the VIO with newly created ‘area 
managers’. The departments here are grouped into areas by 
customer portfolio and the nature of their work. The heads of 
departments report in turn to the area managers, who are 
responsible for managing the performances of the departments 
and collating the external environment information collected 
and reported by the departments. The area managers act as the 
middle-level management between the departments and the 
executive board. The area managers also initiate the lateral 
knowledge flow between the departments in the same area. In 
KIBS, this lateral knowledge flow can provide the essential 
foundation for the development of the bank of problem-
solving practices, which are essentially the value creation 
processes. The awareness and understanding of the individual 
problem-solving instances enable the identification of the 
pattern of problem-solving practices. The knowledge about 
value creation then can be collated and analysed by the VIO, 
which ensures an organisation-wide knowledge management 
approach. The VIO thus processes the value creation 
knowledge pre-filtered by area managers and the information 
collected from the environment. The processed information is 
then provided to the executive board for strategic decision 
making and the area managers for operation management 
support.   
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Fig. 3. Proposed Structure with VIO 

The proposed structure aims to set clear roles and 
responsibilities of the operation and the meta-system. Within 
the meta-system, the executive board focuses on policy and 
corporate strategy (system 5 function), and the VIO focuses on 
future planning and change portfolio (system 4 function). The 
area managers are the hubs of the operation and are 
responsible for gathering information from operational units to 
feedback to the VIO and the executive board. The proposed 
structure and defined roles largely support the required 
functions identified by VSM for organisations to survive and 
grow in the environment. 

VI. IMPLEMENTATION AND IMPACT OF VALUE INTEGRATION 

OFFICE  

Having been approved by the management team, the 
proposed organisational structure will be implemented in the 
case study organisation in stages, starting in July 2014. The 
implementation remains active at the time of writing this 
paper. The VIO was created first, in order to thoroughly 
review the current change initiatives in the organisation. This 
portfolio was then examined by the executive board and the 
VIO to terminate any initiatives without clear aims and 
objectives. Disciplines for all change initiatives have also been 
introduced to ensure the initiatives support the corporate 
strategy and only start when the required resources are 
secured. The defined procedure specifies the documents and 
information required to assess change initiatives. The 
introduction and implementation of the VIO required a 
number of workshops and public announcements in the 
organisation. Not only does the VIO play the role of a 
gatekeeper for the change initiatives, but it also provides 
support and guidance needed in the development of new 
change initiatives, thus acting as a ‘Project Office’.  

Once the VIO was up and running, the creation of area 
managers was initiated. The 21 legal departments were 
grouped into 6 areas based on the types of customers and the 
types of work the departments perform. For each area, an area 
manager was appointed based on the knowledge of the area 
and the management experience. A performance management 
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system was introduced to support the area managers to 
monitor and control the performance in their areas and to 
report to the executive board. The unified performance 
management system provides the consistency and standard of 
communications between departments and between areas and 
the executive board. 

Up to the point when this paper is written, the VIO has 
been operating for 8 months and the area managers have been 
in place for 3 months. It is therefore too early to review the 
impact of the structural change on the financial performance. 
However, the initial assessment of the new structure still 
provides valuable insight into the implementation of the VIO. 
The first author conducted unstructured interviews with the 
executive board and the area managers in order to understand 
the impact of the structural change and to collect feedback for 
further improvements. The executive board in general 
recognises the positive impact of the VIO in terms of ensuring 
the standard and consistency of new change initiatives. Under 
the new structure, the executive board focuses on future 
planning decisions with the VIO, and focuses on operational 
performance reviews with the area managers. The executive 
board find this approach helps them balance between 
managing the operations and planning for the future. The area 
managers are in the process of managing the departments in 
their areas. The performance management system is 
considered very helpful by the area managers and the 
executive board in terms of providing the same platform 
across the organisation. It allows the executive board to 
manage by exception rather than review all the details, which 
reduces the time demands on management. The area managers 
are also able to start facilitating the information sharing about 
customer knowledge and problem-solving approaches between 
the departments within their areas. Generally speaking, the 
executive board and the area managers see the implementation 
of the VIO and area managers as a positive contributor to the 
organisation, during the relatively short period of time since 
the structural change. However, the impact of change, 
particularly on the financial performance of the case study 
organisation, will still need to be monitored over time. 

VII. DISCUSSION AND CONCLUSION 

The value creation process is the foundation of business 
operation. In the context of KIBS, value creation is even more 
important in the absence of physical goods. A service 
provided by KIBS organisations involves creating value 
through solving customers’ problems. Due to the problem-
solving nature of KIBS, knowledge exchange is central to 
value creation and integration within the organisation. 
Knowledge sharing about customers and problem-solving is 
the first step of ensuring the integration of value creation 
processes. Despite the different value creation logics, it is the 
specialist knowledge and the knowledge about customers and 
their problems that allow KIBS organisations to deliver value 
to their customers. It is therefore crucial that an organisation 
has knowledge about the environment, e.g. customers and 
market trends. This kind of knowledge allows organisations to 
adapt themselves in the environment, and thus to survive and 
thrive.  

Beer’s VSM [14] provides a framework that explains how 
an organisation can survive in the changing environment 
through performing a set of specific functions via the 5 
systems. As the above discussion has shown, the structure and 
dynamics of the case study highlighted the difficulties of a 
KIBS organisation in terms of integrating its value creation 
processes and adapting itself in response to the changing 
environment. From the VSM perspective, the organisation did 
not have a clear distinction between monitoring, future 
planning and governance in terms of roles and responsibilities. 
The lack of clearly defined roles and responsibilities limited 
the organisation’s ability to integrate its value creation 
processes and to adjust itself to suit the environment.  

Because of this, an organisational design was proposed and 
implemented, consisting of a VIO and area managers, based 
on the concept of VSM. The proposed VIO enables the 
holistic view of the organisation by identifying and 
coordinating the information gathered and change initiatives 
proposed by different parts of the organisation.  The VIO also 
filters out the unorganised and unsolicited information for the 
senior management. The central ‘gatekeeper’ role of the VIO 
allows an organisation to reduce the ‘noise’ from local 
management and focus on the strategic issues. Furthermore, 
the VIO acts as the portfolio office that enables an 
organisation to ensure all the change initiatives are in line with 
the organisation’s long term strategies. The newly proposed 
area managers serve as the first level of cross-departmental 
collaboration within the areas, when the VIO facilitates the 
collaboration between the areas.  This organisational structure 
allows the identified patterns of problems to be shared 
between different operational units. The shared patterns of 
problems and underlying solutions provide the foundation for 
package logics. Package logics of value creation are 
increasingly found in KIBS industry. An organisational design 
that focuses on the functions facilitating the development of 
coherent collaboration across the organisation would help 
organisations manage the value creation processes. The 
proposed organisational design, which includes the VIO and 
area managers, addresses the need for – and interactions 
between the 5 systems within an organisation. The executive 
board takes on the system 5 function, with the VIO and area 
managers representing system 4 and system 3 respectively. 
This approach facilitates the cycle of corporate strategy 
development, business as usual and the initiation of 
management of organisational change.  

Although still early days, the implementation of the new 
organisational design has generally showed a positive impact 
on the case study organisation, as evidenced by positive 
reception from the executive board and area managers. The 
structural change allows the organisation to have a functioning 
meta-system that adopts a holistic view of the organisation, 
with the operation being controlled and monitored by the 
middle-level management (i.e. area managers). Although the 
results from one case study cannot be generalised to all 
organisations, the paper provides valuable insight into a KIBS 
organisation in terms of structural change and value creation 
that is applicable to many knowledge-based businesses. Of 
course, while the paper reports the initial implementation and 
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impact of this novel organisational design; its long term 
impact will need to be monitored over time. However, the 
concept of the VIO, as set out above, can still be further 
applied to more organisations in the future, to generalise the 
concept and empirically investigate its impacts more widely. 
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