Lecture 13: Outsourcing of IT Services 
Learning Objectives:
1. Define IT outsourcing and describe a classification of the types of outsourcing possible.
2. Explain the benefits of outsourcing and discuss how these are achieved.

3. Discuss how outsourcing decision are arrived at.

4. Critical appraise IT outsourcing and identify pitfalls.
Introduction
Outsourcing of IT services

 

- Who’s doing it ?

- What is being outsourced ?

- Why are we outsourcing ?

- How do you outsource ?

- What are the problems ?

 

Outsourcing :-
"The delegation to a third party of the continuous management responsibility for 
the provision of an IT service under a contract that includes a service level agreement" (CSA)

 

Trends

 

72% of large companies outsource at least one IT function.

40% outsource at two or more functions.

Most companies expect to increase outsourcing in the next two years.











IBM (2004)

Application Service Providers and Business Process outsourcers growing faster, but small part of market. (Garner Dataquest)

In 1998 12 IT outsourcing deals worth more than $1bn were signed. Leaders with IBM Global Services, EDS and CSC. (IDC)

British Aerospace - Computer Sciences Corporation £900 million over 10 years

Inland Revenue – Cap Gemini

 

Increased outsourcing of backroom function, less outsourcing where IT is integral to the business.

 

Outsourcing can be applied to various IT functions

- Systems operation - Facilities Management (FM)

- Telecommunications

- End user computing

- Applications development

- IT planning and management

 

Involves increasing complexity and value added.

Focus of studies has been on total outsourcing but this is only part of the story.

 

History

 


1960’s

Service bureaux


1970’s

Projects /systems development


1980’s

DP and the computers (FM)


1990’s

Diversification, total outsourcing, providing solutions

2000's Application service providers, Business Process Outsourcers

 

 

Vendors






 

IT Consultancies 
- High value, business orientation.




- FM, entry channel for high value activities.




=> Process outsourcing e.g. Anderson consulting.

System Houses
- Long term provision of custom / package software.




- Move to higher value.




- IT and project management (e.g. EDS)

Hardware Vendors
- Diversifying due to lower margins.




- Solution provision.




- Problem of a lack of independence.




- Hardware -> hardware maintenance -> outsourcing (e.g. IBM, DEC)

Ex IT Departments
- Concentrate on operational (FM).




- Vertical industry skills, were in banking now experts in the area.




- High rate of failure (e.g. Barclays computer operations).

Generic Outsources
- Building support service, catering, cabling.




-> operational IT outsourcing.




- Managed service provides (e.g. Granada computer services).

 

 

Motivation
- Discrepancy in quality of information.



- Discrepancy in quality of IS support.



- Discrepancy in quality of IS staff.



- Lack of IS cost effectiveness.



- Companies that are innovative seek outsourcing opportunities.



- Others wait to follow industry trends.



- IT depts may off load EUC.

 Expected Benefits (IBM, 2004)  



Reduce cost

72%



Improve operational efficiencies 63%



Improve stability and effectiveness of IT  55%



Improve ability to focus on core competencies 51%



Increase availability of skills and resources  44%



Build long-term strategic relationship with provider  43%



Enable rapid business change and expansion  41%



Improve shareholder value  40%



Employ leading edge technologies  37%

Businesses expect strong working relationship, very good cost and delivery, flexibility in contracts, proactivity from provider and ‘thought leadership and innovation’.

 

Advantages
- Cost savings (but not guaranteed).



- Cash recovery from sale of computers.



- Flexibility.



- Access to better IT resources.



- We can concentrate on key projects (IT).



- Concentrate on core business (e.g. retail).



- Someone to blame.

 

Disadvantages - Staff opposition to outsourcing.



 - Passing the buck.



 - Understanding their business correctly.



 - Outsourcer may not hold same value as you.



 - High cost for backing out of outsourcing.



 - Outsourcer may take staff from you, that you trained and then charge you for it.

 

 

How do vendors achieve savings ?

 

- Efficient resource usage.

- Reduction in head count (Less supervision)

- Hardware negotiations.

- Software negotiations.

- Software standardisations

- Consolidation of data centres.

- Benchmarking.

- Chargeback systems.

- Departmental reorganisation.

 

Why can’t we do this as an insourcers ?

Using the threat of outsourcing.

 

 

Problems of outsourcing.

 

- Breakdown of relationship with vendor

- Failure to meet service levels

- Contractual wrangles

- Changing requirements, new contracts

- Unforeseen charges

 

Relationship becomes increasingly contractually based

Some shift back to insourcing

Staff problems - resistance, alienation, litigation

Must deal with employees remaining, laid off, transferred

1/3rd of clients can all
- renegotiate
50%




- new vendor
28%




- insource
22%

 

Steps to Outsourcing.

Identify strategy



- consider need to outsource



- evaluate current IS structure



- consider possible benefits

Evaluate vendors



- track record



- technical expertise



- culture match



- industry knowledge



- request for information

Invitation to Tender

Contract

Planning transition

Staff handover

Setting up mechanisms for handling complaints

 

Deciding what to outsource.

Technically - outsource old systems and rare skills

Business - Focus on core competence.

[image: image1.png]VALUE-
ADDED

ESSENTIAL

PROVIDE
Develep arganisatiorts
own interral support
capatitity

BROKER

Find a partaer to
pravide the expertise

MAINTAIN

Confinue to provide the
suppert internally, bt
make e itis cost
effecticient

CONTRACT OUT

And set up proceudresto
‘moritor the canract

PROPRIETARY

GENERIC





Types of contract.

- Time and materials (not good, little control)

- Fixed fee (normal)

- Fixed fee + variable element

- Cost + management fee

- Fee + incentive scheme

- Share of risk and reward

 

 

Generally accepted that vendors should make a profit.

Low price viewed with suspicion (they will try to name other costs).

More towards more rigorous but short term contracts.

However there is a need for some partnerships - flexibility and trust.

We don’t want vendor going out of business or getting into "nit - picking" on charges for every little activity.

Concepts
Total outsourcing, economies of scale, application service provider, chargeback.
Questions

Define total outsourcing.
Suggest what conditions (internal and external) might lead to insourcing.
Review the advantages and disadvantage of IT outsourcing.

How would you measure the benefits of an outsourcing decision once it was completed. 
Activities

Find five examples of IT outsourcing from the trade literature (computer weekly, computing)  classify the type of outsourcing occurring and identify what you think the benefits are for the client.

Create a checklist based on advantages, disadvantages and any appropriate frameworks for a company considering outsourcing.

Case Study: Tradeteam IT Service Management

Tradeteam is a logistics company, part of Exel, which provides total logistics service to the brewing industry. The total logistics service covers the complete brewing supply chain. Tradeteam evolved from being the in-house logistics operation of Bass Brewers to an independent enterprise serving multiple customers, with Bass being 45% of its work. 

It involves, at one end, the replenishment of hop supplies and other raw materials at breweries. At the other end of the supply chain, beer barrels are delivered to pubs, clubs and student bars for a large customer base including J.D.Wetherspoon, Marstons and Interbrew. Tradeteam also manage replenishment information for Brewers and orders, promotions and customer services for chains of public houses. It has 50 sites, 1000 vehicles carrying out 50,000 deliveries per week and 3,700 employees. 

The IT services departments supports 497 PCs, 170 laptops and 43 servers. The company has three AS/400s running applications built and supported by two companies, Coors Brewers and Interbrew UK (IUK). Trade team runs a standard operating environment and ‘closely locked-down workstations’. The AS/400s are managed by Digica. These mainframes are located at Digica’s Coventry site where Digica is responsible for their support and maintenance. Digica is also responsible for the capacity management and general support of the AS/400s. 

The Tradeteam IS organisation splits into three sections: systems development, support services which includes a help desk and change and configuration, management and technical support which concentrates on the hardware side. The systems development team implements major new systems. Currently, Project Mercury involves the integration of logistics systems supplied by IUK which will make the IUK system obsolete. The second project, MOSAIC, involves the implementation of a warehouse management system, Calidis-e, bought from OBS.   This £8 million project arose from a procurement focus group some 4 years ago.

The IS helpdesk service is provided by Computacenter at their call centre in Milton Keynes.  The helpdesk is manned by trained first line analysts who are familiar with the Tradeteam configuration. The first line analysts are supported by second line analysts and field engineers. There is a small group of Tradeteam analysts called the resolver group.  In specific circumstances, calls can be passed on to third parties including Coors Brewers, IUK, Digica and BT. The helpdesk will still own the problem and incidents may not be closed until the user is satisfied with the outcome. Incidents may be logged on a 24x7 basis. Server management and Priority 1 are supported 24x7, Priority 2 are dealt with on a 9.00 to 5.00 basis.  A small IT service group at Tradeteam oversees the outsourced IT services and provides some local support at headquarters.  

The development of an IT service function at Tradeteam has occured over the last 8 years. In 1996, support was provided by Bass Brewers. In 1998 the outsourcing contract with Computacenter started. A change control manager was appointed and later a support services manager and support analysts were appointed. During 1999, systems were migrated to a new managed data network and new desktops were provided. From the end of 1999, IT service management was run as a new function completely separate from Bass Brewers. 

One of the early tasks was to gain full control of IT assets and develop a change control system.  A simple MS-Access database is now used for asset management. There was also a need to develop the database so that it would meet Federation Against Software Theft (FAST) standards. This involves being able to identify all invoices for software.  

The development of the relationship with Computacenter involved the development of a comprehensive support contract and the writing of SLAs for individual services. These were incorporated into a comprehensive service catalogue. Performance reports needed to be reviewed and revised. Computacenter were providing reports which looked good but did not meet Tradeteam’s IT service information needs. The development of performance reports involved negotiation with Computacentre. Among issues to be resolved was the mismatch between Tradeteam’s incident codes and Computacenter’s. The outsourcer used a set of incident codes which were generic to all its customers and did not suit the needs of Tradeteam who required more detailed codes. Tradeteam faced what they called the recidivist tendencies of the outsourcer in negotiating detail and content of performance reports. Agreement had to be reached on how Computacenter would map their codes to Tradeteam’s coding requirements.

Service quality is measured using a question concerning how satisfied a user is with the service which must be filled in when a call is closed, and a more detailed electronic customer survey (eCSQ) which is send to 150 users and gets about a 50% response rate. User satisfaction hovers around the 90% level, with 50 – 60% considering the service to be excellent.

Over the last year, Tradeteam IT service has made excellent progress in improving services. Besides developing comprehensive support contracts with meaningful service levels, an internal service charter has been produced. Performance reports , and a set of procedure have been developed. Also some effort has been put into developing a service culture. Tradeteam IT service current goals include:

Develop and maintain the Service Catalogue;

Develop and maintain the Policies and Procedures Document;

Exploit performance reports for problem management;

Identify and implement the best integrated Service Management tool for our purposes;

Achieve and maintain FAST audit certification;

Keep nurturing the service culture;

Keep focus on supporting the business and its projects.

Tradeteam IT Services continues to be involved in the itSMF and ITIL. All staff are trained in the fundamentals of ITIL best practice. ITIL processes are applied within IT services and form the basis of the Policies and Procedures document. 

IT services faces some particular problems at Tradeteam. These were outlined as:

Obtaining sufficient resources, particularly since IT service is not as glamorous as the major IT systems development projects;

IT services are difficult to cost justify;

IT service management is dominated by the overriding demands of day-to-day support/ fire-fighting;

Difficult to demonstrate progress in a business context that is constantly changing in size, shape and content;

Difficult to get users to participate in IT service development and service quality measurement;

Difficult to convince systems developers of the importance of the IT service function.

Critically assess the relationships between the outsourcers and Tradeteam.

How could things be improved?

How can a service catalogue help in developing the IT outsourcing relationship?

Create an issues catalogue for Tradetream.
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