A Methology for IT Outsourcing Ser-
vices Provision Management’

Fco. Javier Saenz', Mercedes de la Camara’, J.A. Calvo-Manzano?, Eugenio Fernandez®

'Escuela Universitaria de Informatica, Universidad Politécnica de Madrid, Madrid, Espaiia
{isaenz@eui.upm.es, mcamara@eui.upm.es}
% Facultad de Informatica, Universidad Politécnica de Madrid, Madrid, Espafia
jacalvo@fi.upm.es
% Facultad de Documentacién, Universidad Alcala de Henares, Madrid, Espaia
eugenio.fernandez@uah.es

Abstract

Current technological advances that have led to a globally connected economy, coupled with
the increasing trend towards privatization and deregulation, are leading to new organizational
models and increased collaboration between suppliers and customers, sharing information
and process flows. This has directly contributed to the great expansion of outsourcing, consid-
ering it as a strategic tool for organizations. In this environment, and given the increasing or-
ganizational complexity, the use of a methodology to assist the implementation of outsourcing
projects has become almost necessary. In recent years several methodologies have been
proposed, especially for supporting client outsourcing organizations, but we do not consider
them to be complete, they do not cover all necessary aspects to manage an outsourcing pro-
ject. That is the reason because we, in this paper, propose a methodology for outsourcing pro-
jects management from the standpoint of the provider that was complete and easy to apply.
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1 Introduction

Business organizational models that have traditionally existed in the last century are undergoing a
profound transformation [7]. Technological advances that have led to a globally connected economy
and the increasing trend towards privatization and deregulation, are leading to new organizational
models. There is an increasing tendency to fragmentation of the processes that make up the value
chain, breaking the hierarchical organizational structure and treating each of its fragments as capable
of producing benefits by themselves to the organization, increasing the flexibility of it, reducing admin-
istrative costs, and even having them without being their owner. On the other hand the collaboration
between suppliers and clients to share information and process flows is increased, reaching at times
to form a "virtual organization chart". In this model the manager's role also changes, to the extent that
not only manages a fully integrated organization with a culture and values clear and consistent, but he
is responsible for a network of specialized suppliers that support every fragment of the value chain.
This leads to face a set of important decisions that will have to manage [7]. As the process of fragmen-
tation of the traditional business model is increasingly fragmented, the outsourcing of these elements
is spreading to the same extent, affecting a wider range of business functions. And what is outsourc-
ing? There are various definitions in [7], [16], [18], [6], [13], [11], [22], [3], [25], but all of them being
around the same ideas, which can be summarized as: transfer of activities from one organization to an
external provider, these activities are not key to the organization, supplier is a specialist in these
activities, the provision is for a certain period of time, the organization pays an agreed amount of mo-
ney for this provision, and a contract between the parties is signed. Why do the organizations out-
source? Simply because there are others who can do the same cheaper, faster and better, and be-
cause organizations have to engage themselves in the key activities of their business. The organiza-
tion transferring the business activity is the “client”, the one to which the activity is transferred and
takes decisions about it is "the supplier”, and all of this considered as a project.

Every organization that intends to outsource all or part of its activities should be aware of the risks it is
exposed, and be able to analyze, evaluate and manage them properly. In [1] are described some
risks. To mitigate or avoid those risks and succeed in the outsourcing of activities of an organization is
important to use a methodology or good practices that lead the process from its inception to comple-
tion, with activities, roles and responsibilities defined. This is true for both the client and the supplier,
since both have to manage the project from different points of view. As indicated in [5], "the application
of a methodology, with proper management and implementation process, should ensure the success
of an outsourcing project in the same way that incorrect application of this methodology can lead to
failure". With the increasing of outsourcing in recent years have also appeared methodologies and
good practices that seek to establish a framework that helps to perform successful outsourcing pro-
jects, their control and good management, but there is not a standard. Note that all the methodologies
or good practices except eSCM-SP [15], and to a lesser extent CMMI-ACQ [4], are client-oriented.
And only those sponsored by Carnegie Mellon University are more oriented to the management of IT
outsourcing. In this article it is proposed a methodology for helping suppliers to manage outsourcing
projects, establishing the main roles that will be involved in the project, defining the responsibilities of
each and the activities to perform, since a market opportunity is identified to the project completion.

2 Review of Existing Methodologies for Outsourcing Management

In this section we review the literature about methodologies and good practices of outsourcing, with
special emphasis on those focused on providing IT outsourcing services.

With the expansion of outsourcing in recent years have also appeared different methodological pro-
posals that seek to establish a framework for carrying out successful outsourcing projects, their control
and good management. As noted in [14], organizations have been using outsourcing management
strategies since the early 60's of last century, but outsourcing practices have grown in complexity due
to the global environment in which organizations are, and the same for the methodologies. Below are
exposed some of them, indicating for each the set of activities proposed to achieve success in out-
sourcing projects. More of them are guidelines that the client can use to drive its projects. In general,
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the activities of all these proposals, organized in more or less stages, are: strategy, planning, require-
ments analysis, cost analysis and service levels, market review of suppliers, evaluation of the pro-
posals, selecting one or more suppliers, contract execution, transition to service provider, monitoring
and termination of service. As shown in [17], the project's success and a good relationship between
the parties involved will always depend on the establishment of a win-win relationship between them,
measurable objectives and goals, mutual respect and the election of good managers. A brief descrip-
tion of the methodologies and best known practices is exposed:

e (Corbett, 2004)[5], proposes a methodology based in five stages: idea, evaluation,
implementation, transition and management. The first three prior to the signing of the contract.

e (Garret, Sep / Oct 2003)[8], considers four stages as necessary to carry out a successful outsour-
cing project: risk analysis, due diligence and supplier selection, design and contract signing, and
performance monitoring. The first three prior to the signing of the contract.

e (Zhu, Hsu, & Lillie, 2001)[25], also based on four stages: planning, development, implementation
and monitoring. The first two prior to the signing of the contract.

e (Brown & Wilsons, 2005)[2], based on seven stages: strategy, RFP (Request For Proposals),
negotiation, implementation, management, termination, maintenance and support. The first three
prior to the signing of the contract.

e (Glen, July / August, 2002)[9], as the previous proposal, this methodology is based on seven sta-
ges: identification of requirements, review of suppliers, tendering, evaluation, negotiation,
implementation and contract management. Only the last two are subsequent to the contract.

e (Pallesen, 2005)[20], also proposes a methodology based on seven stages: identifying needs,
RFP, evaluation, selection, contract, definition of administrative tasks and closing. The last two af-
ter the signing of the contract.

e (Greaver, 1999)[10], like previous ones, proposes seven stages: planning initiatives, analyze the
strategic implications, analyze costs and returns, vendor selection, negotiation of contract terms,
resources transition and relationship management.

e (TRG, 2003)[24], proposes an eight-step methodology: analysis and planning, RFT (Request For
Tender), proposal preparation, bid evaluation, negotiation, contract, transition and completion.

e The Australian banking group ANZ, as described in [19], proposes a methodology based on the
activities of the banking sector and based on nine stages: selection of candidates for outsourcing
services, feasibility study, evaluation of market environment, due diligence, contract negotiation,
reporting to APRA (Australian Prudential Regulation Authority), transition of the service, contract
management and performance monitoring.

In all of these methodologies the outsourcing project planning and the signing of the contract with the
supplier have great importance. In fact, the signing of the contract is the milestone in the outsourcing
life cycle. There are other methodologies focused on specific aspects of the outsourcing life cycle, for
example [23] considers the selection of suppliers as the main activity, categorizing them into groups
according to their performance and making a selection based on this classification. In addition to the
above, and giving them a special consideration because they are the most widespread, there are two
set of best practices developed by working groups at Carnegie Mellon University: CMMI-ADQ and
eSCM:

e CMMI for Acquisition (CMMI-ACQ) ([4], which can’t be considered a methodology but a set of
best practices to help client organizations of outsourcing to improve their processes. It is
organized in process areas, specifically 22, as defined in [4], each area being a set of practices so
that, collectively implemented, satisfy a set of goals considered important to achieve an
improvement in that area. CMMI-ACQ describes four levels of maturity as the evolutionary path
that an organization wishing to improve their skills acquisition processes must follow: O-
incomplete, 1-made, 2-managed and 3-defined.

e eSCM-CL (eSourcing Capability Model for The Client Organizations) [12] is totally oriented to out-
sourcing activities, in this case to the client's ones. It is a set of best practices to improve the
capacity of organizations in the outsourcing life cycle and provide them with objective means to
measure that ability. The model is constituted by a total of 95 practices that reflect the critical
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capabilities that a client organization of outsourcing needs for a good management of their pro-
jects. It is based on a five-level structure which determines the way for an organization to improve
their outsourcing activities, from the lowest level, based on the desire to outsource a service, to
the highest, in which the organization maintains and demonstrates excellence in the management
of outsourcing projects.

e eSCM-SP (eSourcing Capability Model for The Service Providers) [15] is also a set of best practi-
ces, to help organizations that provide IT outsurcing services assess and improve their capabilities
in service provision, management and client relationships. The model is organized in 84 practices,
each viewed from three dimensions: outsourcing life cycle, area, capacity and ability level.
Regarding the life cycle are considered only four stages: preparation, initiation, delivery and
completion. The main objectives for this model are to provide:

o to the suppliers of IT services a guidance to help them improve their skills during the
IT outsourcing life cycle and a standard that allows them to differentiate themselves
from competitors.

o tothe clients an objective means to assess the ability of suppliers.

Of all the methodologies and best practices described before, eSCM-SP is the one that better match
the needs of a service provider of IT outsourcing, In the following section it will be presented a
methodology for helping outsourcing services providers that tries to address these issues.It do not
intends to replace any other but it treat in a more detailed way each of these aspects mentioned and
could perfectly be complemented by eSCM-SP as a model for improving the activities of the
methodology and achieve excellence.

3 Proposal of a Methodology for IT Outsourcing Services Provision

The methodology proposed, taking into account how methodologies and good practices described
above are organized, has five stages: preparation, due diligence, transition, service delivery and com-
pletion. These stages follow a parallel path to those explained for the client with contact points along
the life cycle. While the client is deciding what to outsource, what staff and resources will be trans-
ferred, and evaluating potential suppliers, suppliers are detecting opportunities and preparing offers for
the clients. There is a first point of contact in the due diligence stage, if it is necessary, in which the
two parties refine the proposal and understand the way of working of the other. The most important
point of contact is the signature of the contract, which establishes a formal legal basis for the commit-
ments approved by both parties. From this moment on, the two parties share the same stages, each
managing them from their own point of view: the client controlling the service and the supplier provid-
ing it. Finally, at the stage of completion it will proceed to a reverse transition, the vendor delivers the
service to the client, which assumes full responsibility. In this section are first described the different
stages of the methodology, then the roles and responsibilities involved in the activities, and finally a
set of management issues which are important for a good service provision.

3.1 Stages

The methodology consists of five stages, two of which are prior to signing the contract and one of
them, due diligence, not mandatory, depending on the type of service and the client organization. Be-
tween some of the stages there is a transfer of responsibilities among different roles that should be
formalized and implemented in internal meetings, namely:

e From account manager to Offer Manager. In this case, the Offer Manager knows everything about
the opportunity detected, so it is not necessary a meeting to formalize the transfer.

e From Offer Manager to Transition Manager. After the preparation phase or due diligence (if there
is one) and after signing the contract.

e From Transition Manager to Service Manager.
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e From Service Manager at the end of the contract, if it is not going to be extended, to the client or
the new provider of outsourcing.

At these meetings, in addition to the responsibilities transfer, the work carried out is reviewed and
details which are still pending are assumed by the client.

3.1.1. Preparation of the Offer

It begins when the Account Manager detects a business opportunity to provide a service. From that
moment on the proposal the risks are evaluated, and the organization decides whether participate or
not in the bidding. The objectives of this stage are: to involve different areas of the organization with
regard to the service in the assessment of the opportunity, to analyze the risks, and to formalize the
process and determine its viability. And the main activities to be performed include: to name the per-
son responsible of the Offer Manager, to assess of the opportunity and the risks associated by the
Offer Manager, and decision meeting, where taking into account the proposal and the identified risks it
is decided whether to bid or not. The offer should specify what is being offered, the provision and
management methods (how), people and entities involved in the service and its responsibilities (who),
the global planning (when), if it is the case, references to other similar services provided by the organ-
ization, and the appropriate Annexes to help a better understanding of the terms of the offer. Once the
proposal is accepted by the client, the contract is drafted, including all legal clauses and paragraphs to
be agreed with the client: introduction, objectives of the service, scope of service, service organization,
methodology to be followed in each stage, critical success factors, planning, economic conditions,
references to similar services, other important aspects, annexes and date of review and approval. For
the bid preparation it is proposed the use of support tools that facilitate decision making, such as Offer
Review Document, which contains the results of the final review meeting, and Economic Assessment
Tool for calculating the costs and profit margins associated with the service to be provided.

3.1.2. Due Diligence

It is a stage prior to the signing of the contract and takes place when there is a clear commitment by
the client to accept the offer, it is not a mandatory stage although it is recommended in all cases to
better define the service contract, to design a more accurate and real contract, and to assure the suc-
cess in the service provision. Its goals are: clarify the economic aspects that have not been identified
in the preparation phase and have economic impact on the offer, confirm the offer and develop the
proposal and the contract with the client, review and verify the estimations, analyze client's infrastruc-
ture and the risks that may affect the service, collect of information on the transfer of staff from client
to supplier, and check the estimated prices. In the case that the client does not accept the due dili-
gence, additional guarantees should be included in the contract to mitigate risks. If the client requests
to be carried out the due diligence before accepting the offer, the cost will be charged to it if it finally
does not accept the offer.

3.1.3. Transition

The main objectives of this stage are taking control of the service in a systematic way and developing
transformation projects requested by the client, all within the parameters of cost, time and user defined
performance. For this, the Transition Manager will develop the Transition Plan, which is organized in
three stages:

e Initial: definition of objectives, cost estimation, first meeting, identification of needed equipment
and responsibilities, constraints and risks, identification of critical issues and development of the
Transition Act.

¢ Planning: meeting with the Offer Manager, definition of the transition plan, scope of deliverables
and detailed planning of activities and tasks.

¢ Implementation and control: defining the relationship model with the client, staff transfer (if
necessary), communication plan, taking control of the service, third party management, knowledge
transfer, technical deliverables, procedures and documentation, management and control, and
completion.
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The Service Quality Plan is a document containing information related to service management: scope,
objectives, how it will carry out the planning, design, development and implementation of the solution,
what are the supplier roles and responsibilities and what methods, tools and processes will be used to
deliver a quality service.

3.1.4. Regular service provision

At this stage the main objective is a continued provision of service according to the commitments with
the client. This will carry out activities like: planning and control of all activities necessary for the ser-
vice, identify problems that may affect the service and take appropriate preventive actions, manage-
ment of the finances associated with the service, identification and control of the necessary changes
for the service, and provide training to clients and end users on the service if necessary.

3.1.5 Completion

This stage can take two paths: continuing providing the service by the same supplier or the contract
resolution and the subsequent return of service to the client or a new outsourcing supplier. The Ser-
vice Manager will be responsible for planning and coordinating the return of the service, ensuring that
the objectives have been met according to the established indicators and the client satisfaction sur-
veys. He will also be responsible for training the staff that will operate the service, to warn about
known problems and propose appropriate changes for improvement. He should also be responsible
for coordinating the transfer of resources, both human (if applicable) and material, ensuring continuity
of service, and the knowledge acquired during the performance of it.

3.2 Roles

Possibly not all the proposed roles in this methodology exist in an organization and should be covered
with external staff or moving personal from other areas. The main roles are:

3.2.1 Offer Manager

Participates in the preparation and due diligence stages, and that will surely be a new role for most
organizations. He is responsible for the offer, all the necessary activities for preparing it and the per-
sonnel involved in it. While preparing the offer his responsibilities are: leading the working group, iden-
tify risks, calculate costs, assess the feasibility of the proposal and the necessary investments, identi-
fication and assessment of suppliers in case it was necessary to outsource an activity or a part of it
and decide the participation or not in the bidding. In the due diligence stage, the tasks for which he is
responsible are: leading the team, plan and supervision of all the activities and identify the basic as-
pects to be taken into account for this stage. As main responsible for the above activities and the peo-
ple who will carry them out, the Offer Manager must have knowledge about offer preparation, the pro-
duction model of the organization, the infrastructure that will support the services, or risk analysis.

3.2.2 Account Manager

It is the main interlocutor with the client and responsible for the management and development of its
account. In the preparation stage is the initiator of the offer because he is responsible for identifying
opportunities due to its proximity to the client's activity, it is also responsible for negotiating the eco-
nomic aspects and participates in the final decision on whether or not to go to the bidding. He also
participates in the completion stage and in any of the other if necessary. He must have business and
negotiation skills, consistent knowledge about making offers, and the client business.

3.2.3 Technical Manager

It is the technical manager of a service line, he is also the interlocutor to the Service Manager, sup-
ports the Offer Manager in the service definition, presents technical solutions and he is responsible for
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managing the external technology providers. He must have good technical knowledge, know about the
model of production and operation of the organization and cost estimation.

3.2.4 Technical Team
It supports service provision and should know about the techniques, processes and tools required for
it.

3.2.5 Finantial Manager

He helps the Offer Manager on the economic valuation of the service and participates in the rest of the
stages as responsible for the economic management.

3.2.6 Purchasing Manager

This role will participate in the project depending on the type of service to be provided and the needs
of product acquisitions or contracting external suppliers.

3.2.7 Human Resources

This role is one of those who participate in the project or not depending on the type of service to be
provided, especially those involving staff transfer.

3.2.8 Transition Manager

It is responsible for the service in the transition phase and the main interface to the client. It is also
responsible for directing and coordinating the teams involved in the service transition, for developing
the Transition Plan, risk management at this stage, changes... Must have extensive knowledge of the
production model of the organization and operation of the infrastructure that supports the services,
project planning, financial management, SLAs, risk management,...

3.2.9 Technical Coordinator

He is responsible for coordinating the technical team that operates the service, interacts with the Op-
eration Manager, produces reports, and manages assets, infrastructure and incidents. He must have
extensive technical knowledge, about making offers, the pattern of production and operation of the
organization, infrastructure, standards, methodologies and best practices, and incident management.

3.2.10 Service Manager

He is the main responsible at the stage of regular service provision and main interlocutor with the cli-
ent. It is also responsible for directing and coordinating the teams involved, monitoring of service and
compliance with SLAs, approving the billing, risk management,... Must have extensive knowledge
about the model of production and operation of the organization, infrastructure, risk management,
client business and reporting.

3.2.11 Operation Manager
He is the technique responsible for the operation of the service, interlocutor between the technical
coordinator and the transition and Service Managers, depending on the stage, he is involved in the

monitoring committees and supports decision making. He must have an expertise similar to the Ser-
vice Manager.

3.3 Manamegent Support

During the different stages some activities that require specific management are carried out, and are
considered in the proposed methodology by their capital importance for achieving the success in out-
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sourcing projects. All of them are necessary except supplier management, which will be implemented
only in the case of outsourcing to third parties of all or part of the service.

3.3.1 Risk Management

Risk management consists of anticipating the onset of the problem, assess its impact on the service
and the probability of occurrence, and design a specific plan to mitigate it. It is transverse to all the
stages of the project. The risks to consider are related to: the client, technical solution, financial man-
agement, staff, third parties or planning.

3.3.2 Economic Management

Objectives of economic management are basically two: make a correct cost estimation associated
with service during the preparation, transition and service provision stages, and a reliable tracking of
the service contribution to the supplier business.

3.3.3 Change Management

Changes may occur at any time during the life of a service and usually are changes in the agreement
between the client and the provider (new components, change in scope or range). Change manage-
ment helps to formalize the implementation of these changes and to make them in a controlled man-
ner.

3.3.4 Client expectations management

Client expectations means the expected benefit an organization hopes to achieve from the service
provided by the supplier while paying for it. Managing these expectations have to be done, based on
satisfaction surveys, in the transition, service regular provision and completion stages.

3.3.5 Client-relationship management

It is convenient to define and approve, by both parties, a model of relationship between them to regu-
late the daily contact of its representatives, defining the roles and responsibilities of each party and
reach the commitment to meet its obligations in order to achieve the objectives expected from the
service. This model must be defined relative to the stages of transition and regular service provision
differently, since each stage involves different roles and activities are also different.

3.3.6 Supplier Management

When it is necessary to subcontract all or part of the service to one or more external suppliers, a spe-
cific management of them should be performed for obtaining the best performance, getting an over-
view of the relationship with suppliers looking for synergies between the various services provided by
them, establishing a model of relationships with external suppliers and monitor them and clearly defin-
ing the responsibilities of each party.

3.3.7 Reports
Reports must be submitted for monitoring the service and have to collect all those indicators that pro-
vide information on the status and progress of it, both qualitative and about the activities, financial

control and risk management. Some of these reports will be for the client and others for the supplier
organization.

4 Conclusions

Outsourcing business activities have become, in the globalized and increasingly deregulated environ-
ment of organizations today, a strategic tool for them. But outsourcing projects are increasingly com-
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plex, in correspondence with the increased complexity of organizations, and this has led to the emer-
gence of methodologies and good practices for managing outsourcing projects, some of which are a
mere description of the life cycle stages of these projects and the major activities to do in each. And in
most cases, these methodologies and good practices are oriented to help those client organizations
that outsource their services manage their outsourcing projects. Only two of them do so from the
viewpoint of the outsourcing supplier and are mainly focused on process improvement rather than
being a guide in carrying out these projects from the identification of the opportunity until the end of
service delivery by the supplier. This article proposes a methodology based on the existing ones that
attempts to go further, not only setting the stage life cycle for a project of IT outsourcing service provi-
sion, with the activities carried out in each of them, but also the main roles involved, their responsibili-
ties, and other management tasks required at each stage to ensure successful completion of the ser-
vice.
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