University of Technology, Sydney

MANAGEMENT DEVELOPMENT PROGRAM

(Information Technology)

This project has been submitted as a requirement
of the Masters of Business in Information Technology
Management (Mbus)

Faculty of Business/
Faculty of Mathematics and Computing Sciences




Management Development Program - Project B

‘Impacts of Selective Outsourcing’
of
Information Technology and
Information Services

Project B
Module Number 32812
Autumn Semester 1998

School of Computing Sciences

Management Development Program

Masters of Business
in
Information Technology Management (MBus)

Student: Sean Jones
Principal Project Supervisor: Peter Bebbington
Industry Co-Supervisor: Glenda Blanch
Submitted: 10/06/98

Word Count: 30799




Management Development Program - Project B

Certificate of Originality.

Certificate.

I certify that this has not already been submitted for any degree
and is not being submitted as part of candidature for any other

degree.

I also certify that the thesis has been written by me and that any
help that I have received in preparing this thesis, and all sources

used, have been acknowledged in this thesis.

Signature of Candidate.

Production Note:

Signature removed prior to publication.
......... H--.Wy/......-.1..-......-......-....




Management Development Program - Project B

Acknowledgments.

I would like to thank my industry supervisor Glenda Blanch and work colleagues for so
willingly participating in this research and for providing me with such rich research
data, my fellow students and my academic supervisor Peter Bebbington for his guidance
and instruction. Lastly I would like to thank my partner Elaine for her support and

encouragement during the completion of this thesis work.

II



Management Development Program - Project B

Table of Contents.

1. INTRODUCTION.......ccoosiumrircenimnsnnccssnninintsssannsssssnsssnsisssasssssnasasas

1.1. Definition of Qutsourcing.

1.2. Evolution/Trends of Outsourcing
1.2.1. Theoretical models of outsourcing.

1.2.1.1. Full OUtSOUICING. c.veverruiriersurnnsinisiinsneniesisisssssessnssrsssesssssssnnorsresssssnes
1.2.1.2. Selective OULSOUTCING. ...evererviereisesrirmsrorssesssinsassnenesassassssssssssssasseses
1.2.1.3. Transitional OULSOUTCING. «..ccouimerirrrriroresioreruosnenennorsssssassssnesessasnanes
1.2.1.4. Transformational OUSOULCING. ......c.cecruerireirnerernierversinssessressssneeses

1.2.2. Core competencies.

..................................

..................................

1.2.2.1. What to QULSOUICE. ...cccrvecercrrcrierecrereismsiessississesssssesssssassessasssrasases
1.2.2.2. Outsourcing for strategic advantage. ..........ceceevvveereiesnsesreresnrninanas
1.2.2.3. SWOT analysis. .....ecevieerervircsereiresisietiesnsnesesessssstssssssssssasssssasssses
1.2.3. General principles in managing the outsourcer.
1.2.3.1. CONLIACES. ..veeverreerrererenseraieossssinssnessmssssssiessessnssnnesessssessssssssansaseassessass
1.2.3.2. Service Level AGreements. ......c.overeierrerevievsnsireesesinssnecsesssnssssnsenens
1.2.3.3. PENALtIESs. .c.vovvererrrrreeirenesereresiesessesseessnistssnssessssssssessossassessassnssasses
1.2.3.4. REWALAS. .c.vevverreeriireenenesersnessessesessnsasssmssssssssossesnsssestsssossessassnsnssnss

1.3. Procedural Consequences of Outsourcing

4
6
6
.................................. 7
7
7
8
9

1.3.1. Inter-Departmental Issues
1.3.2. Management Control

1.3.3. Human Resource issues.

1.3.4. Transfer of Technology and Skills

1.4. Structuring the relationship

1.4.1. The central tasks.

1.4.2. Skills Profile.

1.4.3. Relationship with the business units

1.4.4. The relationship with the vendors.

1.4.5. The metrics to manage the contract.

1.5. Overheads in Management of Vendor Performance

1.6. Definitions.

1.6.1. Policies.

1.6.2. Procedures.

1.6.3. Impacts

2. RESEARCH METHOD..........cccoivccinneennncnnnnsasscssannans

2.1. Aim

2.2. Design.
2.2.1. Limitations of the Study.

2.2.2. Sample Design.

2.2.3. Stratification of Sample.

2.3. Method

2.3.1. Personal Interview questions.
2.3.2. Analysis Method

................................ 11
................................ 12

15
15
16
18
18

19
19
20
22
24

25
26
27
27
28
28

29

30
30
30
31

32

32
35
36
37

38
39
43

III



Management Development Program - Project B

3. ANALYSIS OF RESULTS. .......cccccriirvnnnnnee cerssnnanes SRR . |
3.1. Inordinate Data 45
3.1.1. Planning. 47
3.1.1.1. Detail of PIANNING. ..vveereerererecneiinisisisireitsssssssasesessenstssstsssnssssssessssesscssssisnssasassssessssasass 47
3.1.1.2. Time CONSIAINES. c.eevrrrrrerreeesecrersreererssessiessnssnmssiesnissnssnessasssnssnssssessssssssssessessessssesssessnsssnsses 47
3.1.1.3. RESOUICE CONSLIAINLS. ..veeverrecrerrersreisssesssnerersumsnessinsnsssesssssrassssessastosasass sassasssesasisnsasisesses 49
3.1.1.4, WOTKIOA. .....oeeerirreerereriieseeainessestessernsonsosssasstissessesissssassestsssessassnsassasassasnesenssesatsssesesass 51
3.1.2. Management Control 52
3.1.2.1. CONLIOl (OF PIOCESS). -eevuerereemersisissiniresssesssessnsessasarasarssssiusarasasatesarsnstststsasassssistansesasasnssasass 52
3.1.2.2. Level 0f OWNETSHIP.....ccccvurericiieririsininiiiinimersiessssetsissnstssssasssssssosssssessssssssmsssssssnsssseseses 53
3.1.2.3. Inter-departmental iSSUES. ..........ccovmrremerrresisssesesisisnsensssresisisissistsas s e nas 54
3.1.2.4. OPPOTIUNILIES. .....cerererisisissrsrsisesitsensererntessssssassssssssssssosesestssssssssssssissssnersrntsbetsssssassasssnses 56
3.1.2.5. TRICALS. «.cveverrerrerrereresseruosensssenessesssnsssssessnrosossssessontonssrassssonsonssasasatassassesensassaressensoresssssses 58
3.1.2.6. JOD ODSOIESCEIICE. ....veverenerrerseerererrerensessrossassassesessesssessassessesssessssssesessasssssssnronsssusstssseses 59
3.1.2.7. Possible Solutions or Recommendations. ........c..coeeneiiniesieisiniessiesineieniiennseneenesseessene 60
3.1.3. Process. 65
3.1.3.1. Informality Of PrOCEAUIES. .....cccoviriimnmcriiiiiemereseitsisnesses s cssesessasssesasasissessssnsssnsasens 65
3.1.3.2. QUALILY OF PIOCESSES. ...ccuvveriiriiniriininisreresetsissstonssssssosssissrssesess st stsasasasasnsinsssssasasasssssrsns 65
3.1.3.3. Adherence to PIOCEAUTE. ......cccvuecervererierrceresisinisisnisiotessosissessnnetessssnsssssssesesasaserssnsstoses 68
3.1.3.4. Level 0f COMIOTt / CaIe....coiceerieririerecrerenensestisisisssnessinsesssesiessasssssssasassesssssssesessnssssssnes 68
3.1.3.5. IMPACE ON PTOCESS. ..virinrimirirerininsissinsasassnsssesssssssssissssststsisassssst st atsssssssssssssses 69
3.1.4. Knowledge. 70
3.1.4.1. Internal KNOWIEAZE. .....c.veeerereeermreirisiiiiniiinissstss s essts ettt stsastsnsnsasssssassons 70
3.1.4.2. Vendor KNOWIEAEE. .......ccceveiiniinniinnimmnsiiessisis s ssssncsisasssnsssmsisisssssesssisns 72
3.1.4.3. KNowledge TIansfer..........cccvviniiiniirnnsesininininissssssssissssssnssesestststsssssssssssssssssessassanses 72
3.1.5. Structuring the Relationship 74
3.1.5.1. COMMUNICAtION. c1evvrruerrrereeesarrernrsnensessesesersssssessississesssssessssssssessassenssassestsanasnesssstassassessns 74
3.1.5.2. RelationShip iSSUES. ........ociviieiniiinieriiititsnsreners s rsnsbebs s s nensasnonns 75
3.1.5.3. Staff readiness to WOTk With OULISOUICET.........ccoceviireriiirimniinnetenisssesrssinssessesressassensnencs 77
3.1.5.4. Vendor access to internal support Staff. ... 78

3.2. Ordinate Data. 79
4. DISCUSSION.........ccevmreevnininanes R S versnnnes 84
4.1. Planning 84
4.1.1. Time Constraints 84
4.1.2. Resource Constraints 85
4.1.3. Workload. 86
4.2, Management control. 87
4.2.1. Structuring the Relationship 87
4.2.2. Communication. 87
4.2.3. Inter-departmental Issues. 88
4.2.4. Level of Ownership 89
4.2.5. Adherence to Procedures. 92
4.3. Process. 92
4.3.1. Quality of Procedures. 92
4.3.2. Informality of Procedures. 92
4.3.3. Internal Knowledge. 93
4.4, Ordinate Data. 95
4.5. Threats and Opportunities. 96

v



Management Development Program - Project B

5. CONCLUSION. .......ccccvnmtmmnninssnssnsininessnsnnsseesssssssnanmnssssssssnsssssssnnnes R . 97
5.1. Recommendation. 98
5.2, Limitations. 101
5.3. Future Research 102
6.1. Outsourcing Drivers. 103
6.2. Advantages and Disadvantages of an outsourcing relationship. 104
6.3. Opportunities of Outsourcing 105
6.4. Threats of Outsourcing. 107
6.5. Interview communication handout. 109

6.5.1. Legitimacy. 109
6.5.2. Research Project Proposal. 110
6.5.3. Definition of Policies, Procedures and Impacts 112
6.5.4. Interview Preparation. 114
7. BIBLIOGRAPHY ......cccocrmmeicemirennmnininmnncssennnnesssnnnmmsssssnssnasss R— ks £




Management Development Program - Project B

List of lllustrations and Tables.

Figure 1. Steps in generic outsourcing methodology ..o 6
Figure 2. Identifying what t0 OULSOUICE. ...c.ceeevimnuiiniriniriniirititstetssnss st cicicnaass 10
Figure 3. Identifying function types which could be outsourced...........cocuvvruerrcrienienn. 11
Figure 4. Comparative SWOT analysis of Full and Selective outsourcing. ................... 14
Figure 5. Recommended SLA Content OUtlne. ......c.cocevuniemimiiiiiiinininiiinisisiennes 16
Figure 6. Flow chart of the chosen research process...........eireciisiniinisisisnisissiscnseenens 34
Figure 7. Stratification of sample pOPUlatioN........c.ocvuivimiiiiniiniiinisiee i 37
Figure 8. Displays some of the drivers for outsourcing. ..........oeveueiuerniiinsnniscinisennns 103
Figure 9. Table presenting a summary of some of the potential opportunities of

OULSOUICING. 1.vevevererermenerssisiseresimsmsssssassessssssssasssssssesessenssssssssesisssassssssssssssens 106
Figure 10. Table presenting a summary of some of the potential threats of

OULSOUICING. +.vevvevevereereeneneraeresssseresmtisesnnessssssessmssesssssssnsatossesesuisisssnssssssanens 108




Management Development Program - Project B

Abstract.

This study identifies the impacts to the internal Information Technology (IT)

department’s policies and procedures caused by outsourcing selective IT functions and

assesses the threats and opportunities to an internal IT group, presented by outsourcing

selective IT functions.

The trend to selectively outsource IT functions implies that this can be done with
minimal disruption and risk to the IT departments policies and processes. This research

investigates whether this assertion is valid and develops a model for internal IT

departments to respond to the challenges presented by selective outsourcing.

Existing models of outsourcing currently in use and available to organizations are
reviewed to assess their suitability or adaptability for selective outsourcing’ and from
this identifies which areas of internal IT policy and procedures are most impacted. An
analysis of the threats and opportunities presented to the internal IT department is also
provided.

Research was conducted into one organization’s experience with selective outsourcing
to investigate how internal IT departments could approach selective outsourcing of
internal IT functions and how internal IT departments could develop strategies for

responding to the challenges posed by selective outsourcing.

A case study was conducted of a recent selective outsourcing arrangement within the IT
group of the target organization. The personal interview method was adopted to survey
a cross section of management and staff from the work groups involved in the selective

outsourcing arrangement.
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The results obtained revolved around the major themes of:
1. Planning (identified as time constraints, resource constraints and work load).

2. Management control (which encompasses the structuring of the outsourcing
relationship, human resource concerns, level of ownership, communication,

structure of the internal IT group and inter-departmental concerns).

3. Process (which applies to the quality of the procedures, inherent internal knowledge
required, the informality of the procedures and concerns over adherence to

procedures).

For an IT group to develop strategies to respond to the challenges of selective
outsourcing it was identified that the IT group needs to remove internal barriers to
process and strive to achieve single ownership of processes within functional work
groups; nurture a shift in internal groups thinking to more planning rather than doing;
improve the quality of internal IT procedures and implement appropriate project team
structures for task specific selective outsourcing engagements and for ongoing vendor

relationship management.
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