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ABSTRACT

Facility Management (FM) is an emerging industry in Australia and in various nations
throughout the world. The annual Australian national investment of the FM industry
contributes approximately 4% to GDP and there are more than 404,000 people working
in FM service industries.

Some conjecture exists to whether or not FM is a discipline in its own right.
However, a review of FM history reveals its existence embedded within various
organisational operating environments, however, under differing labels. The creation of
an acceptable global FM definition is yet to be achieved.

The procuring and delivering of FM services is an activity that is predominantly
managed from inside an organisation through direct employment (in-house), or by
others outside the organisation (outsourcing). The latter has gained considerable
popularity of late, yet it is argued that it remains an ill-defined term, resulting in its
possible incorrect application to the FM function.

Further, there has been some suggestion as to the existence of indiscriminate
cycling through these two main forms of FM procurement and delivery methods by
organisations that has attracted some debate. Limited research has been performed on
the dynamics associated with the decision to manage FM in-house or to outsource the
function.

It is argued that on a medium to long-term basis there may exist an inadequacy in
identifying and associating the drivers of value and costs, as they are perceived by
organizations, for the two main procurement and delivery methods of FM.

By researching organisational operating environments it was found that in-house
and outsourced methods may have different cost and value drivers. Further, each
method, under certain conditions, was found to produce a different set of percieved
value and costs, seemingly independent from each other.

Also, these operating environments seemed to change over time, influencing the
percieved FM value and cost levels. This apparent link with organisational operating
environments and perceived FM procurement and delivery value and cost suggests
that neither method may be regarded as a permanent solution.

Thus, under certain conditions, the dynamic alteration of outsourcing levels
during these changes in organisational operating environments may capture this value
for longer periods of time, whilst minimising the costs associated with FM procurement
and delivery.

KEYWORDS: Facility Management (FM), outsourcing, in-house, value, cost, time.
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CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND TO THE RESEARCHED TOPIC

It could be argued that Facility Management (FM) has emerged over the last twenty
years as a diverse and multifaceted discipline throughout the world, having developed
from foundational disciplines such as engineering, architecture, building and
construction, and other early disciplines which emerged from industry growth.

Cotts (1998, p. 3) states:

Facility Management ... is a fairly new business and management
discipline. Widespread use of the term dates from the creation of the
Facility Management Institute at Ann Arbor, Michigan, in 1979 and the
founding of the National (later International) Facility Management
Association in 1980. However, facility management of large and diverse
facilities has long been practiced by the military, government, and North
American College and university campus officials, usually under the name
of postengineering, public works, or plant administration. In the private
sector, commercial owners and developers have practiced property

management , or managing properties for a profit.

Thus, it could be argued that FM has always been around, and, in fact, in its
various forms has served the “market, or industry” in a support function; which has
diversified its roots into many parts of industry and organisations.

Therefore accepting this, without FM, industry as we know it today could not
function. It would be as if a piece of the puzzle was missing. Payne (2000) argues that
as a profession, an area of management practice, and an area of business practice, it
is still developing; drawing from pure organisational management and the skills of
different property, engineering and service professions to slowly gain a place at the top
of the table of organisations in different sectors.

Concurrently, as general industry itself developed, so did the way in which FM
delivered its services. As various external and internal forces dictated change,
reshaping the way we do business, and new industries emerged in the developing

world, methods of delivering this FM service also changed and reshaped.




The practice of FM has been adapted within and implemented across a wide
range of organisations, covering a broad spectrum of both public and private sector
companies varying in both size and complexity, with many permutations of service
delivery and scope of services which may also represent a mixture of in-house and
contract service-providers delivering services under the facilities banner (Payne 2000).

It can be argued that such methods of “delivering” this FM function can be

broadly categorised into two main forms:

1. In-house (or Insourced)

2. Outsourced

Both strategies are commonly linked by the use of people, either employees directly
employed by organisations, or contract employees who are either directly or indirectly
employed by the client organisations' themselves, or by service companies.?

These two main forms of procuring and delivering FM will be discussed in detail

throughout subsequent chapters of this thesis.

THE GREAT EMERGING DEBATE — IN-HOUSE OR OUTSOURCED?

Recent Literature suggests, though, that these two simple forms of FM delivery

methods are not exhaustive in themselves, and are in fact the result of an evolution of

management thinking to which the latter, outsourcing, has or is emerging as the

ultimate efficient method of delivering FM services (CRC for Construction Innovation

2006); (Lankford 1999). This thesis will also investigate that argument in detail.
Nelson-Nesvig (1998, p. 2) states:

There appears to be confusion about the definition of outsourcing. Some
professionals believe it is simply contingent workers or flexible standing
options. Others think it occurs whenever an organisation outsources a
specific function like security, payroll, or marketing. We would like to set the
record straight by saying, it's all of that and more. Outsourcing occurs
anytime the organisation elects to utilise outside, independent workers to
conduct work-related tasks. The how, what, where, and when of the

working conditions are driven by the needs of the organisation and may

! The term “client organisation” refers to those firms that procure FM services from an outsource
provider. Thisdefinition will be used throughout the remainder of thisthesis.
2 Service-providersrefers to companies that provide FM services to client organisations.




vary from assignment-to-assignment, day-to-day, and worker-to-worker.
Independent workers are as varied (with varying degrees of skills, abilities,

education, objectives, and titles) as the work they perform.

These comments suggest that outsourcing is more of a daily decision based on
looking outside the firm® for resources, heavily reliant on the source of labour, rather
than the function(s) targeted (Atkinson & Meager 1986); (Handy 1989). However, this
description of outsourcing may be too vague and overly ambitious, attempting to
differentiate outsourcing and in-sourcing through employment structures rather than
market forces. This will also be discussed in detail in this thesis.

However, as the FM services in Australia contribute approximately 4% to GDP
and there are more than 404,000 people working in FM service industries in Australia
(Facility Management Association of Australia 2005); (Dept. of Industry, Tourism and
Resources, 2005), procurement of these services, whether treated by the source of
labour or by the type of function, is therefore an important consideration when
considering the efficiency” of the FM delivery methods available.

Should any wastage or inefficiency result from an ignorant decision process
around FM sourcing (that is, Insourced or outsourced), then this could amount to an
enormous amount of loss financially and limit future productivity gains. Investigation of
both these procurement and delivery methods for FM services is therefore extremely

important and is the main area of research in this thesis.

CYCLE BETWEEN IN-HOUSE AND OUTSOURCED FM

In addition, there is little empirical evidence to substantiate any findings with regard to
the existence of FM procurement cycles® and determinants of causal relationships (that
is, cause-and-effect studies), especially within the FM discipline.

There has, however, been substantial research in the area of outsourcing,
contracting, competitive tendering, and other forms of procurement of goods and
services (CRC for Construction Innovation 2006), however, little research has been
specifically targeted at the FM industry (Burdon & Bhalla 2005); (Burdon 2004);
(Grimshaw 1999); (Cairns & Beech 1999) and in particular, what effects, if any, the two

main forms of procurement and delivery methods for FM services, insourcing or

3 For the purposes of thisthesis, “Firm” refers to an association of persons to carry on a business
enterprise. “Client organisation” and “organisation” are also used in the same context.

* Efficiency for the purpose of this thesis represents certain value and cost indicators which will be
discussed in subsequent chapters.

®“Cycles’ refersto the switching between the two main forms of FM procurement and delivery methods.

3




outsourcing, have on an organisation over time, and more importantly, what the
existence of cycles means to the individual organisation, and not just an industry at
large.

This gap in the literature raises the following questions:

1. Is there a best-fit approach to procuring and delivering FM services and
what influencing variables apply?

2. Does switching from one main FM delivery method to the other occur, and
what effect does this switch have on the percieved return on value versus
costs when considering FM procurement and delivery strategies in the

medium to long term?

This thesis investigates the two simple, yet common forms of FM procurement and
delivery strategies, the relevant influencing variables associated with each form, and
makes some observations on the resultant effects on perceived value versus costs

over time.

1.2 HYPOTHESIS

Therefore it is now put forward that the initial FM procurement and delivery method,
regardless of whether it is insourcing our outsourcing, causes a perception of a
positive value® versus cost’ ratio. And:

1. Without alteration, the percieved positive value versus cost ratio will degrade
over time until cost exceeds value.

2. This then causes organisations to switch to the alternate method of FM
procurement and delivery.

And indeed, under certain condtions, the furtherance of time will continue this
cycle (refer to Figure 1). This issue has not been considered by previous researches

and is a new concept.

6 “Value’ refersto both direct financial benefits and non-financial benefits, such as ease of management.
Value for the purposes of thisthesiswill be further defined in subsequent chapters of thisthesis.

" “Cost” refers to direct financial costs and non-financial indirect costs. Cost will be further defined in
subsequent chapters of thisthesis.
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CO5T

TIME t

Figure 1 — FM Procurement and Delivery Degradation Cycle

Figure 1 represents an assumed theoretical rate of degradation that takes place
after a wholesale switch from either in-house or outsourced FM procurement and
delivery methods, where B is to be avoided and represents a negative overall return,
and where t represents the time it took to reach B. The “y” axis therefore represents the

maximum and minimum levels for either value or cost.

1.3 AIM

The primary aim of the research is to test the hypothesis by investigating under what
conditions perceived value and costs associated with FM procurement and delivery
methods remain optimum, and at what rate do they seemingly degrade over time, if
any.

The secondary aim of the research is to then ascertain to what extent this

degradation influences changes between insourcing and outsourcing, if at all.

1.4 OBJECTIVES

The objectives of this thesis are to build a conceptual framework from existing literature
for FM insourcing and outsourcing. To then analyse data obtained from within a large
retail organisation (case study) that has adopted both of the two main forms of FM
procurement and delivery methods at different stages throughout its history. And also
to analyse data obtained externally through a survey from other organisations for the

same purpose, and for comparison purposes.




Research objectives are to:

(i) Define the term Facility Management as it relates to insourcing and
outsourcing to allow for the formation of a conceptual framework in
researching the hypothesis.

(i) Define the term outsourcing as it relates to Facility Management to quantify
and qualify its use amongst organisations.

(i) Build a conceptual framework that identifies percieved value and cost for
both insourcing and outsourcing and the circumstances surrounding any
individual drivers as they relate to FM.

(iv) Analyse data made available from a single organisation to examine in detail,
through a naturalistic case study technique, the FM procurement and
delivery methods adopted over time and the resultant percievecd value and
cost implications, which can be used as a reference to compare with the
survey results.

(v) Analyse data made available from a survey of multiple organisations to
compare against the case study findings, and to further invstigate the

dominate forms of FM procurement strategies.

1.5 RESEARCH METHODOLOGY

The research methodology will primarily test the hypothesis using the questionnaire
data through t-test averaging, multiple correlation (using the ranking (Spearman)
method) and polynomial regression analysis.

The use of a descriptive single-case explanatory—exploratory study using
multiperspectival analysis, for both contemporary and historical information on a large
retail organisation (that is, a case study) analysis is to be performed to support and
compare the finding, and to add detailed information where required.

The adopted methodology will be further discussed in subsequent chapters of
this thesis.




The overall methodology therefore comprises:

1. Definition of research questions through initial hypothesis — this aims to
identify issues surrounding FM procurement and delivery methods used to
compare to any conflicting theory that may emerge. The literature review
will put boundaries around the research through the use of definitions and
thus flesh out the concept of insourcing and outsourcing to build a
framework for the research.

2. Holistic case-study technique for a multiple-site, single organisation with
theoretical sampling — this is to replicate or extend theory by filling the
conceptual categories in the hypothesis through the use of archives,
interviews, questionnaires, and observations. Its purpose is to investigate in
detail each FM procurement method adopted throughout the organisation’s
history. This will be used for comparison purposes against any emergent
theory from the literature review and the findings from the analysis of the
data obtained from multiple organisations.

3.  Questionnaire survey from different organisations for multiple qualitative
(thick description) and quantitative data collection. T-test averaging will be
used to identify significant differences with outsourcing and insourcing
results, multiple correlation analysis (using the ranking or Spearman
method) will be used to identify the relationships between the identified
variables of FM procurement and delivery value and costs, and statistical
regression analysis (polynomial) will be used to identify any trends that may
exist between FM procurement and delivery method, value, cost and time.
This is undertaken to gain a synergistic view of evidence and strengthens
grounding of the theory by triangulation of evidence (Feagin, Sjoberg &
Orum 1991).

1.6 STRUCTURE OF THE THESIS

The structure of the thesis comprises seven Chapters. Figure 2 illustrates the logical
relationship between the chapters.

Chapter One (Introduction) defines the nature of the problem being investigated
in broad terms. This problem concerns the possible cyclical wholesale move by

organisations through the two main FM procurement and delivery methods, insourcing




and outsourcing, in an attempt to achieve perceived positive value versus cost ratios®
over a given time period. The chapter also presents a hypothesis to benchmark against
theory. The principal aims and objectives of the thesis are described, as is the adopted
research methodology. A sequence and logical path of the thesis structure are
presented to give the reader a construct understanding.

Chapter Two (Definitions and underlying theory — Facility Management,
Maintenance, Contracting Out, Insourcing®, and Outsourcing) is a literature review
surrounding the research topics for this thesis. The purpose of this chapter is to define
what FM is, analyse the functions of FM, and define the two main forms of FM
procurement and delivery methods currently in practice. This chapter will limit the field
of research to then allow further investigation into the critical issues presented in the
next chapter.

Chapter Three (Review of Current Practice) investigates and critically reviews
previous research and practice, and identifies the underlying theory of outsourcing and
insourcing and their application to FM. This will form the basis of a conceptual
framework to be presented in the following chapter.

Chapter Four (Conceptual Framework) formulates the major issues developed in
the preceding chapters and applies them to industry — allowing the formulation of the
research methodology outlined in the next chapter.

Chapter Five (Methododology) outlines and discusses the methods used in
analyzing both the qualitative and quantitative data — Discusses the strengths and
limitations of each method adopted and their significance.

Chapter Six (Case Study — Industry Example) is a descriptive single case
explanatory—exploratory study, using both contemporary and historical information
techniques based on the conceptual framework developed in the chapter four.

Chapter Seven (Industry Sample) is a multiple qualitative and quantitative
research application, applied to an industry sample, comparing the case-study findings.

Chapter Eight (Conclusion) conceptualises a new approach to FM procurement
and delivery based on the findings in the previous chapters. Describes the outcome of
the research, reviews the set objectives and makes recommendations for further

application to industry and future research (refer to Figure 2).

8 A negative value and cost ratio refers to the sum of costs exceeding the sum of values listed in this
thesis.

® The term “insourcing” is to be considered to have the same meaning as the term “in-house” and will be
used throughout thisthesis.
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CHAPTER TWO

LITERATURE REVIEW AND HISTORICAL OVERVIEW

2.1 PURPOSE AND APPROACH

The purpose of this chapter is to investigate and critically review the definition*® of FM
and the main forms of FM procurement and delivery. It is also intended to provide an
historical account of the emergence of both FM and its related procurement and
delivery methods to contextualise these into the path that the thesis will adopt, ensuring
synergies with the case study and external samples.

Facility Management, being a relatively new term, has been given many
definitions (Lankford 1999), and is a broad term. Outsourcing is also a broad term and
means different things in different contexts.

It is therefore important that these concepts are further investigated and

rationalised to:

1. Draw conclusions as to the “best-fit” interpretations and definitions of FM
and Outsourcing
2. Identify the main areas that apply to the thesis and review these areas in

detail.

What constitutes FM is still debatable today (Green & Price 2000). This may jeopardise
the “discipline” into becoming a Fad (Price 2002) linked with the rise of the outsourcing
industry. The definition of outsourcing is also debatable (Bendor-Samuel 2000). Thus
this lethal combination of ill-defined industries and disciplines may, in fact, be a major

contributor to FM’'s under-realised value.

19t is intended to examine what Facility Management means to the industry at large for the purposes of
thisthesis, and not to introduce a new definition for theindustry to adopt.
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2.2 FACILITY MANAGEMENT

2.2.1 HISTORY

FM is not a new concept. The label “Facility Management” may be, however, it could
be argued that the discipline or disciplines that constitute(s) FM have been around in
Australia since the first settlement of Europeans.

Price (2003) offers a comprehensive history of the emergence of the “term” FM
and state that the first signs of the term surfaced in the 1970s, attributed to the
beginnings of the evolution of the modern office environment and also to the early
practice of financial institutions outsourcing their data-processing operations. By 1980;
he adds, the term FM was linked with outsourcing of computer and other office
services, and by the end of the decade FM became intrinsically linked with workplace
management and also linked with the term outsourcing.

The end of the 1990s saw the establishment of FM into an industry throughout
the world.

In about 30 years a diverse range of building and workplace related activities
collected together under the banner of facility (or facilities) management. Many even
claim this as a new professional discipline (Alexander 2003). FM embraces many quite
different interpretations, yet they are all linked by some common characteristics. During
the 1990s we have seen the rise, and increasing global spread, of the FM industry
(Price 2003)

It seems that FM has only been recognised as an “enterprise” in the last twenty
years, and that the last ten years have witnessed growth and diversification in FM
activities throughout the world. “Much progress has been made in a short space of
time” (Nutt & McLennan 2000).

In addition, Nutt & McLennan (2000) say that these early development years for
the FM industry were dominated by the priorities of the office and health sectors,
influenced by short-term corporate objectives for cost reduction. This suggests an
industry built on a need to increase efficiency within firms! There was also some focus
on increasing competitive advantage and increasing shareholder value in the
commercial office sector.

However, there was more to contributing to office design, attending to
maintenance, and other pure “operational functions”. Less tangible areas that are also
included in the role of FM, such as managing risk, conflict, and quality were also
emerging (Best, de Valence & Langston 2003). The FM industry widened its

demographic reach to include leisure, retail, education, manufacturing, transport,
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communications, business infrastructure, utilities, and regional and city management
sectors (Nutt & McLennan 2000). However, as previously stated, the management of
large complex facilities was not a new discipline. “Many municipal public works
directors, corporate facility managers, or collegiate plant administrators were formally
military post engineers, public works officers or base civil engineers” (Cotts 1998),
suggesting that cost-efficient FM has always been required.

This is not, of course, surprising, given that most of these industries sectors
developed out of the fundamental needs of human beings. It is therefore logical to
conclude that FM, being grounded in these base industry sectors, would also take on
the very nature of less tangible, yet no less unimportant organic human influences
found in organisational cultures as they developed (Venkatraman 1998).

Smith (2003) describes the very nature of a facility itself as an agent of change. A
facility, as an agent of change, can be an agent of meshing cultures. There are three

basic types. They are:

* The culture that exists within an organisation that is renewing its workplace
* The cultures that collide when two or more organisations merge

* The integration of the customer as an influence on the defined product value.

He further reports that the facility is the one element each of these types has in
common, allowing people to grow with as it is also the tangible element of change.
Because as new culture takes shape, the facility adapts with it (Goffee & Jones 1996) .

The same can be said for the FM industry itself when applied to the evolving
nature of industries at large. The result is a competitive, developing, yet confusing
marketplace of FM providers, FM Consultants, FM Contractors, FM Suppliers, FM
Practitioners and “in-house” teams (Nutt 2000).

Today, just about every industry sector, both privately and publicly managed, has
some connection with FM.

Due to different dynamics and circumstances, it seems that FM has taken on
many forms and many different degrees of importance within organisations. Thus the
importance of FM can not be downplayed. Without FM, in all of its multifaceted shapes,
industry may eventually become affected by its omission! It has become an important
and essential part of everyday life today.

Price (2003) claims that, in its widest sense, the FM industry is the largest
contributor to gross national product on a worldwide scale, and that the importance of
the industry to global issues (such as sustainable development and the minimisation of

environmental impact) is undeniable. He claims that buildings alone consume more
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resources than any other infrastructure type, including transport. Thus the quality of
facilities is directly proportional to perceptions of living standards and economic
progress, and even underpins the very fabric of society.

Is FM possibly becoming “too large™? Certainly FM will not disappear, but may
even become too complex to sustain itself as a viable discipline. The danger is that it
may lose some of its functions, or be associated more with its delivery method (mainly

outsourcing) rather than its potential overall total solution to industry.

FAD OR STRATEGIC?

There exists debate whether FM is a support function, or that FM is strategic and “core”
to the organisation.

In his book Moving Up in the Organization in Facilities Management, Damiani
Migs (1998, p. 1) believes that FM is largely ignored by top management compared to
other areas in the organisation, and that “Facilities Management is considered an
overhead, inefficient and nonproductive”.

He asserts that many companies consider the function of a facility manager to be
at middle-level management at best, and that “Many companies have outsourced,
downsized and pushed down the facilities management function even further in the
organization”.

FM has also been labelled a “Fad”, just a name, or at best a created industry
which is opportunistic by nature and purely a service industry. Formed simply to offer a
service for a price via market forces, as opposed to an industry emerged from within an
organisation’s genuine needs.

Price (2003) declares that interest in the “new workplace” is reaching fad status;
and that it is showing exponential growth. However he further claims that most of this
interest appears to be pushed by practitioners, advisers or professionals rather than
pulled by line managers or even business and organisational theorists. He claims there
was an explosion in the plethora of new terminology, as property or real estate
specialists, facilities managers and workplace designers all lay claim to a (or often the)
strategic role, claims for which evidence is frequently lacking.

Nutt & McLennan (2000) believe it is important to define the term FM and argue
that any assumed ongoing stability in FM may originate from a stable definition and a
stable scope and boundaries for FM activities.

It would be a fallacy to state that FM is a Fad without due consideration given to

what FM constitutes. It would also be erroneous to judge its strategic worth without first
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properly identifying its contribution to individual organisations (Trouw, F. & Oleczek, B.
2002).

It may then be found to be strategic under certain circumstances (Hallam 2000),
and, more than likely, found to be intrinsically linked and possibly directed by the rise of

outsourcing and the outsourcing industry.

2.2.2 DEFINITION

This thesis will adopt a FM definition in a way that will allow the hypothesis to be
tested. That is, one that will encompass both insourcing and outsourcing in its
application.

Without such a definition, the research will have no base for application to the
industry once findings are established.

The function of FM has been given a wide variety of definitions, from pure
maintenance provision, to people and space management and everything in between.

As previously outlined, the FM industry has developed from diverse industries.
Facilities managers come from a range of backgrounds, and it is unlikely that they will
have all the experience from all the industries out of which FM developed (Best, de
Valence & Langston 2003). It is therefore not surprising that there is also a multiplicity
of different definitions; however, this in itself is an issue.

Before we can define what FM is, one must understand “where” FM is and what
the practitioners within FM do.

FM is about infrastructure. Infrastructure such as buildings, plant and equipment,
the physical space, and the resultant workflow processes. It is preferable to consider
facilities as infrastructure that supports people, and FM as empowering people through

provision of infrastructure that adds value to the process that it supports (Smith 2003).

ORGANIC FM

Consider the physical units of a building as the central nucleus in which human beings
reside (either temporary or permanent) and extend this unit outward. Many paths of
travel emerge from the nucleus; orbit around the nucleus and eventually form a
complex “existence” that is infrastructure. The infrastructure’s purpose is to support
human activity, which is mainly to produce goods and services (refer to Figure 3).
Facilities can therefore be said to be the infrastructure that supports business,
covering land, buildings and other infrastructure such as telecommunications,

equipment, furniture, security, childcare, catering, stationery, transport and satellite
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work environments such as home, car, client office etc. Facilities therefore should be
seen as an integral part of an “ecosystem” enabling people (Price 2003).

Furthering this, consider a Facility Manager as the “substance” that shapes,
bonds, energises and directs this infrastructure.

Facility Managers are responsible for the infrastructure to ensure it is available,
operational, strategically aligned, safe and sustainable. Encouraging high productivity
through continual improvement on quality, reduction of costs and the minimisation of
risk (Smith 2003). The very development of FM is attributed “to a need for specialist
people who can add value to business and organizations that control infrastructure”.
And:

Facilities Management requires a broad knowledge base and skills that
cross traditional discipline boundaries, and it shares a common strategic
focus. It is a blend of technical expertise, business administration and
entrepreneurialism which draws people from a range of backgrounds
including architecture, design, engineering, business management,

property and construction (Price 2003, p. 30).

The main point here is that FM was “formed” from the collectivising of people into
organisations as they sought to produce goods and services. The traditional core
disciplines with FM remain fairly constant to this day, thus FM is largely a resourcing
issue. This is the main area of focus of this thesis, namely the human resources of FM

and how they also collectivise to deliver FM (Alexander 2006).
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Figure 3 — A Graphical Representation of How FM Interacts

DIVERSITY

Furthering this, the people in the FM industry can best be categorised into three areas,
namely facility managers, specialist consultants and service-providers, and the
distinctions between these categories are important to ensure a balance in the various
roles within the FM industry (Price 2003).

Price (2003) further adds that there is an imperative that the higher strategic
aspects of FM are allowed to flourish, as it is at this level that the maximum value-
adding occurs (Alexander 1996). Too much emphasis on operational aspects will have
the effect of slowing the growth of the profession. FM therefore has an extremely broad
scope serving a wide variety of sectors and industries with different cultures, objectives
and modes of operations, having local, operational, strategic and global levels of
management application (Nutt 2000). There is no single definition that would easily
satisfy all stakeholders (Smith 2003).

In some organisations FM is expressed as a maintenance function, however in
other organisations it takes on a much wider application. It has been common practice
to group FM services under delivery methods such as in-house or outsourced. This is

to be expected as facilities departments are necessarily tailored to meet the individual
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needs of the organisation. There are various ways to organise the facilities department;
however there is no one method that will guarantee success™ (Barrett 1995).

Thus the three categories of people mentioned who operate within FM could
operate either internally through insourcing or externally through outsourcing. The
comment by Price (2003) that FM is required to become more strategic thus becomes

relevant to both forms. Any definition should consider this.

A TARGETED DEFINITION

Considering this, it could be argued that any definition given to FM should be applied
directly to the sector, industry, organisation, and finally to the department level from
which it has originated. This is to ensure that the given definition is meaningful and
applicable.

Experience has demonstrated that faciliies management departments vary
considerably from organisation to organisation. They have developed in response to
the specific needs of the organisation (Barrett 1995).

Smith (2003, p. 12) comments:

There is no neatly packaged dictionary definition for a facility in this context:
a facility is a place for work and a place where social bonds are forged and
broken, a facility is also a place for play and a place where people learn. To
keep things simple, in this context, the facility to be defined, and

understood, is the workplace. It is the most familiar.

However, for the purposes of this research, namely the measurement of
perceived value and cost and their drivers, any definition must cover a wide and varied
“workplace” environment. If FM as an “industry” is still evolving, and it is the
“collectivising” of people from different disciplines that makes up FM, then a “broad
definition” is required to “capture” the entirety of the function or parts of the function
could be omitted.

Thus the following definition has now been formulated for FM that would suit these

criteria:

1 This statement will be further examined in subsequent chapters of thisthesis.
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A FACILITY MANAGEMENT DEFINITION

Facility Management is the activity of maintaining and further developing
the physical workplace and space (environment), encompassing the entire
infrastructure constituents, utilising all available resources, for the sole

purpose of achieving the organisation’s overall objectives.

A broad definition such as this is required in order for FM to be relevant to the
varied industry sectors and organisations in the data sample used for the research. It is
expected that individual organisations may adopt a different definition to suit their
particular operating environments (Alexander 1996). However, as there was found to
be no universally accepted “one fit” FM definition (for reasons listed previously), this

broad definition will be adopted throughout the remainder of this thesis.

2.3 OUTSOURCING

2.3.1 HISTORY

This definition of FM thus suggests that the function of facility management may affect
the organisation’s ability to maximise its productivity, either negatively or positively. It
could be then furthered that FM services should be seen as an integral part of an
organisation’s decision-making strategies, both in the type and extent of FM service
procured and delivered.

Take a typical organisation such as a department store. Management has to
procure and deliver FM services to ensure the department store’s infrastructure is
maintained appropriately, consistently, and effectively with regard given to the specifics
of the type of industry and organisation itself (for example, lighting levels, and the
general ambience of the store).

This act of “procuring and delivering” FM services may consist of a varied number

of approaches. In their simplest form they can be summarised as:

1. Utilisation of existing or internally placed “in-house” resources
2. Utilisation of external resources

3. A mix of both internal resources and external resources.

Barrett (1995), after researching by case study different types of organisations, in his

book Facilities management towards best practice, comments on a further decision
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relating to the choice of services, that is, whether they are to be provided in-house or
contracted out™ (outsourced). He claims that the latter gained in popularity, but also
refers to case studies performed that demonstrated that there were no hard-and-fast
rules concerning what should be kept in-house and what should be contracted out.
Some organisations favour a totally in-house option, while others literally contract out
every service possible and then there are those that will use a combination of both. He
claims that due to the number of possibilities and issues involved, contracting out is a
major subject area in itself.

Agreeing with Barrett, it is correct to say that there may be no hard-and-fast rules
on whether to outsource or insource. This being the case, ignorance of both options
could adversely affect decision-making. A stable definition of outsourcing and
insourcing is therefore required to ensure their correct application.

It was previously hypothesised that there is a correlation between facility
management procurement strategy adoption and delivery, and percieved facility
management value over a given time period. And that regardless of the strategy
adopted, under certain condtions, this percieved positive value versus cost ratio may
degrade over time until perceived cost exceeds value, until another procurement
strategy is adopted. And indeed, the furtherance of strategy adoption will continue this
cycle (Luciani 2005b, 2005c; Luciani & McCormick 2006; Luciani 2004).

It is therefore important to gain an appreciation of the development of these main
forms of FM procurement and delivery methods to investigate any existence of this

cycle, and to gain insight as to why they may develop.

A BRIEF HISTORY OF FACILITY MANAGEMENT OUTSOURCING

A review of literature on these two main forms of FM procurement and their various
modes of adoption historically confirms the development of cycles.

Securing “outside” services is by no means a new concept (CRC for Construction
Innovation 2006). In Australia, the First Fleet arrived containing many contracted™
services. In fact, subsequent fleets of ships were operated and maintained by private
contractors. The same can be said for Australia’s postal service which dates back
some 150 years, in fact, the majority of Government services were delivered using
contracted services since the turn of the 19th century (Mcintosh, Shauness &
Wettenhall 1997).

12 The term “contracted out” will be further defined in subsequent chapters of the thesis; however it isnot
to be confused as sub-contracting — depending on the context given.
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Domberger (1998) adds that contracting of mail delivery and postal services In
Australia goes back over 150 years, and that the mail delivery was entrusted to private
operators prior to the formation of Australia's official mail network. He points out that
this was similar in the USA during much of the nineteenth century.

Also, the use of “outside” service-providers in America can be traced back as far
as 1492, when King Ferdinand and Queen Isabella contracted Christopher Columbus
to find the “New World” for the Spanish Crown (Savas 1988).

As previously established, in its simplest form, the history of FM can be traced
back to base industries and disciplines such as architecture, engineering and public
works activities. Similarly, outsourcing (sometimes referred to as contracting out)
seems to have had a parallel development.

In their book Contracting out in Australia — an indicative history, Mcintosh,
Shauness & Wettenhall (1997) outline this history from very early beginnings. They
explain that after the early private firms’ foray into Australia during settlement, work
was then undertaken from an employee/employer relationship, that is, without use of
private firms. This is attributed to a nation built on immigrant labour, namely the
convicts of the first settlement. These “government servants” (Convicts) embarked on a
wide variety of developmental and commercial activities (Bland 1945), including the
design, construction and maintenance of mills, mines, public buildings, port facilities,
bridges and roads. They explain this era to be the “infrastructural impetus” (Cusack,
Notermans & Rein 1989); (Castles 1989) for the high public employment levels of the
time (P14).

Once transportation of convicts ceased, this impetus subsided and governments
had to look elsewhere for labour. This was the beginning of a shift back towards
contracting out for services in Australia, as governments sought the services of private

firms to complete public works. Newitt (1988, pp. 132,246) adds:

... an official bicentenary commemoration volume records that, in the early
period, roads were built “largely by the forced labour of the transported
felonry of Britain”. On instructions from the British government, however,
Lieutenant-Governor Arthur had somewhat reluctantly made a place for
private contractors. From 1833 the government contracted with them to
undertake particular projects, and the convicts now worked for the

contractors!

13 The term “contracted” is widely used in the public sector and more resembles outsourcing than sub-
contracting. Thiswill be further examined in subsequent chapters of the thesis.
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At the same time, the private sector in England also embarked on the contracting
of services in areas such as specialist metal manufacturing, prison management, road
maintenance, the collection of public revenue, and refuse collection. Street lamps were
made, fixed, cleaned, and lit under contract (Domberger 1998).

Some twenty years later, difficulties in contract labour began to surface in
Australia, where the authorities of the time noted dishonest work, ignorance of the
business they were working for, and covering up of poor workmanship, which no
amount of supervision could rectify.

However, it wasn't until the 1890s that these services were being brought back
in-house, through use of direct government labour under the public works system.

By 1891 the building and construction industry of NSW comprised fourteen per
cent of the labour force, all contracted out. The public works formed a substantial
component of this industry. However, due to the then dissatisfaction with this contract
labour, by 1901 most contract labour was replaced with day labour directly employed
by the Public Works Department.

Sheldon (1989) claims that it was the largest industrial organisation in the
southern hemisphere.

Similarly, in continental Europe, just before and during the industrial revolution,
contracting out services was the preferred procurement method for organisational
production (Domberger 1998).

In these “Victorian times”, firms were small and loosely co-ordinated with plentiful
labour and stable product markets and supervision was in the hands of “gang masters”
working for an owner or manager (Reilly & Tamkin 1996). However, from the mid-
nineteenth century up to the end of the twentieth century (excluding the last twenty odd
years or so), the dominant procurement and delivery methodology was by internal
means rather than contracting out — abandoning the early contracting methods
(Domberger 1998).

So not only does history recognise the two main forms of procuring and delivering
FM, it also may be indicating that a level of cycling between them may have existed
when considering a very long term view. This is not an unreasonable proposition, given
that the internal labour market seemed linked with the rise of the “organisation” and the
development of the FM industry seemed linked to the rise of Outsourcing. Both these
emerging trends could be in direct conflict, especially during growth stages.

Political motivated ideology may have also played some role in the shifting forms
of procuring and delivering FM throughout history. There is some consensus that
governments are also motivated to shift procurement strategies dependant on the

degree of political support (Carver, 1989; Ferris, 1986; Hirsch, 1995; Lavery, 1999;
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O'Looney, 1998). It is, however, not intended to investigate this dynamic in detail. For
the purposes of this thesis, focus is to be given to investigating contemporary drivers of

cost and value as they realte to FM, notwithstanding political motivations.

SHIFTING TRENDS

However, this possible cycle from contracting out to in-house and back again has
seemed to be evident throughout the subsequent decades in both the public and the
private sectors to this day (Administrative Review Council 1998).

Domberger (1998) explains that two reinforcing tendencies played an important
part in this reversal from contracting to in-house. The first was the growth of direct
government involvement in economic activity, particularly in continental Europe, the
UK, Australia, and New Zealand. The second was the development of production
technologies that favoured large, vertically integrated enterprises in both the private
and the public sectors.

This trend will be discussed further in subsequent chapters, however, from 1950
to 1970 large vertically integrated and diversified companies flourished (Greaver 1999)
(McEntee 1985). In fact, after the Second World War, large diversified companies
became commonplace for the model of organising production activities — with the belief
that there was “security in size”.

However, Domberger (1998) adds that since about the mid-1980s, with the onset
of harsher and volatile trading conditions, the vulnerable nature of the corporate
behemoths were becoming highly visible.

It was said that by their very nature and large size they stifled entrepreneurship.
The result was a move away from this organisational structure and internal integration,
or “in-house”, towards small diversified and outsourced production (Greaver 1999).

One notable development, particularly in FM procurement trends, then took place
in the 1980s. Organisations began downsizing and re-engineering their structures.
Large organisations outsourced more and more of their services to outside providers.

Thus there is a suggestion that both forms of procuring and delivering FM are
effective under different circumstances, however, both have unique attributes driving

perceived value and cost in different areas under different conditions.

PARALLEL DEVELOPMENT — OUTSOURCING AND THE FM “INDUSTRY”

As previously outlined, this occurred at about the same time as when the FM industry

began to take shape. This outsourcing trend therefore extended into the FM industry,
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both from a client perspective and a service-provider perspective. Barrett (1995) states
that this trend resulted in the outsourcing of all non-core business activities (Salvetti &
Schell 1995). Such as a broad range of support services, mechanical/electrical and
fabric maintenance, internal painting and landscaping, security, cleaning, catering,
vending, and the supply of general clerical staff, telephonists, receptionists, mailroom,
messengers, chauffeurs.

It was becoming popular to downsize organisational structures. Terms such as
rightsizing then followed, in particular for the administration departments. Staff
reductions were accomplished by increasingly contracting out functions (Cotts 1998).
This organisational change pattern had a profound effect on business operations and
staff.

Teicher, Holland & Van Gramberg (2000) report that according to an Australian
Workplace and Industrial Relations Survey (1995: 408), agency employment more
than doubled between 1990 and 1995, and organisations using agency staff also
increased from 14 to 21 per cent for the same period.

Teicher, Holland & Van Gramberg (2000) also state that further analysis of this
data revealed an annual growth of 7.5 per cent in the use of contractors and their
employees, compared to a 1.6 per cent per annum growth in direct employment
(Wooden, 1999; AWIRS, 1995).

This shift in staffing and job roles directly affected Facilities Managers, as either
the change instigators or managers of change decisions.

Best, De Valence & Langston (2003) claim that a large part of the functions of
many facilities managers is the management of outsourced services. Activities such as
monitoring the level of service, selecting providers, negotiating, and managing and
reviewing service contracts.

Teicher, Holland & Van Gramberg (2000) claim that in Australia this trend to
outsourcing during this time was the result of downsizing in the sense of workforce
reductions, resulting in some form of strategic intention'* — with the public sector being
the leader for these initiatives. And as such, the “spread of outsourcing occurred at the
same time as a process of labour market de-regulation which lowered the locus of
employment regulation from industrial tribunals to the workplace. This led to an
increase in the types and varieties of contract-based employee relations” (refer to Flow
Chart 1%).

14 «gStrategic intention” infers pre-determined government policy.
> The flow charts are agraphical representation of the content throughout this thesis and are not
necessarily based on causality or chronology.
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During this period contract values awarded by the NSW Government alone
amounted to $1.5 Billion in 1995, a significant growth over the $500 million from just a
decade or so earlier. Building maintenance was one of the most commonly contracted
services (Domberger & Hall 1996).

Teicher, Holland & Van Gramberg (2000) further claim that in the public sector
the use of contracting out, particularly in Victoria, was widespread, with utilities at the
forefront of changes. They claim that a report (the AWIRS (1995)) found that among
twelve industry groups outsourcing was highest in public utilities (69 per cent of
respondent firms) and fifth highest in government administration (52 per cent).

This public-sector-driven outsourcing development (Aulich 2005); (FMIlink 2002a);
(FMlink 2002b) was also happening in other parts of the world, where a widespread
shift towards outsourcing and competitive tendering was spearheaded by local
authorities (Payne 2000); (Bishop, Kay & Mayer 1994).

As Domberger (1998, p. 9) observes:

With the coming of the Thatcher era, the frontiers of the state began to be
rolled back in earnest, first in Great Britain, then in other Anglo-Saxon

countries such as Australia and New Zealand.

Thus there seemingly was a need to “correct” the insourced management in
organisations and outsourcing was the most effective solution. This is to be expected
as; post the rise of the “organisation”, FM was emerging as the answer for managing
this newly developed associated infrastructure. Many organisations believed that this

was best serviced externally and not of strategic importance to the firm.

OUTSOURCING — AN ATTEMPT FOR EFFICIENCY

As previously stated, it was argued that this outsourcing trend was directly attributed to
the organisational structure of the time (for both the private and public sectors) being
heavily hierarchical in nature, with large numbers of middle management.

Drucker (1990), in an article in the Wall Street Journal, supports this view by
claiming that in-house support services (such as FM) within organisations have
become de-facto monopolies with little productivity incentives, due to lethargy. When
required to improve productivity, more staff are then likely to be employed, thus
perpetuating the problem. It is therefore argued that outsourcing relieves this situation.

Also, due to the rapid advancement of technology (Salvetti & Schell 1995);
(Doherty 2002); (Robinson & Kalakota 2004); (Bartel 2005) globalisation (Burdon 2004);
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(Eades et al 2002), and improved communications, management structures became
notably flatter in many organisations, with many of these redundant middle managers
being used in new, often technical specialists, roles that reflect the organisations’
changing circumstances (Heywood 2001).

Greaver (1999), in his book Strategic Outsourcing, concurs by adding that this
embracement of outsourcing was a result of a changing of the traditional workforce of
full-time workers, wherein organisations had downsized, stripping away whole layers of
middle management .

Thus, outsourcing or contracting, as the predominant method of delivering FM
services, experienced growth and diversity. According to a P&O commissioned report,
70% of facilities managers in the UK expanded their contracting out operations in the
period 1988-1990 (Cotts 1998). This trend was also taking place in Australia — notably
in the public sector where, from 1994 to 1996, there was a dramatic increase in the
spend and number of contracts let using contracting-out arrangements (Domberger &
Hall 1996); (El-Haram & Agapiou 2002).

According to a report undertaken by the International Facility Management
Association (1999), the use of outsourcing for FM services was expected to increase
for the next five years (however, 22% of facilities managers surveyed had started to
bring services back in-house).

Globally, the outsourcing market in general went from an estimated US $41
billion in 1996 to US $107 billion in 2001. This is supported by research undertaken by
the PA consulting group, which reported that the average number of functions
outsourced by organisations was 225 over the past five years and, they state, will go
on growing (Amiti 2004; Corbett 1998). At present the most frequently outsourced
activities are property services (FMlink 2002d); (Lyne 2002), catering and information
technology, however, there is now clear evidence that outsourcing is moving from

peripheral activities towards more central ones (Oates 1998) .
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Flow Chart 1 —-The Rise of FM and Outsourcing

Existing Base Function

The function of Facility
Management has been
evident from early
beginnings under
different banners, for
example, engineering,
maintenance, building
technicians.

Workplace Importance

Facility Management
recognised as a valuable
conduit between people
and infrastructure.

Debate emerged asto
whether Facility
Management is
recognised as a strategic
function within
organisations.

Strategic Worth?

An Outsourcing I ndustry

Outsourcing and the
“industry” of Facility
Management now the
dominant trend in
Australia

——>

<

>

An Emerging Discipline

Facility Management
recognised asa
disciplinefrom 1970—
1990 with the modern
office evolution & the
increase in the hedth
sector.

Facility Management
becoming established as
an industry with the
increased rise of
outsourcing.

An Emerging Industry

In/Outsourced Delivery

Facility Management
delivered through both
insourced and
outsourced methods,
however, outsourcing
linked more to the
“label” of Facility
Management.

Facility Management
delivery becoming
cyclical in nature (i.e.,
insourced to outsourced
etc.).

Cyclical Delivery
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This then leads to the observation that growth of FM has been largely driven by
outsourcing (refer to Flow Chart 1).

Best, de Valence & Langston (2003, p. 399) state that “the future of FM and the
industry’s potential for growth are connected to the extent of outsourcing of the FM
function by property owners and users”.

However, this “corrective action” by the utilisation of outsourcing may have
reached its effectiveness as insourcing becomes a viable option once again (Damiani

Migs 1998). This then puts the rise of FM in the spot light once again.

FM SURVIVAL LINKED TO ITS STRATEGIC WORTH?

Best, de Valence & Langston (2003) and Drucker (1995) also add that FM itself is
not yet recognised as strategic. In a presentation to the FMA, de Valence (2004, p. 1)
claimed that “This has left FM in something of a quandary — how can FM overcome this
skepticism and reach its full potential” (that FM is reliant on outsourcing yet not
considered strategic).

Price (2003) adds that FM had enjoyed an evolutionary bloom radiating from its
original niche into a range of others by virtue of the fact that most organisational
activities still need a facility. Additionally, while the idea that businesses use their
facilities as a strategic resource is not controversial, the claim that FM itself is
essentially strategic in nature, rather than operational, has not been widely accepted by
senior management.

The argument as to whether FM is a strategic function, or can become a strategic
function, has been widely debated (Nutt & McLennan 2000); (Nutt 2000).

In a further study conducted by the International Facility Management Association
(21997), it was found that two thirds of respondents claimed that the organisation had a
strategic plan for its facilities management. The report went on to say that cross-
examination of these findings showed little support for this claim, based on the inability
for Facilities Managers to distinguish between FM strategic plans and other strategic
plans developed within the organisations.

Curiously, this perceived link between strategic influence and survival of FM was
also applicable to FM delivered via in-house methods. The report makes further
observations and states that the challenge for facilities managers facing outsourcing is
to demonstrate to senior management that the facilities management function is a core
function which makes a positive impact on an organisation’s productivity and

competitiveness.
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This “strategic” view linked to outsourcing growth is supported throughout the
literature. Payne (2000) argues that FM outsourcing must take on a more strategic
view, especially in “what” is outsourced, to ensure a balance between what the
“market” will accept and what is good for the organisation. This is supported by Nutt &
McLennan (2000, pp. 29, 248) who believes that “One of the biggest outsourcing
challenges is driven by the disparity between the business world’'s needs and the
property world’s offering”. They further claims that in order for FM to be a strategic
lever for business, then there needs to be a focus on core business issues that are

synergistic and business outcome orientated. And that:

At the start of the new millennium our experience shows that to support
future business need a fundamental change in facilities management must
occur with our priorities shifting in balance from tactical management to

strategic direction.

Oates (1998, p. 6) further adds that there is a significant shift in attitudes to
outsourcing as most companies now see it as a strategic tool and not just a cost-cutting

exercise. He adds:

Writing in a special supplement on outsourcing on the 28th May 1997 issue
of the Daily Telegraph, Nuala Moran notes: “The search for multiple and
strategic benefits signals a new stage in the development of the
outsourcing market. Rather than merely a way to reduce costs, it is now
perceived as a route to improve business performance and competitive

strength”.

Considering this, it could be argued that FM'’s failure to become perceived as
truly strategic, and given that FM’'s outsourcing's growth itself could be linked to FM
being strategic, there may be a shift back towards integration, namely in-house
provision of FM Services, as firms become reluctant to outsource.

In his article “Outsourcing: Ensuring survival with strategic global partners”,
Incognito (2002) asserts that the outsourcing industry will see customers going back
inside, a trend never seen in the last twenty years. He claims that this is because of
potential cost savings but, more importantly, the inability of their outsource provider to
anticipate their requirements and switch to proactive cost-savings solutions. He links
this reversal to the managing facility professionals measuring the overall performance

of their respective outsource providers and discovering that the contract is not
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delivering the value anticipated. He believes that, overall, it may become apparent that,
at best, the entire outsource experience has been a break sparking a trend to
insourcing.

However, FM becoming strategic or not could be irrelevant under these
conditions, as would be the notion that the FM industry’s growth is intrinsically linked
with the growth of outsourcing.

If there were to be a shift back to in-house FM delivery, FM thus would have
become a critical function, whether strategic or not, no longer reliant on outsourcing to
deliver results. This would therefore perpetuate any industry-wide cycling.

Thus there is some supporting evidence throughout literature that, when
researching the history of outsourcing, contracting out, and in-house FM delivery, there
may exist evidence of cycles through the various forms of FM procurement strategies
and delivery methods.

This will be further investigated in subsequent chapters of this thesis.

2.3.2 DEFINITION — OUTSOURCING

Thus it is important to not only define outsourcing but to also separate it from FM, if we
are to identify the “stand-alone” benefits of the FM function.

Also, understanding that such cycles and trends may exist, it is therefore
important to gain an understanding of just what defines the various FM procurement
strategies and delivery methods. That is, if we are to effectively understand why these
trends take place. This is important and essential to effectively measure both the
percieved cost and value associated with insourced and outsourced FM. Any incorrect
application of either method may cause inefficiency, which may lead to the cause of
cycling or “switching” between the two.

As can be seen through history, various methodologies have been used to
procure and deliver FM services. Throughout the body of knowledge there have been
many variations on what to call these strategies. Terms such as outsourcing,
Insourcing, out-tasking, contracting out, in-house services, partnering, and other terms
have been used to describe procurement strategies and delivery methods for goods
and services relating to FM.

It seems, however, that these terms are used differently according to who is
using them. For example, a service supplier/-provider typically uses the term
outsourcing, whilst a Facilities Manager within an organisation may use the term
contracting out. Also, the type of industry also bears on a definition of procurement and

delivery strategy. For example, in the manufacturing sector the term “maintenance” is
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heavily used to define what is being provided, however, this term is not used in the
sense of building maintenance but mainly for plant and equipment maintenance. In the
information technology sector, the term “FM” has meant information technology support
functions and not the definition of FM given in the preceding chapters of this thesis.

Public-sector organisations also use the terms “contracting out” and “competitive
tendering”, rather than outsourcing. However, in the private sector, the term
outsourcing is almost exclusively used to define a procurement and delivery strategy
that utilises an external resource — where competition is assumed within this process.

The term “outsourcing”, therefore, can refer to any situation wherein an
organisation or company enters into a contract with another “external” organisation or
individual (Hidaka 1999). It is assumed that these services can also be performed in-
house if preferred, without seeking these external organisations or individuals.

A standard definition is given as “to obtain (goods, etc., esp. component part) by
contract from a source outside an organization or area; to contract (work) out (OED
1993).

Notice the use of the term “contract work out”. Others make a distinction between
the terms “outsourcing” and “contracting out” to distinguish between simply entering
into a contract to supply services that could equally be undertaken in house, to that of
transferring an existing in-house function — including assets, people and management

responsibility to an external provider (Barrett 1995).

THE “TRANSFER” DYNAMIC

This definition of outsourcing is based on the presumption that there is a transfer of
control. It is said to differentiate outsourcing from other business relationships in which
the buyer retains control of the process (Bendor-Samuel 2000).

Bendor-Samuel (2000, p. 28) further adds that: “It is the transfer of ownership
that defines outsourcing and often makes it such a challenging, painful process”. And
“The concept of process ownership is the single most misunderstood concept in
outsourcing.”

He thus makes a clear distinction between outsourcing and contracting, whereby,
with contracting, the buyer retains ownership of the process and is under a contract for
the procurement of the goods or services. However, if ownership of the process is with
the supplier, then it is an outsourcing arrangement.

Katsanis (2003, p. 388) concurs with this, by adding:
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Outsourcing, as an organizational variable, may be defined as the output
generated by assets outside the direct control of a principal organization. In
this definition, output refers to products or services and assets refers to the
physical or intellectual resources that an organisation owns or has under its

direct control.

This view of transferring the process as a distinct quality of outsourcing is
supported by Teicher, Holland & Van Gramberg (2000), who also believe that
outsourcing involves the transfer of assets from an organisation to a service vendor.
They add that it is where the responsibility is also transferred for the outsourced activity
for the duration of a long-term contract.

However, in their reasoning they further add that the work may be performed
outside the workplace by contracting to another organisation or within the workplace by
staff contracted by the service-supplier. The duration of employment is fixed either for a
specific project or for a specified time.

Thus it can be confidently stated that FM work that is “out-tasked” or sub-
contracted seems to be excluded from an outsourcing definition due to no or little
transfer of control and ownership. This is an important distinction, as it may have

signalled the separation of “FM” from being automatically associated with outsourcing.

SPECIFIC TIME DYNAMIC

However, it is also important to note the use of a time frame within their definition of
outsourcing. This specified time frame suggests that an integral part of outsourcing is
to include a specified time frame. This may be an attempt to differentiate from normal
traditional staff placement strategies.

However, reference to a time frame, possibly erroneously, is not always used in
defining outsourcing. Human resources departments use the term outsourcing to
include any act of utilising outside independent workers to conduct work-related tasks,
including the use of agency temporaries, contingent workers, contract workers, part-
time workers, and outsourcing firms (Nelson-Nesvig 1998).

Nowhere in this definiton does the word employee appear. If an
employee/employer relationship exists between the two parties this may not be
considered an act of outsourcing. (Nelson-Nesvig 1998)

Under these conditions, long-standing partnerships or “similar relationships” such
as joint ventures (that do not have a specific time period as a contractual obligation),

could now be excluded from a possible definition of outsourcing. Given that FM is
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usually a long-term permanent requirement of an organisation, this will seem to further

separate FM from being intrinsically associated with outsourcing.

NON-EMPLOYEE/EMPLOYER DYNAMIC

However, this employee/employer distinction alone may not be sufficient to define an
outsourced arrangement. Many employers regard independent contractors and
consultants, who may have been former employees, as outsource providers; whereas
in reality they really resemble an employee/employer relationship. This is because the
hiring organisation can exercise considerable control over the individual, thus making
distinction between employee/employer difficult (Johnson 1997).

This difficulty in distinguishing what is an employee/employer relationship also
has legal and social ramifications attached. In Australia and in the USA, it is common
for courts to make this employee/employer versus client/supplier distinction by
identifying the type and level of control which the organisation has over the worker.
Should it be found that certain aspects of their (the workers) compensation and terms
and conditions of employment are similar to those of a direct employee, then they are
to be treated as employees.

Nelson-Nesvig (1998) further adds:

Washington watches intently for evasive behaviour from employers who
would intentionally classify employees as independent contractors to avoid
paying taxes or benefits. As a check and balance, the IRS has created
special task forces to conduct employment audits of small and medium-size

employers who consistently rely on independent contractors.

Similar problems have been experienced in other parts of the world, resulting in
similar legislation. In Europe there is the “Acquired Rights Directive” legislated under
the European Union Directive. In England there is the “Transfer of Undertakings”
legislation, namely the Protection of Employment Regulations 1981 (TUPE).

This legislation was implemented to protect employees’ rights in the event of
transferring over to an outsourcing relationship. It is intended in part to put rigour
around the distinction between the employee/employer relationship and a
client/service-provider relationship (Barrett 1995); (Reid-Thomas & Phillips 2005). The
regulations apply when an undertaking or part of an undertaking is transferred from one
employer to another (Heywood 2001). Therefore, any reference to a worker being an

outsource provider must first be tested under this legislation.
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Considering this, any definition of outsourcing that is not conducent with vertical
disintegration (that is, not under hierarchical internal control, as would be the case with
any employee/employer relationship within an organisation) should be discounted.

This distinction is supported through literature by others who argue that
outsourcing is the contracting of any service to a third-party organisation with the aim of
vertical disintegration (Langefield-Smith, Stringer & Smith 2000).

This then contradicts claims for embedded outsourcing within an organisation by
merely switching ownership of staff under contract — thus making a distinction between
mere labour transfer and that of performing a new function for a specified time as a
service-provider.

Greaver's (1999, p. 1) definition of outsourcing supports this view:

Outsourcing is the act of transferring some of a company’s recurring
internal activities and decision rights to outside providers, as set forth in a
contract. Because the activities are recurring and a contract is used,
outsourcing goes beyond the use of consultants. As a matter of practice,
not only are the activities transferred, but the factors of production and
decision rights often are too. Factors of production are the resources that
make the activities occur and include people, facilities, equipment,
technology, and other assets. Decision rights are the responsibilities for

making decisions over certain elements of the activities transferred.”

Heywood (2001, p. 27) also supports the view that outsourcing includes the
transfer of staff and further supports the view that there is a time frame attached. He

defines outsourcing as:

... the transferring of an internal business function or functions, plus any
associated assets to an external supplier of service provider who offers a
defined service for a specified period of time, at an agreed but probably
qualified price.

In fact, proponents of outsourcing as a preferred method of procuring goods and
services claim that market forces coupled with long-term contracts are to be preferred
over spot transactions (as would be the case with contracting out). This thus supports
the view that true outsourcing exists under contract rather than on an as-needed basis
(Domberger 1998).
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It is also argued that a distinction between new work and work “previously
undertaken” should be included in any definition of outsourcing. True outsourcing
usually takes place when there is a transfer from an existing function, further
supporting a stronger definition of outsourcing using transfer as a defining attribute
(Reilly & Tamkin 1996). However, this may not be an essential defining quality on its
own.

Many longstanding sub-contractor arrangements resemble more of an
employee/employer relationship than they do outsourcers. And given that recently sub-
contracting has been a popular method of delivering FM for both In-house teams and
outsource providers, there could be some suggestion that not only is FM becoming
more “stand alone” from its association with outsourcing, but also may be indicating a

shift to insourcing, should the parameters of these definitions be applied.

OUTSOURCING NOT A STRICT PARTNERISHIP

Considering outsourcing as a transfer of assets and control, it has recently been
argued that outsourcing should continually be evolving into more of a partnership
between two parties for mutual benefit which is not like any other customer/supplier
arrangement (Williams 1998); (CRC for Construction Innovation 2006); (Cunic 2003);
(Sommerhoff 1998); (University of Technology Sydney, Transfield Services Ltd &
Boston Consulting Group 2004). William's view of outsourcing is based on a
partnership wherein both companies should be prepared to share in the profits and
losses throughout the term of the contract (Kakabadse & Kakabadse 2002); (Todeva &
Knoke 2005); (DeFrieze 2001).

Note the use of the term “contract”, it is implied in this definition that a formal
instrument is used to bind the parties. This is an important “trademark” of an
outsourcing arrangement, however it could be argued that a contract is, in-fact, not
always present to the same extent in a partnering arrangement.

However, others view partnering as a management process generated to solve
problems created by this very traditional organisational/contractual process (Marcella
1995) (refer to Flow Chart 2).




Critical Definition

Outsourcing requires a
firm definition to ensure
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A Time-based Contract

Outsourcing islimited
by theterms of a
commercial contract for
anominated time period.
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that outsourcing isnot
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employee/employer
relationship.

Not Employee/Employer

—— >

Terminology Confusion

Terms such as
contracting out, sub-
contracting, and out-
tasking are found to be
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of outsourcing.
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Transfer Attribute
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business actitivies.

Flow Chart 2 — Outsourcing Definition
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This view of a partnership is also supported by Katsanis (2003, p. 384), who also
does not support William’s view. He states that partnering is not really outsourcing and
may be a result of adversarial contract management between both parties usually
resulting in litigation for remedy, which has resulted in “... other collaborative
contractual arrangements such as partnering”.

Thus the claim that the term partner implies ownership bound under a permanent
relationship, whereas in outsourcing there is no such permanency (Bendor-Samuel
2000).

Assuming that FM and outsourcing were inseparable, then there would be a lot
more partnerships in existence as infrastructure matured. This is simply not the case,
indicating further that FM is a stand-alone function, as is outsourcing. Thus, for the
purposes of this thesis, partnering will be discounted as contributing to a definition of
outsourcing.

However, this is not to say that partnering, or alliances, are not practiced as a
method to deliver FM. On the contrary it has been reported that alliance/performance
based contracts are growing as a percentage of FM procurement and delivery methods
(Burdon 2004); (CRC for Construction Innovation 2006); (Ventovuori 2007). Burdon
further argues that these alliances are in-fact second generation outsourcing contracts
which have evolved over time (usually after the first three years) to become more of a
partnership built on trust (Eilenberg 1996) and flexibility through a closer relationship
between the parties (Kakabadse & Kakabadse 2005).

If this is to be accepted, then it is argued that the definition of outsourcing
adopted in this thesis, which is assumed applicable under the first generation contract
mentioned, is no longer applicable in the new second generation environment due to
the introduction of mutuality of outcomes™. Certainly the contract conditions would
have to change to accommodate this evolved relationship built on trust and flexibility
(and in some cases profit share). Thus it is assumed that partnerships and alliances
are excluded as an outsourcing relationship as defined in this thesis. In this context the
research in this thesis, therefore, addresses first generation outsourcing contracts.

The term “out-tasking” has also been identified by some as separate from
outsourcing again, in that it is used in lieu of outsourcing when a firm hires individual
specialised vendors for certain tasks (International Facility Management Association
1999).

18 Partnering and or alliances may include a mutual share between two parties on risk, profit, descion
making, strategy devel opment, resource management, capital investment, asset ownership, and
intellectual property
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But it may still be considered similar in meaning to the term outsourcing, as long
as transfer and ownership of process resided with the out-tasked vendor. This should
not be confused with sub-contracting'’, where there is merely an assignment of tasks
with little real transfer of ownership, control, and financial risk for a specified period of
time under contract. Thus for the purposes of this thesis, out-tasking will be given to
mean outsourcing, as long as it falls within the framework described, however, sub-
contracting will not be included in any definition given for outsourcing.

Thus the adopted definition for external resource procurement strategies and

delivery for FM, known herein as outsourcing for the remainder of this thesis, will be:

The procurement of goods and services from an external provider where
there is a transfer of ownership and control of processes and or assets for

a specified period of time, under the terms and provision of a contract.

2.4 CONCLUSIONS

It was resolved that the “function” of FM began at an early period in Australian history,
however, the term FM was only used in the last twenty years or so and that this
coincided with a rise in outsourcing.

It was also established that during this period the focus was on cost-cutting and
the short-term objectives of the organization. Usually focus was given to the office and
health sectors and their environments. However, a further review of the history of FM
from that point forward indicated a broadening of FM Services with a focus on core
business enhancement. It was also suggested that survival of FM as an emerging
“industry” in its own right may be dependent on its becoming more strategic in nature.
And that a reliable definition played an important part in this regard.

Infrastructure plays the pivotal role in defining FM.

Due to the wide range of definitions that could be given to FM, it was established
that a definition should be tailored for the specifics of the target organization.,
Alternatively, it may be defined in broad terms, depending on its intended use, as FM
was found to be an integral part of the productivity matrix within an organization.
Delivery of which was then summarised into resource allocation from within, external,
or both.

There was also some suggestion from history of a cycling through these two main

types of procurement strategies — which may directly affect FM delivery.

7|t is assumed that in most cases the client organisation woul d procure the services of a sub-contractor
directly. Meaning that an orgnaisation acts as the principle contractor without an outsource provider.
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That is, the choice of FM procurement and delivery strategies may also be linked
with its being considered a strategic decision. Functions that are considered strategic
are being considered more and more for outsourcing. This indicated that the current
trend, to outsource FM, may shift back towards integration — should FM found not to be
a strategic function, thus alluding to a cycle phase continuum.

It was also established that there was a distinction between the terms
outsourcing and contracting out. The former involves a complete transfer of control,
process, and assets for a specified time under contract. The latter did not, thus being
excluded from a definition of outsourcing, along with sub-contracting.

Having now established the boundaries of both FM and its two main forms of
delivery, further investigation of these two delivery methods will allow critical appraisal

of their influencing variables.
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CHAPTER THREE

FACILITY MANAGEMENT PROCUREMENT and DELIVERY:
A REVIEW OF CURRENT PRACTICE

3.1 PURPOSE AND APPROACH

The purpose of this chapter is to further investigate the identified Facility Management
procurement and delivery strategies adopted by the industry.

A critical appraisal of each type of the two main forms of procurement strategy
and delivery will be undertaken, with a review of the underlying theory.

Influencing variables surrounding the decision-making process for each type of
procurement and delivery strategy will be identified, documenting emergent issues for
the purpose of constructing a conceptual framework for the research.

This will constitute a literature review of the procurement and delivery of FM,

wherein FM is defined as:

The activity of maintaining and further developing the physical workplace
and space, encompassing the entire infrastructure constituents, utilising all
available resources, for the sole purpose of achieving the organisation’s

overall objectives.

The review will focus on the two main types of FM procurement and delivery

strategies identified, being:

1. Internal resource procurement and delivery (herein known as insourcing)

2. External resource procurement and delivery (herein known as outsourcing)

Therefore, through this literature review, it is intended to develop the unique and
independent attributes of insourcing and outsourcing. This will allow for commentary on
their individual interaction and impact on the function of FM

For the purposes of clarity, the adopted definition for the external resource

procurement and delivery strategy will be:
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The procurement of goods and services from an external provider where
there is a transfer of ownership and control of processes and or assets, for

a specified period of time, under the terms and provision of a contract.

The definitions of outsourcing and facility management adopted will help
contextualise the review process. This will allow for an “industry-wide”
application of this thesis and its findings. This is important, as it will allow a
holistic capture of perceived value and cost and their associated drivers for the
FM function. Thus, this will provide for complete separation of the Internal
Labour Market (ILM) (insourcing) and the External Labour Market (ELM)

(outsourcing).

3.2 INTERNAL FM PROCUREMENT AND DELIVERY

Organisations are the dominant feature of contemporary society. They are
the primary vehicle for accomplishing collective purposes, whether the
purpose be to engage in business or other economic activities, to put a

man on the moon, or to govern ourselves (Pinfield 1995).

Of course these “organisations” referred to by Pinfield have FM requirements.
Usually there is a core management responsibility held within the organization
(regardless of whether the function is outsourced or not), which, it is strongly argued,
has the discretion to outsource or insource part or the whole of its FM function. As
such, and when considering the adopted outsourcing definition, this is a

“misunderstood” concept.

STRUCTURE VARIANTS

Organising the internal facilities department is influenced by a number of factors such
as the type, size, and span of control, whether a single site or multiple site portfolio;
private or public sector, centralised or decentralised operations. However, all facilities
managers must perform the same basic functions for the organisation.

Little work has been undertaken on the role and structure of internal FM
departments throughout the body of knowledge, which some claim is a neglected area
(Cotts 1998).

A survey conducted by the International Facility Management Association (1999)

reported that only half of the respondents’ organisations undertook formal structured
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performance reviews of facilities operations, with 17% never performing such reviews
at all, and manufacturing and production facilities the least likely to conduct formal
reviews.

Some argue that an important factor in organising the facilities management
function is the geographical location of the organisation (Barrett 1995). Others support
this geographical consideration as influencing delivery of facilities services on a
centralised or decentralised basis (Cotts 1998).

This is important, as it will affect decision-making policies and ultimately impact
on the choice of FM procurement options.

Cotts (1998) states that an organisation with branch offices spread across a state
has to give each office some autonomy in facility matters or run the risk of paralysis
through centralisation. He goes on to say that this is so even though the latter generally
is the most cost-effective way to organise.

Another influencing variable is the amount of standardisation®® of facilities
services as opposed to services tailored for the user on an as-needed basis. It is
argued that standardisation and cost-effectiveness are linked (Cotts 1998).

Ownership as opposed to leasing properties has also been linked to
departmental organisational differences. Ownership is said to lead more towards staff
/managers structure, whereas leasehold properties, it is said, result in more contracts
and lease administration models (Cotts 1998). Where there is a mix of the two,
organisational structures will reflect this.

In his book, The Facilities Management Handbook, (Cotts 1998) offers the
following generic organisational models in which FM is performed, and categorised

these in order of increasing staffing levels

Office manager model
One location, one site model
One location, multiple sites model

Multiple locations, strong regional, or divisional headquarters model

ok~ w NP

Fully international model.

So what influences this decision to outsource or insource, especially in operating
environments in which there is no formal decision-making process on the subject?
Certainly the “natural” structure of the organisation may play a role in influencing this

“core” management team, knowingly or not.

18 Standardisation is defined as the regular, consistent FM functions that can be applied across the entire
organi sation without deviation from standard industry practice and/or delivery methods.
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STAFFING VARIANTS

To perform FM from within any of these organisational structures will require the direct
employment of management staff, and in some cases, technical trades staff.

The actual “doing” of the work could also be performed by utilising staff from
within the organisation. In this case it is said to be an employee/employer relationship
(refer to Flow Chart 3).

It is common for this relationship to also be a mix whereby management of
facilities is performed by employees of the organisation and the actual “doing” of the
work is contracted out, and/or sub-contracted out.

It could be argued that in both these situations sufficient control is asserted by the
organisation on the contracted workers to discount this as an outsourced arrangement.

As previously established, the term “contracting out” was shown to be discounted
from an outsourcing arrangement as control and ownership still rest in the hands of the
client organisation. Even though these contracted services are external to the
organisation, they are controlled by the facilities manager within the organisation.

This is a common practice within facilities management departments, as Barrett
(1995) claims, stating that most, if not all, companies will contract out some FM
functions, probably on a regular basis. He adds that this is without including the need to
resource one-off project work, such as a major building scheme, or the search for new
premises.

According to the International Facility Management Association (1999), 50% of
respondents used contracting out as part of their FM procurement and delivery
strategy.

They also state that senior management reported the use of out-tasked sub-
contracting as well, however, control was maintained by the company.*®

Obviously any research performed on this internal type of procurement and
delivery strategy should consider the influence by the specific organisation itself. It
could be argued that it is the dynamics of the insourced firm that will influence the

productive return for internal procurement and delivery of facility management.

1t must be pointed out that for the public sector, the term “contracting out” is used extensively,
however, closer scrutiny of the term and its application reveals that the term outsourcing is more
applicable and thus will be considered as an outsourcing arrangement and not a contracting out
arrangement as previoudy defined.
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However, sub-contracting is the most misunderstood aspect of FM delivery when
it is confused with outsourcing, simply because sub-contracting in actual fact is more

aligned to the dynamics of insourcing than outsourcing.
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Internal FM Structures

Limited scientific rigour
is placed around various
Facility Management
structures found within
firms.

Benefitsof thelLM

The Internal Labour
Market (ILM) has
benefits which are not
found through External
Labour Market structures
(outsourcing)

Transaction Cost
Economics indicate that
integration within afirm
reduces the amount of
transactions necessary to
achieve the desired
outcome than external
market transactions do.

Less Transaction Costs

—— >

</

—— >

Influenceson Structure

A number of variables
are found to influence
the different FM
structures found, such as
centralised or
decentralised firms,
single or multi-site firms.

All firms that have
employee/employer FM
structures are operating
in the Internal Labour
Market, even if the
“doing” of thework is
sub-contracted
(contracted out).

Internal Labour Market

(ILM)

Increased Flixibility &

Control

Internal management
discretion is said to be
freeto alter in/outputs
which provides
flexibility via control not
found when dealing in
the marketplace.

The ILM isshielded
from opportunistic
behaviour which may be
created if transacting in
the External Labour
Market

Less Opportunism

Flow Chart 3 — Insourcing Model




THE INTERNAL LABOUR MARKET (ILM)

Furthering this, Demsetz (1992) sees the idea of the “organisation” as a vehicle for
advantage due to its integration qualities. That is, there is potential from within the
“organisation” to achieve greater productivity than with an external procurement option.
There is a common acceptance that a firm? is in a different set of dynamics from that
of the outside organisation of economy (Baron, Davis-Blake & Bielby 1986); (Bill 1987).
It is said to be described as exempt from many of the market forces that take place in
the marketplace.

It is said that this organisational “theory” is influenced by the internal employment
systems adopted.

There exists a body of belief that within these organisational systems the
employee/employer relationship is critical for economic and social roles within society
and that these employment systems contextualise organisational behaviour.

In his work The operation of Internal Labour Markets, Pinfield (1995, p. 3)
describes this as the Internal Labour Market, which is a phenomenon whereby
competition for jobs and wages inside organisations is dominated by administrative

rules, regulations and market principles. And:

The internal labour market, governed by administrative rules, is to be
distinguished from the external labour market of conventional economic
theory where pricing, allocating, and training decisions are controlled
directly by economic variables. ... Consequently these jobs are shielded

from the direct influence of competitive forces in the external market.

Thus, the firm can best be described as separated from the external market to
some varying degree. It could be argued that this is of value in raising productivity. An
explanation of this was put forward by Coase (1988) in his lectures titled “The Nature of

the Firm”.
ILM COST CONTAINMENT
Coase’s theory evolves around the measurement of productivity of the firm. He argues

that a firm has the ability to produce goods and services more efficiently than in an

open marketplace, due to lower transaction costs. He thus makes the conclusion that

% The term “firm” represents any organisation that operates with an Internal Labour Market, that is, has
employee/employer relationships.
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allocation of resources within a firm becomes viable when the cost of co-co-ordinating
resources through the market is greater than managing them from within the
organisation.

Demsetz (1992), in his work The emerging theory of the firm, further adds that
transactions are to be reduced in order to reduce transaction costs, and that the firm
exists if and when the cost of co-ordination is reduced upon the substitution of
conscious management for price-guided allocation of resources.

Thus Demsetz states that the reduction of transaction costs brought about by a
reduction in co-ordination yields performance productivity, all possible by the unique
hierarchical nature found within an organisation.

This “uniqueness” has also been expounded by Oliver Williamson (1967) in his
work titled “Hierarchical Control and Optimum Firm Size”, examining the organisational
structure within the firm.

He argues that the internal organisation of the firm (with its “unique
characteristics”) is not an exogenous (sic) given, but rather a variable to be explained
by underlying economic forces (Demsetz 1992), thus reinforcing the transaction cost
reduction importance.

Thus in the absence of any scientific reasoning, it could be argued that as a first
option, existing firms should seek to deliver FM internally. This is to capture transaction
cost reduction, otherwise it will have no true base to compare with if seeking FM
efficiency from external means through outsourcing.

Misunderstanding the dynamics of the internal labour market would dilute its
advantages. In today’s society there are numerous organisations in existence,
indicating that the collectivisation of people is the preferred method for achieving the
desired output. In other words, it is unlikely that the ILM concept will go away as some
may predict (Hughes et al. 2003).

However it must also be said that eventually there may also be a rise in costs of
coordination as the firm continues to integrate vertically (Coase 1988); (Brown &

Potoski 2004). This also will be discussed in subsequent chapters of this thesis.

ILM — FLEXIBILITY DISCRETION THROUGH CONTROL

However, apart from the reduction of costs through the reduction of transactions, there
is also said to be greater flexibility within the firm, and in particular with labour markets
(human capital). It is said that there is considerable management discretion in applying
rules (that is, Control) which direct the employee and assign specific roles, thus

creating flexibility in the structuring of employment relations. This flexibility is said to be
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useful in adjusting to labour market imbalances and technological changes. This then
leads to the conclusion that bureaucratic control produces stable and predictable
behaviour from employees. This is said to simplify and legitimise managerial control
(Pinfield 1995).

This has led others to the observation that within a firm there are teamwork
synergies that result in heightened production otherwise not found in the external
marketplace. Here it is argued that co-operation is more productive through team
organisation than the linking of individual efforts across impersonal markets. Further,
this can only be realised through a employee/employer profit/wage compensation
system (Demsetz 1992).

Thus it could also make sense that if a firm must have a “core” management
team directing FM delivery (or at least making decisions), then the ILM model should
be the first method tested. An employee/employer dynamic is already in existence

within the firm in this case.

ILM — OPPORTUNISM AVOIDANCE

Another proposed benefit of internal organisation is that of the avoidance of
opportunism by vertical integration (Williamson 1973). Here it is argued that when
ownership of assets is under a single owner (as is usually the case in vertical
integration) there is a reduction for the potential for separate owners of co-operating
assets to behave opportunistically toward each other. This would ultimately have the
effect of productivity reduction through opportunism costs (Demsetz 1992). Thus, within
the organisation there is immunity to opportunism of this kind with no effect on
production. Vertical integration can then take place as a substitute for market
transactions without hindrance of opportunism.

Once again there is a strong argument to suggest that the first position should be
not to introduce unnecessary risk to the firm through outsourcing. However, as we will
see in proceeding chapters of this thesis, this is not always possible. If the organisation
itself through the ILM offers protection from opportunism, then it should be grasped as

an immediate advantage where possible.

X-EFFICIENCY

However this pure “theory of the firm” is obviously not the only model to which firms

can have effective efficient FM.
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Vertical integration in itself, it is argued, is not the sole cause of productivity gains
through transaction costs or opportunism reductions. Instead, reduction in transaction
costs and opportunism are also a result of the durability and directability of co-operative
association — wherever it exists (that is, in the market of within a firm) (Demsetz 1992).

That is, it is the competence of the organisation that dictates productivity
improvements, and not soley vertical integration.

Through adopting technology and workplace incentives, large gains in
productivity are realised, known as X-efficiency.

X-inefficiency occurs when firms do not adopt this approach. This phenomenon of
different competencies was first theorised by Leibenstein (1978).

Domberger (1998, p. 40) agrees:

Behind this concept lay the empirically incontestable proposition that the
level of output of any organisation can vary significantly and independently

of the level of inputs.

However, the problem with relying solely upon X-efficiency as the means for
efficient FM output is its inability to provide an explanation for the influence and
possible benefits of “competing forces”. That is, if the ILM and the ELM were truly
interchangeable as comparable methods to achieve X-efficiency in FM delivery, then
there simply would not be any unique benefits of either the ILM or ELM for FM delivery.
The level of co-operation necessary to achieve the efficient FM delivery would indeed
create one large ILM. Simply, this is not evident in today’s marketplace. The unique
advantages offered through the ELM remain separate, “purchased” by the ILM and not
fully integrated into the ILM. This is indicating that market transactions may play a
significant role in either a negative or a positive way regardless if they are efficient or

not. This will be discussed in subsequent chapters of this thesis.

ILM — SPECIFIC ASSETS and UNCERTAINTY

In addition, this x-efficiency argument, that the benefits outlined are not unique to the
type of procurement and delivery method of the organisation, does not explain the
impact of firm-specific assets™.

Here, it is argued that a major determinant of integration (insourced procurement

and delivery) is the effects of asset specificity and its interaction with uncertainty.

2 Firm-specific assets are defined as “the unique physical or intellectual resources that an organisation
owns or has under itsdirect control”.
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It is argued that when there is asset specificity in an uncertain environment®, then
outsourcing will cost more than the costs of transacting internally, regardless of
competence.

It is argued that transactions requiring specific assets, physical or human, are
more likely to be integrated. Increasing environmental uncertainty will increase the
likelihood of integration, given that transactions require specific assets.

For firms subject to efficiency pressures, the decision to integrate or outsource
will thus be more sensitive to asset specificity and uncertainty than for firms less
subject to efficiency pressures (Coles & Hesterly 1998). This will further benefit the
firms.

Thus infrastructure may itself play a key role in deciding which method is best,
insource or outsource. Consider “management focus” as a key indicator on whether to
insource or not. It is fair to say that the more “focus” an asset requires, the more likely
that firms will integrate the management of these assets internally through the internal
labour market, rather than externally through outsourcing. The belief here would be to
minimise the risk in misdirecting management focus away from the asset. This will be

discussed further in subsequent chapters.

ILM — BENEFITS OF SIZE

This reasoning has also been furthered to incorporate the size of firms. It is argued that
large firms will integrate more than small firms (Institute Of Data Processing
Management 1995). This is a typical economies of scale argument first put forward by
Williamson & Masten (1995).

They argue that small firms will not have efficiencies in production as large firms
will, thus will outsource to external providers which, it is assumed, will be able to
aggregate production across many small firms (Coles & Hesterly 1998) (refer to Flow
Chart 4). This will be discussesd in more detail in subsequent chapters.

However without confusing sub-contracting with outsourcing, it would make
sense to say that large firms may well sub-contract work out, but do not have the need
to outsource in the true sense. They simply do not “need” to outsource because they

have scale within the firm; that is, if scale were the driving factor.

22 “Uncertain environments’ refers to the amount of probability that unfavourable conditions will affect
assets.
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ILM — IDIOSYNCRATIC ADVANTAGE

There is also an argument that the internal labour market (insourcing) has non-
economic advantages as well. That within the employee/employer relationship there is
a unigue evolving set of skills that cannot be obtained through outside markets. This is
known as job idiosyncrasy, whereby idiosyncratic exchange takes place within the
internal labour market, resulting in job efficiencies (Williamson, Wachter & Harris 1975)

These idiosyncrasies are said to be grouped as:

1. Equipment idiosyncrasies, due to incompletely standardised yet common
equipment whose individual attributes are “learned” by experience only.

2. Process idiosyncrasies, due to worker adaptations during production and
individual fashioning and styles.

3. Informal team accommodations, due to specific team changes which are
only known by the team from mutual adaptations.

4.  Communication idiosyncrasies which are information codes and channels
only of value within the specific firm and which the employees are able to

monopolise for best-fit purposes.

The above firm-specific idiosyncrasies are said to lead to integration and are said to
influence the decisions of in-house versus outsourcing choices. They become an
advantage to insourced options, but a disadvantage or opportunity lost during
outsourced transitions. This will be discussed further in subsequent chapters of this
thesis.

These idiosyncratic advantages are also said to overcome the problems of
bounded rationality”® (where the human mind is limited in comprehension and
communication, yet the complex tasks of production are not). Allowing for sequential
learning by doing through experience (Williamson, Wachter & Harris 1975). That is, to
collectivise the requirements on a regular consistent basis, combining skills and focus
to overcome individual inadequacies.

And, once again, opportunism is said to be minimised through internal labour
markets because job idiosyncrasies are said to reduce information impactedness.?

Information impactedness is said to be present when there is uncertainty, when

% |t should aso be noted that bounded rationality is also a driver to outsourcing if the firm is unable to
leverage existing skill sets. Thiswill be further researched in subsequent chapters.

24 |nformation impactedness is defined as when the ability of the firm to “be across” al things is limited
and, as aresult, efficiency is hindered.
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Specific Assets

bounded rationality limits production, and when opportunism exists (Samson & Daft

2003). Job idiosyncrasies are thus said to overcome information impactedness.

Ownership

If organisations have
unique physical or
intellectual resources
under their direct
control, then insourced
FM ddivery may yield
advantages via close
staff idiosyncrasies.

Should these specific
assets be owned by the
organi sation (as opposed
to a service supplier)
then equipment
idiosyncrasies may yield
further advantages for
in-house FM ddlivery

Facility Management
delivered in-house in
larger organisations may
experience greater
efficiency through
economies of scale
advantages than smaller
firms

Larger Firms

Flow Chart 4 — The ILM Environment

In their book Understanding the employment relation, Williamson, Wachter & Harris
(1975, p. 1) describe this as:

Collectivising the employment agreement alleviates these conditions in that
it serves to economise on transaction costs in both bounded rationality and
attenuate opportunism. And transactional difficulties thus beset both
contingent claims and sequential spot market contracting for the

idiosyncratic tasks

Certainly, the notion of equipment idiosyncrasies has been supported by
observations that when there is high inspection frequency required on
production critical equipment, then integration is favoured over market
procurement (Bradford & Rothwell 1998).
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Thus the concept of job idiosyncrasies is supported by the Internal Labour
Market view (insourcing), and particularly the way in which the internal labour
market forms internal mobility of jobs (Pinfield 1995); (Chase 1991); (White
1970); (Stewman 1986).

These “mobility clusters” are said to create on-the-job training, incentives
for employees to learn and develop new skills. And also provide seniority and
security of employment, thus enhancing productivity (Doeringer & Piore 1971).

Pinfield (1995) states that:

The putative economics of transaction costs notwithstanding, a significant
tension between market and administered processes can be found in the

operations of Internal Labour Markets.

These advantages can be said to be unique to a firm (thus the existence of
organisations in today's society (Stinchcombe 1965); (Stinchcombe 1990)) which
cannot be found through outsourcing. They are unigue to the ILM as there is no real
buying or selling involved. In comparison, there are fewer formal transactions,
amounting to reduced costs.

Thus there is a strong argument for the existence and advantages of the Internal

Labour Market, or insourced/in-house FM procurement and delivery methodology.

3.3 EXTERNAL PROCUREMENT — OUTSOURCING

The other major FM procurement and delivery option is that of outsourcing the
operations to an external provider.

Some would argue that FM is especially suitable for wholesale outsourcing due to
the ease as to which service levels can be specified for FM related services. This
allows for ease of measurement (Bendor-Samuel 2000).

That is, the very nature of FM, being reasonably easily quantifiable or “scoped”
even though multidisciplinary (compared, say, to medical services) can be “packaged

up” and outsourced. In general terms, this seems to be a reasonable proposition.

NON-CORE ACTIVITY

Another reason cited for FM being particularly suited for outsourcing is because some

consider the FM function as “non-core” and peripheral to the company’s operations as
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a support service (Drucker 1995). This was discussed in previous chapters of this
thesis.

This focus on core competencies is widely accepted throughout literature as one
of the most fundamental reasons why firms outsource (Peters & Waterman 1982);
(Prahaland & Hamel 1990).% It is claimed that by outsourcing non-core processes,
organisations can shift management time and money into core processes (Greaver
1999); (Ventovuori & Lehtonen 2006).

In an article in the Harvard Business Review, Quinn, Doorley & Paquette (1990)
claimed that by focusing on what the organisation does best (whatever that may be),
an organisation should strip itself down to essential core building activities and keep as
lean as possible to avoid distractions. Then, be able to leverage itself off these core
skills to new heights of productivity.

This view seems to have been supported by the actions of the public sector,
wherein many facilities functions have been outsourced to private firms, especially over
the last twenty years.

Hence firms opt to identify non-core activities in an attempt to outsource these
functions (Bendor-Samuel 2000).

This is especially so in arenas of high competition and globalisation. Nutt &
McLennan (2000) even argue that the rise of FM as a discipline was due in part to this
search for core and non-core activities.

In a presentation given to the FMA, de Valence (2004, p. 3), Senior Lecturer of
the Faculty of Design, Architecture and Building at the University of Technology,
Sydney stated:

The response of many large organisations to the increase in demands for

better performance, global competition or pressure on their balance sheets

was to identify core activities and outsource as much of the rest as

possible.

Indeed, the growth of FM as an industry has been underwritten by the increasing
use of outsourcing for non-core functions as business put the ideas of (Hamel &
Prahalad 1994) into practice. This has been crucial in establishing FM as an industry
sector in its own right as organisations moved responsibility for asset management to

specialists.

% Aspreviously mentioned, outsourcing as a strategic tool isincreasingly being linked to its ongoing use
as a procurement option, whereas traditionaly it was linked to non-core processes.
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However, it can also be argued that whether FM is core or not core is dependent
upon the individual circumstances surrounding the organisation and not on the nature
of FM as a discipline overall.

It may be impossible to predict whether a multidisciplinary function such as FM
would be considered core or non-core to all organisations in general.

A core competence is said to be a bundle of skills and technologies rather than a
single skill or technology or solely a physical asset (Quinn & Hilmer 1994); (Hamel &
Prahalad 1994). Thus the FM service provision under these circumstances may be
found to be core (that is, being a bundle of skills etc.).

The decision of whether FM is core or not is then best made by the organisation
at the time of deciding whether or not to outsource the function; or even parts thereof.
Should FM be found to be a non-core service to the organisation, then it would be
suitable to outsource.

This is especially so given that others (Price 2002) argue that core and non core
distinctions maybe too restrictive if used in blanket terms for services and process.
Here it is argued that a service may be critical to a business and impose high risks if it
fails, without being either a core competence or even a core commodity.

However, it stands to reason that there is less risk in outsourcing FM, whether
regarded as a service, process or commodity if it is found to be non-core in any way.
This is especially so if it is easily measurable. That is, why operate a function within a

firm when it can be sold externally to a provider without risk?

GLOBALISATION and CORE FOCUS

Also, there is growing consensus suggesting that it is the forces of global competition
that have prompted organisations to adopt more “market” disciplines. This is by
releasing peripheral business to focus on their core business and move away from
vertical integration (Miles & Snow 1986) by using outsourcing as the preferred option
(Domberger, Fiebig & Fernandez 1999).

Another explanation given as to why outsourcing, as an FM procurement and
delivery option, is adopted, is the existence of bounded rationality, due to increasingly
complex working environments.

Certainly globalisation would force firms to look closely at all of their activities, not
just FM, in an endeavour to increase or maintain efficiency. It is logical to expect low
tolerance to functions performed internally that could be “easily” performed externally.
This would allow a re-focus on those activities that can not or should not be

outsourced. This will be discussed in subsequent chapters.




BOUNDED RATIONALITY

As previously defined, bounded rationality occurs where the human mind is limited in
comprehension and communication, yet the complex tasks of production are not. It is
said that this leads firms to seek help from outside of the organisation to “specialist”
firms that concentrate on certain tasks, such as FM (refer to Flow Chart 5).

Katsanis (2003) adds that the intrinsic complexity of products and processes
attains such high levels that the expertise required to deliver them cannot be found
within hierarchically integrated organisations.

Some state this as a commonly accepted observation that arises from a “conflict”
between the speed of thought and action and a change in market commerce (Nutt &
McLennan 2000).

Obviously even non-core tasks “compete” within and between firms as a global
marketplace emerges. “Best-of-breed” outsourcers would flourish in these conditions,
as they provide focused provision for these functions and tasks, helping the firm to

compete. “Raising the bar” is now essential, and not just a luxury.

Non-core Bounded Rationality
If organisations consider Should firms not have
FM as non-core, then therequired skills &
many arguethat the systemsto deliver FM,
function should be then they look outside to
outsourced. |::> the marketpl ace for

specialised
managers/providers.

The recent trend of
outsourcing may be
attributed to
globalisation forcing
organisations to compete
at higher efficiency
levels.

Globalisation

Flow Chart 5 — Key Outsourcing Drivers
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SPECIALISATION ADVANTAGES

It is argued that this “specialisation” adds value to the process by allowing the FM
activity to take place on a large scale (by the service-provider to its clients). This then
leads to economies of scale by the division of labour (increased productivity in labour)
and fixed investments (one-off fixed set-up costs) (Domberger 1998); (Beaumont &
Sohal 2004). This is all due to firms being unable to solve problems within their current
level of skills. They then seek the services of an external provider to perform the work
for them, being specialists in this area (Bendor-Samuel 2000); (Cannon 1989);
(Harrison & Kelley 1993); (Edwards 1994).

Another specific reason cited for the adoption of outsourcing for the FM function
was to increase flexibility (Burdon 2004) to meet changing market conditions. Here it is
argued that the FM discipline tends to solve one problem, yet create another, due to
the conglomerate of different disciplines under the banner of FM.

So the evolution of FM outsourcing is mainly driven by the specialised service
provision of these emergent, focused service-suppliers. This would put pressure on
firms to outsource FM in order to simply compete, especially with other like

organisations.

FLEXIBILITY

As discussed previously, the development of FM as an emerging discipline was said to
spawn empire-building, thus becoming inflexible. Organisations adopted outsourcing to
overcome this inflexibility which, it is argued, will ultimately reduce inefficiency costs
(Bendor-Samuel 2000).

Benson & leronimo (1996) and Harrison & Kelley (1993) support this and argue

that outsourcing provides three forms of flexibility, namely:

1. Functional Flexibility — the ability of the organisation to re-deploy labour to
cover new tasks or new production methods

2. Wage Flexibility — the ability of the organisation to link wage payments to
productivity and product demands

3. Numerical Flexibility — the ability of the organisation to adjust labour inputs

to product demand.
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Others support this view (Zappala 1988); (Rimmer 1991); (Green & Macdonald 1991),
with some adding that through outsourcing, flexibility is achieved by eliminating fixed
overheads, bureaucracy, and physical plant ownership — together with tapping into
resources down the customer chain and leveraging off technology up the customer and
supply chain (Quinn & Hilmer 1994).

So it could be suggested that with the rise of the “organisation” there was indeed
an “overcompensation” of internal functions. This would include the FM function, given
its development into a multidisciplinary function. This overcompensation required
correction, which outsourcing provided. The first example would be of transferred staff
from the ILM to the ELM providing flexibility to an organisation where there was none
(Burdon 2004).

FLEXIBLE CONTRACTS REQUIRED

However Bendor-Samuel (2000) claims that the outsourcing relationships itself can
lead to inflexibility, due to the up-front costs that the outsource provider must pay. This,
combined with increased bargaining power now enjoyed by the outsource provider
(due to a monopoly of service through an exclusive arrangement and subsequent lack
of competition), reduces the provider’s incentives to make changes in processes, thus
reducing flexibility.

Considering this, it has been noted throughout literature that when considering
outsourcing arrangements (and the contracts that are crafted for this purpose), there
should be flexibility to allow for change and uncertainty generated through
technological advancements, market changes, or changes to the organisation’s (client
side) market share (Heywood 2001).

These reasons for organisations seeking outside providers for FM Services, are
supported by a survey undertaken by the International Facility Management
Association (1999). It was reported that the three main reasons for organisations
seeking outsource providers for FM are to obtain specialised skills, reduce costs (Lacity
& Hirscheim 1993); (Bresnen & Fowler 1994), and concentrate on core competencies
(Rees & Fielder 1992).

Having established this unique ability to provide the ILM with flexibility through
outsourcing, it is not surprising that there is a definite “price to pay” for such freedom.
This price is invariably linked to the term or length of time of the outsource contract. An
imperative exists to keep it as short as possible to allow for freedom of choice over

time.
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OUTSOURCING NOT YET FULLY EMBRACED

However, according to a study of the FM industry in New Zealand (Hopkirk 2000) firms
are reluctant to fully embrace outsourcing in the FM industry as only 11% of the
industry surveyed adopted FM outsourcing procurement strategies. Not surprisingly,
25% of the Government sector used outsourcing as a preferred FM procurement
option. A total of 45% of the surveyed organisations in the study preferred an in-house
strategy by contracting out.

This low percentage of FM outsourcing throughout the various industry sectors
has been attributed in part to the failure of the outsourcing companies to deliver during
the outsourcing insurgence of the 1980s, as previously documented.

Simply put, once “correction” of the ILM took place, firms, rightly or wrongly, have
guestioned the need to be locked into outsource contracts. Perhaps this indicates an
overcompensation by outsourcing that also needed correction? That is, a slight return

to insourcing to balance the equation?

QUALITY AND COST RISK

It is argued that in-house management has sought other means of addressing quality
and costs through partnering, share of savings, and mutuality with the market (Nutt &
McLennan 2000). This is supported by the International Facility Management
Association (1999) which cited that the two main reasons for which a total of 22% of
respondents were bringing FM back in-house were quality and cost issues (FMlink
2002c).

Katsanis (2003) adds that should the quality of service not improve then there is
no gain. As managerial supervision must still occur, there can be no true set and forget,
even to the point that response rates become lower due to typical “commercial
realities”.

There are also suggestions that the “payoff” from outsourcing has fallen short of
expectations, with average realised savings of 9% over earlier indicated savings of up
to 40% (Maromonte 1998),

This trend of returning back to in-house FM delivery has also been linked to the
actual growth of FM having evolved into a multi-disciplinary and greatly expanded job
role (IFMA 2002) since its inception. This, coupled with globalisation and recessions
over the past twenty years, has supposedly affected the outsourcer’s ability to maintain

a perception of value added through qualified and motivated knowledge workers.
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Certainly, once the “bar” had been raised by outsourcers, firms became more
educated on good FM delivery. Therefore they were confident of “adding” to the quality
and low-cost delivery by doing so in-house, utilising all the advantages unique to the

ILM, as outlined previously.

SKILLED STAFF DILEMMA

Here it is argued that while globalisation has matured the job descriptions for Facilities
Managers, the outsourcers have been unable to provide the necessary qualified and
experienced staff and thus have opted for a series of excuses (Incognito 2002).

In his book Outsourcing: Ensuring survival with strategic global partners,

Incognito (2002) explains:

The battle cries of "doing more for less' and “doing more with less' from the
facility professional to the outsource provider has pierced the armour of the
provider's profit and loss domain and has caused the outsource providers

to scurry with reactive solutions.

This would be especially so if the outsourcers’ staff were not increasing their
skills in line with the firms’ in-house core management staff's increase in knowledge of
good FM delivery practices.

Ironically, this argument of the globalisation of organisations causing difficulties
for external FM providers may also be the reason for firms initially seeking these
external providers in the first place. It is argued that outsourcing has gained in
popularity as a restructuring tool. This is due to increased competitive pressures in a
globalised marketplace, and a trend towards smaller, flatter organisations, and
subsequently a tendency for firms to become more and more decentralised in
operations (Greaver 1999).

It is argued that outsourcing, as a tool for corporate restructuring (for example,
acquisitions, leverage buyouts, divestiture of operations, and decentralisations), has

given firms the opportunity to be creative (Marcella 1995).
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DECENTRALISED CONTROL

For example, decentralisation (decision-making at all levels of the organisation) is said
to suit outsourcing, as the outsource provider can help the business survive the
absence of corporate control, thus streamlining operations.

Here it is argued that when an organisation is decentralised, the power base is
divested into the various offices on a regional basis. Head office loses some of its
control over the various functions that take place.

Outsourcing some of these functions to an organisation whose structure is
centralised is said to offer further control to the decentralised client organisation.

Barrett (1995) argues that in regional, decentralised models, the major
headquarters is primarily concerned with policy and providing guidance to subordinate
regional headquarters. Thus operational issues tend to be de-emphasised, apart from
when they relate to the major headquarters itself, and are dealt with at a regional level.

Thus it could be argued that at this regional operational level, the FM function
could either “add value” or “increase costs”, as there is discretion at the local level.

Nelson-Nesvig (1998) furthers this reasoning to predict a trend by claiming that
employment outside the corporation has increased; being restructured from large
inflexible organisational pyramids, to smaller and flatter structures. He claims that
hierarchical pyramids will either disappear completely or become shorter, smaller, and
less rigid. This is in an effort to become more versatile, cost-competitive, and

innovative in this era of global competition.

So outsourcing may still provide a better solution under these circumstances,
even if the staff are equal to or even less skilled than the firm’s in-house core
management team. That is, a centralised outsourcer provides more control to a firm
than a decentralised management structure, especially a highly skilled centralised

managed structure.

SOME CONTROL LOSS

However, this “control” benefit is questioned by critics who claim that outsourcing leads
to a loss of control, the complete opposite from the argument put forward (Proctor &
Windle 2005). Critics of this position believe that by outsourcing, the organisation will
lose control of the outcomes and there will be increased monitoring costs as a result
(Brown & Potoski 2004). This argument favours integration rather than outsourcing
(Mulgan 1997); (Szymankiewicz 1993).
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In his paper “Contracting out and accountability”, Mulgan (1997) offers a solution,
claiming that control depends on the degree of specificity within the contracts. The
more detailed the performance standards that contracting companies must meet,
including the acceptance of detailed reporting and monitoring requirements, and the
more frequently their contracts may be renewed or renegotiated, the closer they will
come to the degree of control and accountability required by an organisation. This will
be furthered in subsequent chapters.

Considering this, it has been noted throughout literature that organisations
competing in a globalised marketplace seek fewer outsourcing suppliers with whom
strong relationships can be built (Oates 1998); (Corbett 1998), assuming control may
have been the driver.

Some control loss, however, may be advantageous. Day-to-day control loss may
be offset by having ultimate control through a formal instrument of agreement, such as
a well-written contract. This would be impossible to achieve if FM is delivered in-house

in a decentralised structure.

TRANSFER LEVERAGES

Similarly, another reason put forward as to why firms outsource is that of financial,
operational, and staffing transfer. Here it is argued that leverage of scale is produced
where there is a successful transfer of the organisation’s processes over to the external
provider without significant changes — then economies of scale apply.

Bendor-Samuel (2000) in his book Turning Lead into Gold, explains that should
the external providers process have readily available equipment or facilities, which may
rely on computer automation, that can increase purchasing power, or employ any other
source of scale leverage, the outsourcer and client organisation can combine their
volumes to create a significantly lower per-unit cost. This creates the potential for the
client organisation to lower costs while allowing the outsource provider to make a profit.

This leverage is also said to extend to staff transfers and knowledge expertise,
whereby the transferred staff add to the external suppliers’ knowledge base, which in
turn adds to the staff's knowledge — producing further economies of scale for the client
organisation. Bendor further claims that without this transfer leverage there is no
reason to outsource at all.

Thus it can become an attractive proposition to transfer existing in-house staff
across under these circumstances. In such cases the issues of control become

negated, but more importantly, these skilled internal staff are no longer competing with
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the outsource provider but add to the provider's competence, and ultimately benefit the

client organisation.

HOLLOWING-OUT RISK

However, Teicher, Holland & Van Gramberg (2000) argue that this “transfer” can lead
to the erosion of conditions, especially for staff resulting in productivity losses .

This is supported by public-sector observers who also believe that this
transferring aspect of outsourcing can lead to social dysfunction, with costs merely
transferred to other parts of the economy.

Bendor-Samuel (2000, p. 107) agrees with the “potential” for these problems to
exist. He states:

Any significant transfer of a process to a third party will cause employee
insecurity and dislocation. As Machiavelli advised, "There is nothing more

difficult, nothing more dangerous than to introduce a new order of things.”

This is supported by a survey undertaken that revealed that any changes from in-
house to outsourced procurement and delivery had cultural ramifications for staff on
both sides. Many organisations underestimated this significant transition issue (KPMG
IMPACT Outsourcing working group 1995).

This hollowing-out is said to arise from a loss of in-house skills, corporate
memory, and innovation capacity. Certainly there would be a need for the client
organisation to rely on “purchasing” these skills for the ongoing future once the FM
function is outsourced. Thus crucial to this is the ability to purchase the service at a
competitive rate (Domberger 1998).

Loss of competitive advantage may also be an issue under these circumstances.
Langefield-Smith, Stringer & Smith (2000) add that decisions taken to outsource certain
functions can be difficult to reverse when they involve a divestiture of both physical and
human assets. However, the consequent loss of in-house expertise in that function
may be difficult to re-establish if outsourcing is found to be a poor decision. A careful
consideration of what constitutes the source of a company’'s competitive advantage
and the choice of which functions to outsource safely thus becomes critical (McCune
1993).

Burdon (2004) argues, however, that the effects of hollowing-out are
compensated for by the provider, as outsourcing allows the client organisation to

improve its competitive advantage (Lankford 1999) through outsourcing the function to
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a specialist service—provider , thus gaining advantage through the specialists skills
(Quinn, Doorley & Paquette 1990); (Eades et al 2002). These skills may be globally
held, allowing opportunity for growth and not just cost savings (Johnson 1997).

However, these transfer issues have also been linked to quality shading. It is
argued that cost reductions gained through the transfer are merely reductions in quality
levels (Quiggin 1996); (Scott 1996); (McIntosh, Shauness & Wettenhall 1997); (Meyer
1994).

However, Domberger & Hall (1994) in their work The Determinants of Price and
Quality in Competitively Tendered Contracts, which studied cleaning contract tenders
in Australia, claim that competition reduced process without compromising quality
(Burdon 2004). Thus they claim that efficiency gains are not a result of a trade-off on
guality. This argument will be furthered researched in this thesis. However thinking it
through, these “transferred staff” take with them their honed skills and the firm will lose
the unique idiosyncratic advantages previously outlined. This would seem unavoidable.
But were these advantages linked in any way to the core competence of the firm? This

is the important distinction that should be made.

CORE COMPETENCE AT RISK

The argument that this transfer has the effect of hollowing-out the organisation, leaving
the firm in a vulnerable position, still persists. That is, outsourcing key parts of and
components of the organisation’s business is said to forsake core competencies or
opportunity for any “potential” core competencies.

Katsanis (2003) argues that outsourcing is not always the right decision, nor is it
in the interest of the organisation in the long term. He claims that it is generally
acknowledged that outsourcing leads to a transfer of expertise from the organisation to
others from where it is then purchased back at a higher rate.

However, others argue that the specialist skills of outside firms compensate for
this loss in the long run (Domberger, Fiebig & Fernandez 1999). Whenever a firm opts
to produce something internally (like FM services), that others can provide more
efficiently and less expensively outside the firm, then the company sacrifices
competitive advantage (Quinn, Doorley & Paquette 1990) (Price 2004) (refer to Flow
Chart 6).

It becomes imperative to look at existing “mobility clusters” and idiosyncratic
advantages before removing them. This is to ensure that the impact on core

competence is minimised. It may be impossible to avoid any dislocation; however, the
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benefits of the outsourcer operating in a competitive marketplace may outweigh this

dislocation.

COMPETITIVE ENVIRONMENT FAVOURS OUTSOURCING

Certainly in the public sector this reasoning is furthered to add that the force of
competition is powerful enough to invoke large workplace reforms of practices within a
firm, hence raising productivity (Sclar 2000). It is stated that this force is independent of
ownership. The cost savings associated with outsourcing in the public sector have
been published at between 10% to 30%, with savings for private industry reported to be
between 18% to 40% (Burdon 2004); (Jurney 1995) .

Domberger (1998) claims that competition only yields savings where there is
scope for greater efficiency to start with, and where competition itself is effective
(Domberger, Meadowcroft & Thompson 1986).

This is supported by Haskel & Sanchis (1995) who, in their work “Privatization
and X-inefficiency”, came to the conclusion that as market power decreases (that is,
competition increase), workers’ effort increases and wages go down. Where
monopolies decrease, available surplus also decreases, effectively reducing bargaining
power — thus competitive pressure reduces x-inefficiencies.

Thus competition or the existence thereof, is an important determinant for
efficiency through outsourcing. This will be discussed further in subsequent chapters.

However, this is supportive of the notion that outsourcing is essentially a market
transaction and should not be confused with sub-contracting and similar forms of

tasking a function. These benefits would simply not be present under these forms.
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3.4 CONCLUSIONS

It was found that there is little data that specifically targets FM structures within firms
when considering FM procurement and delivery. A common procurement strategy for
FM structures is that of contracting out from within firms under the direct control of an
employee/employer relationship. This structure is said to be exempt from many
external market forces. This is said to lead to a reduction in the number of transactions
necessary for production. This then reduces costs through a reduction in management
monitoring costs.

Flexibility is said to be increased in this situation as a direct result of an increase
in the control afforded by the employee/employer internal labour market system. This
system is also said to support teamwork from the formation of mobility clusters, which
are said to directly influence and increase production. This is said to be a result of job
efficiencies which emerge from specific idiosyncrasies that reduce opportunism and
reduce bounded rationality. Single ownership of a firm is said to also result in a
reduction of opportunism.

Ownership of assets combined with uncertainty is also said to induce vertical
integration (in-house) over external market procurement and delivery. This is
regardless of competencies, especially in large firms. This seems to negate the
argument that transaction costs can also be lowered in the market through efficiencies.
External procurement strategies for FM were also considered. It was argued that FM is
suitable for outsourcing, as the service levels are easily monitored. This then allows for
ease of management, and that where considered as a non-core function and not
considered a core competency, it will be suitable for outsourcing.

This tendency for non-core services to be outsourced was said to have arisen
from increased competition caused by globalization. This was an attempt by firms to
remain competitive.

The inability for firms to sustain this competition, due in part to bounded
rationality, was said to lead firms to seek external specialist skills. This was to leverage
off economies of scale made possible by the providers, thus reducing costs. This is
then said to lead to greater flexibility for firms, especially when some consider FM as
inflexible by nature.

Globalisation was also linked to organisational structures becoming more
decentralised in operations. This, it was argued, suited outsourcing, as control became

divested in the providers.
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It was argued that outsourcing created inflexibility via the providers themselves.
This was due to high initial set-up costs and the monopoly of supply created by these
contract agreements. This was said to cause a decrease in organisations’ bargaining
power, in which control was said to be reduced from the organisation and rest with the
provider.

Supporters of this view maintain that some control is lost in outsourcing. As a result,
there was a trend for firms to outsource with fewer firms and maintain strong
relationships under short-term flexible contracts.

The continued growth of outsourcing FM was found to be slower than first
anticipated. Some research indicated a return to in-house FM delivery strategies due
to quality and cost issues. This was once again linked to the forces of globalisation
extending beyond the capacity of the external providers’ ability to supply organisations
with relevant qualified knowledge workers (Feeny 2003).

Supporters of this view claim that outsourcing leads to a transfer of costs and
erosion of quality and staff conditions, with little productivity increases. This may then
lead to the hollowing-out of the organization. It was claimed that too much outsourcing
may leave a company empty of real substance. However, opponents of this view claim
that transfer of ownership, assets, and process can be leveraged to gain economies of
scale, made possible by the forces of competition in the marketplace. It is said that this
will raise productivity.

So there is strong evidence to support the notion that both main forms of FM
procurement and delivery methods hold the potential to provide “unique” cost and value
propositions.

It could therefore now be argued that one form is not “better” overall than
another, and if so, under what circumstances should one form be adopted over another
and for how long?

These findings will be further examined in detail in the following chapter, in order
to extrapolate the consequences around these key issues and develop a conceptual

framework.
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CHAPTER FOUR

CONCEPTUAL FRAMEWORK:

OUTSOURCING LEVELS, COST, VALUE, TIME

4.1 PURPOSE AND APPROACH

The purpose of this chapter is to build upon the preceding literature review, in order to
build a conceptual framework for the research.

The literature review suggested a trend®® existed throughout history from in-
house to outsourced Facility Management procurement and delivery and back again.
Also, influencing variables emerged with initial indications that there are both positive
and negative outcomes for each type of FM procurement strategy at some stage in the
“cycle™’.

If it is accepted that both outsourcing and insourcing are credible for the delivery
of FM and that this credibility is subject to certain operating conditions. This may
explain why cycles may exist.

So, already an important find may have been uncovered within the literature, that
is, the circumstances or “drivers” of perceived cost and value unique for either
insourcing or outsourcing of FM. This “bringing together” of these sets of conditions has
never before been suggested.

It is now possible to further investigate these influencing variables to gain an
understanding of how they affect the decision-making process surrounding the two
main forms of FM procurement and delivery methods, and how they behave over time.
This chapter will build upon this understanding, reinforcing the basis for the previously
postulated hypothesis. That is, that there is a correlation between the decision to adopt
either in-house or outsourcing of facility management and the eventual perceived
negative value/cost ratio over a given time period (that is, the initial strategy adoption of
either type causes a percieved positive value versus cost ratio), thus possibly forming a
cycle from one strategy to the other.

This will then allow the formulation of the research methodology.

% “Trend” in this instance refers to the general shift of focus from the internal and external labour
markets over an undefined time period throughout history.

% This cycle refers to a proposed cycle of firms shifting from insourced and outsourced FM procurement
and delivery methods.
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4.2 OUTSOURCING DYNAMICS

It was suggested, by reviewing available literature, that switching between the two main
forms of FM Delivery occurred and that this trend could be linked to the formation of a
perception of negative cost/value ratios®® over time. This then being the impetus for
change again, that is, cycles. The question that may now follow is:

“What and when are firms influenced to ‘cycle’ between the two main forms of FM
procurement and delivery methods (presumably in an attempt to achieve a positive
cost/value ratio) and how is this achieved, if at all?”

Understanding that this basket of drivers may influence percieved cost and value
over time may also lead to a deeper understanding of the condtions for achieving best-
fit approaches for when to outsource or insource. Or alternatively, provide an

understanding of when not to change methods. This would be a beneficial finding.

4.2.1 INFLUENCING VARIABLES

The literature suggested that the main reasons firms adopt an in-house option was that

there was:

i) a reduction in costs (cost of transacting lower than in the marketplace due
to less monitoring time required),

i) increased flexibility (due to ownership and internal organisation being
easier to co-ordinate and manage) and

iii)  little or no opportunism (where the company worked together as opposed to
a conflict of external suppliers all vying for business), and

iv)  increased overall control of the FM function and its outcomes.

And that these advantages were realised more when:

1. the facility management function was considered strategic, or support core
business in a strategic sense,

there was a centralised organisational structure,

the firm size was large,

ownership was central to the organisation,

uncertainty existed, and

S

assets were specific in nature.
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However, the literature also indicated that the main reasons for firms moving

away from this in-house option were:

a. that it eventually produced ever-increasing staff numbers (creating non-
productive bureaucracy) and,
b. a subsequent reduction in value (caused by lethargy and general non-

productiveness).

And that these issues arise depending on:

. the level of complexity of the multidisciplinary FM service provided.

The literature also suggested that the main reasons for firms opting for the

outsourcing option were:

i) to gain transfer leverages (virtually leveraging off the wholesale change
process to enhance productivity),

i) to gain economies of scale (through the service companies’ size, and
combined service companies market share),

iii)  to increase competition efficiencies (through access to specialisation of the
service company),

iv)  to increase competitive advantage (by shedding non-core functions and re-
allocating focus and assets to core production activities),

v)  to increase flexibility (by shedding staff and gaining contract flexibility to
enable production techniques to be re-aligned as and when required), and

vi) to gain access to increased specialisation (specifically in technology and

updated processes)
And that these advantages were realised more when:
a decentralised organisational structure exists, when

service level agreements are simple, when

influence from globalisation on the organisation exists, when

0N PR

bounded rationality exists within the organisation, when

% A negative cost/value ratio is defined as the combined costs exceeding the combined value
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5.
6.

the FM function is considered non-core to the organisation, and when

competitive pressure exists.

The literature also suggested that the main reasons firms moved away from

outsourcing were:

o o T p

increased costs (monitoring costs),

decreased control (locked into contracts and loss of bargaining power),
decreased staff conditions,

decrease in quality and quality control (due to quality shading whereby cost
decreases are achieved through quality reductions),

increase in hollowing out®® of the organisation (whereby the service
company acquired some of the company’s substance to varying degrees),
decrease in core competencies due to hollowing-out,

a decrease in flexibility (due to set-up costs and monopoly of supply).

And that these issues were evident when there was/were:

increased monopoly provided to the service-provider afforded under the
outsourcing contract,

a high demand of relevant knowledge workers required,

use of multiple outsource providers by the client organization (and thus high
monitoring costs), and

hostile relationships with the outsource providers.

Should it be concluded that these variables do indeed influence percieved cost

and value for FM delivery, then associated time variables may also be discussed.

These are the outcomes which have emerged from the literature, for which there

is sufficient support to suggest that each item listed has relevance to the procurement

and delivery of FM.

29 “Hollowing-out” is defined as existing when an organisation loses substance from within the company,
forfeiting some ahility to maintain core business objectives over thelong term.
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4.3 VALUE/COST/TIME — TRANSFER and CONTROL

It was also established that “true” outsourcing takes place when there are transfers at
play; either of control, responsibility, assets, or all of the above.

It was further established that contracting-out was extensively used to deliver
facilities management services within organisations (that is, the use of external
suppliers where control and ownership rest with the client organisation). This was
considered as in-house provision and not an outsourcing arrangement.

Considering this, it is now furthered that the extent of this transfer and control
determines the extent of how much outsourcing has actually taken place when
compared to in-house provision. Thus the extent of flexibility within the contract is
proportional to the terms and length of the contract.

In addition, the previously listed influencing variables do seem to affect the
decision to outsource or remain In-house for FM delivery (Neubauer 2005). Thus this
may be indicating a possible attempt by organisations to achieve a positive value
versus cost ratio, which, without alteration, may once again become negative over time
under certain circumstances.

So, in order to asses whether this basket of drivers remains constant over time or
not, it was essential to define outsourcing. Each driver seems to be unique to either
outsourcing or insourcing. It would be impossible to measure the drivers over time if
there were an incorrect application of outsourcing or insourcing.

Thus, by further investigating and researching these influencing variables and
defining the relative percieved costs and value, a co-relation with the extent of transfer

and control over time may also be discussed, if any existed (refer to Figure 1).

4.3.1 FACILITIES MANAGEMENT VALUE

IN-HOUSE VALUE

Thus, if it is now to be accepted that the in-house drivers of value postulated are a true
reflection of circumstances surrounding in-house FM procurement and delivery, each
attribute should be further investigated through available literature. This then should be

further considered to ensure that it is a true reflection of how perceived FM value is
attained in-house (Roberts 2001).
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CORE AND STRATEGIC

As discussed in preceeding chapters of this thesis, as an emerging discipline, FM has
become increasingly important to organizations. That does not necessarily mean it is
automatically a strategic function. This will depend on the way it integrates within the
company and its contribution to the “core” functions (that give it a competitive
advantage) (Payne 2000).

The decision regarding whether or not FM is core will rest in the hands of
the organisation itself. FM may contribute to or even detract from business
performance in a multitude of different ways. It may also change over time (Nutt &
McLennan 2000); (Bendor-Samuel 2000).

Some facilities managers are board members or reporting to the board, whilst
others are regarded as a support operational functional line manager (Payne 2000).

So an assessment on whether FM is strategic or not should be made at the time
when assessing whether to outsource the function or not. Otherwise, labelling it one
way or the other without assessment may be damaging by limiting value through an

incorrect choice.

STRATEGY LINKED TO KNOWLEDGE

Further, for those organisations that consider FM as core, it is usually linked to the
knowledge held by the facilities managers themselves (Nutt & McLennan 2000).

Quinn, Doorley & Paquette (1990) support this view and state that these
organisations build their strategies not around products but around deep knowledge of
a few highly developed core service skills. They claim that in such companies the
organisation is kept as lean as possible. The company, they claim, strips itself down to
the essentials necessary to deliver to customers the greatest possible value from its
core skills — and outsources as much of the rest as possible.

The correct question, therefore, lies in deciding what is and what is not core to an
organisation. As Drucker (1995) stated: “One of the most important thing an
organization can do is determine exactly what business it is in” (Damiani Migs 1998).

This distinction is important, as many see the outsourcing of core functions as
undesirable and to be avoided. That is, there is a risk of hollowing-out the organisation
and losing competitive advantage (that is, the knowledge within the FM function)
(Langefield-Smith, Stringer & Smith 2000).
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According to a survey performed by the International Facility Management
Association (1999), 90% of respondents revealed that they never outsource facilities
management strategic, operational, or disaster recovery planning (McMorrow 2003).

Thus competitive advantage may be lost in outsourcing, by allowing others to
take control and manipulate the organisation’s core competence for their own
advantages. This would lead to losing not only the core competence it outsourced but
future potential core competencies (Hamel & Prahalad 1995); (Greaver 1999).

Losing skilled persons is not an issue if the organization transfers them via
outsourcing as long as the FM function is not found to be core. However, if it was, then

the organization would simply not outsource the function.

A CONTROL STRATEGY

When FM is found to be a core competency (even if it is just supporting other business
units), then the firm will choose to retain this in-house to avoid future costs (be they
opportunity costs or a decrease in production due to loss of competence). Retaining a
strategic competence means retaining control. This will ultimately increase value.

Johnson (1997) agrees with this view and claims that as FM is a relatively new
discipline, it focuses business attention on how support services can contribute to the
achievement of the organisation’s goals. He claims that this helps to underline the
diverse needs for control and responsibility and to obtain value; quality and efficiency
(refer to Flow Chart 7).
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Core or Non-core?

Each organisation should
consider whether Facility
Management is strategic
for it. It would be thus
aligned to core
competencies.

Strategic FM is
Knowledge

Retain Core Retain
Control

Should FM be found to
be strategic, then this
core competency would
be embodied within the
in-house staff delivering
the function, that is,
knowledge.

Strategic Facility
Management which is
retained in-house equates
to retaining core
competence and thus
provides greater control
of outcomes.

Organisations should
avoid outsourcing
strategic functions as this
“knowledge” could be
potentially lost,
ultimately reducing core
competence through
hollowing—out.

Risk in Outsourcing
Core Competence

Flow Chart 7 — Insourced Strategic Value

Thus it can be suggested that should FM be considered by an organisation as
strategic, it may best be delivered in-house. There is strong support to suggest that a
firm that controls the knowledge within a core competence is at an advantage over
those firms that do not. Therefore, insourcing FM under these circumstances delivers
value in this area.

Obviously, there may be parts of FM that are considered strategic, and others
that are not. Therefore each function within FM should be treated as separate where

possible. This would avoid FM push, allowing for FM pull from the business instead.

CENTRALISATION

The delivery of this FM service is also an important factor in control (Domberger 1998).

A strategic operation does not divest its control throughout its network, but rather
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centralises its operations and concentrates its control activities at head office. Any FM
service that is regarded as strategic would more than likely also follow this model.

In a decentralised operation, the FM function may have a relatively larger amount of
autonomy, and may even be acting as a profit centre in its own right. There could be a
loss of control held by the organisation. This could be regarded as not ideal for a
strategic function.

Cotts (1998) ascertains that a facilities manager in a company that is highly
decentralised will find herself/himself acting almost as an entrepreneur. This approach
is much different from the facilities manager in a highly centralised corporation. He
claims that the concern there is on control, documentation, standards, and published
policy and procedures. He goes on to claim that several key organisational factors are
control issues. Further, one rule is to control centrally those aspects that have the
greatest impact financially (for example, real estate, major construction) and control the
rest through development and oversight of policy.

One of the biggest issues in managing a decentralised facilities management
department is measuring its success and contribution to the organisation’s competitive
advantage (Damiani Migs 1998).

So it may be easier to measure alignment to core business when centralized.
This ease, however, may be diminished if decentralised. Rather than outsource a
function to gain control, centralising the function may be a better solution if the function

is core.

IN-HOUSE CENTRALISATION ADVANTAGE

It is therefore concluded that in an already centralised organisation, centralising the
facilities management department is most suitable to maintain greater control and may
allow for extraction of maximum value, especially if found to be strategic.

Further control is said to be afforded to an organisation in this situation, as the
employee/employer relationship will be easier to manage centrally. This “contract for
employment” has been likened to a “contract for allegiance”. It is assumed that the
employees will be devoted agents, however, this cannot be an assumed given, hence
centralising the operation affords tighter control over this dynamic (Domberger 1998).

If it is to be accepted that the ILM relies heavily on collaboration to be effective,
then centralisation would foster collaboration.

Thus centralised organisations that consider FM as strategic are more likely to
extract maximum value (via greater control) if their FM is delivered in-house in these

circumstances.
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SIZE

The “extent” of control is also said to be linked to the size of the facilities department
and the size of the firm itself. A strategic business unit that is centralised in a large firm
(as in this case the FM function) will be structured in such a way as to maximise their
span of control. The larger the firm and its infrastructure, the more likely the facilities
department will reflect this in its centralised structure.

Cotts (1998) claims that in larger organisations, FM functions that would
ordinarily be considered staff functions in a smaller organisation become line functions,
with line managers assigned to manage them. He states that this occurs, for instance,
in companies that have international design and real estate functions.

Value is then said to be maximised through the facilities department’s
specialisation * advantages. Specialisation advantages would be of value in the same
way that a specialised outsource company can add value, that is, by providing
maximum service for minimum costs through the joint effects of scale and management
focus (Domberger 1998).

However, for this to be realized, the activity must be large enough to leverage on
this scale, hence larger firms with larger facilities departments will extract greater value
through this dynamic than smaller firms with smaller facilities departments.

Domberger (1998) believes that specialisation, through the division of labour and
the fixed investments that yield the economies of large-scale production, will not occur
unless it is justified by the size of the market (or department). He claims that demand
must reach minimum level before specialisation becomes especially advantageous.

According to a study performed by the International Facility Management
Association (1999), respondents to the survey managing small or medium-sized
facilities are more likely than those managing large or giant-sized facilities to outsource
various services to improve quality and customer satisfaction. As facility size increases,
the likelihood of outsourcing to acquire the necessary specialty tools and equipment
declines.

Additionally, facility managers who manage firms with fewer than 2,500
employees are more likely than those in facilities with larger site populations to hire
outside firms to improve customer satisfaction and quality performance.

They also add that respondents who manage large facilities are more likely than

other facility managers to believe that increased outsourcing will generate problems.

% Economies of scale arise essentially out of indivisibilities in the application of fixed capital inputs, and
the increased productivity of labour through specialisation (Domberger 1999), both are applicable to
Insourcing in this context.
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This is also supported by Heywood (2001), who claims that large firms are hesitant to

outsource large internal functions (refer to Flow Chart 8).

Centralised Strategic

Control & M easurement Employee/Employer

Control
Facility Management In centralised structures
departments found to be the empl oyee/fempl oyer
strategic within a relationship isunder
centralised structure greater controlled than in
have greater control of |::> decentralised structures.
measurement of This enhances in-house
outcomesthanif in FM delivery.
decentralised structures.
Larger Economies of
Scale
Apart from greater This centralisation
control through extendsto the size of
centralisation, large firmsaso, in that larger
firms can also insource firmstend to centralise
FM more, asthey can <::| strategic functions more
generate greater than smaller firms. This
economies of scale than gives greater control.
smaller firms.

Larger Firms Centralise
Strategic FM

Flow Chart 8 — Insourced Control and Economy of Scale Dynamics

Given that firms are now more educated to best-practice FM, as previously
discussed, large firms may simply not need to outsource if the main driver was to
obtain economies of scale or specialization. However, when assessing the size of an
organization, consideration must be given to the size of the FM function itself, so that
size can then be measured relatively.

These findings support the conclusion that larger firm and facility management
department sizes are linked with an increase in control (of costs and quality outcomes)

and maximised value (through specialisation) when performed in-house.
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OWNERSHIP

As previously discussed, it is then not unusual to find that within these arrangements
mentioned, ownership®* by the firm, as opposed to ownership by outsource providers
or sub-contractors (either leasehold or not) of facilities and related infrastructure is
common.

This is because it can be argued that further control is gained when productive
assets are owned. The outsource providers and their sub-contractors will have less
control over the productive use of the facilities due to contractual limitations.

It is argued that ownership confers power to control ex-post contractual outcomes
when contracts can not completely specify the rights and obligations of the parties
(Domberger & Jensen 1997).

Domberger (1998) adds that organisations that believe they ought to have
maximum control over activities and assets along much of the value chain will therefore
opt for the integrated, in-house production model.

Even if the outsourcing company invests in the assets at the inception of the
outsourcing contract and thus owns the assets, the organisation will always have
replacement liabilities, should conditions change and a shift back in-house were to
occur (Bendor-Samuel 2000)

There are also differences in company structure when there is ownership, as
opposed to leased facilities in general. It is argued that those organisations that lease
the majority of their properties and plant and equipment will have staff who will manage
contracts and leases. This may not be present for those organisations that own their
facilities (Cotts 1998).

For example, according to the International Facility Management Association
(1999), facilities executives who manage company-owned buildings are twice as likely
as those who managed leased facilities to deal with property appraisals internally.

Certainly, ownership held by outsource providers will be reflected in contract
length, that is, penalties for early termination. Once locked in, a firm would become
liable for ownership for the term of the contract without actually having control over the

assets.

3 Ownership in this context refers to assets (whether leased or not) which belong to the receiving
organisation, as opposed to a service-provider.
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Therefore there is support for the suggestion that value can be derived from
internal facilities management departments when there is direct ownership over

facilities, through increased control and reduction in opportunism.®

SPECIFIC ASSETS and CONTROL

Also as previously discussed, in an environment wherein the FM function is considered
strategic, or supporting company strategy (mainly held in knowledge by the facilities
manager), and where ownership of assets® is high, then they can be regarded as
being specific** assets (both human and physical).

A defining question regarding the specificity of assets is whether they are shared
resources or directly tied to specific activities (Greaver 1999)?

In the environment listed previously (that is, facilities owned for use by the
organisations exclusively), it is argued that outsourcing would not be favoured. This is
because when assets are specific in nature (as the facilities in this situation) then they
are more than likely to be integrated within the organisation to enable maximum control
with minimum transaction costs® and a reduction in potential opportunism (Coles &
Hesterly 1998); (Reilly & Tamkin 1996).

Facility infrastructure in these conditions could be regarded as specific, in that it
serves a specific purpose directly relating to the core business of the firm. It would then
also be considered strategic in nature. It would be a big mistake to outsource the
assets without realising they were of strategic importance. An example would be high-
precision equipment integrated along a supply chain for a manufacturing plant. The
reduction of transaction costs here would be realised with in-house management of

specific assets.

% \n this case, opportunism would arise with ownership of assets being held outside the organisation

through manipulation of circumstances to favour the outsource-provider, rather than the client
organisation as and when opportunities arise.

3 Assetsin this case refer to the physical or intellectual resources that an organisation owns or has under
itsdirect control (Best, Langston, de Valence 2003).

% The Merriam-Webster Dictionary defines “specific” as la: constituting or falling into a specifiable
category b: sharing or being those properties of something that allow it to be referred to a particular
category; 2a: restricted to a particular individual, situation, relation, or effect.

In this case, the facilities are said to be specific to the organisation and unable to be used by any other
organisation.

% Transaction costs have been defined by Domberger and Jensen (1997) as every transaction involving a
cost in addition to the price (for example, market tendering, contract monitoring, etc.).
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REDUCED MONITORING ON SPECIFIC ASSETS

Transaction costs and opportunism are said to be reduced when specific assets are
managed internally. This is due to greatly reduced requirements for monitoring afforded
through in-house management as opposed to external contract management (Bradford
& Rothwell 1998) (refer to Flow Chart 9).

Reilly & Tamkin (1996) add that internal management does not have these
“governance” costs because all those employed should be working for the common
purpose of the firm’'s profit maximization. In this case for maximum efficient use of
owned facilities. They also claim that there are also advantages in continuity,
communication and control that should lead to better efficiency and performance.

When the assets are owned, and specific in nature, this suits the model of
employee/employer relationships. This is especially given that the internal labour
market (insourcing) is generally built around these relationships for longer periods of
time than can be exercised in the external labour market (outsourcing), that is, spot
transactions.

In these circumstances, transaction costs are reduced because the number of
transactions are reduced (that is, employees supervised by employers over the long
term without need for complex contracts). Thus for transactor-specifc assets*, wherein
single ownership is more desired than joint ownership (due to the potential for
opportunism — especially in uncertain environments), monitoring requirements will be
reduced, as are transaction costs (Demsetz 1992)

Depending on the “lifecycle” of the assets, it could be argued that protection of
assets is more likely to be easier when owned, management and integrated at all levels
of the firm with little effect on efficiency tied to a contract, as would be the case with
outsourcing.

Thus firms that insource under these conditions should reduce transaction costs

more than if they outsourced.

UNCERTAINTY and OPPORTUNISM

Therefore, as previously discussed, where there are specific assets, such as in this

case, then any uncertainty’’ surrounding the environment, which these assets operate

% Transactor-specific investment (frequently labelled asset specificity) refers to durable investment
whose value is highly dependent on the identity of the co-operating parties (Demsetz 1992).

37 “Uncertainty” in this context refers to the amount of probability that unfavourable conditions will
affect assets.
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will also add to integration preference over outsourcing. This is because when intimate
collaboration is necessary to address issues; in-house teams are best situated to
address them in a more efficient manner. Outsourced companies would be inclined to
“haggle” for optimum outcomes or hold to maladaptiveness should the “contract” allow
them to do so. Thus, transaction costs would increase due to this “hold-up” resulting in
increase management monitoring.

The impact of uncertainty cannot be ignored. Just consider disaster recovery
planning. When issues arise in the operating environment, these usually affect more
than just the disrupted function for the business. Outsourcing cannot “scenario” plan for
every situation; thus, should disruption occur, it will take more than the outsource
provider to find a remedy. This then may incur additional cost in the doubling-up of
management focus and time, as both the organisation AND the outsourcer work
towards a solution.

Within the firm, it is argued, these issues would be addressed more efficiently
(Coles & Hesterly 1998). It is, however noted that some internal teams may also
“haggle” under these conditions, however it could be argued that treatment in this case

would be non commercial in nature.
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Asset Ownership
Advantages Insourcing

Greater Contract
Control

Ownership of assets
gives greater control to
insourced teams and
reduces opportunism.

Even service-providers
who utilise firm-owned
assets are controlled the
same way, thereby
further reducing
opportunism.

Specific Assets

Firmsthat have specific
strategic assets and
insource their FM
amplify ownership
advantages through
transaction cost
reductions, by a reduced
monitoring regquirement.

However, even firm-
controlled assets which
are leased can alter the
operating environment
differently from firms
that own assets, dueto
liability and flexibility
i SSUES.

Also, if these specific
assets operate under
uncertain conditionsin
the operating
environment, then
insourced moddls
delivery greater
flexibility and efficiency

Assetsin Uncertainty

L eased Assets

Flow Chart 9 — Insourced Advantages — Ownership of Specific Assets in

Uncertain Environments




Coles & Hesterly (1998), after a survey®® of uncertainty surrounding the operations of

hospitals found that:

Asset specificity, both in the context of physical assets and human assets,
is an important determinant in the decision to integrate transactions for the
hospitals in our sample. We also find strong support for the impact of
uncertainty on the decision to integrate. Increasing levels of uncertainty, in
this case in the form of more complex transactions and more
technologically dynamic environments, have an important role in the

decision to integrate these transactions.

Therefore, it could be argued that the degree to which specific facilities assets
are uncertain, or operate in an uncertain environment, will bear upon the value
proposition given from in-house facilities management procurement and delivery option
— through reduction in potential opportunism, increased flexibility in sorting out issues,
reduced transaction through reduced need to monitor, and increase in control of
outcomes.

Reilly & Tamkin (1996) add that in specific transactions there is unlikely to be a
true market to exploit and thereby gain a cost advantage. They claim this to be
especially true where the specificity comes from the knowledge and expertise of
employees. They say that uncertainty is important because arrangements in which
possible future situations are complex or hard to anticipate are ripe for exploitation
(refer to Figure 4). Of particular note is the flexibility afforded to the organisation in
these situations in which specific assets in uncertain environments are managed

internally.

FLEXIBILITY

This flexibility is said to be achieved through familiarity of assets in uncertain
environments whereby, when the need to match labour inputs more precisely to work
requirements exists, it can be met more easily in-house, rather than externally under

fixed long-term outsourcing contracts.

% Coles and Hesterly's report findings (1996): the support for both the main effects of asset specificity
and the main effects of uncertainty in the context of asset specificity across this broad level of
transactions provides a strong basis for the impact of transaction costs dimensions in the decision to
integrate or contract a transaction within this sample of firmsin the hospita industry.




Familiarity and the inclusion in the wider formal and informal business processes
are said to be the advantages afforded to the in-house teams in these situations (Reilly
& Tamkin 1996).

One would expect flexibility to decrease the closer the end of any outsource
contract. Fuelling this “hold-up” with unplanned disruption would cost the firm greatly,
more so at the end of the contract than the beginning of a contract. It would be much

easier to allow the idiosyncratic advantage of insourcing teams to “rectify on the fly”.
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Figure 4 — Williamson’s Model of Transaction Cost Analysis

4.3.2 VALUE FROM OUTSOURCING

However, as previously postulated, there are said to be certain conditions that induce
value when outsourcing the FM function as well (CRC for Construction Innovation
2006); (Kakabadse & Kakabadse 2002); (Momme 2002); (Bertolini et al. 2004).

Thus, if it is now to be suggested that this is correct, and especially if the “choice”
given to firms fuel “cycles”, then outsource value must also have its drivers identified

and researched, with each attribute further investigated through available literature.
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NON-CORE

It has almost become widely accepted, or at least strongly suggested, that firms should
not outsource core functions (Oates 1998). This is because outsourcing core functions
puts the firm at risk of becoming vulnerable to both the outsourcing company and its
competitors. This is via relinquishing the unique skills that created their competitive
advantage in the first place.

However as previously discussed outsourcing non core functions would
effectively free up management resources to concentrate on those activities that are
found to be core and provide a competitive advantage (Raiford 1999); (HRO Today
2003).

Reilly & Tamkin (1996) comment that should a firm divest itself of non-core
activities, this should free up managerial time from peripheral tasks and allow
concentration on the key issues for the core business. They claim that there is now a
recognition of the opportunity costs of investing time in unimportant activities,
particularly when managers are hard pressed, both within functions and between them.

Therefore not only can outsourcing non-core activities provide cost and flexibility
savings, it may also open up opportunities for future competitive advantages.

This dynamic is known as “strategic outsourcing”, whereby the drive for
outsourcing stems from not only cost savings and short term goals, but for future
strategic effectiveness in competition (Tranfield, Denyer & Burr 2004).

Johnson (1997) cites a PA consulting survey entitled: “International Strategic
Sourcing” which stated: “It [strategic outsourcing] is not driven by cost or government
pressure. Instead it is a fundamental part of the universal search for more effective
performance”.

The attractiveness of increasing a firm’'s competitive advantage by simply
outsourcing non-core FM would be too hard to ignore. There would simply be no
reason to retain this in-house, especially in industries that compete fiercely (for

example, department stores).

TRANSFER LEVERAGES

For example, if found to be suitable for outsourcing, the organisation may be presented
with an opportunity to take advantage of the initial transfer from in-house to external
facilities management from the outset of making the decision to switch. That is, transfer

leverages may be gained (Raiford 1999).
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Certain risks can be transferred from within the organisation over to the external
provider (Langston & Lauge-Kristensen 2004), however, cost factors would more than
likely be built into the contract to accommodate this risk.

However, some risks are able to be absorbed by the service-provider.

Heywood (2001) observes that the outsourcing service-provider is subject to the
same risks as any client organisation, but that this can be significantly reduced when
the investment is made for and spread over the work carried out for a range of clients.
For example, there may be restructuring opportunities that can take place at the same
time, effectively flattening large internal structures and reducing overheads (Marcella
1995). This may also aid future competitive advantages.

The main area for added value in this argument is through initial transfer
leverages through economies of scale. This happens when an outsourcer can
accommodate the client organisation’s FM process into its firm without much alteration.
This usually creates an opportunity for the outsourcer to utilise existing resources
within its structure (for example, physical and material assets) to increase purchasing
power, essentially combining volumes to create lower per unit costs (Bendor-Samuel
2000).

Without a doubt, the main and initial advantage of outsourcing has been
transferring unwanted assets across to an external entity. This is virtually impossible to
achieve by insourcing. However, caution should be taken to ensure that this is not the
only benefit of outsourcing. If it were, the outsourcer would be at risk of the firm
“returning” in-house once the transfer benefits were realised.

However, at the initial change-over, the supplier's expertise may mean that
specialisation forces can create immediate change and add value through costs
reduction via efficiency increases (refer to Flow Chart 10).

This specialisation leverage is said to be found in the knowledge sources or
“access” that the outsourcer has in its networks. It is claimed that the outsourcers are
able to innovate through the assembly of expertise, as they will have a much larger
market penetration in these specialised areas (Quinn, Doorley & Paquette 1990);
(Salvetti & Schell 1995).

COMPETITIVE GLOBAL ENVIRONMENTS and FLEXIBILITY

It was previously said that competitive forces are a driver for change within
organizations. Thus when faced with the favourable outsourcing circumstances listed
above, it was argued that organisations will opt to outsource facilities management to

capitalise on these initial leverages.
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Intense competition®* in a globalised”® environment may force many
organisations to adopt outsourcing if all the other key variables are suitable (Barrett
1995). It is claimed that this globalised efficiency pressure requires firms to become
flexible in order to compete.

Flexibility"* is becoming an important part of realising efficiency increase
(Maechling & Bredeson 2005). As Nutt & McLennan (2000, p. 254) stress:

Flexibility is a key in a changing world, and that means not only
organizational flexibility and some sort of flexibility in the physical

workplace, but also flexibility in attitudes of people.

This “people flexibility” has been seen in human resources surveys as an
increase in the contingent and part-time work force — usually hired by outsourcing
companies (Nelson-Nesvig 1998).

Here it is argued that there is an ability of the service-provider (outsourcer) to
move labour quantities to suit requirements more easily than internal teams could.

Also, organisational flexibility is said to be present in this outsourcing
arrangement, as the outsource provider, dealing in the market with other providers, can
respond faster to changes and shifts in supply and demand than can in-house
departments (Domberger 1998).

This globalisation has also been attributed to opening up the door to specialist
firms. It is increasingly becoming easier for these specialist firms to offer their services
without geographical boundaries (due in part to technological advancements) (Katsanis
2003).

Nutt & McLennan (2000, p. 5) comment:

Today we are witnessing ever shorter business time horizons, the
diversification of work practices, more responsive working arrangements,
the global dispersal of work, new multi venue multi location ways of

working, all with increase reliance on subcontracting and partnering.

Facilities managers, twenty years ago, saw a shift from regional, to national, and

now to global management (Incognito 2002).

39 «Competition “ in this context refers to the core business market environment.

“0 “Globalisation” in this context refers to international market influence on core business.

I “Flexibility” in this context refers to high-level labour movement flexibility as opposed to day-to-day
operational flexibility.
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Thus competitive forces have been attributed to organisations’ drive to increase
their efficiencies. Specialisation is said to enhance these efficiencies, thus
organisations seek to specialise within themselves (core business) and to outsource
non-specialised areas to specialists (Domberger 1998).

Does this mean outsourcing will grow in line with the growth of globalisation and
with the rise of competition? This question is yet to be answered; however, there will be
a distinct advantage for firms that are globalised to outsource their FM. This possibly

could deliver stability, standardisation, and even a lower unit rate for their FM delivery.

BOUNDED RATIONALITY and GLOBALISATION

Thus it is not surprising that the inability of firms to know everything (or bounded
rationality) has been attributed to firms being forced to outsource to providers, that may
already be competing on the global arena, in order to compete (Johnson 1997); (Nutt &
McLennan 2000) (refer to Flow Chart 11).

As previously discussed, it is claimed that the outsourcer should be in a better
position than in-house teams to supplement and support those strategic areas in which

the client organisation competes (Nutt & McLennan 2000).
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Retain Core FM
Non-core FM Industry

Functions
Outsourcing core FM However many
functionsriskslosing companiesregard FM as
competence of the non-core and thus an
function and outsourcing industry has
subsequently the core |::> developed around it
business competence to
some degree

Transfer Advantages

Switching from By outsourcing non-core
insourced to outsourced FM activities' firmsfree
FM ddivery can deliver up management time and
transfer opportunities not allow are-direction of
otherwise available to <:| strategy. Thisis known
firms as strategic outsourcing.

Strategic Outsourcing

In doing so, firmsgain
specialisation advantages
almost immediately
through the providers
economy of scale.

Specialisation Advantage

Flow Chart 10 — Outsourcing Advantages

Here it is argued that competition holds down prices (Mcintosh, Shauness &
Wettenhall 1997), and that much of this competition is being accelerated due to large
productivity increase through technological advancements, as previously mentioned
(Domberger 1998). The specialist skills of the outsourcer then become a viable value-

adding commodity for the client organisation.
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Bendor-Samuel (2000) adds that companies facing increased competition from
foreign markets must now look to their core competencies and differentiate between
what is a core process and what is important but not core. He believes that they must
seek to improve their business processes and look for faster, less expensive ways to
perform those processes. He thus claims that for many companies, outsourcing is the
solution, holding the potential to accomplish what seems impossible — to create value
where none exists.

Thus, as previously mentioned, the specialisation of firms makes them suitable
candidates as service suppliers. According to a survey by the International Facility
Management Association (1999), 97% of respondents outsourced the FM function to
gain the specialist skills of the service providers. This specialisation cannot be found
within the firm at the time of outsourcing, thus indicating a level of bounded rationality.

It is a fact that the firm cannot be all things to all people. Divesture of expertise is
required to sustain the firm at all levels. Bounded rationality can be linked to the
downfall of large vertically integrated firms in the 1980s, with a subsequent shift to
outsourcing. However, this does not mean the whole firm is under bounded rationality.
A close look and assessment should be performed on all and within all functions,

otherwise over-outsourcing may occur.
DECENTRALISED
Also, given the above argument, and as previously discussed it may also be

advantageous to adopt outsourcing if the company is, or is about to become,

decentralised® in its operations.

2 “Decentralised” defines a regional spread of operational control and authority to make decisions
autonomoudly.

91




Competition

Competition usually
forces firmsto seek
efficiency within their
existing functionsin
order to compete.

Specialisation

Outsource providers
have become specialists
in FM, adapting to a
globalised marketplace.

Firmsthat arelimited in
their FM capabilities can
purchase this
specialisation in a
market transaction
through outsourcing

Bounded Rationality

——>

Flow Chart 11 — The Optimum Outsourcing Environment

Globalisation

This competitive
environment is
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globalised marketplace.

In these environments
outsourcing can provide
peopl e (labour)
flexibility.

People Flexibility

Decentralisation

Thisisespecially so if
the firm is decentralised
as an outsource provider
can bring centralised FM
delivery — adding further
control and economies to
the organisation

Reliance on Service
Level Agreements
becomes paramount —
whereby the smpler they
are, the better
management outcomes
can be realised.

Simple SLAs
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Turning over the management and control to an external “centralised” provider
could allow the maximisation of value, under certain conditions, in favour of the client
organisation.

This is said to be achievable in that the market forces that outsource companies
work in are essentially a decentralised environment in itself. This then is a flexible
medium that the client organisation could leverage off when rapid changes are
required. As previously mentioned, this has been achieved in the past through
advances in technology (Domberger 1998).

As firms move to flatten bureaucratic hierarchical organisational structures, they
may have also decentralised in the process. The decision to decentralise or not is not
the focus here. The focus is on how outsourcers then “moved in” to help the firm
control the function. Just how much this control also controls costs will be the deciding
factor as to whether this dynamic has longevity. More than likely, opportunism will

come into play eventually. However, it certainly filled a gap initially.

SIMPLE SERVICE LEVEL AGREEMENTS

Given this decentralisation and corporate governance issue, to manage the outsource
provider's management of value and costs under an outsourced FM contract, it is
reasonable to say that this is largely managed through service level agreements
(SLAs) and certain standards being set (Kornet 2001), allowing any client organisation
to simply monitor the outsource providers performance (Reid-Thomas & Phillips 2005).
That is, there are value for money, cost efficiencies, optimum efficiencies, and
maximum productivity drivers to measure (Nutt & McLennan 2000).

It is also furthered that this measurement (that is, SLAS) be kept as simple as
possible.

Damiani Migs (1998, p. 72) adds:

It is difficult to measure accurately the costs and benefits of facilities
management. Peter Drucker has often quoted: If you can’'t measure it, you

can not manage it.

Apart from measurement issues, there are other problems with the reliance on
key performance indicators (KPIs) and SLAs for effective contract management. That
is, these may not be enough to make the contract work. It is said that reliance solely on
these metrics is not sufficient; there are relational values to measure as well
(Domberger 1998).
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Considering these issues, it could be argued that the whole idea behind the
outsourcing agreement is to have simplified SLAs. If this is not achievable, the decision
to outsource may not be viable. Relational issues will develop in the future, should
insufficient or excessive SLAs and KPIs exist.

According to a study performed by KPMG IMPACT Outsourcing working group
(1995), keeping procedures simple reduces the costs of monitoring and managing the
outsourcing contract. It is suggested that complex procedures lead to increased
confusion and disputes. Clear boundaries for outsourcing contracts, along with clear
roles and responsibilities, reduce confusion, cost, and risk (Administrative Review
Council 1998).

Bendor-Samuel (2000) believes that one of the key elements and central truths of
outsourcing is that a service that is difficult to measure will be difficult to manage.

This difficulty in managing is claimed to be brought about by the potential for the
service supplier to shift originally intended services from the contract to variation
services. This would incur unnecessary costs for the client organisation that should
have been covered under the original agreement.

Thus, simple SLAs would create a more manageable environment in which both
parties could operate.

During the foray into outsourcing in the 1990s, moving from bureaucratic informal
processes to external management was possibly mismanaged initially. This was due to
its complexity and also through trying to copy those management principles previously
employed internally. This has led to the observation that outsourcing has different
management drivers from those of in-house teams. Simple SLAs and KPIs, rather than
complex ones, would allow the commercial reality of a contract to self-perpetuate its
outcome. This is becasue trust is the key, balanced up by profit-and-loss drivers for the

outsourcer, such as profit-at-risk metrics.

4.3.3 FACILITIES MANAGEMENT COSTS

Having grounded the perceived values associated with FM procurement, there are also
perceived costs to consider.

It was previously put forward that some firms seek outsource providers of FM due
to the previously existing in-house FM delivery becoming too costly to maintain. It was
argued that the in-house teams began to build large empires with ever-increasing staff
numbers.

One reason given for this was that FM is evolving into a multidiscipline function

that requires ever-increasing skills and knowledge from its practitioners. To
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compensate for this rapid and complex environment, organisations employ more and
more people to cope. This eventually impacts on value.

History dictates that there was a definite need to correct large inefficient in-house
teams with outsourcing. The question is, will this necessity for correction be repeated

for in-house teams should the function be returned in-house once again over time?

IN-HOUSE COSTS

Thus, if it is to be accepted that the in-house cost of increased staff numbers is in the
very nature of insourced FM teams, possibly a by-product of intensified collaboration
which became imbalanced over time, requiring market forces to bring correction, then

each attribute should be further investigated through available literature.

MULTIDISCIPLINARY

As previously discussed, managers of facilities come from a wide range of industries
and backgrounds, given that the FM discipline is diverse.

Given this, it is unlikely that these managers will have all the necessary
qualifications and experience to adequately manage every aspect of the facilities
themselves.

As such, in-house teams are likely to employ a range of managers and support
persons to manage the major streams of FM functions. Such as operations and
maintenance, real estate, and environmental and safety management, etc. (Best, de
Valence & Langston 2003).

Best, De Valence & Langston (2003) also observe that the range of skills and
knowledge required of facility managers, if they are to successfully carry out all of these
functions, is comprehensive. It may include everything from computer networking and
mechanical engineering to human resources management theory, occupational health
and safety, contract negotiation, financial planning, subcontract administration,
construction management and much more.

Considering this, it cannot be expected that operational requirements are
sustained without an adequately staffed and skilled FM department (Roberts 2001),

As discussed, the effects of bounded rationality will decrease individual efforts to
fulfil the demands of a multidiscipline workload. It is anticipated that staff numbers
would increase to compensate; as facilities managers find themselves becoming more
and more generalist in nature (as opposed to specialists) in order to manage the

basket of services required (Payne 2000).
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This is especially so when the organisation is undergoing building and
construction activities.

In this case, it would be reasonable to assume that firms would need to increase
staff numbers to manage these projects. They often have unique requirements which
do not lend themselves to regular organisational efficiencies and cost-effectiveness
(which is usually realised through consistency of work flow under normal operating,
non-project environments).

This is said to be due to project work lifecycles being shorter and also requiring
different skills from day-to-day activities (Katsanis 2003).

Other ramifications of this diverse and vast basket of services are said to extend
to the very future of FM itself remaining an identity in its own right. That is, that survival
is dependent on FM becoming a truly multi-professional undertaking through an open
cross-disciplinary culture providing coherence for in-house teams and external
stakeholders (Nutt & McLennan 2000). Thus a lack in coherence will cause
inefficiencies to set into the culture of the firm for the FM departments, due to its
multidisciplinary nature.

In these circumstances, where FM is performed in-house, delivery of FM services
is usually delivered by a number of departments, under the control of different
managers under well-defined demarcation boundaries. Some would argue that this
then leads to a stifling of innovation, as it locks in inefficiency, with services being
delivered in a fragmented and inconsistent manner (Payne 2000). It is claimed that the
very nature and large size of the department stifles creativity and entrepreneurship as
the necessary controls to manage this “behemoths” reduce employee empowerment
(Greaver 1999).

Value is then said to decrease as a sort of “critical mass” develops. Pressures
both internal and external to the organisation demand efficiencies from the internal
teams which can now no longer be delivered cost-effectively due to high staffing
overheads.

Damiani Migs (1998) believes that management of in-house support services
may do the hard innovative and often costly work that is required to make the service
work productively. This observation then leads to a flow-on effect whereby when in-
house support departments are criticised for doing a poor job, the reaction is to hire
more staff. This then increases costs with little chance of improving productivity or
efficiency.

Damiani Migs (1998) further makes the observation that maintenance staff
turnover for in-house teams is relatively low, making them expensive to keep over the

long term.
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Cotts (1998) attributes this type of inefficiency to a failure to understand the
nature of FM and the nature of organising where organisations “grow like Topsy”, with
no formal growth plan. He adds that under these conditions the facilities department
begins to treat all work like project work, forcing project management principles onto
day-to-day operations. This then falls apart, as there is a failure of work integration into
the organization.

His solution is for the Facilities Department to grow in line with the organisation’s
growth. He is an advocate of the internal organisation being the “stepchild” of good FM
and that a facilities manager must solve 95 per cent of his or her problems through
effective organising.

However, it is fair to say that this is a very idealistic view, as it is unlikely that the
growth of the organisation and that of the FM discipline could ever be comparable.
There would simply be disparity between supply and demand shifts within the
organization, to which staff numbers remain inflexible over time. This then makes it
impossible to adjust to the organisation’s needs. As a result, firms may seek to
outsource this in an attempt to reduce costs (Lankford 1999) and still deliver the
services.

It could be argued, therefore, that one of the first processes is to pull apart the
hierarchical nature of the department and reconfigure it with the outsource provider.

Cotts (1998) confirms this position and states that the great impetus to farm out
facilities services comes from a desire to eliminate staff positions. He observes that in
the private sector this occurred in an attempt by organisations to eliminate middle
management.

It is thus argued that FM is especially suitable for this type of restructuring, thus
making it easier for firms to outsource the function.

Payne (2000) adds that it is in this remodelling and restructuring that one of the
key benefits of the facilities “approach” lies. He also believes that stripping out the
inflexible barriers of demarcation can allow true innovation to be developed with regard
to how services can be provided, and with this approach inefficiency can be eliminated,
by utilising FM itself as a vehicle for this change.

He attributes this to observations of working practices and procedures that have
become entrenched, inflexible, and inappropriate, whilst remaining unchanged. Once
cost drivers are at play, there is great opportunity to re-engineer the function by utilising
an outsource provider.

Thus he claims that an effective way of adding value to the facilities service
provision is to package the services in order to produce the best effect, maximise

flexibility and gain economies of scale. He further observes that the success of this
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approach has seen organisations respond to the challenge of efficiency by exporting
unproductive work and people as fast as they can.

He further adds, however, that this situation of outsourcing large inefficient
staffing numbers may not be for the right reasons. Testing the market with outsource
providers solely on the basis of removing staff may not be the right course of action.
Staffing issue, he argues, should be addressed through internal means.

However, it is reasonable to assume that outsourcing will always be the preferred
option in these situations (refer to Flow Chart 12)

Barrett (1995) supports this view by adding that firms will turn to outsourcing
facilities management in these situations. This is due also in part to increased
competitive pressures and recessions in a globalised market (Greaver 1999), as
previously discussed.

According to a study performed by Johnston and associates through the Institute
of Management Foundation (1997), one of the main reasons firms sought outsourcing,
as opposed to internal delivery methods, was due to the function being difficult to
manage or out of control and a need to reduce and control operating costs.

Cotts (1998) agrees with this and states that outsourcing in these situations
allows the organisation to save money if the in-house staff are on high benefits, as the
number of employees is greatly reduced.

Corporate fragmentation is then said to take place as a result, whereby the
increase of availability of external specialist providers, combined with an increase in
complexity of the services required, compels firms to outsource and gain added value.

This added value is said to arise as the organisational boundaries are redrawn,
the range of internal production activities are narrowed and the newly acquired external
provider can reduce costs, yet still deliver the complex services required. That is,
economies of scale forces are then at play (Domberger 1998).

Domberger further states that there are circumstances in which internal service-
providers become resistant to demands from corporate management. It becomes
difficult or impossible for managers to elicit performance improvement without
extensive negotiations and concessions. He observes that many a manager has
commented that the benefit of contracting for services is that, faced with a competitive
market, contractors will revise working practices and introduce new technologies at a
pace that is rarely achievable by the more sheltered in-house teams. Thus he believes
that the externalisation of production leads to a much more intensive focus on
performance monitoring.

He attributes improved organisational performance (in this case the FM function)

to outsourcing which reduced staff numbers, introduced new skills and working
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practices, and modified individual incentives, employment terms, and attitudes to the
workplace.

Agreeing with this, it could also be added that it increases competitive
advantages. This is said to be achieved through close management scrutiny of each
internally supplied service, activity by activity, resulting in shedding of those services
that can be performed better by external providers.

In turn, it is then argued that the organisation becomes leaner with less
bureaucracy, allowing a focus on activities which are performed best in-house, by
introducing new objectivity into the evaluation process, generating strong pressures for

productivity gains onto the in-house teams (Quinn, Doorley & Paquette 1990)

FM IsMultidisciplinary Internal Staff Increase
Facility Management is Specialist skills give way
becoming more and to generalist skillsfor in-
more multidisciplined in house managers, thus

nature — some say it staff increases are
needs to be in order to |::> common to fill “gaps’
survive as arecognised

function

Staff Transfer
Thisusualy resultsin Organising the interna
staff transfers across to FM department in line
the outsource provider, with the firm’s overall
regardless of whether the structure can be difficult
existing in-house staff <::| in these circumstances,
arefound to be and so some seek to
competent or not. outsource the function

Disparate Internal
Structures

Flow Chart 12 — The Cost of Insourcing

However, this philosophy has been known to extend to organisations that have
good performing in-house teams also. Organisations use outsourcing to restructure
internally, simply to allow management to focus on what they consider core

competencies.
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Here it is argued that non-core internal area managers do not get the required
resources necessary to achieve world-class functioning when compared to external
specialist providers. As such, they cannot compete when each activity is costed and
scrutinised, regardless of whether they are performing well when compared to the
organisation as a whole (Greaver 1999).This would be particularly exacerbated when
the in-house team is top-heavy in staffing numbers and structures, as previously
described.

For some industries it is claimed that industrial relations issues can further add to
the attractiveness of outsourcing the department. It is said that a reduction in staff will
eventually lead to a reduction in union involvement (Benson & leronimo 1996).

Thus when the internal FM function costs are identified as being excessive, then
outsourcing the function may in fact reduce costs under these circumstances.

Ultimately the multidisciplinary nature of FM demands a huge focus of skills.
Simply put, outsourcing performs this with fewer staff. Thus, in comparison, insourced

teams become too costly.

4.3.4 OUTSOURCING COSTS

However, as previously discussed, the choice of outsourcing the FM function may not
be final, and there could eventually be impetus for the firm to shift back towards in-
house facilities management over time (due to the outsourcing arrangement eventually
leading to a percieved increased costs and decreased value).

Thus, if it is to be accepted that there are also costs associated with outsourcing
FM, then each attribute should be further investigated through available literature.

It stands to reason that should in-house provision experience costs through
developing a critical mass of bureaucracy through staff and/or resource increases, then
we would not expect to see the same cost phenomena happening in the marketplace
through outsourcing. However, the notion of removing one set of costs through
outsourcing but potentially creating another set of unique costs should be examined in
detail, especially their drivers, to ascertain if and when it is truly necessary to do this to

a firm.

MONOPOLY

As previously mentioned, when firms turn to outsourcing the FM function, they transfer
control of processes and/or assets to an external provider. This “transfer” is now said to

lead to the creation of a monopoly for the outsource provider.
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Thus the organisation may become controlled and dominated by the outsourcer,
to which the response may well be an “alternative competitive sources strategy”. That
is, multiple outsource providers. Therefore, whenever a firm outsources, it creates a
new set of potential competitors to some degree (Quinn, Doorley & Paquette 1990);
(Marcella 1995).

Thus the benefits of transfer of control (outsourcing) may also lead to problems
caused by any monopoly created and further exacerbated by the subsequent need to
divest this control with other outsourcers in an attempt to mitigate this monopoly risk.

According to a survey by the KPMG IMPACT Outsourcing working group (1995),
a recommendation was made to avoid locking in a single supplier. The reason given
was that it effectively reduces switching costs. This discouraged the current outsource
provider from taking advantage of the organisation, which would ultimately affect cost
and quality outputs.

Bendor-Samuel (2000) agrees with this and adds that in outsourcing, whereby
the client organisation gives up control of the process, the client organisation will
usually face significantly increased costs if it decides to switch service-providers. And
in the event of an early termination of the relationship, the service provider’'s switching
costs (often embedded in the transaction) may become the responsibility of the client
organisation. In addition to termination charges, if the client organisation decides to
resume responsibility for the process itself, it would be necessary to rebuild its
infrastructure and recapture the process expertise. He states that this can be costly
and may not be easy to do. This is becuase the client organisation may also have to
replace the capital investment, time and materials, because the service-provider would
have begun to integrate these into its own supply chain.

Thus the benefit offered for securing multiple suppliers was that over-
dependence on a single supplier can make the costs and risks associated with moving
to another supplier high. By divesting this risk, pressure on the outsource provider to
perform is reduced, as is monopoly power.

Simply put, if the organisation is to retain control, it must be careful that outsource
suppliers can not gain a power base over them (Cooper & Slagmulder 1999).

However, for the use of multiple service-providers to be an effective barrier
against monopolies, competition between them must exist. Without competition there
could be opportunism and collusion. The creation of competition in this instance is
difficult to achieve and requires an increase in set-up costs, management time (Lyne
2002), and causes disruption to the organisation; as the function is divested amongst

the various suppliers (Heywood 2001).
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An increase in monitoring costs would also be associated with the use of multiple
service-providers.
As Heywood (2001, p. 95) states:

Even where one provider has ultimate responsibility for the actions of other
providers and minor sub-contractors on a site, it would be very unwise for

the client to “leave them to get on with it".

Given this, it can be said that when considering this issue, the organisation is at a
disadvantage almost from the moment it outsources. The outsourcer will be
experienced in what constitutes current best practice for the principles of FM —
including the associated costs. As the client organisation will not have this information,
the service-provider may use this to its advantage (Heywood 2001).

This is supported by Bragg (1998), who believes that a company that is new to
outsourcing is already in a losing position, because it may not know what terms in an
outsourcing contract may cause problems as the relationship with the suppliers
matures over time.

Bragg claims one of the major reasons for this is inadequate service level
agreements being in place up front, as previously discussed.

Another reason given is that the client organisation also loses its control over the
contribution to productivity increase for the facilities service as a result of any monopoly
created by the service company. This would cause conflict.

Bendor-Samuel (2000) believes that this is because, in turning over the
ownership of the process to a service-provider, the client organisation has also turned
over the ability to dictate remedies. He claims that as these factors emerge in the
outsourcing relationship, the potential for conflict increases significantly.

This is supported by Reilly & Tamkin (1996) who add that due to outsourcing,
staff insecurity sets in, due to loss of control and ownership through monopolistic
initiatives by the service provider. This leaves the organisation unable to do things for
itself, such as reinvigorate itself due to staff losses or even to change or develop as an
organisation in certain affected areas.

This situation is thus said to be self—perpetuating. The initial process investment
costs, combined with the potential for high switching costs, will lead to longer term
contracts. This then shifts the economic power to the supplier as long as the
relationship exists (Bendor-Samuel 2000)

It was previously established that outsourcing only takes place when there is a

transfer of control of assets and/or processes. Interestingly, one of the main reasons
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why organisations brought the FM function back in house was to regain this very
control back from the service-providers (International Facility Management Association
1997) (refer to Flow Chart 13).

They report that the reason most facilities managers bring back a service
internally is to regain control. Compared to their 1993 outsourcing study, a significantly
larger percentage of facilities managers has brought services in-house, because they
were dissatisfied with the outsource providers’ performance (95% in 1993 versus 45%
in 1999).
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Transfer to a Monopoly

The “transfer” involved
with outsourcing can
create a monopoly for
the provider amost from
the outset.

Longer Term Contracts

To compensate, firms
usually enter into longer
term contractsto avoid
having to incur
additional set-up costs at
the end of a contract.

Thus the combined
effect of theseissuesis
unavoidable control loss
for theclient
organisation to some
degree.

Ultimate Control L oss

Flow Chart 13 — The Outsourcing “Cost” Environment

<

Multiple Providers

Firms may seek to
“Spread” the function
across multiple providers
to reduce this monopoly
Situation.

However, using multiple
providers hasits own set

of disadvantages, such as
increased monitoring and
duplicate set-up costs.
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Therefore, it can be suggested that control will be lost to the outsource provider,
due to any monopoly created through outsourcing. As a result, this could eventually
lead to a negative impact on the remaining internal staff through a perception of loss of
control — thus causing an “us versus them” attitude, further degrading relationships
(Nelson-Nesvig 1998).

However, remembering that a type of monopoly existed within the in-house
teams influencing firms to seek external providers, so the outsourcer's monopoly is the
monopoly a firm “has to have”. The risk occurs here if firms try to avoid a monopoly
altogether by altering the fundamental framework of the outsourcing contract to keep
as much control as possible. However, this is potentially damaging through nullifying

the true outsourcing dynamic and replacing it with more of a sub-contracting role.

RELATIONSHIP

According to Maromonte (1998), major corporations around the world are not obtaining
the benefits they were expecting from outsourcing. One of the main reasons found was
that the management of the relationship was adversarial rather than co-operative.

On the other hand, it is argued that the optimum relationship between client and
supplier would benefit the organisation by improving efficiency, quality increase, and
cost control or reductions. Innovation would be encouraged in this type of relationship
(Payne 2000); (Maechling 2005); (CRC for Construction Innovation 2006).

It is also furthered that for the facilities management profession, outsourcing as
an option is dependent on a good relationship with the outsourcer. The entire process
of outsourcing is dependent on sound relationships with the outsource provider.

Damiani Migs (1998) thus states that a facilities manager should be mindful that
the road to true success in outsourcing is not only saving money but also in building
business friendships with the outsourcer. He believes that outsourcers are generally
entrepreneurs whom no one gave a chance to succeed while on the inside. So they
went outside to make money for themselves instead of for the company and its
stockholders.

Essentially, external market forces work only when there are contracts in place,
that is, buying and selling transactions. These are relationships in their own right, and
as such, a signed contract is not enough to see it fulfilled. It will take a relationship built
on trust and reciprocity to succeed, whereby if perceived benefits are not enjoyed by
both parties then the relationship will immediately be at risk (Domberger 1998) (refer to
Flow Chart 14).
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It is almost widely accepted in industry that simply reverting to the contract to
solve disputes will only decrease value and increase costs. This has also been
attributed to a decrease in flexibility for the client organization. Many consider market
transactions (like outsourcing) to be inflexible when change is required for either the
scope or scale of production (Domberger 1998).

This has been particularly noted in the public sector. Sheldon (1989) observes
that possibly one of the less disputed advantages of using outsource providers is that
they can be called in for peak production period, which would otherwise necessitate
governments buying the required capital equipment or enlarging workforces for only
short usage times. On the other hand, it could also be argued that there can be
inflexibility in contractual obligations if unforeseen circumstances arise.

Due to the outsource provider’'s initial investment (physical or intellectual) at
contract conception, associated investment costs will be amortised over the length of
the contract. This, combined with the newly created monopoly (due in part to a lack of
competition), will cause the provider to have strong negotiating power over the terms
and reward for any changes required in the operating environment. This could
ultimately reduce the level of flexibility of the client organisation. To have real flexibility
in an outsourcing relationship, the contract length for each service area cannot be too
long. While the relationship can, and should be, a long one, the length of the contract

itself must match the service that it covers (Bendor-Samuel 2000); (Burdon 2004).
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Non-co-operation

FM outsourcing has been
seen as not delivering the
“promise’, duein part to
adversarial relationships
forming during the term
of the contract.

Term of Contracts Risk

Keeping contract terms
short but rel ationships
long isdifficult to
achieve and should be
considered asarisk if
deciding to outsource, as
some sharing will be
required.

Contracted Relationship

—— >

The contract itself needs
to berecognised asa
type of relationship,
especialy for FM, as
most outsourcers came
from in-house teams at
some point.

However, the contract
itself isalso aform of
inflexibility with regard
to “change’ options, as
the firm is bound to the
terms of the contract and
thus also to the
relationship

Inflexible

Flow Chart 14 — The Importance Of Outsourcing Relationships

Therefore, it can be furthered that for the relationship to be workable there must
be common interests; a contract alone will not suffice. The basic business philosophies
of both parties must be aligned to some degree (Williams 1998). This infers a level of
sharing, which in turn infers a level of risk for the client organisation

So the answer is to minimise the length of time of an outsource contract rather
than diluting the terms of the contract to lessen the outsource dynamics. However even
lessening the time of a contract, if too short, may exacerbate poor relationships as
opportunism may be employed to compensate. Thus firms should realise that ultimately

the relationship will not remain optimum.

STAFF KNOWLEDGE, SKILLS AND WORKING CONDITIONS

This relationship is also at risk in other ways.
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As previously discussed, one of the main areas of risk in outsourcing the FM
function could be said to exist in the area of staff knowledge transfer. When the
organisation decides to outsource the FM function, it will usually transfer or lose some
internal staff. The information that these staff members hold will move from within the
organisation to outside the organisation in most cases (Domberger 1998).

Here it was argued that there could be a “hollowing-out” of the function as a
result, extending to the organisation (depending on how much of the organisation’s
functions are outsourced).

Further, the organisation will now be dependent on the outsource provider
for qualified staff to run its FM, regardless of any specialisation leverages gained
through the transfer. As such, these “external staff” members must be able to adapt to
the client organisation, because that is where the function is being performed. This may
not always be achievable.

As previously outlined, there is a different dynamic at play for the internal labour
market as opposed to the external labour market.

For a specific staffing example, external facilities management staff are usually
assigned to project roles for numerous client organisations, usually for only a limited
time as dictated to by the terms and length of the outsourcing contract. As such, many
of these employees may be transient workforce members, or contingent workers.*® It
could be argued therefore that training and development would be centered on
“transferable” skills, rather than job-specific and organisation-specific skills.

Indeed, for new staff there would be a definite learning-curve process for each
new client. This could require a greater demand on the individual to not only have
traditional existing FM skills with a job/client-specific application to the unique
circumstance of the organisation, but also those skills required of a “portfolio” worker.
Skills such as the ability to be resilient, flexible, motivated, articulate and available, in
order to perform in a multiple workplace environment (Payne 2000).

This is especially so for the FM discipline, in which skills are now required to be
more multidisciplinary in nature, and staff are required to be generalist rather than

specialist- orientated.

Nutt & McLennan (2000, p. 11) concur by adding:

3 Contingent workers are defined by Nelson-Nesvig (1998) as those for whom neither worker nor
outsourcing user anticipate full-time regular employment. Work hours, scheduling, equipment training,
supervision, and working conditions are not within the span of control of the client organisation.
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So the demand led briefing process, target on the client’'s corporate
objectives, the requirements of the first generation of users, contemporary
working practices and current market conditions, is becoming obsolete. A

less tailored and more generic approach to facility briefing is required.

According to a survey performed by the International Facility Management Association
(1997), the range of “important” skills expected to be performed by facilities managers
for organisations were financial management, project management, planning/advisory,
communication, customer service, and knowledge (which includes technical know-
how).

Financial management and project management skills were identified as the most
important skill requirements.

This is interesting, as technical know-how was not rated as the most important,
thus offering strong support to the argument that FM skills require a multidisciplinary
and generalist focus.

Even the staff that remain in-house (if any) will be required to perform a lot of
non-technical and non-traditional functions. These include planning and change
implementation; as the decision to outsource will not only affect the provider’s staff but
also the client organisation’s staff. Theories, policies, and procedures that worked
under one methodology may no longer prove to be valid or effective under outsourcing
(Marcella 1995).

This contingent and portfolio worker phenomenon seems not to be confined only
to the FM discipline.

According to an article by Osterman (1995, p. 4), “Getting Started — The great
American Job Hunt”, issues develop as a result of employers (and positions) requiring
higher and higher levels of skill, which educational institutions are unable to
accommodate, and that these skills are not simply technical in nature.

He adds:

The workplace of the 1990s, with its team oriented approach and quality
programs, requires people who are able to work cooperatively with others.

They need good interpersonal skills.

Therefore, this could create problems for the client organization, as outsourcing
will require “protected” or non-contingent staff (that is, transferred from the client
organisation to the service-provider) to acquire these new skills. Alternatively they may

require new contingent, portfolio workers (that is, the provider's staff assigned to the
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client organisation) to learn organisation-specific skill sets or job-specific
idiosyncrasies.

In this situation it could be said that there would be a general demand for highly
skilled FM staff, where shortage is a possibility (due to the high demand and steep
learning curve involved, as previously mentioned).

This is supported by Nutt & McLennan (2000), who argues that FM expertise is
particularly vulnerable to becoming scarce through a short-life span as it is a
multidisciplinary and emerging skill set.

Damiani Migs (1998), supports this view, stating that productivity through people
will be the difference-maker in the twenty-first century. Employers will continue to
expand without hiring additional full-time employees, reaching their objectives by both
skill-set training and mind-set training. He believes that reliance on technical
competence alone will leave many facilities managers behind to manage things and
projects, while those who proactively and progressively seek added training in business
skills and people skills will move onto higher management positions in the company.

This move to “higher management positions” based on new skill sets tends to
confirm the position that the traditional FM skill set alone (that is, technical ability) is
generally not recognised as being the prerequisite skill of the internal business unit. A
much broader skill set is required (Alexander 2004). As such it is unlikely that the
remaining transferred ex in-house staff will have acquired these new skills at the time
when the function is outsourced (Cotts 1998).

As a result of outsourcing the function, it is then unlikely that the FM structure is
seen by the client organisation as relevant in this context.

Cotts believes that as outsourcing became more and more prevalent, facility
managers seemed to feel that it lessened the need for proper organisation. He also
believes that outsourcing is essentially a staffing issue. Further, whether the positions
are filled by in-house staff, consultants, or contract staff, it is important to get the
organisation “correct” to meet customer needs, claiming “We have spent too little time
on this issue”.

According to a study performed on federal agencies in America, the main
reasons organisations outsourced were a lack of internal staff (possibly skill set) and a
desire to improve services (Marcella 1995).

Given the demands of delivering FM, how does the marketplace interact “inside”
a firm to satisfy this delivery, if at all possible? The answer is it is impossible. Once
outsourced, a firm can no longer rely on the unique idiosyncratic advantages of the ILM
for the function. If this is misunderstood or mistreated, it would be like a square peg in a

round hole. The cost would inflate and the value under-realised. Also, should the
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function be returned in-house, allowance should be made to re-acquire or re-establish

this idiosyncratic advantage.

STAFF PLACEMENT DIFFICULT FOR OUTSOURCE PROVIDERS

Thus, given these circumstances, where existing in-house FM staff may not be fully
trained in broader business skills (which is becoming an ever-increasing need of
organisations (Raiford 1999); and if the subsequent transfer of FM staff to an outsource
provider occurs, it is unlikely that the outsource provider will be able to adequately
satisfy the staffing requirements for the client organisation (as there will be a time delay
for training and re-skilling, if this is possible).

Also, the outsource provider’'s existing staff may be contingent, portfolio workers
(as previously mentioned) who may not be able to satisfy the increased diverse internal
skill set required of a facilities manager within organizations. That is, the idiosyncratic
peculiarities pertaining to the client’'s organisation (thus setting up the potential for a
conflicting situation to arise). This could ultimately leave the client organisation at a
disadvantage.

Bragg (1998) would argue that the outsource providers may even be tempted
(under these circumstances) to encourage promotion of under-qualified or junior staff in
an attempt to get or maintain higher fees, or because there is simply no one else to put
forward. They may even pull out key staff not long after a perception of competence
has been developed, in order to substitute them with lesser skilled staff (KPMG
IMPACT Outsourcing working group 1995).

The firm would have little say about staff skills, especially issues like motivation,
efficiency, lateral thinking, etc. It should be remembered that outsourcing is exempt
from the employee/employer relationship, including most legislation and HR principles.
Ultimate reliance on a contract is the governing factor. An outsource provider will seek
to maximise its return. This is the nature of market forces. Considering that labour
(staff) is one of the highest costs, it could also become a target to reduce costs by the

outsource provider.

COMPARATIVE REDUCTION IN STAFF WORKING CONDITIONS

When considering this issue, some also believe that it can also be linked to a trend in
wage reductions for staff, but where expectations for productivity remain high. Staff
conditions, therefore, are said to be reduced for those persons undertaking the

outsourcer’s service (Nelson-Nesvig 1998).
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Under these conditions it could be then argued that the staffing requirements of
the client organisation may not be met, as the outsource provider’s staff may become
less and less motivated to achieve results. Or the quality of the employee will be
reduced to the level of the minimal reward paid for effort, which may be below the
expectations required under the outsourcing contract.

Therefore, it is safe to say that any savings achieved through outsourcing at the
expense of staff conditions are a false economy. All that has taken place is a transfer of
wealth (Domberger 1998); (Domberger & Jensen 1997) .

This is an unsustainable situation, and may lead to eventual decrease in value
and increase in costs for the client organisation, due to staff motivation issues
(Szymanski & Wilkins 1992) (refer to Flow Chart 15).

This view is supported by a study performed by the KPMG IMPACT Outsourcing
working group (1995), which recommended that an important part of the client
organisation’s focus should be on the morale of the supplier’s staff. The benefits were
said to maintain staff levels (high retention levels) and thus maintain skill set levels.

This implies and supports the argument that motivation levels are affected by the
decision to outsource, from which staff retention may be compromised, possibly
resulting in a loss of skills. This then may ultimately have an adverse affect on the
quality of service provided.

Adding to this dynamic, and as previously outlined in this chapter, outsourcing the
FM function may ultimately rely on contingent workers to fulfil staffing needs. Some
argue that this may result in marginalisation and disadvantages for the “peripheral”
professional facilities manager.

McKeown (2001) argues that:

The advent of globalisation and decreasing labour markets ... has wreaked
havoc with the concept of what has been though of as traditional
employment. As work becomes increasingly casual, part time and
temporary it also results in a workforce that is increasingly vulnerable to
marginalisation and disadvantage .... There seems to be clear indications
that professionals are as much in need of assistance as any other

peripheral worker.

In Australia, this “Labour Transfer” debate, of outsourcing causing erosion of staff
conditions, has been well documented. In the government sector, day labour was
heavily promoted by the “labour movement” as it claimed that direct employment was

preferred over outsourcing to private firms as it “represented a major advance in
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working conditions, greater attention to safety procedures, improvement in wages, and
more stable and fair employment” (Sheldon 1989, p. 140).

A study performed by Australian Industry Commission (1996) found that
outsourcing eventually had a detrimental effect on working conditions, wages, and
guality of service. This aspect of outsourcing needs to be constantly addressed, thus
leading to an eventual shortage of skilled staff; which may force the client organisation
to return to in-house FM.

Mcintosh, Shauness & Wettenhall (1997) observe that contracting out to private
operators was the dominant mode of employment across a very broad field of public
works provision through most of the nineteenth century in Australia. It is likely that the
rise of the alternative mode of in-house labour (or day labour) from around the 1890s
can be attributed to two main causes: first, widespread dissatisfaction with the quality
of the private contractors’ work; and second, the developing influence of the trade
union movement and the Labor Party, both of which were deeply committed to striving
for better working conditions and more secure employment.

In today’s working environment, especially for the erosion of wages, there is a
suggestion that this could be a result of the combination of re-organising work (for
example, multiskilled — doing more for less when compared to traditional roles) and the
introduction of new technologies (replacing human labour with technology); both of
which are an integral part of outsourcing.

This situation may then be synonymous with an increased demand for new skills
(as previously outlined) which ultimately results in an increase in competition for
competing staff, who, in turn, are accepting lower wages for higher skill sets (Osterman
1995).

Given this, then the pay back on cost savings through outsourcing may be a lot
longer than first anticipated, as organisational change that affects staff may lead to an
initial increase in costs (Marcella 1995).

This is supported by Bendor-Samuel (2000, p. 107), who states:

Dislocation and business interruption costs are another incentive for long-
term relationships. Any significant transfer of a process to a third party will
cause employee insecurity and dislocation. As Machiavelli advised, “There
is nothing more difficult, nothing more dangerous than to introduce a new

order of things”.

One such difficulty would occur in situations wherein there is a direct transfer of

staff from the client organisation to the provider. Given that these firms may have
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sought to outsource the FM function due to increasing staff numbers (for in-house
teams) and decreasing productivity (as outlined previously in this chapter), it is
expected that wage rates were integrated on a company basis. This then causing the
FM service to be considered a high overhead. As such, the organisation would seek to
externalise the function rather than addressing the internal wage reduction issue (Reilly
& Tamkin 1996).

However, governments have moved to protect the employee in these situations
through various legislation (for example, TUPE*), in particular, salary and benefits
remaining constant throughout the transfer process. This may effectively prevent the
client organisation from realising initial costs reductions (which may have to be
absorbed into the outsourcer’s overhead structure, to which shedding after the event
may be the motivation).

There can be little doubt that the impetus to bring a function back in-house is
largely driven by the complaints by outsourcers’ staff of poor working conditions or
frequent staff replacements (or non replacements). In these conditions a firm’'s
“conscience” may be activated and impelled as time progresses to take over the
management of these staff as the conditions worsen. This would cause a double

handling cost.

CORE COMPETENCE MAY BE AFFECTED

Other issues may also emerge from this potential for a shortage of skilled knowledge
workers. Some argue that there would be degradation in the organisations’ core
competencies.

This is said to arise as skilled knowledge workers are considered to provide a
true maintainable competitive advantage, due to competitors, inability to reproduce
these organisation-specific skills. That is, skilled knowledge workers are considered a
core competency (Quinn, Doorley & Paquette 1990); (Incognito 2002), alongside
technologies (Hamel & Prahalad 1994).

Competitive advantage is said to be lost, therefore, as a result of losing this core
competence through staff loss (whether directly from the organization. or by loss under
the outsource provider where staff leave or are reassigned etc.). Core competence

leadership (amongst organisations) is said to have a profound impact on the

* The Transfer of Undertakings (Protection of Employment) 1981 (UK), are designed to protect the
rights of employees in atransfer situation enabling them to enjoy the same terms and conditions, with
continuity of employment, as formerly.
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organisation’s potential for growth and competitive differentiation (Hamel & Prahalad
1994).

Obviously this would be one of the greatest perceived costs of outsourcing. If this
dynamic is substantiated, then firms may be reluctant to outsource at all. However,
given that knowledge loss may be difficult to quantify, the true cost of core competence
reduction may also be difficult to establish. This is especially given that there could be
a time lag in realising this cost. This could mask any cause-and-effect dynamic from

being attributable to outsourcing.

FM DELIVERY MAY IMPACT ON THE CORE BUSINESS

Incognito (2002) further supports this critical aspect of an organisations positioning in
the market, and extends this to that of the FM outsource providers. That is, they are
now required not only to deliver non-core services but to provide strategic and vital
services to the organisation, due in part to globalisation (as previously discussed).

He believes that as the role of the facility professional expanded and the
requirements of the enterprise demanded proactive multinational companies as
vendors, the entire process of selecting an outsourcing provider become critical to the
enterprise. He advises that the facility professional needs to identify providers that can
deliver solutions that are based on the needs of the enterprise rather than profit and
loss (P&L), which actually thrives on the expansion of the total headcount in the
outsourcing contract.

Whether FM is considered core or not is irrelevant under these circumstances.
Even as a support role for core activities, FM is a vital service, and especially the “hard
count” quality (Reilly & Tamkin 1996) (refer to Figure 5).

Thus a strict core versus non-core approach to the definition of FM functions may
be a barrier preventing FM from becoming added value to strategic operations. This is
because the organisation itself would consist of varying degrees of core and non-core
activities integrated throughout its value chain (Barrett 1995).

This is supported by Nutt & McLennan (2000), who claim that FM performance is
best measured by its interactiveness within organisations, especially its core areas.

According to a case study performed on the Greentrees organisation, Langefield-
Smith, Stringer & Smith (2000) found that it was very difficult for the company
managers (long-term employees) to determine what was and was not core. While none
of the managers believed that outsourcing had taken place on core activities within the

company, all managers believed that functions critical to their core business operations
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to some degree had been outsourced. And as Bendor-Samuel (2000) put it, “Non-core
does not mean not important. It just means not the most important.”

As such, the FM service-provider (outsourcer) would have to have an
appreciation of the core and non-core activities of the client organisation to enable
support at all levels, and thus must consider its employees delivering the service.

Payne (2000) also adds that the range, nature and complexity of the support that
facilities offers to the organisation touches and impacts on all levels (from the top to the
bottom) of the organisation’s hierarchy and the services could equally be regarded vital
enabling functions. He thus furthers this reasoning to claim that in some instances the
FM provision could be viewed as “more core” rather than non-core.

This cost cannot, therefore, be ignored. FM as a supporter of core business could
thus be seen as a good indicator for outsourcing trends. That is, one could measure
the success of an FM outsourcing contract by its contribution to the health of the firm’'s

core business. This would be especially so in areas of cost efficiency.

OUTSOURCING FORCING POOR STRATEGIC OUTCOMES

Thus, considering the “range of services”, there may be a potential for the FM
outsourcing provider to operate in areas in which it is not qualified or experienced. This
would have quality implications, as it would be entering into “first-time” areas (Johnson
1997).

It would be difficult for the client organisation to effectively manage core
competencies in these circumstances, as many of them may be embodied in staff —
requiring specific measurement of individual skills asnd specific talents (Hamel &
Prahalad 1994). Thus, eventually core competencies may be lost when staff are lost.

Poor-quality FM delivery could therefore be a warning sign to a potential effect on

the firm’s core business activities.

CYCLE DRIVEN BY STAFF SHORTAGE AND EMBODIED STAFF SKILLS

Considering this, it could then be argued that FM, by virtue of its natural tendency for
eventual “staff skill’ shortage, resulting from outsourcing the function (as outlined
above), may indeed then cause the FM function to “become” (that is, be considered)
core to the organisation at a certain period in time (when considering that
competencies are embodied into these staff). This may then provide impetus for the
client organisation to return the function to in-house provision, seeking ownership of the

process once again (Reilly & Tamkin 1996) (refer to Figure 5).
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Transferred FM staff
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them, which may hollow
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especialy if FM is
strategic or coreto the
firm.

Multi-Disciplinary
Requirement

Thisis because as FM
becomes more multi-
disciplinary, staff
become scarce,
especialy if wage
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pricing structure of an
outsourcing contract.

Protection of wagesis
legidated, thus skilled
staff transferred to an
outsource provider add
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clients.

Legislated Wage
Protection

Cycle Back to Insource
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outsourcing for in-house
delivery once again.

<—

Flow Chart 15 — The Effects Outsourcing Has on Staffing
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Quality Affected
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If FM delivery was linked to core competence damage, and especially if the function
itself was in danger of not performing due to skill shortage, then there would be no
better impetus to insource the function immediately. Also, FM’'s worth to the

organisation would be considered extremely important to the firm.

_ A
Commodity Skills easily Skills readily
supplied available but
for non-unique critical
service
Specialist skillsbut | Critical skillsin
Non-commodity of irregular use short supply
v
Non Core Core
< >

Figure 5 — Analytical Outsourcing

MONITORING COSTS

Thus, considering this possible staffing quality and availability issue, it could now be
furthered that under these conditions, the decision to outsource FM may, eventually,
increase the need to monitor performance. Thus then eventually increasing the
perception of costs and causing a perception of decrease in quality outcomes.

Assuming that the firm has chosen to outsource the FM function, and that there is
difficulty in sustaining an acceptable level of skilled staff, it is feasible to assume that
there would be a need by the client organisation to ensure that correct monitoring of
the service-provider is in place to ensure that the service is indeed supplied as per the
contract (KPMG IMPACT Outsourcing working group 1995).

According to a study undertaken by the International Facility Management

Association (1999), the main ways in which firms achieved this monitoring was through:
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Personal observation
SLA adherence

Regular continuous inspection

P 0N PR

Hiring specialist consultants

Bendor-Samuel (2000), in his book Turning Lead into Gold, states that it is
imperative for the client organisation to adequately monitor supplier performance, as it
is only what you inspect, that you will ultimately get. He states that without monitoring,
the supplier will dictate and eventually steer the relationship to suit itself.

He thus claims that there are three main reasons why firms need to monitor

supplier performance (as opposed to mere trust):

a.  Suppliers have their own profit and revenue imperatives. When inadequate
metrics exist, the temptation for the supplier is to attempt to achieve
increased profitability by reducing the quality of the service.

b.  The supplier is part of an integrated supply chain; it would be rare and
extremely surprising if a supplier that is allowed to set its own parameters
would bring alignment with a client organisation’s objectives.

C. The supplier's need for profit growth may force it to try to move components
of the process outside the scope of the services so that it can then charge

extra for them and satisfy its profit needs (that is, opportunism).

Obviously this infers an increase in management time (FMlink 2002e) to perform
the adequate amount of monitoring necessary to prevent these issues from evolving
(Raiford 1999), if this is possible.

Additionally, Raiford (1999) argues that there is a need for a different type of
management skill set for this type of management monitoring (as opposed to
monitoring hierarchical in-house staff management). Here it is argued that further
management training may be required (McIntosh, Shauness & Wettenhall 1997).

According to a study undertaken by Ganley et al. (1988), in order to derive
sustained benefits from outsourcing a previously performed in-house function, it was
necessary to provide complex supervision both during and after tender selection. They
claim that this impacts on managerial expertise and administrative reforms — thus
without this skill, identified savings from outsourcing were put at risk.

It is also accepted that this monitoring, therefore, leads to increased costs for the

client organisation. A study undertaken by the UK’s Audit Commission found the costs
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associated with monitoring for building maintenance came to about 9% of the total cost
(Domberger, Fiebig & Fernandez 1999), a little-recognised statistic.

The question that needs to be addressed here is whether or not these costs
existed in-house prior to outsourcing? Support for the affirmative is extremely limited.
The majority of literature supports the argument that in-house production is less costly
to monitor, due to the natural integration principles at play inside a firm, that is, the
“Principal Agent Theory” which is essentially created through information symmetries,
making it easier and less costly to monitor in-house (Domberger, Fiebig & Fernandez
1999).

It is argued here that there are complexities associated with an introduction of
market forces (that is, through the separation of purchaser and provider) created by
outsourcing, and that management principles have to be altered in order to monitor
guality outcomes (Dean 2000), thus increasing monitoring costs.

This is especially so when the tasks outsourced are considered a high risk should
the contract fail. In this situation, monitoring costs would be even higher (Domberger &
Hall 1994).

Furthermore, it is even argued that this need to increase monitoring causes a
level of bureaucracy in itself.

Reilly & Tamkin (1996) comment on the time spent monitoring performance:

To avoid these difficulties, careful monitoring of the contractors
performance against the contract is necessary. Some have felt that this has

spawned a new bureaucracy and tied up managerial time.

Thus failure to adequately monitor providers may lead to cost increases,
however, too much monitoring will also lead to increased costs, leading to duplications
(Oates 1998). In this climate, quality may also eventually be affected, as it will be
impossible to monitor everything all the time (as previously stated).

Katsanis (2003) adds that disadvantages may arise from issues of quality control
in an environment with multiple partners, temporary unavailability of expertise as the
resources may be spread thin, and possible problems arising from infringement and
exploitation of proprietary knowledge.

So firms that underestimate this monitoring cost or do not monitor adequately and
subsequently suffer quality loss may be tempted to manage the function on behalf of
the outsource provider. This would duplicate costs, but, more importantly, would dilute
the outsourcing dynamic and its potential benefits. Firms should anticipate these

monitoring costs up-front, and allow the outsourcer to “get on with it”.
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QUALITY DEGRADATION

In these situations, without adequate monitoring, the outsourcing company may be
tempted to cut corners and reduce quality outcomes. In a competitive tendering
situation, this may already be a given in the minds of the outsource company, simply to
make the contract profitable. This is known as “Quality Shading” (refer to Flow Chart
16).

There is evidence to support that this has been evident since the nineteenth
century, when the public works system turned to day labour rather than contract
companies, due to poor-quality outcomes (McIntosh, Shauness & Wettenhall 1997).

Dean (2000) also add that managing service quality becomes more difficult in
outsourcing because, whether viewed from a private- or public-sector position, the
separation of purchaser and provider means that the client organisation has the

responsibility for managing the quality outcomes delivered by an intermediary.

N Cost of M anagement
M onitoring Outcomes

Time
Monitoring outsourcer’s Thus management time
performance becomes needs to be invested, as
paramount, especially if does specific “training”
there are issues around for thistype of
skills and staffing I::> management — this will
numbers. cost the firm to some
degree.
Quality Increase Not
Guaranteed
Quality isnot easly Without monitoring, it is
measure though, so implied that outsourcers
outsourcing to raise will mask poor quality
quality is a questionable and thus eventually cost
proposition. <::| the firm even more over
the long term.

Quality Shading

Flow Chart 16 — Monitoring Costs and Quality — Ramifications
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It is fair to say, however, that this measurement of quality is a difficult task when
comparing previous in-house management to outsourcing. There are very few studies
performed on measuring FM quality during procurement strategy change-overs (Dean
2000); (Domberger, Fiebig & Fernandez 1999). This has been known as ex-ante non-
contractility of quality, whereby quality characteristics of a service are both difficult to
identify and to specify prior to service delivery (Domberger & Jensen 1997).

One aspect which is not disputed, however, is the need for increased monitoring
under these considerations. Thus, quality reduction is a result of a poor management
environment (which may arise out of the need to monitor excessively, that is,
bureaucracy), and thus, to a lesser extent, quality shading.

Domberger, Fiebig & Fernandez (1999) state that the quality of service assessed
by the client organisation is affected to a greater degree by the nature of the client and
its management style than by economic factors such as competition.

Considering this, it can now be furthered that outsourcing the FM function in itself
cannot be seen as a way to increase quality in isolation.

According to a study by Benson & leronimo (1996), outsourcing maintenance
functions did nothing to improve quality, and should not be used as a tool for simply
increasing the quality of maintenance. This supports the previous conclusion that any
quality reductions are a result of internal management issues surrounding the
increased pressures on management monitoring caused by outsourcing the function
from in-house.

However it is doubtful that firms will excessively monitor an outsource provider to
the required level to ensure quality is maintained. It would simply be cost-prohibitive,
thus either perceived or real quality reductions may occur (Marja Rasila & Florian

Gersberg 2007). Firms may simply have to factor this dynamic in prior to outsourcing.

4.4 CONCLUSIONS

It can be concluded that there are both cost and value implications for both in-house
and outsourced facilities management delivery at certain stages and under certain
conditions in the process of FM procurement and delivery.

It is assumed that the percieved value and cost propositions outlined in the
preceeding chapters are, in the main, that which affect organizations the most from the
chosen FM procurement strategy. This being the case, then these delivery methods
would either enhance or dectract from the perceived overall worth of the FM function to

organisations to some extent.
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Certainly the variables outlined seem to support the hypothesis that regardless of
the initial method, there could be a natural tendency for percieved costs to exceed
percieved value over time.

Further research on the relationships between these influencing variables may
also provide the condtions under which cycles between the two main forms of FM
procurement and delivery may develop.

Thus, in the subsequent chapters, relevant data will be gathered and analysed in

order to:

1. ascertain if cycles between the two main forms of FM procurement and
delivery methods exist .

2. ascertain and determine the degree of association between the emergent
dependent” and independent’® variables listed from the literature review
(that is, cost, value, influencing variables for both outsourcing and in-house
delivery of FM)

3. identify and quantify the time spans involved to establish a relationship with

perceived cost and value and determine the rate of degradation over time.

> A dependent variable refers to the resultant costs and/or values produced by an independent variable.
“6 An independent variable or influencing variableisa cost and or value driver.
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CHAPTER FIVE

METHODOLOGY
STRENGTHS / LIMITATIONS / SIGNIFICANCE

51 PURPOSE AND APPROACH

The purpose of this chapter is to discuss the chosen methodology, and how it relates to
the findings from the preceeding literature review. In particular, a discussion of the
strengths and weakneses and the benefits and limitations for each of the methods
adopted.

In order to ascertain the extent of cycles; to determine the degree of association
between the emergent dependent and independent variables; and to identify and

guantify the time spans involved; the following methods have been adopted:

INTERNAL DATA

Method: case study

Sample: one large*’ organisation

Target: comprehensive and diverse inputs from within the case-study organisation.
Data Analysis: descriptive single-case explanatory—exploratory study using

multiperspectival analysis*, using both contemporary and historical information.

EXTERNAL DATA

Method: questionnaire survey

Sample: 148 organisations

Target: manager responsible for the FM delivery (Internal employee)

Data Analysis: multiple correlation analysis using the rank (Spearman) method,
polynomial regression analysis, and t-test averaging analysis.

(Refer to Appendix 2 for detailed results.)

47 «Large’ is defined in subsequent chaptersin this thesis with reference given to the Australian Bureau of
Statistics' definition.

8 Multi-perspectival analysis, or triangulation, utilises and compares relevant data from at least three
different sources.

124




52 CASE STUDY

A holistic case study of the David Jones orgnaisation examined a multiple-site, single
organisation with theoretical sampling — this aimed to replicate or extend theory by
filling the conceptual categories in the hypothesis through the use of archives,
interviews, and observations. A multiple qualitative (thick description) and quantitative
data collection was completed — to gain a synergistic view of the evidence and to
strengthen the grounding of the theory by triangulation of evidence (Feagin, Sjoberg &
Orum 1991).

In applying a case-study technique to the research, it was intended to explain the
complex causal links in real-life interventions, describing them in a real-life context. In
this regard, triangulation techniques were employed in order to confirm whether the
data remains the same in different contexts.

A micro-examination within an organisation of both FM outsourcing and
insourcing should provide further insights into the dynamics surrounding the preceding
variables identified.

However, when attempting to undertand why the percieved value and cost
fluctuate for FM procurement over time, a case study technique has both limitations
and benefits.

For example, as the literature suggested that the main reasons why firms adopt
an in-house option were due mainly to the pursuit of cost and opportunism reductions
and flexibility and control increases, a case study technique would provide the context
in which these pursuits are or are not achieved. The literature also suggested that
these pursuits may be easier obtained by inhouse teams when FM was considered
strategic; being delivered in uncertain conditions for large centralized organizations, for
owned specific assets.

Accepting this, a case study would further reveal the extent to which human
intervention and bias influenced the degree of association between the two sets of
variables if any. This allows for a crtical realist ontological standpoint (Archer, Bhaskar,
Collier, Lawson, & Norrie, 1998). The same methodology would apply to the outsource
dynamics presented in the literature review as well.

Thus a benefit of the case study technique is in the contextualisaion of the
identified variables. This may point toward alternate outcomes, other than identified in
the literature review, based on different circumstances as predicted through human
intervention.

However, there are also other limitations to consider. Micro examination of a

single organization, in this case a retail organization, may not be considered typical
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when considering the large range of industry types present throughout society today
(Wofford 1995b).

Additionaly, the retail sector has limited research performed on the effects of FM
procurement strategies from which to compare against. There is, however, an
observation that the retail sector has been slower to adopt outsourcing as a preferred
FM delivery method than some other industry sectors (Collins 1996).

Also, the qualitative nature of the case study technique (l.e interviews, historical
records) could be subject to individual and corporate bias from the respondents. As
such the case study findings alone can only offer guidance for future analysis and
interpretation of context-specific circumsntaces and events in other organizational
settings.

Further, to address in part the issue of bias, the research methods used,
including the case study, excluded the “providers” (outsourcer’'s) viewpoint. As the
hypothesis is attempting to ascertain the “perceived” cost and value propositions over
time (as it is seen by a non FM service orgnaisation, whether insourced or outsourced),
the provider's views are considered irrelevant. This is not to say they are not important,
only that they add no value to the findings as they are servers in a client/server
relationship. Thus it was concluded that they can not influence the first principles
identified in the literature review. This was because the literature review findings focus
on the client’s operating environment as a key driver of both cost and value, and not
the providers operating environment.

However, understanding how organization perceive and influence their FM
delivery as it relates to cost and value over time (that is, the aim of this thesis) would
certainly facilitate any further research that was undertaken with similar methodology -
if it were centered on the perceptions of the outsource providers of FM.

Thus when considering the critical realist standpoint adopted, the findings of this
thesis could then be used for further testing to ascertain if they remain constant or not

under different settings — especially if it focused on the provider side.

5.3 QUESTIONNAIRE SURVEY

Therefor to further test and support these findings from the case study, being a study
on a single entity with multiple sites, further external data was sought from multiple
entities.

To further triangulate and test this data, external data was obtained using

guestionnaire methods, using statistical analysis such as averages (to quantify and
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compare values), t-testing (to identify significant differences), multiple correlation
analysis (using the ranking or Spearman method, to identify relationships), and
polynomial regression analysis (to identify trends).

Using the case study as a reference base, the questionnaire data becomes the
shapshot of multiple organisations with which to compare. Certainly the effects of time
can only be discussed further if more than one source of data existed,

A questionnaire was considered the most appropriate method of sourcing data to

support the case study for the following reasons:

1. Access to a large sample of numerous organisations through the
Facility Management Association of Australia (FMA). Research on a
specialised, professional subject such as FM requires a survey of
organisations whose managers are knowledgeable in FM, thus the
FMA population was suitable.

Appropriate for the target population (that is, all responsible for FM)
Ease of access to multiple industry sectors (thirteen in total)

No other source available that easily satisfies the above.

THE PURPOSE OF THE QUESTIONNAIRE

The purpose of the questionnaire can be grouped into five distinct purposes, being:

1. Quantify the typical extent of outsourcing within organisations

In determining the source and extent of percieved value and cost associated with
FM procurement and delivery, those functions considered as part of the FM
function were further categorised in relation to the extent of their “process”
ownership. This was to determin the extent to which “each” function was
managed, controlled, and “owned” by an external source, as opposed to an
internal source. For reasons previously examined, it is important to make this

distinction, as it defines the extent of outsourcing.

2. Quantify the extent of multidisciplinary categories considered part of
FM within organisations

Given that FM has no universally accepted definition, yet an imperative exists to

measure its multidisciplinary nature as a basis for measuring its effects on

staffing (as previously discussed), the function must be further broken down and
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grouped by its number of categories. This basket can then be examined for

multidisciplinary attributes.

3.  Quantify the independent® and dependent® variables with regard to
both the percieved value® and cost’ and their implications for
procurement and delivery of FM.

This will reinforce those criteria previously identified through the literature review

and analysed through the case study, that were conducive with percieved cost

and value maximisation and minimisation for both forms of FM Procurement and

delivery by firms.

4.  Quantify the lifecycles of the two main forms of FM procurement and
delivery.

The suggested transient® nature of facility management procurement and

delivery and the operating environment in which they function, suggest that

procurement choices may not be considered permanent solutions in delivering

facility management. This warrants further invstigation.

5. Establish the time implications for value and costs when comparing
strategies

Given that the identified percieved costs and values associated with each FM

delivery method may not remain constant, and that a limited lifecycle may exist,

guantification of the perceived cost and value over time also warrants further

investigation.

Basically, in order to capture the perceived overall effects of outsourcing and

insourcing on firms’ value and cost over time to an organisation, only those variables

identified in the literature review have been targeted. These are considered to be the

main cost and value drivers, and are not meant to be further divided into their sum of

parts through a micro-analysis of their detail. This is considered outside the scope of

this thesis, and thus, are to be considered supporting to the case study findings, being

from first principles only.

“* The term “transient” in this context refers to the evidence of cycles between insourced and outsourced
procurement and delivery of Facility Management, including the operating environment they function in,
as emerged in the literature review and case study.
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QUESTIONNAIRE LIMITATIONS

However, as was in the case study, the anticipated limitations of utilising a

guestionnaire for this population are listed as:

5.4

1. Financial information not accessible (for the purposes of a research
guestionnaire) to the respondent.
In anticipation of this limitation, the questionnaire addresses perceived costs in
terms of the variables discussed in the subsequent chapters, emulating the case-
study interview questions. As such, there is no specific reference to financial
information.
2. Historical information not accessible to the respondent
In order to sufficiently test the hypothesis, there is a requirement to analyse the
implication of time on an organisation’s FM delivery. As such certain historical
information is needed to allow adequate data analysis. To minimise data “gaps”
from the returned data set, the majority of the questionnaire is designed to take a
“snapshot” approach. That is it specifically addresses the current circumstances
for the respondent, however, based on previous circumstances where known.
3.  Subjective responses influenced by the position held within the
organisation by the respondent (that is, tunnel focus)
When attempting to address “organisation-wide” implications through a
questionnaire, there is a risk that the respondent may be influenced by her/his
“world view”, based on her or his position within the organisation. This may not
give a true representation for the purposes of the research. Thus the
questionnaire was specifically designed and targeted to similar middle-
management positions within an organisation. The purpose of which to limit
response variances based on disparate world views associated with varying
levels of seniority. This was achieved in the chosen population sample being from
a single professional association — the Facility Management Association of
Australia, as opposed to differing associations. Most respondents hold similar

seniority positions.

T-TESTING & AVERAGES

The data from the Questionnaire was then converted using the following formula:

a = ((b/c)*100)-100
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where:

a = percentage difference

b = lowest mean comparative scores from questionnaire
¢ = highest mean comparative score from questionnaire
(Refer Appendix 2)

By using the t-test® method, significant differences between the various forms of FM
procurement (that is 100% to 0% outsourced) can be compared and discussed.
Therefore by comparing the flagged significant variances results from the t-test for
each FM procurement method, an indication of significant differences can be
established. These differences can then be further discussed to ascertain whether the
results point towards supporting the findings of the literature review or not.

Subiject to the limitations previously mentioned, this method allows for separation
of the rank data into the most obvious possible groupings as they apply to the literature
review findings, if at all. This then can be used to easily reference and compare to the

case study findings.

Also, the Questionnaire data was then further converted using the following

formula:

(a/b)*100 =c

where:

a = average score from questionnaire (from 1 to 5)
b = maximum possible score (5)

C = average percentage score achieved,

(Refer Appendix 2)

By doing this, it can be determined, for each FM procurement method, just how
much perceived value and how much percieved cost may have been realised by the
organisations by using averages (subject to the limitations metioned). In doing so
further discussions surrounding which drivers of cost and value are applicable in either
insourced or outsourced methods can be made, further supporting the literature review

or not.

* The t-test procedure compares means and flags significant variances. (The p-level reported with a t-test
represents the probability of error involved in accepting a research hypothesis about the existence of a
difference. Technically speaking, this is the probability of error associated with rejecting the hypothesis
of no difference between the two categories of observations (corresponding to the groups) in the
popul ation when, in fact, the hypothesisistrue.)
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Again, when referenced and compared with the case study findings, further
insight into what context specific circumstances are applicable could be discussed.
This would hold enormous value for building on the discovery of a “recipe”™" for when to

outsource or insource under certain context specific conditions.

Also, the Questionnaire data was further converted using the following formula:

(a/b)*c=d

where:

a = averaged combined percentage dependent variable score
b = averaged combined percentage independent variable score
¢ = set maximum independent variable score

d = achievable theoretical maximum score based on ratio,
(Refer Appendix 2)

In doing this, we can further discuss just how much perceived value would have
been achieved based on the current alignment of the dependent variables with the
independent variables for each strategy. This is assuming a theorized “maximum”
independent variable alignment (that is, a ratio adjusted score based on the
presupposition that the organisation’s operating environment is fully aligned to its
current FM procurement and delivery method).

Again, when referenced and compared with the case study findings, furtherer

insights into the most likely outcomes may be drawn and further discussed.

5.5 CORRELATION ANALYSIS

Further, by using multiple Spearman’s rho correlation analysis on the questionnaire
data, we can further determine the relationship between the variables, if any.

The bivariate correlations procedure computes Spearman's rho® with
significance levels to 0.05-0.01 for both one and two-tailed results, using the following
formula:

Spearman’s p = 1-6D?
n(n®-1)

* “Recipe’ refersto the identified unique set of operating conditions that drive value for either insourcing
or outsourcing, as defined previoudly in this thesis. Thus this recipe also causes costs as identified in this
thesis previoudly, if incorrectly applied to the wrong procurement and delivery method.

*2 Spearman’ srho is a measure of association between rank orders.
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Where D = difference between rank of x and rank of y. ry—ry.

Given the findings of the literature review, and conclusions drawn, it is expected
that there would be correlations between the independent and dependent variables.

As there were found to be multiple variables to examine, multiple Spearman’s rho
correlationis was considered the most appropriate for the data set.

The benefit of using a questionnaire with this method of analysis is in its ability to
identify links between the questions. Should correlations exist, then this gives greater
confidence of reduced individual bias from respondence, especially should the

correlations confirm the findings from the literature review.

5.6 POLYNOMIAL REGRESSION ANALYSIS - TIME SERIES

As previously discussed, using the case study as a reference base, the questionnaire
data becomes the snapshot of multiple organisations with which to compare. Certainly
the effects of time can only be examined with more than one source of data. This is
especially so when considering the differing time periods for each FM method adopted.

Having discussed that the hypothesis for perceived value and cost previously
presented may exist, and in particular their cause-and-effect associations, we can now

analyse and discuss any time implications for these costs and value variables.

Thus, the Questionnaire data was further converted using the following formula:

a = b*100/c,

Where:

a = value and/or cost result expressed as a percentage

b = score of actual dependent variable (that is, cost or value variable) given from
respondents via questionnaire

¢ = maximum possible score of dependent variable (that is, cost or value variable)
achievable via questionnaire ranking,

(Refer Appendix 2)

In doing so we can quantify the perceived overall cost or value percentage for
each FM delivery method, and then reference the corresponding time period
associated with this cost or value percentage for each FM delivery method as given

from the questionnaire.
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By using a one way ANOVA Contrast analysis technique, namely sixth degree
polynomial regression analysis, we can then see whether a trend is prevalent from the
results.

Polynomial calculates the least squares fit through points by using the following

equation:

Y = b + cix+CoxP+Cax+....+Cex’

where b and c;...cg are constants

This analysis technique is considered the most relevant, as it partitions the
between-groups sums of squares into trend components. This allows us to test for a
trend of the dependent and independent variables across the various time series
levels, which become a factored variable.

By graphing these results we can then determine the associated time trends, if
any.>® Using questionnaire data alone would not give exact value and cost
measurements when graphing their fluctuating levels, however, using series regression
analysis, an indication of trends may be established.

This is especially important given that the hypothesised fluctuations in perceived
cost and value were best analysed using multivariate analysis (as previously
mentioned) as this method returned the best R? values (Refer to Chapter Seven). This
indicates that a cyclical nature to the trend lines exists. Using Bivarte anlysis alone
would not produce this trend.

Once again, questionnaire data is particularly beneficial when using this method
as it produces a snap shot of time across multiple orgnaisations. In doing so any trends
identified could be considered context independent (as each organisation is surveyed
independent from eachother). This then can be referenced and compared against the

case study findings for elaboration and discussion.

5.7 FURTHER METHODOLOGY DISCUSSION

Having addressed the limitations in the design of the questionnaire as much as

possible, the case study will be used as a reference to ensure results are further

%3 |t isnot intended to use polynomial regression analysis to obtain exact quantifications of cost and value
amounts. It has been chosen to analyse for trends in minimum and maximum values for cost and value
over the time series as presented in the data. This allows each firm to produce a “snapshot” of its value
and cost. When combined with all firms' data, it allows for trend analysis.
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supported where needed. As mentioned previously, questionnaire data alone would
not, initself, gurantee that the findings are replicable.

For example, the literature review identified that organisations and individuals
within them are subject to bias when faced with decision making surrounding FM
procurement. Issues such as identifying whether FM is strategic to the firm, or whether
FM is considered core to the firm. Even idenetifying what truly is considered to be
outsourced. As such it is expected that the results of any research would also include
this bias in the results.

In order to come to conclusions, either supporting or not supporting the
hypothesis, the various multiple methods discussed in this chapter were adopted and
designed to allow for discussions around alternate solutions should this identified bias

be able to be eliminated in real life contexts (refer flow chart 17).
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Literature Review

| dentification and
discussion of issug(s),
Bias/Perceptions, and the
formation of theoretical
solution(s)

Case Study

Averages/ T-testing

Discussion and
confirmation of issue(s),
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with the provision of
alternate solution(s),
however retail specific

Separation and
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significant results that
directly relateto the
literature review. Used to
support first principles
discussions

Re-affirmation of
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supporting case study
bi as/perception and
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however industry wide

| dentify any cause and
effect from the findings
of theliterature review.
Used to support first
principles discussions.

Questionnaire

Correlation Analysis

Identify any likely time
trendsfor the findings of
the literature review.
Used to reference againgt
the case study for
discussion around the
alternate solutions
identified

Polynomial Regression

Flow Chart 17 — Research Methodology
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CHAPTER SIX

CASE STUDY

DAVID JONES LIMITED

6.1 PURPOSE AND APPROACH

Having now established a conceptual framework for the research, the following chapter
is a descriptive single-case explanatory—exploratory case study, critically appraising the
David Jones organisation to ascertain the level of relevance the variables have
pertaining to the company.

David Jones is considered suitable for researching FM procurement and delivery,
as both the main forms of FM procurement have been adopted by the organisation at
some point in time. Defining data is available, both historical and contemporary
(subject to the limitations discussed previously) (Luciani 2005a); (Jebb, Holland &
Dimasi 2002).

A series of case-study questions will be applied, with the results analysed using
multiperspectival analysis.

A micro-examination within an organisation of both outsourcing and insourcing
should provide further insight into the preceding variables. Given that the literature
remained fairly independent on specifics such as industry type, type of outsourcer, and

larger economic indicators, genralisations may be drawn, however retail specific.

6.2 DAVID JONES — HISTORICAL OVERVIEW

David Jones is a major Australian department store retailer.

Department stores account for about 10.3% of total retail sales in Australia of
about A$108 Billion.

In terms of sales of goods and services, the retail industry is the third-largest
industry in Australia, behind manufacturing and wholesale trade. The retail industry is
cyclical in nature and is characterised by a major peak in activity at Christmas and the
subsequent sale periods.

According to a study performed by Jebb, Holland & Dimasi (2002), the shopping-
centre industry (of which department stores are a part) accounted for 40.4% of retalil

sales, 38.5% of retail employment, and 43.7% of retail sector Gross Domestic Product.
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This represented 5.5% of Australian employment and 2.3% of Australian Gross
Domestic Product.

The David Jones name is widely recognised by Australians and is synonymous
with quality products and exemplary customer service.

David Jones is established in the higher value, higher margins end of the
department store market and is perceived to offer higher quality products and better
service than its major competitors. Its customers are predominantly middle-to upper-
income earners in the 25- to 65-year age group.

The first store was opened in George St Sydney, opposite the general post office,
by Mr David Jones in 1838 (A Welsh-born retailer trained in London).

The first goods sold were buckskins, ginghams, cashmeres, waistcoatings, silks,
cotton ticks, diaper rugs and other merchandise imported from England.

In 1848 David Jones extended its premises to accommodate the growth of the
business — attributed to the 40,000 or so strong population of Sydney and visitors from
regional areas.

By 1890, additional premises were leased adjacent to the first site, as the product
range had expanded. On Christmas Day 1906, David Jones announced its intentions to
become a public company. The announcement also included a statement that the
product range was to be extended further by “not only ... the best and most exclusive
goods, but to carry a stock that embraces the everyday wants of mankind at large in
drapery, clothing and furniture”.

In 1914, David Jones purchased part of the land in Market St Sydney where it
was to build its current city store. In 1920, more land was purchased in Elizabeth St
Sydney, which a new flagship store was then opened to the public in 1927. By 1938, a
new store in Market St was opened to celebrate 100 years of trading.

From 1947 to 1954 David Jones played the principal role in the establishment of
Paris-style fashion parades in Sydney, culminating in a visit by Queen Elizabeth Il in
1954, a banquet being held in her honour at the Elizabeth St premises.

For the period of 1954 to 1979 David Jones expanded its geographical spread
opening new stores in New South Wales, Queensland and South Australia. In 1980,
the company Adsteam acquired a considerable interest in David Jones Limited (DJL).
At this time DJL also embarked on a series of other acquisitions, one of which was a
company called Buckley & Nunn which was a department store in Melbourne.

Other acquisition included a department store business called John Martin,
operating from Adelaide, which was the largest department store chain of the time, and

Aherns in Western Australia.
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When considering other historical accounts of department store development
throughout history, David Jones could be considered typical in its evolution (Clausen
1984).

Currently David Jones operates in 37 stores throughout Australia (except for the
Northern Territory and Tasmania), and has three warehouses/distribution centres.
There are also head office leases.

The development of the department store in Australia was intrinsically linked with
infrastructure (store) expansion, with FM performed in-house. FM as an industry was
non-existent when David Jones evolved, until around the 1980s. Outsourcing was also

little recognised in the FM space, thus DJs developed its own in-house FM techniques.

6.3 DAVID JONES — OPERATIONS

6.3.1 OPERATING ENVIRONMENT

According to the internal study performed by Jebb, Holland & Dimasi (2002), the
company was the second-largest department store in Australia, accounting for about
13% of the turnover of all department stores (including discount stores) in 1993-94

(refer to Figure 6).

David Jones’ major competitors are other full range department stores,
particularly traditional department stores which target a similar market to
David Jones. The largest of these chains is Coles Myer Limited’s Myer and
Grace Bros stores which compete in all of the major cities and most

suburban and country locations where David Jones has a store.

According to the internal memorandum, David Jones also competes with:

. speciality clothing retailers increase such as women’s apparel, menswear
and jeans
. discount department stores and speciality stores in areas such as white

goods and electrical

. specialist retailers of jewellery and watches, such as Goldmark and Angus
& Coote

. footwear retailers such as Footlocker, Mathers, Fay’'s and Ezywalking

. specialist handbag, wallet and luggage goods retailers.
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However, at a time when the department store market share of the retail sector
was on the rise, both outsourcing and FM were available to David Jones (that is, from
1991 to 1994).

David Jones' Market Share 1991 to 1994
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0
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—e— Department Store Market Share 12.4 121 127 13.1
—=— Retail Store Market Share 1.38 13 14 1.42
Year

Figure 6 — David Jones’ Department and Retail Store Market Share 1991 to 1994

THE DAVID JONES COMPETITIVE ENVIRONMENT

It would seem that competition in this industry sector is currently very high. This is

reflected in the Annual Report for David Jones (2003b, p. 5), which states:

Despite a slow down in consumer spending and a very competitive sales
environment involving heavy discounting by market participants, sales for

the core department store business in FYO3 were $1.675 Billion compared

to $1.631 billion in FY02 ... however the last quarter experienced a slow
down reflecting an unseasonably warm winter, increased discounting
activity by our competitors ... We anticipate this slow down in consumer
spending and competitive discounting pressure will continue in FY04 ... We
recognise that we operate in a cyclical and competitive sector”.

Competition in this retail market is limited in geographical terms for David Jones,

in that David Jones does not compete on the global market directly. That is, it does not
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put out its services to customers outside Australia. However, globalisation plays a role
for David Jones as far as the purchase of products is concerned. In this respect, the
company seeks goods from overseas merchants for sale back in Australia. This has
been seen in the history of David Jones, as previously described in this chapter.
Competitors of David Jones also purchase from overseas markets (refer to Flow Chart
18).

David Jones procures these goods in two basic groupings — Home & Food, and
Apparel, Accessories & Footwear (these groups constitute the core business products
for the organisation).

However, of the total stock purchased, for the period of 1992 to 2004, only 6.76%
was purchased from overseas markets, whilst the remaining 93.24% was sourced
locally. In dollar terms, $9,147,516,766 was spent locally, whilst only $663,053,760 was
spent overseas (refer to Table 1).

According to the General Manager for Merchandising Planning of David Jones,
who is responsible for stock purchase, overseas markets do not greatly influence

purchasing strategy within David Jones.

Interview response of 1-12-04:
Can you explain the competitive environment in which David Jones
operates?
Two years ago our major competitor, Myer, seemed to drop the ball when it
came to competing in the marketplace. However, recently, with a new CEO,
they have a coherent strategy to compete, based around brands. They also
understand that store ambience is important. This has led to heightened
competition and extreme discounting.
We operate in an intense, highly competitive environment with almost zero
barriers to entry.
In your opinion, do you believe David Jones operates in, or is affected
by Globalisation?
No, we are very locally orientated. Our employee base is 99.9% Australian.
Most of our vendors are Australian-based, who supply $1.7 billion dollars
worth of stock!
The only area that globalisation may affect us is in the recent tariff
reductions that went from 25% to 17.5%, however, any savings from this
will be passed onto the consumer anyway and therefore will not affect

David Jones.
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| would say we are only marginally affected by globalisation as we spend

about $50 million a year on overseas stock.”

The General Manager of Procurement for David Jones supported this in an interview
response of 1-12-04:
Can you explain the competitive environment in which David Jones
operates?
Very competitive! We compete for every retail dollar. According to the ABS,
we are segmented into the complete department store category, this
includes discount department stores, however our major competitor is Myer
who competes with us on an extreme level.
In your opinion, do you believe David Jones operates in, or is affected
by globalisation?
Yes, in some respects further up the supply chain, however, only
marginally. Globalisation does have an impact on products and services we

purchase which has a general impact on driving down the cost of goods.”

Operating in Australia

Large Retail Sector since 1883
David Jones forms part Firg store opened in
of theretail sector which 1883 in Sydney, and
isthethird Largest progressively expanded
Sector in Audrdia In into most states
1994t had a 13% [ > | throughout Australia
market share of the with 37 stores, 3
department store distribution centres, and
segment. head office facilities
Not Globalised
However, it does not The firm currently
directly operatein a operatesin ahighly
global market, as approx. competitive environment
94% of itsstock is alongsde another large
purchased locally, asis <::| department Store— The
its employee base being Myer chain. However,
99.9% Ausdtralian prior to this period,
competition was less.

Highly Competitive
Flow Chart 18 — The David Jones Operating Environment
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It is concluded, therefore, that David Jones is only marginally influenced by
globalisation.

It is, however, concluded that David Jones currently operates in a highly
competitive local environment.

Under these competitive conditions, it is highly likely that the greatest focus is
shifting onto core business objectives in order to compete effectively. Prior to this
competitive period, without the influences of globalisation forcing David Jones to
compete internationally on best practice, it is unlikely that the FM function was given
much attention. However, as competition and growth place more and more demands
on the infrastructure, especially as the market share is increasing, management focus
on the FM function, especially in areas of strategic cost efficiencies, would be
intensifying. That is, a decisive shift in priorities now includes the FM function, thus

supporting a decision to outsource the function.
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Local Overseas Total % Overseas % Local
Purchases for Purchases

Resale
1992-93 $649,790,267 $55,717,477 $705,507,744 7.90% 92.10%
1993-94 $679,748,672 $51,021,363 $730,770,035 6.98% 93.02%
1994-95 $680,360,583 $55,984,376 $736,344,959 7.60% 92.40%
1995-96 $755,820,699 $72,550,240 $828,370,939 8.76% 91.24%
1996-97 $721,887,865 $56,145,010 $778,032,875 7.22% 92.78%
1997-98 $678,597,977 $28,599,860 $707,197,837 4.04% 95.96%
1998-99 $718,609,859 $61,232,799 $779,842,659 7.85% 92.15%
1999-2000 $794,355,992 $62,921,047 $857,277,040 7.34% 92.66%
2000-01 $798,826,635 $57,970,794 $856,797,430 6.77% 93.23%
2001-02 $884,219,165 $58,123,345 $942,342,511 6.17% 93.83%
2002-03 $867,015,630 $55,644,724 $922,660,354 6.03% 93.97%
2003-04 $918,283,417 $47,142,722 $965,426,139 4.88% 95.12%
Total $9,147,516,766| $663,053,760 $9,810,570,527 6.76% 93.24%

Table 1 — David Jones Local vs. Overseas Purchasing Spend 1992 to 2004

6.3.2 OPERATIONAL STRUCTURE

Currently David Jones has 5,073 employees (922 full-time, 4,151 part-time) nationwide
(refer to Table 2).
According to the Australian Bureau of Statistics (ABS) (2000), this is considered

a large-sized business:

Large businesses (with employment of 200 persons or more) contributed

less than 1% of the total number of retail businesses, but 41% of total retail

income. The remaining 4% of retail businesses and 21% of income was

attributable to medium size businesses (with employment 20-199 persons).
(8622.0 Retail Industry, Australia EMBARGO: 11:30 AM (CANBERRA
TIME) 13/10/2000).
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Including Foodchain Excluding Foodchain

2000-01 2000-01

Full-time 1,270]|Full-time 1,187

Part-time 4,451 (Part-time 4,269
Total 5,721 5,456

2001-02 2001-02

Full-time 1,191|Full-time 1,090

Part-time 4,650(Part-time 4,466
Total 5,841 5,556

2002-03 2002-03

Full-time 1,045]|Full-time 1,032

Part-time 4,390(Part-time 4,377
Total 5,435 5,409

2003-04 2003-04

Full-time 922|Full-time 922

Part-time 4,151 (Part-time 4,151
Total 5,073 5,073

Table 2 — Employment Numbers for David Jones 2000-04

By way of comparison, the ABS (2000) reported that the total employment in the
retail trade industry at 30 June 1999 was estimated to be 1,104,651 persons.
Specialised food retailing had the highest level of employment, with 243,757 persons,
which was 22% of total retail employment. This was followed by supermarkets and
grocery stores with employment of 234,960 persons (21% of the total retall
employment). Within the specialised food industry group, take-away food retailing was
by far the largest contributor to employment, with 166,612 persons in this industry
alone. Those industry classes with the least employment included trailer and caravan
dealing (1,105 persons), milk vending (1,156 persons) and photographic equipment
retailing (1,906 persons). (8622.0 Retail Industry, Australia EMBARGO: 11:30 AM
(CANBERRA TIME) 13/10/2000).

And, as David Jones is classified as a large department store business, it was
found to dominate this sector with other department stores contributing the highest

percentage to total income (refer to Figures 7 and 8).
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PERCENTAGE CONTRIBUTION TO TOTAL INCOME,
By Industry Group and Business Sie— 1998-99
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[a) Mol available due to confidentiality

Figure 7 — Department Store Contribution to Retail Sector Income

Also:

Large businesses completely dominated total income for the department
stores (99.6%) and supermarkets and grocery stores (86%) industries.
They also contributed the largest proportion of the clothing and soft good
retailing industry with 47% of total income (8622.0 Retail Industry, Australia
EMBARGO: 11:30 AM (CANBERRA TIME) 13/10/2000) (Australian Bureau
of Statistics 2000)

LARGE BUSINESSES, Permentage Contibution to Total Income by Industry Group
1991-92 and 1928-99

Suparmarkels and grocenveloies | - ------ - - - === - = —= - -0
Specialsed food relaling | - -- - -0
Department stores | ————————————————— == ———— - - u
Clothing and soft good retailing | ------------g
Fumilure, housewans ard spplance staling | - -- - - 4@
Recmalional pocd retaling (b)
Ohirar parsoral and household gocd etaEling | - -- 4B
Housshold equipment. repasir senices (b)
holor wehicle etaEling | - - O
Wiotor wehicle services | -g- - -0
Total retal | - -----—-- a0

(a) Sea paragraph 20 of the Explanatory Motes
() Mot avaltabile due to confidertialiy

Figure 8 — Large Businesses Contribution to Retail Sector Income
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Department stores (and therefore David Jones) were found to have one of the
lowest labour costs per employee. The labour cost per employee mirrors the
relationship of full-time to part-time employment across the various retail industries.
The highest labour cost per employee was recorded in motor vehicle retailing, with
$36,400, followed by household equipment repair ($30,700) and furniture, houseware
and appliance retailing ($28,400). These industries had a high proportion of full-time
employees. The lowest labour cost per employee was recorded in specialised food
retailing ($12,800), followed by department stores ($18,000) and supermarkets and
grocery stores ($18,900), which had a high proportion of part-time employees (8622.0
Retail Industry, Australia EMBARGO: 11:30 AM (CANBERRA TIME) 13/10/2000.)
(Australian Bureau of Statistics 2000)

David Jones’ corporate structure is currently a centralised operation (refer to
Table 3). David Jones has operated centrally for the majority of its operating duration.
As can be seen in Table 3, the majority of stores are in NSW, as are all the head
offices. This is also reflected in the employee numbers by state, wherein NSW has the
highest proportion of employees (refer to Table 3).

Of these employees, the following head office divisions are centralised out of two
office locations in Elizabeth and Market Streets, Sydney: Administration, Buying Office,
Company Secretary, Corporate Credit, Corporate Management, DJ.COM, Food Chain,
General Managers — Stores, Human Resources, H. R. Development, Information
Technology, Insurance, IT, Legal & Risk Management, Marketing, Marketing/Visual
Merchandising Advertising, Merchandise Operations, National Supply, Occupational
Health & Safety, Procurement, Projects, Property, Risk Management, Store
Administration, Stores Process and Administration Group, Stores Project Manager —
NSW North and Queensland, Stores Support, Supply Chain, and Treasury (David
Jones Limited 2004Db).

As can be seen from these divisions, David Jones operates most of its critical
management functions from a centralised corporate structure.

Given that David Jones is a large firm, it is assumed that the FM function would
have enough scale to reap value in-house. However this size could only be effectively
utilised in a reasonably centralised structure. David Jones has “progressively” been
centralising its functions over the last four years or so. At the time of outsourcing, there

was still a decentralised FM function, operating on a store-by-store basis.
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6.3.3 PHYSICAL INFRASTRUCTURE

This centralised department store operation currently involves 37 Class 6 retail stores
throughout Australia (refer to Table 3), and 592,489 m® of infrastructure. The
infrastructure is situated in all states and territories within Australia except Tasmania
and the Northern Territory.

There are also three Class 5 head offices located in Sydney, and three Class 7
warehouses of 33,867m? in total. Therefore, 626,356 m? of infrastructure are used by
David Jones to operate its business.

The majority of this infrastructure forms part of a larger shopping-centre complex
(excluding the Market and Elizabeth Street Stores, warehouses and head offices).
Also, all sites are leased to David Jones by various landlords throughout Australia.

As such, ownership of the properties in which David Jones operates is with
others (landlords). However, internal fit out, including most assets that fall under the
FM function for David Jones (refer to Table 7), are owned 100% by David Jones or
maintained by David Jones and owned by the landlords. No assets have been, or are

owned currently by an FM service-provider.

According to the Building Service Manager during the interview of 1-12-04:
Can you describe the assets that David Jones owns which come
under the facilities management function?
Ninety-five per cent of all stores we are in we own all central plant for our
stores. Lifts and escalators, all fixtures and fittings, all general lighting and
power supply and distribution boards, etc. We are not, however,
responsible for some I.T. infrastructure. We supply all the back-up systems
also.
Can you describe the assets that David Jones does not own which
come under the facilities management function?
External building fabric and entrance doors, some grease traps. Basically
the Lessor supplies us with a shell, and we are responsible for everything

inside it!

> Building Code of Australia classification is used to classify building types for the purpose of
Legidative compliance
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Of these 100%-owned assets which fall under the FM function, Table 4 identifies
those assets that may have a specific®® impact on David Jones’s core business (that is,
impacts on, and contributes to core business objectives specifically). This indicates
which are shared by others outside David Jones, and which are considered specifically

tailored for David Jones’s use and therefore are considered unique specific assets.

* These assets are considered specific in that they directly affect customers during the shopping
experience (refer to the CEO’'s comments as previoudy quoted) and have been designed specifically for
David Jones' s unique operation — excluding fit-out of fixtures (Wofford 1995a).
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Including Foodchain

2000-01

Emp. Type ACT NSW QLD SA VIC WA Totals
Full-time 36 657 143 118 190 126 1,270
Part-time 138 2,207 619 349 855 283 4,451
Store Nos 2 15 7 3 5 4 36
2001-02

Emp. Type ACT NSW QLD SA VIC WA Totals
Full-time 37 576 128 99 210 141 1,191
Part-time 171 2,327 603 343 831 375 4,650
Store Nos 2 18 7 3 6.5 4 40.5
2002-03

Emp. Type ACT NSW QLD SA VIC WA Totals
Full-time 37 515 115 97 142 139 1,045
Part-time 216 2,120 570 321 733 430 4,390
Store Nos 2 17 7 3 7 4 40
2003-04

Emp. Type ACT NSW QLD SA VIC WA Totals
Full-time 31 457 101 99 127 107 922
Part-time 232 2,039 538 278 672 392 4,151
Store Nos 2 17 7 3 4 4 37
Excluding Foodchain

2000-01

Emp. Type ACT NSW QLD SA VIC WA Totals
Full-time 36 625 143 118 139 126 1,187
Part-time 138 2,155 619 349 725 283 4,269
Store Nos 2 15 7 3 4 4 35
2001-02

Emp. Type ACT NSW QLD SA VIC WA Totals
Full-time 37 544 128 99 141 141 1,090
Part-time 171 2,278 603 343 696 375 4,466
Store Nos 2 17 7 3 4 4 37
2002-03

Emp. Type ACT NSW QLD SA VIC WA Totals
Full-time 37 512 115 97 132 139 1,032
Part-time 216 2,113 570 321 727 430 4,377
Store Nos 2 17 7 3 4 4 37
2003-04

Emp. Type ACT NSW QLD SA VIC WA Totals
Full-time 31 457 101 99 127 107 922
Part-time 232 2,039 538 278 672 392 4,151
Store Nos 2 17 7 3 4 4 37

Table 3 — David Jones Employees by State
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Asset Type

Contract Cleaning

Sub-element
Sell and non-sell areas,
kitchens, coffee shops,
restaurants, recycling,

grease traps

Description
All cleaning
requirements for stores

and offices

Unique/Specific
Special cleaning
requirements tailored for
David Jones department
stores. Differ from
Industry standard
specifications. Not a

shared resource.

— Contract Maintenance

— Electrical

Luminaries, power
supply, switchboards,
UPS, control devices,

communications.

Complete electrical
infrastructure
maintenance for stores

and offices

Unique lighting designs
and specific lux levels
required to maintain
ambience considered
critical to core trade vis
customer perception
and not shared by
others.

— Contract Maintenance

— Air-conditioning

Chillers, boilers, air-
handlers, BMS,
dampers, split systems,

plant rooms.

Regular maintenance of
plant and equipment for
the complete air-

conditioning systems for

stores and offices.

Dedicated systems
independently servicing
the David Jones store
(as opposed to centre
provided A/C). Critical in

maintaining comfort

levels for customers.

Table 4 — David Jones Specific Assets by Account Code Directly Managed by the

Facility Management Function

These identified specific assets for David Jones (as derived from management)

represent 25% of the total infrastructure managed under the FM function (refer to Flow

Chart 19).

Infrastructure ownership is basically with David Jones, but real-estate ownership

is not. Real-estate ownership was sold off and leased back over a period of five years

or so. This program has only just been completed in full, and seemed to coincide with

the outsourcing of the FM function.

According to the Building Service Manager during the interview of 1-12-04:

In your opinion, what are the services/assets that you feel are

particularly unique to David Jones?

Lighting and the level of quality of our fixtures and fittings.

Do you believe

business/trade directly?

these assets could or

do

impact on core
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Yes. We are to satisfy the expectations of our customers by delivering
guality of ambience and fixtures and fittings of the store. We are operating

in the high end of the market, to achieve sales we must deliver this!

Large Organisation

Centrally Run
organisation

David Jonesis
considered alarge-sized
Business with over 5,000
employees and the
highest income
percentage contribution
to the department store
segment

Also, this*department-
store” segment has the
lowest labour costs per
employeeandisalsoa
centrally run
organisation.

Specific Assetsin “L ook
and Fedl”

Critical assetsincude
cleaning, lighting, air-
conditioning, al those
assets contributing to the
“look and feel” of the
stores which represents
25% of thetotally

Although not currently
“owning” itsleased
properties, it takes
ownership of its
operating facilities, of
which none are owned
by service-providers.

managed FM
infrastructure.

Ownership of Assets

Flow Chart 19 — The David Jones Fm Operating Environment

SPECIFIC ASSET — LIGHTING

In 1993, HOP llluminations (a service-provider) was asked by David Jones property
management to present a paper on department-store lighting. A comprehensive
review, dating from 1887 through to 1993, was submitted. The report seems to confirm
that lighting of David Jones is a unigue and important asset.

In summary, in the very first application of electricity for lighting, David Jones had
installed lighting in its George Street Store in Sydney in 1887; barely six years after
Thomas Edison publicly demonstrated his first electric light bulb in New York to his
bankers and investors. This shows that David Jones was very progressive even then.
The first really big change came when the new Elizabeth Street Store opened its doors

on November 28 1927. The totally reworked ceiling had symmetrically arranged
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pendants creating a uniform light level at the counter; for 1927 this was quite a radical
move.

By 1950 it was being realised that presentation and visual effect of the
merchandise was very important to sales.

From about 1970 there was a blossoming of the variety and styles of luminaries
and light sources. Colour and spotlighting to attract the customer were now recognised
as an important part of merchandising (Paidasch 1993) .

This would indicate that some competitive advantage may have been realised
through this specific asset of lighting. It is expected that David Jones would not be
readily considering outsourcing the design of its internal fit-outs along with its FM, as
this aspect has developed with it throughout its history. Most of the design knowledge
would be unique, even intellectual property held by David Jones and its nominated sub-

contractors. This will be discussed further in this chapter.

6.4 DAVID JONES — FACILITY MANAGEMENT

6.4.1 FACILITY MANAGEMENT HISTORY

The management of all these assets via the FM function (refer to Table 7) for David

Jones was performed in-house until 2001 (refer to Figure 9).

According to the General Manager Property and Projects, who stated during the
interview on 3-12-04:
Can you give me a brief overview on how David Jones performed its
facilities management when in-house?
It was in-house facilities management but wasn't co-ordinated and wasn't
centralised except for major contracts. It was handled at the lowest level at

the stores.

David Jones then outsourced its FM function to an external company from
February 2002 to August 2004.

According to a “request for information” sent out to prospective FM companies,
the outsourcer was to perform the outsourced management of the FM contractors
(which David Jones then had in place with various third-party goods and service-
providers), including but not limited to buildings, lifts, escalators, plant (fixtures and
fittings), electrical, repairs and maintenance, in-store communications (paging and PA

systems), luminaries (lighting), materials handling (provision of appropriate trolleys for
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the movement of goods in the store etc), in-store plant hire (decorative plant/shrubs),
air-conditioning, refrigeration, all energy management, all cleaning (provision of
cleaning materials and waste removal), in the David Jones department stores, rack
stores, Foodchain Stores, warehouses and corporate sites. “[David Jones has] a
number of staff employed, performing repairs and maintenance at most stores, who will
need to be transferred across to successful respondent.” (David Jones Limited 2001b)

The outsource contract was comprehensive, in that only one outsource provider
was chosen to manage all the facility management functions listed (refer to Figure10).
So all of the FM was outsourced, except for the already centralised contract
management team, design and fit-out work.

However, just how much “true” outsourcing took place is questionable, especially
given that the existing contract management team remained relatively unchanged. But
it would be fair to say that some transfer of control and ownership took place for the FM

function to some extent.

IN-HOUSE MODEL

As indicated in Figure 9, the in-house FM function was primarily the responsibility of the
Finance and Administration personnel.

A typical profile of the duties undertaken by Finance and Administration staff
during this time can be found in the David Jones position description. This describes it
as managing the administration and finance functions of the store to ensure all relevant
policies and procedures are implemented to achieve the strategy and value
propositions of the company. Also, to manage the cleaning and maintenance of the
store, the asset register of the store, and ensure company compliance with legislation
(David Jones Limited 2000a).
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David Jones Executive

Management
One Head Office

For each David Jones
Property Nationally

David Jones David Jones

Store Property

Manager x Manager x

1 1

| [

David Jones David Jones

F&A Building Services

Manager x Manager x 1

1

YN

v Lease and
Day-to-cay contract
Facility management
I\sﬂera\r;?gg?g:t major plant &
each property equipment
22 trade staff

Figure 9 — David Jones In-house Facility Management Structure Chart up to Feb
2002.

The current Human Resources Manager for the stores, when interviewed on the 2-12-
04, stated:
What was the involvement of the Stores Staff when David Jones
performed its Facility Management in-house?
When | worked for David Jones’ major competitor it was the same thing!
Each store rang whoever they wanted direct. That is a preferred list. The
store would make the decisions usually based on Occupational Health and
Safety and brand health, especially for the last two years of in-house
management.”
How much resource allocation was built into the stores’ staff job
description to perform this work?
Nil. It was just considered as part of their job. Most stores had a personal

assistant working for the Finance and Administration Managers. As years
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went on these PAs were reduced. Today’'s structure is a lot leaner than
before as a result of cost efficiencies brought about by the competitive

nature of our business and profit.

David Jones Executive One Head Office
Management

David Jones
Property
Manager x 1

David Jones
Building Services
Manager x 1

\|/
A4

One Outsourced Externa Facilities Management Company
(1 x National Operations Manager)

Outsourcer’s date-
Based Facilities |
Managers (3NSW, 1 |

m/ r  per each other state)
v Contract
Moy Ma_nagement
Facility Malpr |
Management Equipment
servicesfor each
David Jones
oroperty
1= trade Saff

Figure 10 — David Jones Outsourced Facility Management Chart from Feb 2002 to
August 2004
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How much had this changed when Facilities was outsourced?

It was a change management process. | do not know of any formal change
management plan. | did witness that work orders were now the way stores
did FM via the outsourcer.”

Now that it has been brought back in-house again, are there any
changes when compared to the previous in-house arrangement?

The service is now quicker than it was with the outsourcer. Nothing
changed as far as the Stores job descriptions goes. Nothing has changed

for “Floor Staff”, as they have always had to report maintenance issues.

According to the Finance and Administration Manager for the Market and Elizabeth
Street Stores, when interviewed on 3-12-04:
What was your involvement when David Jones performed its Facility
Management in-house?
We had maintenance staff on salary that | directly managed and was
responsible for. | managed the people and the outcomes. The property
department looked after the bigger picture like strategy etc. We did the on-
site day-to-day and at times contract negotiations also. Back then, stores
could use their own contractors.
How much of your time was spent on performing this work?
About three hours per day; with managing cleaning and stuff like that also.
How much had this changed when Facilities was outsourced?
There was negotiation of contracts taken away and that was a good thing. It
saved me about two thirds of my time. That is, down to about one hour per
day.
Now that it has been brought back in-house again, are there any
changes when compared to the previous in-house arrangement?
Yes, no on-site salary maintenance people anymore. Contract are now at a
national level with the procurement department. Now there is an avenue
that | can go to for professional advice. | utilise the FM team more now than
| did before. | do not have to write work orders or invoice payment now.

Also, | do not have to chase suppliers.
Considering these comments, it could be suggested that approximately 38% of

the store management time was taken up with managing facilities when performed in-

house previously.
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As indicated in Figure 10, the function was then outsourced, which was then

managed by the Building Services Manager of David Jones Property and Projects.

The point here is that initial control and “centralised” management supplied by the

outsource provider allowed the remaining F&A managers to concentrate on store

issues rather than FM issues. This afforded more centralised control of FM for David

Jones in totality.

CENTRALISED FACILITY MANAGEMENT

A typical profile of the duties undertaken by the Building Services Manager was found

in the David Jones position description Key Result Areas for this position (refer to

Figure 11).

Maintenance budget

Manage service contracts and the facility management
outsource provider in regard to performance of service

providers, cost and quality of service provided.

Compliance with mandatory regulations

Manage company's compliance with regulatory

requirements for services, plant and equipment.

Capital expenditure

Manage the company's Engineering Services capital

budget within approved guidelines.

Maintenance costs

Manage and review the ongoing performance of the

outsource provider

Figure 11 — David Jones Building Services Manager Key Results Areas

According to the Building Services Manager during the interview on 1-12-04:

What was your involvement when David Jones performed its Facility

Management in-house?

Total involvement. | oversaw and managed the day-to-day operations and

at one stage major projects. There was no General Manager of Property at

that time. The project team was also set up differently (when all drawings

were done by hand). | reported to the Director of Operations.

How much of your time was spent on performing this work?
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Ninety per cent of my time was spent on Facilities Management. The role
grew and grew. Contracts were done by the National Services Manager of
Procurement. However, this function also came over to me. | renegotiated
most of these services contracts, especially air-conditioning. At the time |
had other David Jones Limited companies to look after; like John Martins.”
How much had this changed when Facilities was outsourced?

It was supposed to make my life easier, but in fact it increased my
workload. However, it did help me out a little as | gained the outsourcers’
state based Facilities Managers. But | did lose the full-time maintenance
staff, especially the works managers. The property portfolio also reduced
slightly.”

Now that it has been brought back in-house again, are there any
changes when compared to the previous in-house arrangement?

Yes, | am much more involved in the day-to-day activities. All this was
handled locally by the F&A managers and the works managers. There is a
major difference in the type of F&A managers now compared to back then.
Previously they were older and experienced. Now they are younger without
operational experience. They are also under a lot more pressure with sales

and are unable to concentrate on facilities management.”

This would suggest that monitoring of the outsourcer may have been more time-
consuming than anticipated (refer to Flow Chart 20).
Although there were definite transfer and centralisation advantages to

outsourcing, there was a definite need to increase monitoring of the outsource provider.

RELATIONSHIP AND MONITORING ISSUES

It is also suggested that this “excessive” monitoring can be attributed to the type of

relationship that David Jones had with the outsource provider.

The Building Services Manager stated, during the interview on 1-12-04:
In your opinion, what was the cause of the large quantity of
management time spent by yourself during the outsourcer’'s
management of David Jones Facilities?
The main problem was the outsourcer was under-resourced from day one
which we communicated to them both formally and informally. It took nine

months to get a South Australian state-based Facility Manager! This was
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contrary to the terms of the contract. | think they were having their own
problems within the company at a senior management level. The same also
happened with our ACT region.

Can you describe the type of relationship David Jones had with the
outsource provider?

Initially we had a very good relationship (for the first twelve months). Then it
degraded. | think it was because we asked them to do accounts accruals.
They did not have the accounting staff to handle this work. They had quite
a consistent turnover of staff which created instability. | think this was
because their salaries were too low and the quality of people not good
enough. The relationship became totally negative at the end. One main
reason in my opinion was because there was a management change within
their structure, especially on the David Jones account management side.

There was a depletion of active staff.

This adversarial relationship became fully evident by the actions of David Jones,
in that the outsourcer’'s services were terminated in August 2004, well before the

contract end date of January 2007.

According to the General Manager, Property and Projects, who stated during the
interview on 3-12-04:
Can you describe the type of relationship David Jones had with the
outsource provider?
Initially it was quite good but deteriorated due to a lack of perceived
performance and issues with changes in their management. This reduced
our confidence in their ability to do a good job.
Why did David Jones choose early termination of the outsourcing
contract?
Due to lack of performance and a number of issues created within David
Jones as a result. Also a general loss of confidence in their ability to rectify

these issues.
Not only was additional monitoring becoming an issue, but it seems that a lack of

suitable staff from the outsource provider was also causing issues. After only twelve

months into the contract, this is considered a major issue.

159




QUALITY ISSUES

It is further suggested that one of the main reasons for the early termination of the

outsource provider was the low level of perceived quality of the management service

provided by it. This is especially so when compared to the previous in-house delivery.

According to the Building Services Manager during the interview on 1-12-04:

Can you describe the overall level of quality of service that the

outsourcer provided?

In the end sub-standard. In the beginning they were good. There was a

genuine attempt by them to integrate into our culture. They underestimated

the workload.

How was this different from when David Jones performed in-house

facilities management?

When we were in-house we had more control. It was easier to manage one
store at a time by the local F&A managers. Control of quality was
guestionable due to a lack of expertise within the David Jones Finance and

Administration Managers. This was due to young inexperienced F&A staff

coming into the business.

This is supported by the views of the Finance and Administration Manager for the

Market and Elizabeth Street Stores, when interviewed on 3-12-04, stating:

Can you describe the overall level of quality of service that the

outsourcer provided?

Quite poor standard. | judge poor standard by no financial advantages, no
best practice introduced. They were obstructive to improvements. | felt they
were on their own agenda and didn't fit in with us. They wanted us to fit in

with them. Their skill set was questionable. The best Facility Manager they

provided to us was an ex-barman!”

How was this different from when David Jones performed in-house

facilities management?

| did work orders and we had better knowledge and transparency of the

finances and our work. We knew which supplier would be used.

These comments seem to be supported by the comments of the General Manager,

Property and Projects, who stated during the interview on the 3-12-04:
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Can you describe the overall level of quality of service that the
outsourcer provided?

Over-promised and under-performed.

How was this different from when David Jones performed in-house
facilities management?

In some areas quality was much better. There was a quicker response

time. The internal staff were able to provide a higher level of confidence.

According to an internal audit initiated by David Jones on the outsourcer's
performance, data taken from customer surveys (refer to Tables 5 and 6) suggested
that quality of service did not meet the expected levels in the last year of the contract.

This further supports the previous comments:

[The outsourcer’s] formal procedures require a customer satisfaction survey
be completed by the Store Manager on a six-monthly basis for contracted
suppliers and ad hoc maintenance ... Perusal of the reports for the six
months ended 31 July 2003 highlighted some critical comments by David
Jones Staff ... NSW CBD region rated the following services as 1 out of 10
(poor): Cleaning, Electrical Services, Ad Hoc maintenance, Overall service.

(PriceWaterhouseCoopers 2004)
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Decentralised In-house M anagement Time on

FM Delivery FM Delivery
David Jones performed a Overall, Facility
decentralised FM in- Management represented
house until 2001, and about 38% of on-site
was primarily managed staff’ s management time
by Finance & |::> when performed in-
Administration Staff house
with on-site in-house
trades staff

M anagement Time &
Relationship Issues

However, further From 2001 to 2004 FM
management time and was outsourced to a
relationship issues single provider, which
devel oped between freed up on-dte

David Jones and the <:| management time and
outsource provider, transferred on-site trades
culminating in early staff.

termination of contract

Centralised Outsour ced
FM Delivery

Quality of FM ddlivery
also became
guestionable and FM
was subsequently
returned in-house.

Quality I'ssues Saw a
Return to Insourced FM

Flow Chart 20 — David Jones Facility Management History
Further, it could even be argued that this was a problem evident from day one, as six

months into the contract®, David Jones Property and Projects undertook a

comprehensive customer survey by sending to all Finance and Administration

*® The results of this survey support the effects of “time” and “nullification”, which will be discussed in
subsequent chapters of thisthesis.
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managers a questionnaire, which indicated that the outsource provider was perceived
by David Jones to not be providing a reasonable level of quality service (refer to Tables
5 and 6).

The anticipated quality was short-lived. Indeed, a perception of a failure to deliver the
required quality certainly prevailed. This is a premature development and one
explanation could be attributed to the fact that overall total control was not actually
delivered to the outsourcer, when considering the remaining centralised in-house

contracts management team, which actually maintained control of sub-contract

contracts.
Question Rating out of 10 (all properties)

1{Cleaning management 4.75
2|Mechanical services management 6.04
3|Vertical transportation management 6.50
4|Electrical services management 5.72
5|Ad-hoc maintenance repairs 5.01
6|Essential services management 6.25
7|Waste management 6.94
8|Overall outsourcer performance 5.18

Average 5.8 or a score of 58%

Table 5 — Customer Surveys — Quality of Outsourcers’ Services 2004
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Question Rating out of 5 (all properties)

1{How would you rate your satisfaction with 2.71
the outsourcer's response time once you

have placed a work order?

2|How would you rate the outsourcer's 2.55
effectiveness?
3|Does the outsourced state manager listen 2.71

to you and respond within a reasonable

time of 24 hours?

4|Are you satisfied with the responses you 2.71

receive from the outsourcer?

5|Do you find the outsourcer's personnel 3.39

approachable?

6|How would you rate their managing of 2.61
services such as cleaning, pest control,

hygiene and waste removal?

7|Do you receive a fortnightly visit from your 1.84

state representative?

8|Has there been in your opinion an increase 2.29
in the standard of services provided to your

store and managed by the outsourcer?

9|Are you satisfied with David Jones 2.71
continuing with the outsourcer in managing
the David Jones Facilities management

requirements?

Average 2.61 or a score of 52%

Table 6 — Customer Surveys — Quality of Outsourcer’s Services — First 6 Months
of Contract 2002

DAVID JONES CORE BUSINESS AND FACILITY MANAGEMENT

Understanding that there were issues for the FM delivery, it is important to gain an
appreciation of the David Jones organisation, and its relationship with the FM Function,
in order to identify any cause-and-effect patterns.

According to Mark Mclnnes, current Chief Executive Officer of David Jones, the
company went though a restructure from 2003 to 2004, to enable a focus on core

business:
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We assessed a number of options for each of the businesses that we were
under-performing or whose prospects did not meet our investment hurdles.
On the basis of this analysis we decided that in order to generate
sustainable earnings growth and long-term value for shareholders, we
needed to restructure the business to focus on our core department store
business. This restructure involved the exit from Foodchain, the re-
positioning of the On-line business and a thorough review and assessment
of the store portfolio. Our restructure is now complete and as a result, our
entire management team is now focussed on delivering results from our

core department store business (David Jones Limited 2004c, p. 7).

It is clear from the CEQO'’s remarks that David Jones considers the “Department
Store Business” as the core business for the company. This obviously excludes FM

from being the core business, however, he further adds:

A key component of the Strategic Review was the assessment of each of
the stores in the group’s store portfolio ... Since announcement of the
Strategic Review on 3 June 2003 we have commenced implementing a
new cost efficiency program targeting non-customer service related areas.
This program is designed to generate savings that more than offset costs
arising as a result of investment in key store refurbishment’'s and improved

customer service (David Jones Limited 2004c, p. 7).

So there may have been other factors involved in why the FM outsourcing was
prematurely abandoned. Recent cost-efficiency drivers may have changed the dynamic
of the importance of the FM function (as a major cost centre in its own right) and
increased emphasis on the function would increase emphasis on quality outcomes (not
previously requested). Under these new conditions, the original outsourcing strategy of
initial cost cutting and staff re-structuring, being the key drivers, may have been
achieved but with a perceived negative effect on quality. This is not entirely the fault of
the outsource provider and may explain why David Jones felt it necessary to keep

some control of the outsourcing process initially, and progressively.

165




STRATEGIC COST EFFICIENCIES

From these comments, it can be suggested that even though the property”’ function is
not considered as the “core” business for the company, it does, however, now play
some part in the delivering of value for the organisation through strategic cost
efficiencies.

He further adds:

We anticipate that by FY06 the cost efficiencies implemented as part of our
cost management program will reduce our Company’s cost base by $50
million per annum. Of this $50 million per annum savings, $40 million per
annum will be offset against strategic cost increases (such as rent,
occupancy and customer service) resulting from investment in key store

refurbishment’s and service initiatives (David Jones Limited 2004c, p. 7).

These comments further support suggestions that there is now value to the
organisation in strategic cost efficiencies generated in part by any property/facilities
function efficiencies.

According to the General Manager of Property and Projects, who has overall
responsibility for managing David Jones’s FM function, the FM function may affect core
business in such a way as to be considered strategically important, however, not

strategic in its own right. In his interview response of 3-12-04, he stated:

What is your definition of facilities management as it relates to David
Jones?

Management of facilities in David Jones offices, stores and warehouses. It
excludes projects, as they are considered specific to our retail environment.
What is the relationship of the Facility Management function and other
property functions for David Jones?

There is a relationship in terms of the operations. There must be a
connection with Stores, Projects, and FM functions because of overlapping

areas.

> The facilities management function for David Jones has always formed part of the Property & Projects
department for the group. However, more emphasi s has aways been on the project work surrounding new
fit-outs and the leasing side surrounding new sites and centre redevelopments, rather than the FM
function. A detailed FM function description for David Jones will be dealt with in subsequent chapters.
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In your opinion, what is the relationship of the Facility Management
function for David Jones with other business within the company?
The main relationship is that FM affects all parts of the business, including
warehouses and stores. It affects core business and there are key
elements of our core business which are affected greatly by FM. Senior
management consider FM as a support function, same as our project area.
That is, they support the business strategy.

How important would you rate the Facility Management function to
David Jones?

Fairly important. This business is about our two biggest costs; people, then

premises! (Stock is our third biggest cost.)

It seems that the FM function became strategic “after” the decision to outsource.
And after achieving cost reductions through staff transfer, with centralisation of the
function and many David Jones core business functions now established, this changed
the dynamics of the operating environment. David Jones felt it increasingly important to
re-gain control of the FM function under these conditions. This would definitely put

adverse pressure on the outsource provider.

UNIQUE SPECIFIC ASSETS AND UNCERTAINTY

It could therefore be suggested that the FM function (forming part of the property
department) is considered by David Jones to be, at times, a strategic business unit in a
support capacity. However it could also be excluded from being regarded as core
business or strategic in its own right.

However, considering that there could be a level of strategic contribution, it could
be furthered that the majority of this contribution is tied up in the effective management
of the assets managed under the FM function (refer to Table 7).

The FM function for David Jones is responsible for the day-to-day running®® of
these assets in a department-store environment within various major shopping centres
(excluding offices).

Of these assets, as per the account code description in Table 7, a number of the
more critical assets, say air-conditioning, are under comprehensive preventative

maintenance contracts. This involves routine inspection and maintenance of the

% The day-to-day running of the FM services are to be distinguished from the fit-out and physical
establishment of the facilities, as they are considered as part of the project function and not the facilities
management function (later evident in subsequent chapters).
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assets. It can then be argued that uncertainty®®, in these cases, is kept to a minimum
through specified call-out and response times under contract, also, through
redundancies and back-up systems built into the infrastructure — such as secondary
chillers, alternate suppliers, and stand-by portable equipment.

Without exception, all the services managed under the FM function (excluding
some specific branding and visual merchandising) can be purchased off the shelf and
are not unigue to David Jones. In the event of disruption to services, loss of trade may
result, however simple business continuity plans exist that should minimise uncertainty
(refer to Flow Chart 21)

This reasonably stable environment seems to be confirmed by the company’s
incident database®, as the data indicates minimal disruptions through plant and
equipment failure.

This database is the tool used within David Jones to log trade-affected incidents.
The incident reporting database provides a facility into which all David Jones staff can
enter information relating to a particular incident that occurred within a particular store,
and across the corporate business units. Another objective of the system is to store the
data that relates to a particular incident (David Jones Limited 2004d).

The database indicates that from 2000 to 2004 (the time since data has been
captured) 33,536 incidents were logged overall, with only 613 related to FM services
incidents. This represents only 1.83% of all reported incidents being related to FM

assets (refer to Table 8).

¥ Uncertainty, for the purposes of this thesis, is defined as “the likelihood of issues for the assets listed
requiring considerable co-operation to fix, which could cause major disruptions for the organisation”.

% An incident summary report is created whenever an incident arises within a store of David Jones. It
contains information describing the nature of the incident, date and time when the incident occurred, type
of theincident and any corrective actions taken.

Every incident is assigned a unique incident number. The data is managed via the risk management unit
of the company.
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Asset Type

Light and Power

Sub-element

Third-party power

supply retailer

Description

All power requirements for

stores and offices

Business Continuity

UPS, diesel generation, battery

back-ups, alternate grid supply

Gas and Oil

Kitchens, boilers, air-

conditioning systems

All fuel requirements for stores

and offices

Risk exists — limited back-up

systems

Contract Cleaning

Sell and non sell areas,
kitchens, coffee shops,
restaurants, recycling,

grease traps

All cleaning requirements for

stores and offices

Comprehensive cleaning contract

(performance-based)

Waste Removal

Cardboard, wet, general,
foam, plastic, trade

waste

Complete waste removal

functions for stores and offices

National service contract with two
suppliers + stand-by suppliers on

database

Sundry Occupancy

Costs

Pest control and hygiene
services, toilets, rest
rooms, change rooms,

food handling areas

For stores and offices

State-by-state service agreements

Repair & Maint: P,
Fixt & Fittings

Carpentry, locksmith,
painting, glazing,
electrical

All internal fit-out and

appliance upkeep

National contract 3 major suppliers +
local and state stand-by service

providers in database

Contract Maint:

Buildings

Plumbing, roller doors,
auto doors, fire doors,
fire services, flooring,

boom gates,

Regular maintenance works

for stores and offices

Regular maintenance agreements
with minimum call-out and response

times

Contract Maint: Lifts

Passenger, staff, goods,
food lifts.

Regular maintenance of lifts

Under comprehensive maintenance

contract

Contract Maint:

Escalators

Stores escalators only

Regular maintenance of

escalators

Under comprehensive maintenance

contract

Contract Maint:

Electrical

Luminaries, power
supply, switchboards,
UPS, control devices,

communications.

Complete electrical
infrastructure maintenance for

stores and offices

Regular and comprehensive contract
to maintain all electrical equipment —

including back-up systems

Contract Maint: Air-

conditioning

Chillers, boilers, air-
handlers, BMS,
dampers, split systems,

plant rooms.

Regular maintenance of plant
and equipment for the
complete air-conditioning

systems for stores and offices

Under comprehensive maintenance

contract — including back-up systems

Contract Maint:

Refrigeration

Fridges, cool rooms,
food preparation areas,

display cabinets.

Regular maintenance of
refrigeration plant and
equipment for stores and

offices

Risk exists — no regular contracts in

place

Table 7 — David Jones Assets by Account Code Directly Managed by the FM

Function
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Year FM-related Incidents | Total Incidents | % of total
2000 191 6,882 2.78%
2001 148 7,876 1.88%
2002 190 6,920 2.75%
2003 45 6,507 0.69%
2004 39 5,351 0.73%
Total 613 33,536 1.83%

Table 8 — David Jones Incident Database

Having said this, however, the retail and service environment that the FM
infrastructure supports operates in a high-turnover, high-public-traffic environment. Any
failure or part failure of assets managed under the FM function would almost certainly
affect the profitability of the company at some point, should trade be affected. And with
the recent management focus on “look and feel”, due in part to increased competition
with the Myer group, uncertainty levels are changing upward.

The Building Services Manager for David Jones, who was responsible for
managing the facilities function as an employee of David Jones for fifteen years, when

interviewed on 1-12-04, stated:

What assets/functions managed under the facilities management
function do you consider the most important and why?

The core functions that make the department function are mechanical
services, power and light and vertical transportation.

Previously, | was not heavily involved in cleaning and waste management
as they were handled by procurement; however, they are also important. All
these services | mentioned are extremely important to David Jones
because customer perception is important! They satisfy customer
expectations of a David Jones store and the level of service and comfort
provided.

How would you describe the environment in which they operate?

They are a critical part of the function of the store which can not function
without them! They are all integral to our operation. Each one has degrees

of impact, however, most have alternatives in the event of failure.
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Of these assets, what is the likelihood of issues arising affecting their
performance, and how often do you have to intervene to maintain
their functionality?

An interruption to power is likelihood, becoming more and more likelihood
due to a lack of infrastructure from the supply authorities. Mechanical
services can become an issue due to poor quality of maintenance, age, and
obsolescence, however, overall there is a small likelihood of issues arising

affecting operations.

Shift to Strategic FM Non-core FM Became

Cost Efficiencies Strategic for a Time
David Jones went Facility Management is
through a strategic not considered strategic
restructure from 2003 to inits own right by David

2004 to concentrate on Jones, but contributes
its core business which |::> strategy at times through
involved strategic cost certain assets and their
efficiencieswhich cost efficiencies.
included FM

Of these assets, most
operate in a predictable,
stable operating
environment and are
non-specific in nature,
however, thisis
changing dueto
increased competition.

Non-specific Assetsin
Little Uncertainty
Changing

Flow Chart 21 — David Jones FM Contribution

Therefore, it could be concluded that there originally existed little uncertainty in
the operating environment for the assets managed under the FM Function for David
Jones however, with increased competition and focus on “look and feel”, this is

changing.
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Certainly, on the whole, the managed assets were by nature not critical and
certainly not strategic in their own right. Operating in a reasonably stable environment,
it begs the question as to why the management of these assets was also not
outsourced, that is, the centralised contract management. However, it also indicates

why a push to insourcing took place.

DAVID JONES FACILITY MANAGEMENT IMPACT ON CORE BUSINESS

Considering this, the core business (previously established as the core department
store business) for David Jones would rely on the normal and ongoing operation of the
facilities for continued trading. This normal and ongoing operation of the facilities in
which the core business operates could be considered the “base line” in respect of
supporting the core business’ ongoing operation.

Furthering this, evidence suggests that the FM delivery for David Jones has, at
some point in time, either detracted from or improved the core competencies or
competitive advantages of David Jones at some stage (as opposed to just maintaining
the status quo) (this will be dealt with in more detail in subsequent chapters of this
thesis).

According to Richard Warburton, previous Chairman of David Jones, David
Jones considered its property portfolio as a strategic asset on the whole, which either

contributed to or detracted from the core business:

The business that we took over in 1995 required a significant injection of
capital to return the brand to its rightful position as Australia’s premium
department store. We have over the past 7 years effectively rebuilt the
brand from the ground up, including commencing our refurbishment
program ... The effect of the extent of the unanticipated capital injection
was unfortunately to cause a diminution of shareholder value in the short
term. David Jones took the view that it was imperative to make this
investment in the interest of delivering long term sustainable growth ...
establishing a customer service program in our stores which provides

significant competitive advantage (David Jones Limited 2002a, p. 2).

These comments seem to demonstrate that the core business could be affected

by the property portfolio, even to the extent of affecting shareholder value and

172




providing a competitive advantage through customer service initiatives, to which the
facility management function must play a part in some way ®* (refer to Flow Chart 22)
This is further supported by the comments of Peter Wilkinson, CEO of David Jones in
2002 who stated:

We are increasing selling space in our most productive stores whilst at the
same time improving the efficiency of store operation ... lowering the cost
base and improving the ability of the store to contribute to profit ... Having
successfully reduced our costs through the Securing our Future program
over the last two years further work is now required in order to counter
expected cost increases in areas such as insurance, food labelling and

infrastructure going forward (David Jones Limited 2002a, p. 7).

He further adds that customer service is regarded as a critical component of the
group’s market positioning (value proposition), which includes how the stores “look and
feel” (P12).

The reference to infrastructure and customer service with competitive advantage
seems to further support the view that the FM function has the capacity to affect the
competitive advantage of David Jones.

Considering that the major competitive advantage to David Jones was cost
efficiencies at the time, any outsource provider bringing scale should be able to reduce
this cost base even further, thus improving the competitiveness of the department store
chain. However, partial outsourcing in this case may have reduced this potential cost

efficiency from being fully realised.

FOODCHAIN FAILURE

An example of this can be seen in 2001, when David Jones suffered an operating loss
due to a “Foodchain” business on which David Jones embarked. This loss extended
into 2002. This included the “write off of $19.5 million of Foodchain, IT and store assets
and development costs” (David Jones Limited 2002a, p. 5).

It could be argued that a proportion of the Foodchain failure could be indirectly
attributed to the FM function, in so much as the concept was stopped pending certain
“operational” issues which “are impeding our path to profitability” (David Jones Limited
2002a, p. 7)

. FM is considered a source of strategic cost efficiencies.
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And “Work continues towards being able to confirm the long term viability of the
Foodchain concept by improving our systems, waste management and site selection

processes”.

FM EnhancestheBrand FM Delivers Strategic

Facilities arelinked to
the strategic branding of
David Jones.

FM Cost Inefficiencies

by Outsourcer

Foodchain FM costs
grew by 36.6% over a 3-
year period — especially
for the 2001/2003 fiscal
year periods. This
represented a $1.2M
overspend.

Quality of FM ddlivery
al so became
guestionable and FM
was subsequently
returned in-house. This
was partially blamed on
hollowing—out, with a
loss of knowledge.

Outsourcer Terminated

over Quality Issues

<—

Cost Efficiencies

Also, FM has been seen
to supplement strategy
through infrastructure
cost efficiencies. Also
linked to increased
competitive advantages
(especially for the period
2003 to 2004).

The “Foodchain” stores
suffered heavy losses, in
which inefficient
infrastructure played a
role, partly blamed on
the outsourcer’ sinability
to manage this type of
infrastructure.

Inefficient FM Hurting

Business Outcomes

FM spend for David
Jones during the time it
was outsourced
increased by 10.7%,
representing a$1.1M
overspend, impacting on
the strategic cost
efficiency program.

Cost Blowout during

Outsourcing

Flow Chart 22 — David Jones Outsourced FM Delivery Affecting Core Business

Outcomes




The General Manager, Property and Projects stated the following in an interview on
3-12-04:

In your opinion, why did the Foodchain business fail?

Lots of different reasons. The marketplace at the time, the level of
sophistication that Foodchain was, the competitive nature of the food
industry, it was an up-market operation with limited scope in a small
market. There were premises location issues and issues with volume and
cost of running the operation.

Did the facility management function play any part in this cause of
failure?

No.

However, the David Jones Leasing Manager (contract), who was the nominated David
Jones business owner and manager of the FM Outsourcing transition at the time of
Foodchain, claimed in an interview on 3-12-04:
What was your involvement in the Foodchain business?
Initially, by default, | was the business owner for the “Securing our Future”
program for Property, Projects and Logistics. This was at the time when an
external consultant advised us to outsource our Facility Management
function. Also, the David Jones Board decided to create stand-alone food
halls, different to the existing David Jones food halls. | found some initial
sites for David Jones, however, was not involved in the implementation
apart from some lease negotiations.”
Which business units within David Jones were a part of the
Foodchain implementation and operations?
I can only speak for the area | was involved with. That is, for Property and
Projects, a food chain team was formed separate from Property and
Projects, which was given a lot of authority. There was a nominated
development manager from Property and Projects. The outsourcer for
facilities management at the time did the facility management for the sites.
The outsourcer advised that the Foodchain stores were demanding a lot of
resources and needed intense support from them. Foodchain had different
equipment to David Jones that caused problems for them (the outsourcer).
There were problems with cleaning and general maintenance.
Out of these business units, which ones, in your opinion, contributed

to the failure of the business and why?
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The Foodchain management did because they had the wrong people
running it at the store level. Expensive up-market delicatessen stores must
have good on-site staff running them. Also, the site selection was wrong.
They failed to operate effectively and were not good in a physical sense.
The demand on the Facilities Management side was intense without the
right resources. Foodchain also had their own buying department separate

from the David Jones buyers!

Also, according to the Building Services Manager, when interviewed on the 1-12-04:

What was your involvement in the Foodchain business?

I had nil involvement in the set up. | took over the warranty management
and the day-to-day maintenance (of the sties). The short lifespan of the
Foodchain vision meant short term service agreements were put in place. |
managed the outsource provider (of facilities management).

In your opinion, do you believe the facilities management function for
this Foodchain business was effective?

Yes it was effective. We did, however, have a number of failures. We had
culture problems with Foodchain staff on-site which meant operations were
equipment-intensive. These staff were under pressure and caused damage
to fixtures and fittings! They couldn't get enough sales and were a 12 x 7
operation with two shifts and low profit margins. That meant volumes were
necessary and they just couldn't compete with larger supermarkets. Initially
there was to be forty stores, however only five were opened. They had

nineteen head office staff!”

Certainly here, the reverse is true. Even within the realms of partial outsourcing,
the specific and uncertain nature of the food chain assets were poorly managed by the
outsource provider. This would have had the undesired affect of reducing the

Foodchain model efficiency and subsequently adding to its demise.

FM AFFECTS CORE BUSINESS COMPETITVE ADVANTAGE

Thus, it could be concluded from these statements that, although the FM function was
not the cause of failure for Foodchain, the “operational” FM issues noted did contribute
to the failure in part.

Thus, when considering the comments of the CEO, the issues surrounding

property placement and “look and feel”, and the related operating costs, when
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combined with the failure of the food chain business, it can be suggested that the FM
function for David Jones contributed to the diminishing competitive advantage during
this time.

The financial data pertaining to the FM of the Foodchain business (period 2000 to
2004), reveals that the operating costs exceeded the operating budget for the facility
FM-related functions. This seemingly supports suggestions that the facility function was
becoming increasingly inadequate to support the business needs, as costs per store
were increasing every year (refer to Table 9).
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FOODCHAIN

Facility Management August 2003 to August 2001 to Aug 2000 to

Account July 2004 July 2002 July 2001
Actual Budget Actual Budget Actual Budget

Light and Power $532,098 $0 $503,316 | $204,000 | $93,217 | $129,049

Gas and Oil $6,130 $0 $21,508 | $24,500 $4,188 $5,402

Light Globes $11,078 $0 $5,316 $24,500 $0 $12,604

Replacement

Cleaning Materials $131,149 $0 $133,175 $0 $17,410 | $9,002

Contract Cleaning $248,201 $0 $159,776 | $147,000 | $39,255 | $49,997

Waste Removal $79,412 $0 $68,899 | $100,000 | $29,160 | $51,000

Sundry Occupancy $5,783 $0 $6,670 $0 $720 $0

Costs

Repair & Maint: $54,839 $0 $11,462 $0 $2,305 $0

Buildings

Repair & Maint: Lifts $10,873 $0 $1,198 $0 $878 $0

Repair & Maint: Plt, $46,414 $0 $36,800 | $88,000 | $2,293 $7,230

Fixt & Fittings

Repair & Maint: $24,106 $0 $13,700 $0 $2,524 $3,602

Electrical

Repair & Maint: Air- $15,494 $0 $2,462 $76,000 $0 $1,800

conditioning

Repair & Maint: $50,036 $0 $16,257 | $84,486 $844 $1,800

Refrigeration

Contract Maint: $0 $0 $729 $0 $0 $0

Buildings

Contract Maint: $1,474 $0 $0 $0 $0 $0

Electrical

Total $1,217,087 $0 $981,266 | $748,486 | $192,794 | $271,486

Variance to budget -$1,217,087 -$232,780 $78,692

No. of Foodchain 4 4 1

Outlets

$ per Store $304,272 $245,317 $192,794

Table 9 — David Jones Food Chain FM Costs 2000-04

However, as previously suggested, FM has also been attributed

to the

contribution of increasing competitive advantage for David Jones’ shareholders at other

times. Table 10 is a summary of both.
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YEAR
1995 to 2001

ISSUE
Stores in need of significant
refurbishment
with large capital injection

required.

FM EFFECT

Lack of facility upgrades — no preventive
maintenance plans. Results in diminished
shareholder return and loss of competitive

advantage.

Adjustments on store placement

required.

Nil.

Store operating costs high.

Maintenance spend not efficient. Results in
excessive costs subtraction from capital growth
initiatives, further reducing potential competitive

initiatives.

Cost efficiencies required

Savings realised on tighter management of
maintenance spend. Savings reinvested to increase

competition initiatives

2001 to 2002 Foodchain business failed

Unigque on-site maintenance requirements not
adequately met. Results in contribution to failure of

the business.

Table 10 — FM Delivery Effects on David Jones

As another example, accepting that cost efficiencies are considered a strategic

advantage by David Jones’s executive management (refer to the CEQO’s previous

comments) a review of the FM function spend for the rest of the David Jones business

indicated those periods where cost efficiencies were realised or not realised (as can be

seen from the cost of FM compared with budget and considering increase/decrease in

Gross Lettable areas. Refer to Table 11)

Thus, when considering the approved budget for each respective year, the

business could be said to have experienced periods in which competitive

advantages were either enhanced or reduced as a direct or indirect result of the

facilities management function, as performing “cost-efficient” FM was considered

a strategic initiative by David Jones during these periods.
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August 2000 to July 2001

Facility Management Costs Actual Budget Variance Total GLA*

$47.60 /m2 26,810,166 27,483,006 672,840 563,250

August 2001 to July 2002
Facility Management Costs Actual Budget Variance Total GLA
$51.91/m2 30,199,334 31,918,519 1,719,186 581,796

August 2002 to July 2003
Facility Management Costs Actual Budget Variance Total GLA
$53.20/m2 31,530,119 30,737,965 (792,155) 592,644

August 2003 to July 2004
Facility Management Costs Actual Budget Variance  Total GLA

$52.85/m2 31,311,675 30,215,694 (1,095,980) 592,489

GLA = Gross Lettable Area of Stores

Table 11 — Total FM Spend David Jones 2000 to 2004

This is supported by the comments of Mark Mcinnes, CEO David Jones, and
Robert Savage, Chairman of David Jones, as quoted from the David Jones Concise

Annual Report 2004:

I am pleased to report that in the first full year since our Strategic Review
program was launched in June 2003, significant progress has been made
in restoring the investment fundamentals of our Company and in creating
value for shareholders ... and is reflective of everybody’s hard work and
commitment over the past 18 months in focussing on our Company’s core
business and in implementing the Strategic Review initiatives announced in
June 2003 (David Jones Limited 2004c, p. 1).

As previously stated, part of this strategic review aimed to look at cost
efficiencies, in which FM was identified as a business unit that was to be included in
this review.

As Mark MclIness adds:
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We made significant progress throughout the year in identifying and
generating savings and efficiencies in areas such as non-merchandising
procurement [includes all facility management accounts as listed in Table 7]
... Key non-merchandising supply contracts that were put to tender and
generated significant savings in FY04 were in areas of ... lift and escalator

maintenance (David Jones Limited 2004c, p. 8).

Certainly, during the term the outsourcer took over management of the
Foodchain stores the cost per store to deliver FM increased. Foodchain was closed
not long after. Should costs be a deciding factor in core business advantages, then this

example illustrates an outsourcer’s disadvantage

OUTSOURCED FM CAUSING COST INCREASES

Furthering this, as previously noted, for the period February 2002 to August 2004,
David Jones outsourced its FM. One notable trend was that the approved FM budgeted
costs were actually exceeded overall for the facility management account codes (refer
to Table 11) during the time in which the outsourcer was responsible for this budget
delivery.

However, for the periods prior to this, when FM was managed in-house, the
budgeted amounts for FM overall were not exceeded. Thus, given that David Jones
considered cost efficiencies, especially during this period, as a strategic goal, it could
be said that the FM delivery during this period negatively affected, to some degree, the
strategic objective.

As was seen with Foodchain, the overall outsourced FM function for David Jones
also saw an initial cost increase over the previous year. This may have simply reflected
transition costs, as in the following years, costs started to decrease. Ordinarily this may
have been acceptable, however, during this critical period costs were considered a
strategic indicator, thus overall core business advantages were considered to be at

risk.
HOLLOWING-OUT AND CONTROL LOSS
There also seems to be supporting evidence that David Jones experienced a loss of

substance within the company. That is, hollowing-out, as a result of outsourcing its

facilities management function at the time.
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According to the General Manager, Property and Projects, who stated during the
interview on 3-12-04:
In your opinion, when David Jones outsourced its facilities
management, did this result in a loss of substance or structure from
within David Jones as an organisation, either directly or indirectly?
Yes. There was a loss of control that really didn't have to be! The biggest
problem was inadequate change management. There wasn't a critical loss,

but definitely a small amount of internal loss.

Also, according to the Finance and Administration Manager for the Elizabeth and
Market Street stores, who has been responsible for the ongoing day-to-day operations
of the stores for the last fifteen years, when interviewed on the 3-12-04:
In your opinion, was there a loss of substance or structure from
within David Jones as a result of outsourcing the facilities
management structure?
Yes. Did affect our relationship with our contractors and suppliers. The cost
of facilities went up and the best-practice initiatives went down! Therefore it

did affect David Jones.

This seems to support the argument that some hollowing out took place affecting

core business strategies at some point.

The Store Manager for Glen Waverly indicated via a post-implementation review of the

outsourced FM arrangement in mid-2002, that:

When damage was done to our escalator through misuse by one of our
own staff) [the outsourcer] was not committed to ensuring that the costs
(and time) to David Jones were minimised. We had to wait five days for
escalator parts to be sent from Sydney. A company that had our best
interests at heart, and was not prepared to accept second-best, would have
ensured that the problem was fixed in less than 48 hours. Our store traffic
was affected, one escalator did not run in our store over the weekend and
for three week days, but it was only when the store manager escalated to
the [David Jones] Regional General Manager that we got the response we

required.

182




This, plus other comments made by David Jones staff, that the in-house teams
were more accommodating than the outsourcer for specific portfolio issues (refer to
subsequent discussions), seem to indicate that some hollowing-out may have taken
place that may have affected the overall realisation of the strategic cost efficiencies
previously outlined by the CEO of David Jones.

The control loss is to be expected and desirable under true outsourcing
arrangements. In this case, however, a perception of hollowing-out was developing in
David Jones. This could be attributed to a lack of ownership transferred across to the
provider. The escalator referred to in the previous remarks of the Store Manager, was,

in fact, still under the ultimate control of the in-house central management team.

6.4.2 FACILITIES MANAGEMENT SCOPE

WHAT IS FM TO DAVID JONES?

When considering these issues, the range of the FM services (refer Table 7) has not
significantly changed since 1990. Project and development work have never formed

part of the FM function for the company.

According to the General Manager, Property and Projects, who stated during the
interview on 3-12-04:
During your time as General Manager of the Property and Projects
area, has the core facilities management function increased or
decreased in scope?
Increased due to more emphasis on cost control and an increase in
regulatory authority requirements.
Have you ever considered retail project work as part of the facilities
management function?
No.

So these adverse outsourcing outcomes can not be attributed to a change to
infrastructure and its operating environment. That is, there was no scope increase
during the outsourcer’s contract other than a major focus shift onto cost control.

However, should the outsource provider have had ownership of the contracts as
well, then further scale advantages and other advantages may have compensated for

transfer losses (hollowing-out).
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SLA MANAGEMENT

Service level agreements (SLAS) have been in place for all of the FM categories listed
in Table 7 which are marked as contract accounts. Each contract has an individual set
of SLAs in place. However when David Jones outsourced its FM function in 2002, there
were overriding service level agreements set for the management of these services as
a whole (David Jones Limited 2002b); (refer to Table 12, and refer to Appendix 1 for a
complete list of SLAS).

These outsourced SLAs are considered simple, in that they do not go into any
great detail around each specific category listed in Table 7, however, there are a large

number of them when each individual contract is considered (refer to Appendix 1).

According to the Building Services Manager during the interview on the 1-12-04:
Do you consider the service level agreements that were in place for
the outsourcer under the contract to be simple or complex? Why?

The intention was for them to be simple, however, the outsourcer made
them complicated. The outsourcer created red tape, the contractors then
became frustrated.

Do you consider that service level agreements in place for individual
service providers are simple or complex? Why?

Simple. Was intentional to be made simple. | was responsible for drafting
them. The more complex they are the more grey areas and the more
discrepancies. The service companies must have a reasonable dollar

return to make them work.

According to the David Jones Leasing Manager (contract), who was the nominated
David Jones business owner and manager of the Facility Management Outsourcing
Alliance chairman (a group set up to implement the outsourcing strategy), when
interviewed on the 3-12-04:
Can you explain the process that took place when the SLAs were
formulated for the outsourcer?
Negotiated with the potential outsource providers. The successful
outsource provider had KPIs In their submission which we accepted. They
were not altered.
Do you consider the Service Level Agreements in place for the

outsourcer to be simple or complex? Why?
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They were adequate, but there was failure in the management of them.
They were fairly simple SLAs, however, David Jones did not manage the
outsourcer's management of them! A management committee, the Alliance,

was set up but allowed to die off.
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Description of Service

Outsourced Service Level
Standards

KPIs

Building Structural

Ensure appearance, condition
and function of building fabric is

maintained or enhanced.

No Decrease in asset/system
performance or standard. No
upward trend in reporting work
order request issues as
measured by the property call

centre. No breaches.

Mechanical Services Ensure performance, condition Ditto
and function of building fabric is
maintained or enhanced.

Ensure all statutory and legal
requirements are met.

Electrical Services Ditto Ditto

Hydraulic Services Ditto Ditto

Fire Services Ditto Ditto

Energy Management

Monitor, analyse, manage and
report on energy usage.

Minimise consumption without
negative operational impact on

each site.

More than 90% of property
energy reports submitted within
14 days after quarter end and no
later than 21 days. More than
95% of properties have annual
increase in energy
consumption/demand and 5%

have a decrease.

Cleaning Services

Ensure satisfactory cleaning

standard.

No upward trend in reporting
work order request issues as
measured by the property call

Centre. No breaches.

Landscape

Ensure appearance and
condition of landscape areas is

maintained or enhanced.

No decrease in asset/system

performance or standard.

Essential Services

Ensure properties have been
certified annually per statutory

requirements.

More than 90% of properties
annual certification completed on
or before the required date within
past 12 months and all properties
completed within past 14 months.
(verify with building owners).

Table 12 — Extract of Service Levels for the Provision of Outsourced FM Services

— David Jones Contract Agreement 2002.
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Similarly, for each of the individual contracts for the facility management services
listed in Table 7, each contract has its own SLAs specific to its service type. The SLAs
are also regarded as simple. For example, for the Contract Maintenance Air
Conditioning contract, the SLAs are simply stated as:

A Problem Severity Level of 1 will be assigned for any fault which is reported by
David Jones or their Principal Nominee and which is preventing David Jones from
conducting its normal business. For each such occurrence, the Vendor will provide a
response time of one hour from lodgment of call and a Resolution Time of two hours,
three hours for a priority level 2, 24 hours for a priority level 3, and 72 hours for a
priority level 4 (David Jones Limited 2003a).

These contracts, and therefore the SLAS, were managed directly by David Jones
until January 2002 (refer to Figure 9), when they were then handed over to the
outsourcer to manage under the umbrella SLAs, as previously mentioned (refer to
Figurel0).

So even though the SLAs were simple, there was evidence of mismanagement
by the outsource provider. However, as previously stated, ultimate control and
responsibility seemed to still rest with the David Jones’s centralised contract
management team. Thus it is doubtful that the outsourcer provider could have
adequately managed the contracts anyway. This is especially so in an environment
where cost efficiencies are being increasingly required. It simply did not have

commercial control over each individual contract.

6.4.3 DAVID JONES FACILITIES MANAGEMENT STAFFING

BOUNDED RATIONALITY

There was no change to the individual SLAs or the FM Service categories listed during
transition to the outsourcer.

Stores staff are not considered FM technical specialists, however, the David
Jones centralised property staff (who are responsible for the overall contract
management of SLAS) are considered qualified property personnel.

Stores staff are day-to-day managers, whereas the David Jones Head Office
property staff are mainly managing the major contracts centrally, and were considered
project-orientated managers. Both were responsible for the management of all the
categories listed in Table 7, whereas the Stores staff were responsible for the day-to-

day delivery of the services in the main.
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According to an internal document entitled “Securing our Future — 26-02-01",
David Jones performed an internal analysis of “Centralised Contract Management —
Repairs, Maintenance and Energy”, which led to the outsourcing of the facility
management functions.

The findings included:

Central Property Management have acknowledged for a number of years
the decline in quality of David Jones’ property portfolio ... Some Stores
Finance and Administration Managers have recognised a lack of
knowledge and resources in dealing with energy, cleaning and
maintenance services. Some F&A Managers expressed frustration with
regard to a lack of knowledge of contract arrangements ... Many stores
have local arrangements for minor repairs, maintenance and modifications

. as a result the quality, reliability and price of these services varies
considerably. In some instances the compliance with statutory
requirements is questionable and places David Jones at risk ... David
Jones has acknowledged that current central repairs and maintenance
management capability is below what is now required to deliver the savings

and quality required (David Jones Limited 2001c).

This would suggest a level of bounded rationality within the in-house delivery of
facilities management services for David Jones at the time, when there was simply not
enough time, resources, and expertise to adequately provide the necessary FM

Delivery.

According to the Finance and Administration Manager for Market and Elizabeth Street
Stores, when interviewed on 3-12-04:
When you were responsible for managing the facilities in-house, were
there any valid reasons, in your opinion, for outsourcing the function?
Yes, based on financial advantages and the utilisation of specialist
professionals. Our core business is not building buildings. It was my
understanding this would take us to the next level. It would help us manage
the contractors.
What benefit, if any, did the outsourcer bring into the facilities
management function that David Jones could not perform

themselves?
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They managed our workmen, so industrial relations were their
responsibility. They also had a high workplace safety ethic. We were not
good at these two things.

In your opinion, what type of skills are necessary to adequately
perform the facilities management function for David Jones in-house?
Some exposure to the operational side of running a business, not
specifically retail. Just to be a good business manager, fiscally astute with
good people skills (contractors and customers). You do not need to be an
engineer. There is a difference between technical skills and competencies.

Have you had any formal training in managing facilities and related
services?

No formal training but | have been a part of operational teams my entire
career. | have experience in multidiscipline operations. | have also

completed some project management courses.

According to the Building Services Manager during the interview on the 1-12-04:
When you were responsible for managing the facilities in-house, were
there any valid reasons, in your opinion, for outsourcing the function?
Yes. The main reason being the lack of internal expertise in the field of
Facilities Management.

What benefit, if any, did the outsourcer bring into the facilities
management function that David Jones could not perform
themselves?

We went from a fragmented structure to a centralised control of our
Facilities Management. They brought technical expertise and utilisation of
[.T. which we did not have before. There was also a reduction in costs in
FM services overall. They enabled us to reduce our staffing levels without
going through HR processes for retrenchments. However, we did lose a lot
of good people too!

In your opinion, what type of skills are necessary to adequately
perform the facilities management function for David Jones in-house?
Practical general knowledge across a broad range of services.

Have you had any formal training in managing facilities and related
services?

Yes, management training, a Degree in Marine Engineering — Electrical and

Mechanical, and thirty years’ experience in managing facilities.”
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Thus it could be concluded that during the in-house period of facility
management, the overall combined skill set of the management of the facilities was
considered generalist and multidisciplinary in nature, with some degree of bounded
rationality.

There can be no doubt that the outsourcer’'s staff were specialised whilst the
existing in-house team was not. There was a need to outsource based on the need to

increase the FM delivery.

SPECIALISATION OF OUTSOURCE PROVIDER

The outsourcer’s staff, however, for the period when David Jones outsourced its
facilities management, were considered specialist facility managers.

According to the outsourcer’s successful tender bid:

We have nominated an outstanding team to work in a dedicated fashion to
this contract. They are experienced in operating in a multi site environment
using new technology... [We are] a committed contributor to the facilities
management industry ... Our National Operations Manager is a member of
the FMA board, our senior staff regularly lecture at Degree courses and

conferences (David Jones Limited 2001a).

From these comments it could be concluded that the outsourcer’s staff were
specialists in FM.

In 2002, the outsourcer presented an information session to David Jones staff,
outlining the services to be undertaken for all the FM Accounts listed in Table 7.

They included:

FM planning and budgeting

Lifecycle costing

Building maintenance and renovations
Procurement

Strategy for assets register
Maintenance strategy

Co-ordination of work

© N o gk~ o DdRe

Audit third-party providers.
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These specialised initiatives were introduced into David Jones where they never
previously existed. This would add value, even if not initially reflected in a reduction of
dollars per square metre of property occupancy for the FM budget. More non-financial

benefits would have existed.

DECLINING SKILL SET AND STAFF NUMBERS

According to a synopsis of the staff employed by the outsource provider, many of the
regional managers hold qualifications in more than one discipline, and usually have
project management experience. For example, the NSW Facilities Manager has
gualifications in electrical, refrigeration and air-conditioning mechanics, with project
management experience in managing new building fit-outs to the value of $11 million
dollars.

The position descriptions for the State Facility Managers state that the minimum

requirements for job knowledge for the role are:

Suitable trade qualifications (electrical/mechanical) and have a minimum of
four years’ commercial management and supervisory experience,
maintenance experience covering a broad range of installations and
equipment types and uses, large organisation and/or government
experience is desirable, leadership experience in the building/maintenance
industry (David Jones Limited 2000b); (Refer to Appendix 1).

According to the Building Services Manager during the interview on 1-12-04:
How would you describe the skills and experience of the outsourcers
staff?
Mixed, in the end they were using contracted labour hire people and quality
was questionable. It came down to the level of finances they had. They had
to get multidiscipline skilled generalists to do the role. Most of the good
ones are self-employed. Initially they were much better than the end. They
just couldn’t get staff!
Do you believe they were sufficiently qualified and experienced to
perform Facility Management for David Jones?
You have to consider them on an individual basis. In the end there was no

leadership and direction. In the beginning yes. At the end no.
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According to the Finance and Administration Manager for the Market and Elizabeth
Street Stores, when interviewed on 3-12-04:
How would you describe the skills and experience of the outsourcers
staff?
Their experience was not necessarily in Facilities Management! They were
heavily contractor-based. A lot of guys assigned here were on short-term
contracts.
Do you believe they were sufficiently qualified and experienced to
perform Facility Management for David Jones?
The issue was with the State Facilities Managers higher level managers!
They would just turn up here but | doubt if anyone knew from their head
office what was going on! Time was spent training them up in the store and
they would leave not long after anyway! Each manager who left
commented that it was not the job they had expected. They did not seem to
have the office skills and therefore felt trapped in the paperwork. The

reports overcame them.

This would suggest that the outsourcer’s staff were considered multidisciplinary
and project-orientated contingent workers.

Since the outsource contract began, there were numerous staff changes within
the outsourcer’s function.

At the beginning of 2002, there were ten full-time and fully employed persons
assigned specifically to manage the David Jones account by the outsourcer. By 2004
there were only seven full-time and fully employed persons, and two part-time persons
employed to manage the David Jones account, one of which was a stand-in National
Account manager. Many of the remaining staff were not the original staff.

Conversely, there was little staff movement within the in-house staffing structure

prior to outsourcing, except for transferred staff.

According to the Building Services Manager during the interview on 1-12-04:
In your opinion, were there sufficient staffing numbers to satisfy the
requirements of the outsourcing contract?
No! Not even from day one. They were two to three people short to satisfy
the initial agreed contract service levels.
Did you experience staff turnover whilst managing the outsourcer?

And why, in your opinion, was there staff turnover?
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Yes, because of the excessive workload and associated stress and
pressure that goes with that. The outsourcer would work them hard — on
call seven days per week! This stressful environment was the way the

outsourcer operated .

However, even though the outsourcer brought in specialisation, the staff were
rotated, to the point of becoming semi-permanent. Eventually this would add cost to an

organisation through re-learning, additional site inductions, knowledge loss, etc.

STAFF CONDITIONS DETERIORATED

According to the Finance and Administration Manager for the Market and Elizabeth
Street stores, who stated during the interview on the 3-12-04:
In your opinion were there sufficient staffing numbers to satisfy the
requirements of the outsourcing contract?
In the beginning yes, they took on our people. In my opinion the staffing
conditions were bad from the outsourcer. Two went off on stress within a
month. If the outsourcer managed their staff to success then it would have
worked. They did not encourage their staff for success.
Did you experience staff turnover whilst managing the outsourcer?
And why, in your opinion, was there staff turnover?
Yes, working conditions were no good from the outsourcer. There was
stress and no encouragement. We experienced a turnover in the
outsourcer's management and on-site workforce. It was a whole negative

vibe!

This would seem to confirm that there was difficulty in fulfilling the requirements
of the outsource contract with adequate staff, even from the beginning of the contract
(refer to Flow Chart 23). However it also indicates that David Jones store management
were becoming more educated to best-practice FM, as both increased focus on the
function intensified, and the outsource provider’'s process was embedded.

A post-implementation review undertaken by David Jones (2002d) six months

after the outsourcer took over the FM, seems to confirm this:
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It seems that we are managing the [FM] Managers who are supposed to be
managing the people doing building repairs and presentation (Market St
Store F&A).

Whilst | would like to continue our involvement with [the outsourcer], some
changes are required and am hoping with the appointment of a new [state-
based] Facility Manager most of our issues will be rectified (Westlakes F&A

Manager).

At the moment [the outsourcer] has increased my work load. However, |
believe that as [the outsourcer] start to get familiar with stores and their
needs they will improve. They probably need more manpower (Wollongong
F&A Manager).

According to a joint information bulletin which was circulated internally and
produced by David Jones and the outsourcer in October 2002, the outsourcer’s

performance was, indeed, affected by staffing issues:

In retrospect it would be fair to say that there have been some settling in
difficulties following the implementation of our facilities management
operations, but looking forward positively we can anticipate further
improvements to services being provided by [the outsourcer] ... These
improvements will be achieved through planned changes in management
structure, personnel and processes procedures currently being
implemented as a direct response to constructive feedback from our stores

(Anonymous 2002).

One reason attributed for this turnover of outsourced staff was the staffing
conditions and the working environment in which they worked.

Notification to David Jones by the outsourcer of indefinite leave taken by staff due
to stress-related illness occurred on four occasions (one Victorian State Manager in
2002, one South Australian transferred carpenter in 2002, one NSW State Manager in
2003, and another NSW State Manager in 2004).

According to an internal e-mail sent by the outsourcer to David Jones (2002d) on
29-8-02:
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[a staff member has just resigned ... and] there is a strained work
relationship and workplace environment and he feels he does not need the

added stress and worry .

According to the Building Services Manager during the interview on 1-12-04:
From your observations of the outsourced staff, how would you
describe the environment in which they worked, and the conditions
under which their company operated?

The office facilities were good, but this was supplied and paid for by David
Jones! They were stressed by the way they operated, trying to fit into the
financial constraints of the contract. They did not have the funds to get
more staff. They underbid for the contract and relied heavily on project work
to supplement their income from the contract.

In your opinion, did these conditions contribute to staff turnover?
Yes, but it wasn't the sole contributor. It was mainly due to the high level of
workload and no head office support. David Jones tried to intervene and
encourage the outsourcer to provide additional support for their staff but we

were not successful.

According to the Finance and Administration Manager for the Market and Elizabeth
Street stores, when interviewed on 3-12-04:
From your observations of the outsourced staff, how would you
describe the environment in which they worked, and the conditions
under which their company operated?
A negative vibe. Stressful. Managers did not know how to channel their
stress and it spilled over David Jones staffl The outsourcer’s staff were
committed but the stress got to them in the end.
In your opinion, did these conditions contribute to staff turnover?

Yes.
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In-house FM Staff Were Outsourcer M anaged

Generalists under Simple SLASs
Stores staff were Outsourcer’sSLA’ were
considered generaists simple, and were
with some degree of managed by a central in-

limitiationsin their skill house management team.
setsto achieve the |::>

desired outcomes o it
was outsourced.

Outsourcer’s Staffing
Retention Rate Poor

Staff turnover was high The outsourcer’s staff

and gaff numbers where are specialist and

reducing over time. This project-orientated

was attributed to a personnel, with some

stressful working <:| being contingent

environment created by contracted workers,

the outsource provider. however, eventually skill
Sets were becoming
guestionable.

Outsourcer’s Staff Specialist but
Skills Declined

Conversdly, thisturnover
was not experienced
with FM staff when
performed in-house.

Littleto No Staff
Turnover when Inhouse

Flow Chart 23 — Staffing and Management Dynamics
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Conversely, the lack of turnover for in-house staff during the time when David

Jones controlled its FM is attributed to a good working environment.

According to the General Manager, Property and Projects, who stated during the
interview on 3-12-04:
Can you describe the working environment and conditions in which
staff managing the facilities operated when it was performed in-house
by David Jones?
It was simply done within the stores group. They were not overworked.
There was a mixed variety of work.
When David Jones performed facilities management in-house, did you
observe much staff turnover in those managing the function and
why?
Not really. There was a big turnover in some staff areas but this was a
company-led initiative. Example is when we retrenched 35 FM staff when

we took over the John Martin’s Department Store chain.

According to the Finance and Administration Manager for the Market and Elizabeth
Street stores, when interviewed on 3-12-04:
Can you describe the working environment and conditions in which
staff managing the facilities operated when it was performed in-house
by David Jones?
We had employees who were in the company long term who resisted
change. But David Jones work with their staff fair so we had little
absenteeism. Staff loyalty was high. Accident rates were also low. If | had
to get them to do work outside their job description, they would do it without
push back. Even when we outsourced the maintenance staff the transition
went reasonably well.
When David Jones performed facilities management in-house, did you
observe much staff turnover in those managing the function and
why?
No.

There is now little doubt that during the first two years of outsourcing, staff
conditions were in a downward spiral.
The question is how the rate of decline is affected by changes in the operating

environment, which make outsourcing less viable. In David Jones’s case it seems the
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rate of decline was accelerated due to a shift in the focus of business as usual to
strategic cost efficiencies. This would have changed the dynamics in favour of

insourcing, with intensified senior management scrutiny.

QUALITY QUESTIONED

Not only was there a high turnover of staff for the outsourcer, there seems to be
evidence that there was also difficulty in placing adequate staff into the roles (thus the
vacancies in 2004).

One reason given for this difficulty in placing adequate staff was that David Jones
was not completely satisfied that the outsourcers FM staff were suitable for the
services required. There were suggestions that David Jones in-house staff were
actually better at providing the management of facilities services listed in Table 7. As
previously mentioned, this can also be attributed to an increase focus on the FM
function and by learning from the outsourcer's embedded processes. The post-

implementation review undertaken by David Jones (2002d), seems to support this:

There has been no increase in the standard of service we receive in store

(Wollongong F&A Manager).

All in all the store looks no better, and at times worse, and | am less
informed and less happy to be associated with this standard ... In
summary, the road blocks that are now being experienced make managing
maintenance and repairs more difficult, time consuming for what seems to
be no improvement, and in some cases worsening standards in the store
(Market Street F&A and Store Manager).

It would appear that [The outsourcer] makes the general maintenance
requirements more difficult, however the FM knowledge and expertise in
the technical side of maintenance and plant and equipment is far superior

than what we previously had (Store Manager, Chadstone).

Compared to [our in-house team], | see no realised benefits either
financially or operationally. Operationally we have the same level of
involvement, requesting the work, meeting workmen, showing them jobs

etc. (F&A Manager, Bankstown).

198




On the surface it would seem that [the outsourcer] are doing their job, they
are technically equipped to resolve technical issues and are able to
supervise providers in a professional manner ... [however, they] seem to
find it difficult to meet our needs in a timely manner ... OH&S issues require
immediate attention not when there is sufficient number of jobs to warrant a

visit from a contractor (F&A Glen Waverly store).

[The outsourcer’s] Facilities Managers for Queensland lack of experience
and knowledge in the retail environment has hindered the smooth transition

of the facilities management (Carindale F&A Manager).

According to the General Manager Property and Projects, when interviewed on 3-12-04:
As the overall manager responsible for managing the outsourcer,
were you satisfied with the skill and experience of the outsourcer’s
staff?

Generally no.

In your opinion and observations, did the skill level and experience of
the provider’s staff remain constant throughout the contract?

It varied because there were a lot of changes in staff. It generally went
down as the contract rolled on. They did not put the infrastructure in place

from day one.

According to the Building Services Manager during the interview on 1-12-04
As the manager responsible for managing the outsourcer on a day-to-
day basis, were you satisfied with the skill and experience of the
outsourcer’s staff?
Yes at the beginning, not at the end. As an example our capital
management suffered because the outsourcer failed to provide correct
timely information.
In your opinion and observations, did the skill level and experience of
the provider’s staff remain constant throughout the contract?

No, it went on a downhill slide. The enthusiasm also waned.
It therefore seems that the outsourcer was unable to satisfy David Jones that

staff were adequate for this account management. This then led to a shortage of

suitable candidates for the vacant positions, even though the outsourcer’s current staff
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were considered “technical specialists”. It is also evident that there were insufficient
resources to satisfy the outsourced FM contract, which further declined over time.

So there existed a definite perception of quality reduction. This supports the
argument that outsourcing in itself can not be seen as a means to increase quality of

service delivery, especially in a dynamic and changing operating environment.

6.4.4 DAVID JONES FACILITIES MANAGEMENT DELIVERY

MONOPOLY CREATING COSTS

As previously indicated, the outsourcing contract was terminated by David Jones on 24
August 2004. The termination was given without default (that is, terminated for
convenience by David Jones under the provisions of the contract, without any
reference to lack of performance). As part of a “cost efficiency” and “centralisation”
strategy, David Jones brought the FM function back in-house (refer to Figure 12).

According to the outsource contract David Jones Limited (2002b):

[For any reason] David Jones may terminate this Contract by giving to the

Vendor ninety (90) days naotice in writing (Clause 19.3).

There was no provision within the contract for part termination of services. It was all or

nothing:

If the Vendor fails to fulfil or is in breach of any of its obligations under this
Contract (other than service levels) and does not rectify ... then ... David

Jones may terminate this Contract (Clause 19.1).

David Jones was unable to alter the service levels and/or service provision in
part.

The process of deciding whether or not to take the function back in-house started
approximately two years after the outsourcing contract began. During the last twelve
months of the contract, David Jones attempted to seek alternative delivery methods for
delivering “part” of the facilities services categories listed in Table 7.

These alternatives were not effectively implemented or supported by the
outsource provider. The change process was completely managed by David Jones.

For example, David Jones was not happy with the choice of the cleaning provider

put forward by a tender process initiated by the outsourcer. The result was that David
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Jones re-tendered the cleaning services, and removed the cleaning contractor. This

was so even though this function came under the direct management of the outsource

provider.

According to the General Manager, Property and Projects, when interviewed on 3-12-

04:

Why did David Jones decide to re tender the cleaning provider that
was originally put in place with the help of the outsource facilities
management company?

Due to performance issues of the cleaning contractor. We were not
satisfied with their services.

Did you involve the outsource provider, and were they willing to co-
operate?

We tried to involve them but they were not interested in co-operating.

According to the General Manager of Procurement, when interviewed on 1-12-04:

As the overall manager for cost efficiencies, did you involve the
outsource provider of facilities management services in your
strategies?

No. We did ask them what they did, if they took anything to the market,
what they want to do, and what they have not done. I didn’t find any areas
of cost savings. They were involved in implementations.

Did you find them co-operative, and were you able to change their
service delivery without penalty to David Jones?

They were not co-operative and were unwilling. They were unable to co-
operate, they did not have the information systems they said they had.
They took mechanical services to the market, however, we had to take it off
their hands which meant a double-up of management time.

In your opinion, what additional costs did David Jones incur as a
result of the inability to use the outsourcer’s services to alter key
result areas?

Cost everywhere! There were risks generated by our cleaning contract
because of their lack of information required on the cleaning contract.
There were risks with the Mechanical Services contract as we had to take
over and redo the contract without the outsourcer. It would have cost us

about $200,000 in extra management time because of a lack of the

201




outsourcer’s involvement. And it cost us millions because they were not

flexible in their key result areas!

As David Jones was unable to reduce the outsourcer's management of this
service (as per the contract provision), David Jones incurred additional costs by
seeking alternatives and managing them themselves, or in association with the

outsourcer’s usual costs.

According to the Building Services Manager during the interview on the 1-12-04:
In your opinion, were you unable to alter the services of the
outsourcer without incurring additional expense?

Yes, we were unable, however, we actually got what was agreed to under
the contract. We couldn't get additional resources though. David Jones
wanted to throw money at it but the outsourcer said that they could do it
under the existing arrangement. Their fees would not reduce so we couldn't
take away any services or we would have to pay twice!

Can you give me any examples?

We paid for them to do accruals as they were not doing it correctly. They
took it in under duress and became contentious and it became an argument

from that time on.

This would suggest that there did exist a type of monopoly of FM provision,
whereby David Jones was unable to steer or change the management of facilities
without financial penalty (in the form of double management of services).

It is now clear that the contract for outsourcing binds David Jones in such a way
as to be unable to alter outcomes without paying twice, should scope be changed. This
became more evident as time went on. Obviously this was the perfect staging-ground
to invoke uncooperative behaviour from the outsource provider. It is at this stage that
opportunistic initiatives from the provider would be introduced.

It is highly unlikely that this situation would have arisen if a focus onto strategic

cost efficiencies had not taken place.
CONTROL LOSS
This is also reflected in the perceived lack of control over FM delivery during the

outsourced contract by David Jones. When asked “Do you have any comments on the

effectiveness of [the outsourcer] compared to the previous in-house delivery?” under
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the post-implementation review undertaken by David Jones (2002d) the respondents

revealed that:

We no longer feel we have control over this [FM] expenditure when we
have a responsibility for items hitting our P&L (F&A Manager, Garden City,

Western Australia).

Seems to be an issue with Financial Accountability. [The outsourcer] has
control over maintenance spending, however we are still accountable for
bottom line inclusive of the expenditure (F&A Manager, Marion, South

Australia).

| feel that there was resistance initially due to the feelings of not being in
control of the budgets and the impact on the stores net profit. | also feel that
[the outsourcer] came into the business with an attitude of supreme
confidence and they failed to recognise the capabilities of the people within
the store and tried to operate independently without involving the store ... |
feel that we are no longer in control of the charging due to the timing of the
off charging, and it is difficult to access what is outstanding in dollar terms

(Store Manager, Queen Street, Brisbane).

In theory there should be only one point of call for most administrative
issues, but we would have to say that there has been no significant change
in the management of our facilities since the introduction of [the
outsourcer]. In fact, when the follow-up was the responsibility of the
administration manager, we at least felt more control over time taken to fix

any problems (Store Manager, Glen Waverly).

According to the Finance and Administration Manager for the Market and Elizabeth
Street stores, who stated during the interview on 3-12-04:
In your opinion, do you believe that David Jones experienced an
increase or decrease in control over the facilities management
function when it outsourced it and why?

A decrease in control. Also, a decrease in knowledge and transparency.
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Was this change for the better?
| believe that the principles of the change were for the better. When we had
a good State Facility Manager it really made a big difference. It allowed us

to get on with the running of the store, however, it was only for a short time.

According to the General Manager, Property and Projects, when interviewed on 3-
12-04:
In your opinion, do you believe that David Jones experienced an
increase or decrease in control over the facilities management
function when it outsourced it and why?
We experienced a decrease in control.
Was this change for the better?
It was worse for the company. David Jones could have improved this,
however, if we were more diligent in our management of the outsourcer.

We gave them too much control without checks and balances.

This would suggest that David Jones felt that some control was lost when it
outsourced the FM function.

This definite control loss, combined with some hollowing-out and monopoly from
the outsource provider seemed unavoidable under the changing operating environment
and would have affected David Jones more and more as time progressed.

Once again, it is highly unlikely that control loss would have been raised as an
issue, as outsourcing almost always involves handing over control. Control loss on
strategic functions, however, would be an issue. FM became partially strategic under

the strategic cost-efficiency program, as previously stated.

OPERATIONAL FLEXIBILITY LOSS

This inability to easily change or alter the services without costs, and a loss of control
when considering the comments above, also seems to indicates a level of inflexibility of
FM delivery as a result of the outsourced contract.

Notwithstanding the limiting terms of the contract (as explained previously),
where the provision of FM services could not easily be modified in part by David Jones,
there were also inflexibility issues on a day-to-day basis, when compared with the
previous in-house method of delivery.

According to the post-implementation review undertaken by David Jones (2002d),

the respondents further revealed that:
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Compared to pre [outsourcing] days | see no realised benefits either
financially or operationally. Operationally | have the same level of
involvement. Requesting the work, meeting workmen showing them jobs
etc. At this stage the follow through is poor with many smaller jobs still

outstanding (F&A Manager, Bankstown).

To date | have not seen any saving in the time spent by myself in managing
the R&M function in the store. The process is more time consuming and

required more follow-up (F&A Manager).

The process for repairs and maintenance takes longer as a third person is
involved. Subsequently making the process more time consuming for the

Store Finance and Administration Manager”. (F&A Manager, Carindale).

Too much delay in getting work done. [The Outsourcer] adds and extra
layer in organising things and this has only seemed to slow things down
and add some confusion (F&A Manager, Eastgardens).

Still lack urgency to complete “now” works in time frame required. Very time
consuming from a Stores point of view. When Stores had their own
maintenance crew that knew the Store, work was completed in a minimum

amount of time (F&A Manager, Kotara).

According to the Building Services Manager during the interview on the 1-12-04:
In your opinion, do you believe that David Jones experienced an
increase or decrease in control over the facilities management
function when it outsourced it and why?

A decrease in control, because we were not getting the information in a
timely manner from the coal face. Information was coming in third-hand and
even incorrect sometimes. They were supposed to be our eyes and ears,
however, it didn’t end up that way.

Was this change for the better?

In hindsight, no. A lot of staff expectations that initially looked good then
peaked but went downhill very quickly after twelve months.

In your opinion and observations, on a day-to-day basis, what

comparisons can be made with the in-house facilities management
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and the subsequent outsourced facilities management when
considering flexibility?

It was not flexible when outsourced. There was more flexibility in-house
because we had local people dealing direct with contractors. In short, it's
about response and feedback! The third party was a cog slowing down the
process. The contractors were being divorced from David Jones via the

outsourcer.

It can therefore be concluded that there was both control and flexibility loss on an
operational level.

The benefits of the high-level flexibility in transferring staff should therefore not be
confused with a trade-off of operational flexibility loss and control loss, which is evident

in the David Jones case study.

HIGH-LEVEL FLEXIBILITY INCREASE — TRANSFER LEVERAGES

On an overall strategic level when compared to the previous in-house delivery of the
facility management services, there seemed to be some increased benefits to David
Jones with regard to control and flexibility.

The F&A management structure (which performed most of the previous in-house
management of facilities for its respective stores) did not alter in staffing numbers or
Key Performance Indicators as a result of outsourcing. The same can be said for the
in-house property team. There was also no change to the in-house property staffing
structure.

However, there were eighteen transferred in-house maintenance persons who
moved from David Jones over to the outsourcer (refer to Table 13).

This indicates that there was a level of bureaucracy that was removed from within
the David Jones organisation as a result of outsourcing the FM function. This “transfer
of staff” gave David Jones both the flexibility and control to address this layer, which
would not have been made available under “business-as-usual” conditions.

According to the internal document entitled “Securing our Future — 26-02-01”
(David Jones Limited 2001c), these benefits were identified prior to awarding the
outsourcing contract, and form part of the business case recommending outsourcing

the facilities management function:
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In addition to the above expenditure, 23 Full Time Employees currently
employed at stores who provide a range of repairs and maintenance
services, cost $800,000 per annum to employ. This cost will be reduced as
a more focused approach can be applied by a Facilities Management
Provider [outsourcer] ... By transferring up to 23 staff to the Facilities
Management Provider [outsourcer] it would be reasonable to expect, on the
basis of standard industry practice, that the costs of the services those staff
currently provide should decrease as part of the Faciliies Management
Provider’s activities. The Facilities Management Provider would have staff
involved in delivering those activities take on additional services and thus
improve their utilisation and skill level. This should result in a net saving in
the order of 25% of the salaries of these staff ... These staff would be
better employed in an organisation where their skills can be utilised more
widely and they can be better supported with a range of corporate

resources focused on repairs and maintenance service delivery.

According to the General Manager, Property and Projects, when interviewed on

04:

In your opinion, what benefits and or opportunities did David Jones
gain as a result of outsourcing the Facility Management Services?

We gained a better understanding of our Facilites Management and its
operation within David Jones. We were able to centralise Facilities
Management within the company. Although quality suffered, we centralised
and control costs better.

Do you believe that these benefits could have been achieved without
outsourcing?

Yes, but it would have taken a lot more management effort, time and

resources.

3-12-
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Job Description Location [Merit PW|Hourly Rate|Base Hours |Weekly Rate| Transferred
Labourer Market St 25 $13.25 38 $528.50|no — redeployed
Painter Bondi Junction 45 $14.20 38 $584.60|no — retired
Carpenter Chatswood 0 $14.59 38 $554.42|no — left
Carpenter Woden 57 $13.89 38 $584.90|no — retired
Machinist Kewdale 0 $12.95 38 $492.20|no — left
Painter Market St 62.84 $14.20 38 $602.44|yes
Carpenter Elizabeth St 0 $14.59 38 $554.42|yes
Carpenter Elizabeth St 30 $14.59 38 $584.42|yes
Painter Elizabeth St 0 $14.20 31 $440.20|yes
Carpenter Market St 20 $14.59 38 $574.42|yes
Plumber Market St 100.5 $14.73 38 $660.24|yes
Carpenter Bankstown 20 $14.59 38 $574.42|yes
Carpenter Canberra 57 $13.89 38 $584.90|yes
Carpenter Newcastle 20 $14.59 38 $574.42|yes
Carpenter Bourke St 55 $15.03 38 $626.14|yes
Carpenter Rundle Mall 51 $14.33 38 $595.60|yes
Painter Rundle Mall 0 $13.14 38 $499.40|yes
Carpenter Marion 0 $13.47 38 $511.90|yes
Carpenter West Lakes 0 $13.47 38 $511.90|yes
Electrician Kewdale 50 $12.95 38 $542.20|yes
Clerk Kewdale 0 $12.08 21.16 $255.70|yes
Project Estimator |Head office 0 $23.21 38 $882.13|yes
Operations Kewdale 0 $27.42 38| $1,042.10[yes
Manager

$13,361.57

Table 13 — Maintenance Employees to Be Outsourced 2002 — David Jones

(Human Resources — Employee Relations)

Therefore, it could be suggested that there were “Transfer Leverages” to the
benefit of David Jones during the outsourcing arrangement (refer to Flow Chart 24)

The benefits of transfer leverages can therefore not be downplayed. A transfer of
over $500,000 of annual salary costs to a provider in one go held enormous benefit for

David Jones.

ECONOMIES OF SCALE BENEFITS

Also, David Jones enjoyed other benefits from the initial outsourcing decision (refer to
Flow Chart 24).
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According to the internal document entitled “Securing our Future — 26-02-01”,
these benefits were to be gained from economies of scale and expertise gained

through seeking a specialised outsource provider:

Central Property management [David Jones] have acknowledge for a
number of years the decline in quality ... due to restricted spending on the
discretionary component of maintenance controlled by stores ... Based on
the recent trend in the supply market for these services [Table 7] it is
apparent that the lack of aggregation in the contracting structure provides
opportunities for savings and improved quality of service delivery ... [by]
appointing a Facilities Management Provider [outsourcer] to work with
David Jones nationally, including Foodchain, to undertake the following
tasks would be a key component of the above solution [tendering contracts,
Provide National Help Desk, Take over transferred staff and functions]
(David Jones Limited 2001c)

According to a presentation presented by the David Jones business owners to
the David Jones Store division, the following benefits were to be gained from

outsourcing facilities management to an external provider:

. Expenditure reduction

. Budget monitoring

. Compliance monitoring

. Full contract value achieved for services

. Consistency of presentation

. Programmed maintenance (as opposed to breakdown maintenance)
. Centralised FM records of all stores

. Centralised work orders

. 7 x 24-hour help desk

This list was compiled as a result of David Jones issuing a Request for Proposal

to selected FM providers prior to outsourcing in 2001 (David Jones Limited 2002c).

209




Transfer Advantages

Outsourcing the function
delivered high-level
flexibility through staff
transfers and centralised
control of the FM
function.

Economies of Scale &

Specialisation

A Created Monopoly

It also gave David Jones
access to specialised
systems and economies
of scale advantages,
resulting in initial costs
decreases.

The outsourcing contract
itself proved to
monopoalise the FM
function, which
disadvantaged David
Jones through lack of
remedial action
available.

However, the outsourcer
failed to deliver quality
through excessive staff
turnover and a declining
sKill set which saw costs
rise

The outsourcer became
unco-operative and
David Jones lost control
of the function to some
extent.

Quality of Delivery
Reduction over Time

Uncooper ative

Thisresulted in day to
day flexibility loss for
David Jones' s FM
function.

Flexibility L oss

Flow Chart 24 — Value and Costs from Outsourcing for David Jones

210




The successful Tender returned a response that declared the following benefits

would be achieved by utilising its services:

ok~ wnN e

10.

11.

Owned by an international specialist company

Having 700 staff nationally

Having 40 FM contracts, each with their own unique qualities

Its prices reflecting its ability to source cost effective solutions

A single electronically delivered monthly invoicing — streamlining the David
Jones administration function

Previous client wins in energy management, and redeployment of these
resources to the David Jones Contract

Centralised pool of subcontractors

Experienced in maximising the potential of maintenance management
systems

Received considerable industry recognition with awards from both the
Facilities Management Association and Property Council of Australia

Has considerable corporate resources which are able to provide
specialised assistance depending on the need.

The application of proven methodologies such as reliability-centred

maintenance principles.

According to the Building Services Manager during the interview on the 1-12-04:

In your opinion, what benefits and or opportunities did David Jones
gain as a result of outsourcing the Facility Management Services?
Reduce costs. We went from a fragmented in-house system to a
centralised control base. Also staff transfer opportunities. It changed the
attitudes and minds of the store F&A managers which allowed head office
to be more involved in decision-making. That is, looking at the big picture!
Do you believe that these benefits could have been achieved without
outsourcing?

At that time no. We did not have the internal expertise to do it. It would
have been too complex and involved to achieve in such a short space of
time. We gave the outsourcer a three-month period prior to the contract

term to prepare, however they did not utilise this time correctly.

It is therefore concluded that there were definitely transfer leverages enjoyed by

David Jones during the transfer process in the form of full-time staff reductions. Other
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benefits were also gained from utilising a specialised service-provider and its
associated economies of scale.

Most transfered staff were successfully aggregated into the outsourcer’s existing
client base. Without outsourcing, this would have been impossible to achieve on a cost-
for-cost basis.

According to the post-implementation review undertaken by David Jones (David

Jones Limited 2002d), the respondents further revealed that:

The FM knowledge and expertise in the technical side of maintenance and
plant and equipment is far superior than what we previously had (F&A

Manager).

It would seem [the outsourcer] is doing its job, they are technically
equipped to resolve technical issues and are able to supervise our service

providers in a professional manner (F&A Manager).

The outsourcer has taken away the demand of invoice payment and

administration (Store Manager, Newcastle).

| find less time spent on organising solutions to problems (Store Manager,

Tuggerah).

If we had the right personnel in Head Office we could do this as well.
However, considering we are retailers then we should continue with [the

outsourcer’s] expertise (Store Manager).

[The outsourcer] has the potential to do great things for David Jones in the
contract maintenance area with their knowledge and expertise etc. (F&A

Manager, Brookvale).
On 22 October 2003, the outsourcer highlighted areas which it believed, due to

specialisation and economies of scale advantages supplied by it, benefited David

Jones over and above the SLAs and KPIs of the contract (refer to Table 14).
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According to the Building Services Manager during the interview on the 1-12-04:
In your opinion, were any benefits gained by David Jones through the
specialist nature of the outsource provider, and if so, can you provide
an example?

Provided expertise across the board. They gave us insight into utilising
technologies across Facilities Management. They benefited David Jones
through more formal reporting structures and databases. Example, lifecycle
costing and budgeting.

In your opinion, were any benefits gained by David Jones through
economies of scale provided by the outsource provider, and if so, can
you provide an example?

No | do not believe so. They sold us that benefit but it did not eventuate.
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Description of Result of Result of Broad-based % Implemented | % Implemented
Outsourcers' claim Economies Specialisation Benefits to David according to according to
of added value® of scale Jones Outsourcer David Jones®
Centralised X X Reduced transaction 100 60
Property Call costs
centre
Palm Computer X Quality increases on 100 25
devices (site site
audits)
Batching work X Reduced transaction 90 70
orders costs
Subcontractor X Cost decreases 100 75
value
Invoice X Reduced transaction 100 100
consolidating costs
National OH&S X X Risk reduction 100 50
guidelines
Asset register/bar- X Reduced costs 90 10
coding
Re-scoping X Quality increases/ 90 60
services contracts cost decreases
Waste recycling X Cost decreases 100 70
initiatives
Standardised X Reduced transaction 100 80
business rules for costs
work orders
Comprehensive X Quality increases/ 100 100
contracts for air- cost decreases
conditioning
Single contract for X Reduced transaction 100 55
all FM costs
requirements
Computerised X X Reduced transaction 100 75
maintenance costs
management
system
Lifecycle costings X Cost decreases 10 0
in CMMS
Prophet CAD X X Reduced transaction 100 10
register costs

Average 92 56

Table 14 — Advantages to David Jones from Specialisation and Economies of

62 Qutsourcer’s claim via letter October 2002.
63 Rated according to the new National David Jones Property & Operations Manager.

Scale
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OPPORTUNISM EVOLVED

As can be seen from Table 14, there was a difference of 36% with regard to just how
much value-added service the outsourcer contributed to the David Jones FM contract
when compared to David Jones’s assessment and the outsourcer’'s value-added
services submitted for consideration. In fact, this difference of opinion prevailed
throughout the remainder of the contract.

The outsourcer, in March 2004, submitted an invoice for a bonus claimed for
value-added services, which it claimed was due under the provisions of the contract,
and claimed due to value-added services over and above the contracted KPlIs.

David Jones responded in May 2004

In our view no such payment is due and owing under the terms of the
contract between us for the provision of facilities management services. We
do not accept that your claim has any validity ... While in certain instances
there may have been a cost reduction this is due to a reduction in certain
services resulting from a decision made by David Jones having regard to its
cost efficiencies requirements. It is not as a result of any “innovation”
(Letter Facility Management Contract: Share of Savings Claim Response
and Payment Schedule 5-5-04); (David Jones Limited 2004e).

This was supported and thus confirmed by an independent adjudicator
(appointed under provision of the contract), who stated that:

| have determined ... That the [outsourcer] is not entitled to be paid the

bonus claimed for a share of alleged savings (Fax to David Jones 11-11-

04) (David Jones Limited 2004a).

According to the General Manager, Property and Projects, when interviewed on 3-12-
04:
In your opinion, do you believe that the outsourcer was entitled to a
share of saving?
No, they did not achieve the KPIs that were set.
Considering this, why do you think the outsourcer put a financial
claim in for a share of saving?
They did not clearly understand the requirements of the contract in relation

to their performance.
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According to the Building Services Manager, during the interview on the 1-12-04:
In your opinion, do you believe that the outsourcer was entitled to a
share of saving?

No under the terms of the contract they had specific conditions to comply
with, but they did not do it!

Considering this, why do you think the outsourcer put a financial
claim in for a share of saving?

Their belief was they saved us money but this was not actually what the
contract said. They first believed they were entitled to it at the end of the
first year, however, at the end they were merely pursuing this claim to
satisfy individual bonus entitlements of some staff and to ensure a profit

from the contract as it was not making them any money!

It could therefore be suggested that, even though the outsourcer provided
advantages through economies of scale and specialisation, it also became
opportunistic in its interpretation of the FM contract and claimed for monies which were
determined to be not over and above the contracted KPIs of the FM contract.

It seemed that opportunism did in fact evolve as the contract progressed, fuelled
by the outsourcer’'s monopoly and its inability to achieve KPIs in full. Once again, this
inability seems to stem from the structure of the outsource agreement not being, in fact,
100% fully outsourced. The majority of the under-realised initiatives in Table 14 would
ordinarily be managed via centralised contract management which, in fact, was not
outsourced.

Coupled with a shifting operating environment, the outcome was total

dissatisfaction with the outsourcing of the FM function.

DAVID JONES RETURNS TO IN-HOUSE FM

As previously discussed, David Jones now performs its FM in-house (refer to Figure
12). There are some notable differences in the way the current in-house FM is
managed, when compared to the previous methodologies.

There are no longer state-based FM managers; nor were the transferred
maintenance personnel replaced. The FM operation is run via a call centre and is
highly centralised (refer to Flow Chart 25), thus confirming that the operating
environment has changed since the previous decentralised, highly staffed in-house

structure.
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General Manager Property & Projects

Property & Operations Manager

Facilities Manager Building Services Manager

Leasing Manager

Consultant

Facilities Call Centre Manager

Facilities Finance Officer

Facilities Co-Ordinator

Figure 12 — Current (2005) In-house FM Structure for David Jones

Thus this would seem to be the logical progression for the David Jones FM
Function. From the time outsourcing was tabled until now, the David Jones core
business management environment had changed, from a more centralised structure, to
strategic FM cost efficiencies, to heighten competition. These changes are more

conducive to in-house management.
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Opportunism Emerged Early Termination of

Contract
The outsourcer provider Subsequently David
became opportunigicin Jones exercised its early
its approach to the termination clause under
contract via a share of the contract and took the
savingsclausein the |::> function back in-house.
contract.

The new in-house
structureis centrally
managed.

Now In-house through
Centralised

Flow Chart 25 — Opportunism Resulting in a Return to In-House FM for David

Jones

6.5 CONCLUSION: DAVID JONES

6.5.1 IN-HOUSE COSTS

It could therefore be suggested that the case study may support the hypothesis that:

The multidiscipline nature of Facility Management leads to increased staff numbers for

in-house teams resulting in excessive overhead costs.

David Jones defines the FM function to encompass all the necessary activities to
support the business’ physical infrastructure, excluding project fit-out work, IT (other
than some support services), and corporate real-estate management. As such, this

function was considered by David Jones to be multidisciplinary in nature.
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This function was originally managed in-house by on-site store management and
on-site maintenance staff. The staffing numbers appeared to remain fairly static
throughout this period. This staffing structure was considered to be too costly and
ineffective by an internal David Jones review of the function, and was subsequently
outsourced. Importantly, the new in-house structure excludes these maintenance staff

altogether, suggesting that this layer of staff was indeed non-productive overall.

6.5.2 VALUE OUTSOURCING

The case study also seems to support the hypothesis that:

When there exists bounded rationality, and firms consider their FM non core, having
simple FM service levels in a decentralised organisation within a highly competitive
globalised environment, then there are large transfer and economy of scale benefits for
the organisation from outsourcing the FM function. Competitive advantage and

efficiencies are increased, as are flexibility and specialisation.

David Jones’s FM function was performed in-house since the companies
inception in 1838, except for approximately two years, where it was handed over to a
single outsource provider of FM services in 2002.

The decision to outsource was due in part to the acknowledgment of the
existence of bounded rationality by David Jones when it came to performing this work.

It was found that the core business for the company was regarded as the
department store business, and this excluded FM as being core.

David Jones became a fully centrally run organisation, operating more and more
in a highly competitive environment. Initially the FM function was found to be managed
on a decentralised basis, wherein corporate governance was difficult.

David Jones is not influenced by globalisation to any great degree, however, a
major strategic push by David Jones to reform its operations could be indirectly
attributed to the effects of a globalised economy. That is, a worldwide trend to flatten
company structures and increase cost efficiencies, resulting in outsourcing of the FM
function to shed some staff.

Under this outsourced contract, the service level agreements were considered
simple. It was found, however, that there were numerous service level agreements
when considering the entire portfolio of contracted services managed under the

contract, but that they were “commercially” excluded from the outsourcing contract.
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On a strategic level, David Jones gained flexibility in areas of staff movement,
cost re-allocation through staff focus on core business, and corporate governance
through outsourcing the function.

This flexibility allowed transfer leverages to be gained when in-house
maintenance staff were transferred across to the outsource provider. Cost efficiencies
were gained through the outsource provider's initial cost reductions through its
economies of scale. Increased control of the FM function for David Jones was achieved
through centralising the operation through the outsource provider.

It was also found that the outsourcer brought specialised facility management
skills into David Jones, adding value that could not be realised by the in-house
management team in the time frames required.

It was found that the FM function was considered as a contributor to the strategic
objectives for the company. This was mainly in cost-efficiency initiatives and in
maintaining ambience within the store, which the outsource provider enhanced through
initial cost savings via economies of scale at the time of outsourcing the function. This
was reflected in David Jones’s leading competitive position at the time. However this
“realisation” of the benefits of the FM function also contributed to a shifting operational

environment, in which the outsourcer struggled.

6.5.3 OUTSOURCING COSTS

Therefore, the case study also seems to support the hypothesis that:

There is a monopoly created by outsourcing the FM function, and this will create the
necessity to source multiple providers, resulting in a loss of control for the client
organisation.

The outsourcing decision potentially complicates relationships which are in fact
vital for the success of the decision to outsource, eventually increasing costs and
lengthening the term of the contract, resulting in a decrease of flexibility for the client
organisation.

Outsourcing will eventually lead to a shortage in skilled knowledgeable workers
able to satisfy the demands of the client organisation, effectively reducing staff
conditions and ultimately the client organisation’s core competencies, with eventual
hollowing-out of the client organisation’s functions to some extent.

The decision to outsource FM will increase the need to monitor performance,

eventually increasing costs and decrease in quality outcomes.
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There was found to be evidence of a monopoly situation arising during the
outsourcing contract for the management of the David Jones assets by the outsource
provider. David Jones sought alternative providers to satisfy part of the FM function,
which disadvantaged David Jones at some point.

Control and quality loss of the function and its services were also said to be
experienced by David Jones during the outsource period. There was found to be an
ever-increasing adversarial relationship between David Jones and the outsource
provider. This had developed as a result of the problems of fulfilling the contract
requirements, which eventually indirectly contributed to the early termination of the
contract. The original contract term was five years; however termination notice was
given after only two years.

On an operational level, outsourcing the FM function was found to eventually
reduce flexibility of delivery of the FM function, attributed to loss of control by David
Jones under the new contract.

The facilities managers responsible for this function had either a broad generalist
skill set (as in the in-house store managers), or were trained in more than one of the
disciplines that the FM function for David Jones encompasses (as in the in-house
property team personnel and the outsourcer’s staff).

It was found that difficulty was experienced by the outsourcer in fulfilling the
staffing requirements required by the contract, due to the high turnover of its project-
orientated contingent workforce. It was concluded that one major reason contributing to
this high turnover was the stressful environment in which the outsourcer’s staff found
themselves operating. Conversely, this turnover was not evident whilst the function was
managed internally by David Jones.

The competitive position of David Jones increased over time, and was found to
be enhanced via cost-efficiency strategies through the large FM spend cost centre.
However, this was put a risk by the outsource provider, which exceeded the budget
overall during its term under contract. The failure of the Foodchain business, in which
the FM function was involved, detracted from the competitive advantage of the
company as well. It seemed the outsourcer was not prepared for this intense focus on
cost efficiencies, and thus was under-resourced.

There was also some evidence of hollowing-out of certain aspects of David
Jones, as a result of outsourcing the maintenance function of FM, namely, the loss of
the relationship and subsequent idiosyncratic advantage between the eighteen
maintenance personnel transferred over to the outsourcer, and the vendors and
suppliers of FM services procured direct by David Jones. However, this only became

an issue once focus on costs had emerged.
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During the transition from in-house to outsourced management of the function,
over a period of two years, an ever-increasing amount of management time was spent
by David Jones with monitoring the function. Hands on day-to-day management of the
FM function, however, reduced as a result of outsourcing.

There were also indications that overall quality decreased as a result of
outsourcing the function. Once again, this was to be expected as the now under-
resourced outsourcing contract became more and more scrutinised by a cost-focused

and now FM-skilled David Jones management team.

6.5.4 IN-HOUSE VALUE

Considering that the FM function for David Jones was brought back in-house in August
2004, it was suggested that this was due in part to the outsourcer becoming
opportunistic through unfounded share of savings claims, which further degraded the
relationship with David Jones under the outsourcing contract.

It can also be suggested that another major contributor was a drive by David
Jones to further centralise the store functions (as reflected in the new in-house
structure; refer to Figure 12), and, as discussed, this coincided with a strategic push for
cost efficiencies.

The case study, therefore seems to support the hypothesis that:

For large centralised organisations that consider Facility Management as strategic,
having ownership over specific assets in an uncertain environment; in-house facilities
management delivers maximum value by reducing costs, increasing flexibility and

control, while reducing opportunism.

David Jones was found to be considered a large organisation within the
department-store sector, located throughout Australia, and eventually became a fully
centralised operation. The company became more and more centralised in its
operations during the outsourcing contract.

Ownership of the assets managed under the FM function resided with David
Jones, or a landlord, and not with a third-party provider, however, real-estate
ownership was relinquished just prior to outsourcing.

The question needs to be asked as to how much transfer and control of these
owned assets were actually given to the outsource provider? In fact, according to the
contract there was very little, if any transfer of control or ownership to the outsource

provider for these assets (apart from management of maintenance). This may also
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explain why the outsourcing arrangement was largely unsuccessful, when considering
that there could be little, or no benefits gained by David Jones in merely assigning the
management of its owned assets to a third party.**

Of these assets, it was concluded that one quarter are regarded as specific,
unique to the successful operation of strategic contribution to core business strategy,
namely, the look and feel of the store and its overall ambience.

There was, however, initially found to be minimal uncertainty in the operating
environment in which these assets operate. However, this is changing due to increased
competition and emphasis on “look and feel”.

The period of time in which David Jones outsourced its FM to when it returned
back in-house was three years. Thus there is strong evidence to support the notion that
all the variables attributed to both cost and value surrounding FM procurement and
delivery emerged from the case study, supporting theory. No emergent theory from the
case-study findings conflicted with the findings of the literature found within the body of
knowledge.

There was an obvious relationship between the drivers of outsourcing and
insourcing, for both cost and value, which was demonstrated through David Jones’
changing operating environment.

The degree of association of this relationship will be further investigated in the

following chapter.

% Outsourcing was previously defined as a transfer of control of processes and fincial outcome ownership
under contract for a specific time. It is doubtful that thistransfer was fully achieved under the outsourcing
contract, as there was little or no financial ownership or contract risk borne by the outsourcer.
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CHAPTER SEVEN

DATA ANALYSIS

CASE STUDY and QUESTIONNAIRE

7.1 INTRODUCTION

Having defined the research questions through the establishment of the initial
Hypothesis — and identified the issues surrounding FM procurement and delivery,
comparisons were made against real-life contexts through the case study (David
Jones).

The supporting nature of the case-study findings for the hypothesis suggests that
causal relationships may exist when compared with the emergent variables from the
literature review and their subsequent practical applications in a real-life context.

To further triangulate and test this data, external data was obtained using
guestionnaire methods, using statistical analysis such as averages (to quantify and
compare values), t-testing (to identify significant differences), multiple correlation
analysis (using the ranking or Spearman method, to identify relationships), and
polynomial regression analysis (to identify trends).

This chapter thus attempts to reach a conclusion for the research objectives,

which are to:

(i) Analyse external data made available to determine the FM
procurement and delivery strategy, length of realised strategy, and
the associated percieved value and cost implications.

(i)  Identify and discuss any influencing variables based on comparisons
from the qualitative naturalistic case-study technique, and now

through quantitative statistical analysis of the questionnaire data.
The purpose of collecting this data is to further duscuss the notion and nature of

the existence of cycles (if any) through the two main forms of FM procurement and

delivery strategies as previously defined, and to investigate the reasons.

224




7.2 THE STRUCTURE OF THE QUESTIONNAIRE

The questionnaire consists of thirty-five questions and is grouped into nine distinct

topics (refer to Appendix 2). The purpose of these topics are to:

1. Employment function: confirm the participant's relationship to the
organisation, and to establish the extent of the multidisciplinary nature of
the FM function being managed.

2. Current procurement method: establish the extent® (in both time and
function) of outsourcing currently being performed for the organisation and
its associated management structure.

3. Previous procurement method: establish the extent (in both time and
function) of outsourcing previously being performed for the organisation.

4.  Outsourcing: define the associated value attributed to through outsourcing
the FM function.

5. The FM function: further define the nature of the FM function for the
organisation to which it is being delivered, in particular its strategic value.

6. The organisation: define the organisation’s operating environment and
structure, including the facility assets under management.

7. The management environment: define the extent of percieved costs to
management attributed to outsourcing the FM function.

8. The core business of the organisation: define the operating environment
of the core business for the organisation and the extent of any perceived
costs to the core business attributed to outsourcing the FM Function

9. FM delivery: define the percieved value and cost derived from the current
FM delivery, regardless of whether it is delivered through outsourcing or in-
house methods.

The structure of the questionnaire, therefore, has been designed in such a way

as to take a complete snapshot in time of each organisation’s perceived value and cost

levels, whether outsourced or insourced.

& “Extent” for the purposes of the questionnaire assumes that in the absence of outsourcing, in-house FM
isthe alternative.

225




THE RESPONSE RATE AND GROUPINGS

Four hundred and ninety-seven questionnaires were sent, of which one hundred and
eighty-one were returned completed, giving a 36% return rate.

Thirty-two were discounted from the research data, leaving a 30% return rate.
Twenty six of the disqualified responses were filled out by service-providers® (or
outsourcers) of FM services to organisations. Objectivity®’, in these cases could not be
guaranteed, thus they were discounted. The remaining six were excluded on the basis
that they were conflicting within their responses. That is, it was noted that they
contradicted previous question responses to the point of non-determination of the
correct response when considering the questionnaire in its entirety, thus they were
considered as incomplete or incorrect.

The questionnaire data results can be broadly categorised® into current and
previous FM procurement methods, being grouped as 75% or more outsourced, 75%
or more insourced, and 50% outsourced/insourced. Value and costs can then be
measured for each of these categories, with comparisons made. The implications of
time for each category can then follow, comparing the current with previous
procurement methods.

The majority of respondents were delivering in-house FM, with the second largest
being that of outsourced delivery, followed by a split between the two. There were only
five respondents who fully outsourced their FM (refer to Table 15).

To ensure sufficient numbers of respondents were represented for each major
FM procurement and delivery method, three groupings were devised to be used where

required. Most organisations insource their FM.

Sample Split by Category
75%+ Outsourced 75%+ Insourced 50% Out/Insourced Total
Nos 24 107 17 148
% of total 16% 73% 11% 100%

Table 15 — Extent Out/Insourced

% The questionnaire was designed to be completed by organisations that are recipients of FM delivery,
regardiessif serviced by internal or externa providers.

%7 The service provider, in some cases, was also acting as manager of the service provision for the client
organisation and thus was in a conflicting situation. They were not the intended recipients of the
guestionnaire, but were given it to complete second hand and thus discounted.

8 Categorisation of the data will, at times, also be grouped further into 100% Outsourced, 75%
Outsourced, 50% Out/Insourced, and 75% Insourced when appropriate for the data analysis type used.
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FM CATEGORIES BY INDUSTRY SECTOR

The average number of categories constituting FM for each organisation indicated that
the communication services sector®® (refer to Table 16) had the most individual
categories, with the retail sector having the least categories (refer to Table 16).

Interestingly, the communications services sector was also the least outsourced,
with the agriculture, forestry and fishing sector the most outsourced. This tends to
support the notion that the more multidisciplinary, or multi-category the FM delivery, the
more likely it is to be insourced, as complex SLAs lead to high outsource costs, as
previously discussed.

Building maintenance and management was the most utilised FM category, with
IT the least (refer to Table 17).

The spread across thirteen industry sectors is considered a good representation
for the purposes of this research. It can now be seen that the more categories which
are considered part of the FM function, the less they are outsourced. Also, in general,
based on Table 17, FM is multidisciplinary, with a diverse basket of disciplines and

services.

8 Australian Bureau of Statistics categories.
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Industry Sector

Organisations

Average No. of FM

Extent Outsourced (%)

Categories

Commun'ctn Services 2 10 10
Wholesale Trade 2 8.5 20
Retail Trade 2 6 20
Cultural and Recreational 15 7.9 28
Services

Transport and Storage 8 8 30
Manuf'ctng 4 7.5 35
Education 20 8.7 35
Finance and Insurance 15 7.5 36
Government Admin. and 44 7.5 39.1
Defence

Property and Business 12 7.8 45
Services

Electricity, Gas and Water 7 7.7 45.7
Supply

Health and Community 15 7.8 50.7
Services

Agriculture, Forestry and 2 8.5 100

Fishing

Table 16 — Industry Sector Analysis
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FM Category Average Percentage of Usage
Building Maintenance & Management 88.5
Construction & Project Management 83.3
Plant & Equipment Management 79.5
Grounds Management 75.6
Utilities Management 75
Architectural and Engineering design 74.4
Other 73.1
Space (Churn) Management 66
Corporate Real-estate Management 60.9
Administration Management 37.8
1.T Management 8.3

Table 17 — FM Category Average Usage for Total Sample

7.3 DURATION OF FM PROCUREMENT and DELIVERY STRATEGY

On average, those organisations that currently insource 100% of their FM have done
so for the longest period of time, with those that outsource 100% having done so for
the shortest period of time (refer to Table 18). Interestingly, it is worth noting that those
organisations that now outsource 75% or more of their FM had previously insourced
50% or more of their FM, and did so for the longest average period of time.

This may indicate, for this data set, that insourced methodologies may tend to
remain the predominant form of FM procurement for a longer period of time than
outsourced methods. This will be dealt with in greater detail in this chapter.

Also, those organisations that outsource 100% of their FM currently had also
changed their procurement method the most, compared to their previous methodology
(by 54%). The least change was by those that currently insource their FM 100% (by
only 8%) (Refer to Table 18).

This may also indicate for this data set that the more insourced the FM
procurement is the least likely it is to change (refer to Flow Chart 26).

Even though it would seem that insourced methods are the more stable over time
and remain relatively unchanged compared with those that outsourced, this may be

merely a reflection that the insourced organisations in this sample are yet to look at the
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overall efficiency of their FM function when benchmarked against other organisations.

This is especially so against overseas markets where it could be suggested that there

is a more developed FM outsourced market. Quantification of cost and value levels

over the time period should indicate whether this is the case.

However, these figures may also suggest that Australian firms that outsourced

may have experienced a correction some time after and brought back some of the

outsourced function in-house, but only partially. This would also explain why wholesale

change is not experienced. Once again, further quantification of value and cost is

necessary.

Current
Procurement
Method

100%

In-house

75%

In-house

50%

In-house

75%

Outsourced

100%

Outsourced

Current
Procurement
(% of Sample)

54.7%

17.6%

11.5%

13.5%

2.7%

Current
Procurement
Length

(Average in Years)

23.3y

6.5y

7.6y

8.0y

5.1y

Average Previous
Procurement
Method

92%

Insourced

82%

Insourced

88%

Insourced

26%

Outsourced

46%

Outsourced

Previous
Procurement
Length

(Average in Years)

14.6y

20.9y

17.6y

30.3y

Table 18 — Duration of Procurement Methods

26.3y

230




Multidisciplinary Is
Insourced More

Those industry sectors
that had the most
categories under the FM
function were also the
most insourced.

More Insourcing M eans
LessLikely to Change

The more of the FM
function that is
insourced, the less likely
itisto change.

Thisindicates that
“partial change” rather
than “wholesal e change’
isthe preferred adopted
option.

Partial Change
Preferred

<

Resultsin Complex
SLAs

This confirms that the
more multidisciplinary
the FM function, the
more complex the SLAS,
thus the less outsourced.

And thelonger the FM
function isinsourced, the
lesslikdyitistobe
outsourced.

L ess Outsourcing when

Insourced Longer

However, partia
outsourcing options
require more staff
numbersto deliver.

Confirmed Staff

Increasesfor Partial

Outsourcing

Flow Chart 26 — The Dynamics Surrounding the Durations of FM Procurement
Methods
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7.3.1 SIGNIFICANT “DURATION OF FM PROCUREMENT METHODS”
DIFFERENCES — T-TEST ANALYSIS

Furthering the conclusions drawn from the averages, that is, that insourced
methodologies may tend to remain the predominant form of FM procurement for a
longer period of time than outsourced methods, and that the more insourced the FM
procurement is, the least likely it may be to change; by using the t-test’® method,
significant differences between the various forms of FM procurement (that is 100% to
0% outsourced) can be compared, discussed, and used to support the findings
mentioned. Therefore by comparing the flagged significant variances results from the t-
test for each FM procurement method, an indication of significant differences can be

established.

COMPARING AGAINST 100% INSOURCED METHODS

For those that currently insource their FM 100%, significant differences were
established for the extent of change in FM procurement methods, the current length of
the procurement method adopted, and the staff numbers involved (refer to Table 19).

These significant differences in means seem to support the theory that the more
insourced FM is currently, the less outsourced it was previously. For example, when
comparing previous FM procurement methods for the current 100% insourced FM
method and current 100% outsourced FM methodologies, the difference was 83.56%.
That is, previously the current 100% outsourced FM method was also 83.56% more
outsourced in its previous method than the current 100% insource methodology was.

A similar trend is noted when observing the other current FM methodologies
(Tables 19 and Appendix 2 Tables 38, 39 and 40). This may be suggesting that
“wholesale change” may not be the predominant strategy when changing FM delivery
methods. Rather, partial shifting from either major form, especially when moving from
insourced to outsourced options, maybe the more favoured.

Also, using the same methodology, in this data set, there is support for the notion
that insourced FM delivery may tend to remain the predominant form of FM
procurement for a longer period of time than outsourced methods.

When noting the trend of difference for “current length”, it is observed that when there

" The t-test procedure compares means and flags significant variances. (The p-level reported with a t-test
represents the probability of error involved in accepting a research hypothesis about the existence of a
difference. Technically speaking, this is the probability of error associated with rejecting the hypothesis
of no difference between the two categories of observations (corresponding to the groups) in the
popul ation when, in fact, the hypothesisistrue.)
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Table 19 — Independent Samples Test for 100% Insourced — Previous FM

Levene's Test
for Equality of
Variances

t-test for Equality of Means

Compared with 75%
Insourced

Sig.

Df

95% Confidence
Interval of the
Difference
Lower Upper

Sig. (2-
tailed)
Mean
Difference
Std. Error
Difference

Prior
procurement

Equal
variances
assumed

1.148 .286

-1.925

105

.057 -.514 .267 -1.044 .016

Equal
variances
not assumed

-1.862

40.124

.070 -.514 .276 -1.072 .044

Current
length

Equal
variances
assumed

12.46 001

3.207

91

.002 | 16.77296 | 5.22991 6.38438 27.16154

Equal
variances
not assumed

5.029

74.033

.000 | 16.77296 | 3.33502 10.12784 23.41808

Staff nos at
start

Equal
variances
assumed

3.124 .081

-1.912

88

.059 5.37715 | -20.96826 40365

10.28231

Equal
variances
not assumed

-1.647

33.749

.109 6.24248 | -22.97203 2.40741

10.28231

Staff nos now

Equal
variances
assumed

9.902 .002

-2.872

102

.005 3.60210 | -17.49091 | -3.20140

10.34615

Equal
variances
not assumed

-1.936

27.523

.063 5.34469 | -21.30281 .61051

10.34615

Compared with

50% insourced

Current
length

Equal
variances
assumed

6.665 .012

2.404

82

.018 | 15.70079 | 6.53008 2.71037 28.69121

Equal
variances
not assumed

4.058

76.398

.000 | 15.70079 | 3.86928 7.99510 23.40648

Staff nos now

Equal
variances
assumed

2.217 .140

-1.717

92

.089 | -5.05288 | 2.94323 | -10.89839 .79262

Equal
variances
not assumed

-1.483

19.148

.154 | -5.05288 | 3.40762 | -12.18139 2.07562

Compared with

75% outsourced

Prior
procurement

Equal
variances
assumed

.035 .851

-3.165

99

.002 -.880 .278 -1.431 -.328

Equal
variances
not assumed

-3.821

38.759

.000 -.880 .230 -1.345 -414

Current
length

Equal
variances
assumed

10.55 002

2.565

85

.012 | 15.26873 | 5.95168 3.43520 27.10226

Equal
variances
not assumed

4.614

72.004

.000 | 15.26873 | 3.30956 8.67124 21.86622

Compared with

100% outsource

d

Prior
procurement

Equal
variances
assumed

1.491 .226

-3.109

83

.003 -1.880 .605 -3.082 -.677

Equal
variances
not assumed

-2.470

3.182

.085 -1.880 761 -4.225 466

Equal
variances
not assumed

4.700

26.983

.000 | 18.12873 | 3.85692 10.21476 26.04270
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is no outsourcing at all, there is less change when compared to those that adopt partial
outsourcing.

Also, for those that adopted partial outsourcing (refer to Tables 19 and Appendix
2 Tables 38 and 39) staff numbers’ were higher. This would suggest that more staff
are required in partial outsourcing strategies than full outsourcing or full insourcing
options. This trend is evident, however, through the full range of FM procurement and

delivery methods, indicating a trend exists for this dependent variable.

PREVIOUS VERSUS CURRENT FM METHODS — COMPARISON TO DAVID JONES
CASE STUDY

Certainly, when considering the case study, the notion of insourced FM being in
duration longer than outsourced, or partial outsourced options was confirmed, whereby
but for a period of two years, David Jones insourced its FM over a period of more than
150 years.

Although there seems to be no support from the case study for the notion that the
more insourced FM is currently, the less outsourced it was previously (as David Jones
was seen to go from 100% insourced to 100% outsourced, then back to 100%
insourced). It must be remembered, however, that it was concluded that, in fact, David
Jones did not truly outsource its FM 100%. It failed to transfer ownership and control of
the process to the outsource provider, thus diluting the dynamics of the outsourcing
decision, as previously discussed.

It could therefore be argued that there was only partial outsourcing (when
considering the previously accepted definition of outsourcing) and therefore the notion
that the more insourced FM is currently, the less outsourced it was previously, would
certainly hold true for David Jones.

It would also be consistent with the proposition that more staff are required to
deliver partial outsourcing strategies. It was found in the case study that the David
Jones management staff, by default, managed the FM delivery alongside the outsource
management staff, effectively doubling management staff numbers.

David Jones certainly corrected its inefficient FM through outsourcing, which
could be considered quite radical in terms of its history and compared with the findings
of these results. However, a 100% shift back in-house seems to go against the trend

found within these results. A more conservative approach (say, partial insourcing) may

™ Staff numbers refers to management staff for the procurement method referred to, expressly for the
purpose of managing the FM delivery.
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have been adequate and possibly more sustainable in the long term. This, however, is

conditional to the operating environment, as previously discussed.

7.4 VALUE AND COST RESULTS FOR OUTSOURCED AND INSOURCED
METHODS

It was previously discussed that there are both percieved cost and value implications
for both in-house and outsourced FM delivery, and that each method has unique cost
and values attributed to it. When measuring these costs and values it is important to

define them, grouping them into the categories, as listed in Tables 20, 25, 29 and 33.

INDEPENDENT VARIABLES FOR OUTSOURCING VALUE

As previously established, the independent variables for outsourcing value are defined

as:

A decentralised organisational structure exists
Service Level Agreements are simple

Influence from globalisation on the organisation exists
Bounded rationality exists within the organisation

The FM function is considered non-core to the organisation

o 0k~ w NP

Competitive pressure exists.

DEPENDENT VARIABLES FOR OUTSOURCING VALUE

The dependent variables for outsourcing value are defined as:

a. Transfer leverages (virtually leveraging off the wholesale change process to
enhance productivity)

b. Economies of scale (through the service companies’ size, and combined
service companies market share)

C. Increased competitive advantage (by shedding non-core functions and re-
allocating focus and assets to core production activities)

d. Increased flexibility (by shedding staff and gaining contract flexibility to enable

production techniques to be re-aligned as and when required)
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Access to increased specialisation (specifically in technology and updated

processes).

INDEPENDENT VARIABLES FOR OUTSOURCING COSTS

The independent variables for outsourcing costs are defined as:

Increased monopoly provided to the service-provider afforded under the
outsourcing contract

A high demand of relevant knowledge workers required

Use of multiple outsource providers by the client organisation

Difficulty in gaining cooperation by the outsource providers.

DEPENDENT VARIABLES FOR OUTSOURCING COSTS

The dependent variables for outsourcing costs are defined as:

o 0 o oW

Increased overall monitoring costs

Decreased control (locked into contracts and loss of bargaining power)
Decreased staff conditions (for the provider's FM staff in general)

Decrease in quality and quality control (due to quality shading whereby cost
decreases are achieved through quality reductions)

Increase in hollowing out of the organisation (whereby the service company
acquired some of the company’s substance to varying degrees)

Decrease in core competencies due to hollowing-out

Decrease in flexibility (due to set-up costs and monopoly of supply).

INDEPENDENT VARIABLES FOR INSOURCE VALUE

The independent variables for insource value are defined as:

The facility management function is considered strategic, or supports core
business in a strategic sense
There is a centralised organisational structure

The firm size is large
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4. Ownership is central to the organisation

5. Uncertainty exists in the operating environment

6. Assets are specific in nature.

DEPENDENT VARIABLES FOR INSOURCE VALUE

The dependent variables for insource value are defined as:

a. Reduction in costs (cost of transacting lower than in the marketplace due to less
monitoring time required)

b. Increased flexibility (due to ownership and internal organisation being easier to
co-ordinate and manage)

C. Little or no opportunism (where the company worked together as opposed to a
conflict of external suppliers all vying for business)

d. Increased overall control of the FM function and its outcomes.

INDEPENDENT VARIABLES FOR INSOURCE COSTS

The independent variables for insource costs are defined as:

1. The level of complexity of the multidisciplinary FM service provided

2. The number of functions or categories grouped under the FM service.

DEPENDENT VARIABLES FOR INSOURCE COSTS

The dependent variable for insource costs is defined as:

a. Ever-increasing staff numbers (creating non-productive bureaucracy)

7.5 OUTSOURCE VALUE RESULTS

By referencing and measuring the previously hypothesised dependent and

independent variables for outsourced value (refer to Table 20), it can be seen that
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outsourced value results (The dependent variables) are higher for those that are more
outsourced than those that are not (refer to Flow Chart 27).

Being higher further illustrates that more percieved value is achieved whilst
outsourcing for the “recipe” postulated for outsource value. Thus this recipe holds true
more for outsourcing than for insourcing under these conditions. This may confirm
when best to outsource. It should also be noted that more percieved value was
achieved for those that outsourced, even though the independent variables, or value
drivers, scored lower for those more outsourced, supporting the recipe’s relevance

even further.
COMPARISON TO THE DAVID JONES CASE STUDY

This was also confirmed in the case study. David Jones received value from
outsourcing in four? of the five major value driver areas during its outsourcing delivery
method, which were either not realised, or realised to a much lesser extent during in-
house methods.

Thus it is could be suggested that the hypothesis for outsourced value has been
further supported.

Also, we saw that in the case study the recipe for maximum outsource value did

deliver savings, but when the recipe changed this value quickly diminished.

7.5.1 OUTSOURCE VALUE - RATIO-ADJUSTED RESULTS

Also, we can further predict just how much value would have been achieved based on
the current alignment of the dependent variables with the independent variables for
each strategy; if we theorised a “maximum” independent variable alignment (that is, a
ratio adjusted score based on the presupposition that the organisation’s operating
environment is fully aligned to its current FM procurement and delivery method).

Once again, those that outsourced more scored much higher outsourcing values
(refer to Table 21 and Figure 13).

This is made possible in that not only were the average scores higher for those

that outsourced more, but this was achieved with a higher ratio (1 to 10.15), indicating

2 To alesser extent, in the area of competitive advantage, David Jones received less outsource value, and
this was in fact one of the main reasons why David Jones brought the FM delivery back in-house, as
competitive advantages for David Jones was linked to cost efficiencies. In comparison, this area of
competitive advantage outsource value was also the lowest averaged value realization at 68.5% for the

guestionnaire results aswell.
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that this value was easily and more conclusively achieved than those with less

outsourcing, as they also had a lower dependent/independent variable ratio.

So assuming that the organisations surveyed had 100% of the recipe, the

resultant perceived value demonstrates the recipe’s advantage for outsourcing over

insourcing under these conditions.

Outsource Value

Independent Variable®™ 75%+ 75%+ Insourced 50% Out/Insourced
Outsourced
Bounded rationality 52.6% 34.8% 54.2%
FM Non-core 75.8% 75.6% 73%
Simple SLAs 50% 66.2% 58.8%
Decentralised 76.6% 78% 75.2%
Competitive 49.2% 57% 65.8%
Environment
Globalised environment 42.6% 41.6% 40%
Averaged Total 57.80% 58.87% 61.17%
Dependent Variable®™ 75%+ 75%+ Insourced 50% Out/Insourced
Outsourced
Transfer leverages 71.6% 58.8% 73.8%
Economies of scale 73.4% 65.8% 65.8%
Competitive advantages 68.4% 56.4% 57.6%
Flexibility 75% 83.8% 68.2%
Specialisation 77.6% 68.2% 74.2%
Advantages
Averaged Total 73.2% 66.6% 67.92%

Table 20 — Outsource “Value” Results

Independent/Dependent Ratio Maximum

Possible Value and Cost — Outsource Value

75%+ Outsourced

75%+ Insourced

50% Out/Insourced

Ratio-adjusted 730.70%" 327.75% 342.00%
Outsource Value
Ratio independent to 1to0 10.15 1to4.55 1to4.75

dependent

Table 21 — Achievable “Outsourced Value” — Independent to Dependent Applied
Adjusted Ratios

" Figures expressed as a percentage of a possible achievable score, with 100% being the maximum
possible score without being ratio adjusted.
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Ratio Adjusted Outsource Value

24%

O 75%+ Outsourced
B 75%+ Insourced
050% Out/In-sourced

53%

23%

Figure 13 — Overall outsourced value realisation comparison

It should also be noted that the high theorised possible percentages (refer to
Table 21) indicate that much more outsource value is attainable by all FM procurement
strategies (especially those that outsource more) should they be closer aligned with the
independent variables (refer to Table 21).

COMPARISON TO THE DAVID JONES CASE STUDY

This will be discussed further in subsequent chapters of this thesis, however, it was
seen in the case study that the anticipated value that David Jones expected from
outsourcing FM was short-lived (only two years in duration). As determined by the
case-study findings, and when comparing against the independent variables listed in
Table 21, David Jones was also not 100% aligned to achieve maximum value. In that
David Jones eventually considered its FM also as a strategic cost-efficiency function
“during” the outsource delivery strategy.

Considering this, this had changed the dynamics of this variable from its original
definition of non-core, thus diminishing the return on value. This is comparable with the
findings of the questionnaire results, in that FM was also considered strategic by an
average of 75.8% (refer to Table 2) for those that outsourced 75% or more of their FM.
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And as a result, in the area of flexibility value, firms became less flexible, due to
hollowing-out and corporate knowledge staff retention issues.” This would explain the
low flexibility average value score in Table 20.

Another area that would have contributed to lower outsource values would be in
the area of SLA management. David Jones had simple SLAs, however, each individual
contract, which was outside the commercial ownership of the outsource provider, had
numerous SLAs. This led to performance measurement and ambiguity issues with the
outsource provider when considering performance measurement at bonus time. This is
consistent with the results of the questionnaire, in that on average only 50% of those
that outsourced 75% or more had simple SLAs, thus a reduction in the potential value
derived from outsourcing occurred.

So there also seems to be a situation in which organisations that outsource their

FM may not be monitoring the recipe postulated in this thesis.

7.5.2 T-TEST -SIGNIFICANT OUTSOURCE “VALUE” VARIABLE DIFFERENCES

Thus by using t-test analysis, it can be further identified which areas of outsourced
value are significantly different when comparing each FM Procurement and delivery
strategy.

In this way the more important parts of the recipe can be brought to light, that is,
which value propositions that are more intense are seemingly produced from the

recipe?

COMPARING INSOURCED WITH OUTSOURCED METHODS

When comparing Insourced” FM procurement methods with other, less insourced
methods, we see a clear trend of increasing specialisation value, that is, the more
outsourced, the more specialisation advantages were realised. A similar trend can be
seen with economy of scale value as well (refer to Tables 22, 23 and Appendix 2 Table
41). This would indicate that, when comparing means, outsourcing does deliver
significantly more specialisation and economies of scale advantages than insourced

methods, as previously discussed.

™ Corporate knowledge retention would reduce flexibility by reducing the amount of desired staff
reductions without necesarly increasing productivity

"5 1t should be noted that even though the participants were insourced for this bracket whilst completing
the questionnaire, the question was designed specifically to address the current outsource value still being
redlised by the participants from previous outsourced strategies. Those who had never previoudy
outsourced were excluded from these results.
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The two stand-out outsourcing advantages delivered over insourced methods

were specialisation and economies of scale. This is directly linked to the extent of

outsourcing. More of one delivers more of the other.

Table 22 — Independent Samples Test for 100% Insourced — Outsource

Value
Levene's Test t-test for Equality of Means
for Equality of
Variances
95% Confidence
. ) c § E § Interval of the
w =2 - 8 - 9 | § L |wy _
2 .09; = s 2 s £ Difference
e ® o Lower Upper
Compared against 75% insourced
Bounded Equal 4721 .032 -3.772 104 .000 -.809 214 | -1.234 -.384
rationality variances
assumed
Equal -3.258 | 34.55 .003 -.809 .248 | -1.313 -.305
variances 3
not assumed
SLAs Equal .266 .607 2.071 101 .041 467 .225 .020 914
variances
assumed
Equal 2011 | 41.04 .051 467 .232 -.002 .936
variances 3
not assumed
Economies of Equal 1.116 .299 -1.881 32 .069 -.875 465 [ -1.823 .073
scale variances
assumed
Equal -1.620 9.612 137 -.875 540 | -2.085 .335
variances
not assumed
Flexibility Equal .004 .947 2.945 105 .004 450 153 147 .753
variances
assumed
Equal 2.793 | 38.95 .008 450 161 124 776
variances 0
not assumed
Specialisation Equal 8.678 .006 -2.152 32 .039 -.865 402 | -1.684 -.046
variances
assumed
Equal -1.576 | 8.295 152 -.865 549 [ -2.124 .393
variances
not assumed
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Independent Samples Test for 100% Insourced Continued...

Levene's Test

for Equality of

t-test for Equality of Means

Variances
95% Confidence
(] — (]
. o _ -~ & s = § L%’ § Interval of the
2] e .09)3 F 2 E . E Difference
e ® o Upper Lower
Compared against 50% insourced
Bounded Equal variances 11.78 .001 -4.509 95 .000 -1.168 .259 -1.683 -.654
rationality assumed 3
Equal variances -3.401 | 18.88 .003 -1.168 344 -1.888 -.449
not assumed 6
SLAs Equal variances 5.071 .027 1.782 92 .078 487 273 -.056 1.030
assumed
Equal variances 1567 | 20.97 132 487 311 -.160 1.134
not assumed 6
Transfer Equal variances 3.619 .070 -2.334 22 .029 -.938 402 | -1.771 -.104
leverages assumed
Equal variances -1.928 | 9.175 .085 -.938 486 -2.034 159
not assumed
Flexibility Equal variances 4.270 .041 4.641 96 .000 .885 191 .506 1.263
assumed
Equal variances 3.696 | 19.45 .001 .885 .239 .384 1.385
not assumed 0
Specialisation Equal variances 11.21 .003 -2.228 23 .036 -.956 429 | -1.843 -.068
assumed 3
Equal variances -1.732 | 8.433 120 -.956 .552 -2.217 .305
not assumed
Compared against 75% outsourced
Bounded Equal variances 6.024 .016 -3.834 98 .000 -.913 .238 -1.385 -.440
rationality assumed
Equal variances -3.118 23.931 .005 -.913 .293 -1.517 -.308
not assumed
SLAs Equal variances 2.703 .103 4.119 95 .000 1.079 .262 .559 1.598
assumed
Equal variances 3.540 25.189 .002 1.079 .305 451 1.706
not assumed
Flexibility Equal variances 1.975 .163 3.591 99 .001 .646 .180 .289 1.003
assumed
Equal variances 2.922 23.901 .007 .646 221 .190 1.103
not assumed
Specialisation Equal variances 4.139 .052 -2.298 26 .030 -1.100 479 | -2.084 -.116
assumed
Equal variances -1.928 9.577 .084 -1.100 571 -2.379 179
not assumed
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Independent Samples Test for 100% Insourced Continued...

Levene's Test t-test for Equality of Means
for Equality of
Variances
95% Confidence
(] — (0]
. & g5 g & 2 2 Interval of the
=2 5 9 O TR
* @ = e 2 5 2 Slg 2 Difference
o » o Upper Lower
Compared against 100% Outsourced
Bounded Equal variances
_ ) 4,026 | .048 | -4.179 82| .000| -1963| .470| -2.897 | -1.028
rationality assumed
Equal variances
-2.252 | 3.076 | .108 | -1963 | .871 | -4.697 q72
not assumed
Strategic Equal variances
1.312 | .255| -1.299 83| .197 -710 | 546 | -1.797 377
assumed
Equal variances
-2270 | 4.123 | .084 -710 | .313 | -1.568 .148
not assumed
Economies of Equal variances
3.810 | .080 | -2.194 10| .053| -1.625| .741| -3.275 .025
scale assumed
Equal variances
-2917 | 9558 | .016 | -1.625| .557 | -2.874 -.376
not assumed
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Outsourced FM Achieved Confirms Case Study

Highest Theorised Value Findings
Those that outsourced Thisissamilar to the
achieved the highest results of the case sudy
score for transfer where it was shown that
leverages, competitive David Jones adso
advantages, and |::> experienced valuein
especially specialisation these areas whilst
and economies of scale outsourced.
advantages.

Most Firms Under-
realising Full
Outsourcing Potential

However, theresults also Theresultsalso
indicated that most firms indicated that those that
arenot using thisto their outsourced achieve these
advantage and are under- value propositions much
realising the full <:I easier than those that
potential of outsourcing insource, by almost 50%,
value. especialy if bounded
rationality existed.

Outsourced FM Twice as
Likely to Achieve This
Value

Thustheresults
indicated that SLAS
should be more
simplified whilst
outsourced, and firms
should only outsource
functionswithin FM not
regarded as strategic.

Simplify SLAsand Outsource
Non-core Only

Flow Chart 27 — Outsource Value Dynamics
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FIFTY PER CENT IN/OUTSOURCED METHODS REAP HIGHEST VALUE
THROUGH TRANSFER LEVERAGES

Transfer leverages, however, were only significantly different when compared to 50/50
methods. This insourced method reported significantly less transfer leverages, but
there were no significant differences reported when compared against other methods.
Transfer leverages were also realised more by those firms that 50/50 their FM delivery
(refer to Table 23). One explanation for this could be that those that outsource only
50% of their FM delivery relied on transfer leverage benefits to make a switch viable.

Only outsourcing half of a firm's FM would obviously reap only half of the specialisation
and economies of scale benefits. However, the results also indicate that transfer
leverages were certainly not halved, but in fact became the most significant value
proposition. Transfer leverages became almost independent of the extent or amount of

outsourcing, allowing firms to transfer easily.

NO OPERATIONAL FLEXIBILITY BENEFITS FOR OUTSOURCED METHODS

In addition, there were no comparable flexibility benefits from outsourced methods over
insourced methods, as previously discussed. On the contrary, the reported significant
differences indicated a trend in the flexibility value for insourced options, rather than
outsourced methods. This may be due to the “operational” nature of the term “flexibility”
within the context of the questionnaire which would not, therefore, be correctly
determined in this type of analysis (that is, t-test analysis).

Flexibility, in the case of outsourced value, was previously defined as that high-
level overall flexibility made available from outsourcing previously insourced methods,
and in particular, with the freedom to perform timely staff number fluctuations. This type
of value will be analysed differently to ensure meaningful results.

This suggests that organisations may not consider flexibility as a value
proposition of outsourcing. However, the ability to transfer unwanted assets and to
scale the FM delivery up or down as required should be considered a form of high-level

flexibility. This will be discussed further in this chapter.

BOUNDED RATIONALITY AND OUTSOURCING

Interestingly, when compared with insourced options, those that outsourced more also
reported significantly more bounded rationality (except for the 50/50 method — which

reported more bounded rationality than those that were 75% outsourced, and in the
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overall average score; refer to Table 20). This would seem to confirm the proposition
that the more bounded rationality that existed within the firm, the greater value was
attainable from outsourcing.

This part of the recipe suggests that a key ingredient is the inability of firms to
self-deliver FM. The results suggest that true outsourcing is more likely to take place
when firms are incapable of self-delivering FM, allowing the benefits of the External

Labour Market to be more easily obtained.

STRATEGY AND SLA RESULTS

Two notable variations from the previous hypothesised results is that of the firms’
strategic FM intent and SLAs. The t-test reported a significant difference occurred
between those that insourced compared to those that outsourced, as previously
discussed. Those that insourced regarded their FM as less strategic, or non-core, than
those that outsourced (Price 2004).

It was previously hypothesised that those that outsourced would outsource,
having regarded their FM as non-core, however, the opposite is the case in these
findings. This will be discussed further in this chapter; however this may explain the low
perceived value results achieved for the in-house method in this data set.

Another notable difference was that those that outsourced had significantly more
complex SLAs than those that insourced, as previously discussed. It was previously
postulated that those firms that had simple SLAs would reap greater value from
outsourcing than firms that had complex SLAs. However, these comparisons indicate
that those that outsource more have less simple SLAs than those that insourced. This
could indicate that achieving simple SLAs whilst outsourcing is more complex than
when insourced.

In other words, SLAs may actually need to be more complex when outsourced
than when insourced. However, should the SLAs be simplified further, even more
outsourced value may be obtained. This could be demonstrated by ratio-adjusting the
scores, assuming the SLAs were simplified to ascertain the resultant value derived

from this.
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Levene's t-test for Equality of Means
Test for
Equality of
Variances
95% Confidence
(] — (]
o _ & 5| s § ugJ § Interval of the
* 7} = © 2 5 2 E 5 E Difference
e ® o Lower Upper
Compared against 50% insourced
Transfer Equal 497 | .032 | -2.040 38 .048 -.688 .337 -1.370 -.005
leverages variances 2
assumed
Equal -2.259 | 37.436 .030 -.688 .304 -1.304 -.071
variances
not assumed
Compared
against 75%
Outsourced
SLAs Equal 920 | .343 1.798 44 .079 .612 .340 -.074 1.297
variances
assumed
Equal 1.752 | 36.316 .088 .612 .349 -.096 1.319
variances
not assumed
Compared
against 100%
outsourced
Strategic Equal A72 | 498 | -1.612 28 .118 -.769 ATT7 -1.747 .209
variances
assumed
Equal -2.260 5.691 .067 -.769 .340 -1.613 .075
variances
not assumed
Economies of Equal 213 | .155| -1.366 28 .183 -.750 .549 -1.874 374
scale variances 9
assumed
Equal -2.300 8.201 .050 -.750 .326 -1.499 -.001
variances
not assumed

Table 23 — 75% Insource T-test Comparison — QOutsource Value
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753 OUTSOURCE VALUE CAUSE AND EFFECT ASSOCIATIONS -
CORRELATION ANALYSIS

Further, by using multiple Spearman’s rho correlation analysis, we can further
determine the relationship between the variables, if any.
Given the hypothesis previously postulated, it is expected that there would be
correlations between the independent and dependent variables for outsourced value.
Correlation analysis will add a different dimension to the analysis of the recipe,
that is, confirm that the drivers of insource value or the insource recipe do not overlap
with the outsource recipe. This will highlight the uniqueness of both and confirm their

correct application under certain conditions.

OUTSOURCED VALUE CORRELATIONS

For those firms that insourced 100%°, only the independent variables of “FM non-
core”, and “decentralised” operations had no correlations. This is to be expected, as
these two independent variables also are indicative of Insourced value. As those firms
that consider their FM as strategic, being centralised in operations, reap value from
insourcing. Therefore it seems confirmed that they do not correlate with any
hypothesised outsourced value dependent variable (refer to Flow Chart 28).

All other dependent and independent variables had significant two-tailed and/or
one-tailed correlations to the 0.05 and/or 0.01 significance levels (refer to Appendix 2
Table 42).

From these multiple correlations (refer to Appendix 2 Table 42) we see that
flexibility is the only correlation between the independent variables and the dependent
variables. This is not surprising, as flexibility also rated significantly higher for those
that insourced than for those that outsourced (refer to Table 23). This is becuase the
attributed flexibility value is now assumed to be day-to-day operational flexibility rather
than the high-level labour input flexibility attributed to outsourcing.

And, being 100% insourced, it is not expected that any other correlations
between the independent and dependent variable would exist to any great extent in

general.

" |t should be noted that even though the participants were insourcing for this bracket whilst completing
the questionnaire, the question was designed specifically to address the current outsource value still being
redised by the participants from previous outsourced strategies. Those that had never previousy
outsourced were excluded from these results.
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Further, from these multiple correlations we have determined that causal links
within all the variables (refer to Appendix 2 Table 42) exists (except for “FM non-core”,
and “decentralised”, as previously discussed), confirming their association with
outsource value dependencies.

For those firms that insourced 75% of their FM (and thus outsourced 25% of their
FM), we see that only the independent variable of “simple SLAS” is not correlated to
any dependent variable. This can be explained, given that any FM procurement
strategy that has either a majority or similar quantity of insourced delivery would not
cause the independent variable of “simple SLAs” to correlate to outsource value
dependencies, given that the SLAs are also attributed to the insourced delivery portion.

Interestingly, we see this happening where those firms that outsourced 75% or
more of their FM also reported the most complex SLAs compared to both 50/50 and
75% or more insourced methodologies (refer to Table 20). Yet for those firms that have
insourcing included in their strategy, either the SLA is not correlating, or not correlating
with the value dependencies.

Insourced SLAs may be simple, but are directed to the individual service-
providers, and not the overall outsource management firm. All other dependent and
independent variables had significant two-tailed and/or one-tailed correlations to the
0.05 and/or 0.01 significance levels (refer to Appendix 2 Table 43).

For those firms that outsource 50% of their FM, and thus insource 50% of their
FM we see that, once again, the independent variable of “simple SLAS” is not
correlated for reasons discussed previously. The only other independent variable not
correlated is that of “non-core FM”.

This can be explained with the same reasoning given to this particular
independent variable as for the 100% insource results.

All other dependent and independent variables had significant two-tailed and/or
one-tailed correlations to the 0.05 and/or 0.01 significance levels (refer to Appedix 2
Table 44).

For those firms that outsourced 75% or more of their FM (and thus insourced
25%), we see that all dependent and independent variables had significant two-tailed
and/or one-tailed correlations to the 0.05 and/or 0.01 significance levels (refer to Table
24).

Interestingly, the dependent variable “transfer leverages” was the only dependent
to independent correlation, correlating with the independent variable “competitive
environment”. This would suggest that for those that mainly outsource their FM, value
is attained predominantly through transfer leverages in a competitive environment

(refer to Table 24). Whereas in the case of those that outsource 50% of their FM,
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most, but not all independent variables correlate with dependent variables, and with
those firms that outsource only 25% of their FM, independent to dependent correlations
are spread across all value areas. However this was to corresponding lesser value
guantities than those that outsource 75% or more (refer to Appendix 2 Tables 43 and
44).

scale
Increase in
Competencies

Bounded
Rationality
SLAs
Competitive
Globalised
Transfer
Leverages
Economies of

Strategic Correlation .398(*) .381(*%)
coefficient
Sig. (1-tailed) .041 .049

N 20 20

De/Centralisati | Correlation -.627(**) 433(*%)
on coefficient
Sig. (1-tailed) .002 .028

Sig. (2-tailed) 003 056
N 20 20

Competitive Correlation - 434(*) A11(%) -.464(*)
coefficient

Sig. (1-tailed) 028 036 1020
Sig. (2-tailed) 056 072 1040
N 20 20 20

Economies of Correlation A70(%)
scale coefficient

Sig. (1-tailed) .018
Sig. (2-tailed) .037
N 20

Flexibility Correlation .381(*%)
coefficient
Sig. (1-tailed) .049

Sig. (2-tailed) .097
N 20

Specialisation Correlation .769(**) .678(**)
coefficient
Sig. (1-tailed) .000 .001

Sig. (2-tailed) .000 001
N 20 20

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 24 — 75% Outsourced Correlations for “Outsource Value”

For those firms that outsourced 100% of their FM, we get inconsistent results whereby
correlations exist for all areas except “bounded rationality, decentralised, competitive
environment, and specialisation”. This can be explained in that the sample size of five

respondents is not indicative enough to produce meaningful results. As such, these
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results will be discounted unless combined within the 75% or more data sample
analysis (refer to Appendix 2 Table 45).

This is indicating that the drivers for outsource value are present for firms that
insourced or not if the recipe is present. And that there is a link between them,
indicating their relevance to each other. The presences of correlations of this

magnitude suggest that cause and effect may have been established for this data set.

Outsourced Value Nullification of Value if
Derived from Theorised Mixed FM Delivery
Dependencies M ethods
The majority of the However, some of the
theorised outsourced outsource value

value propositions propositions were

correlated with the |::> “nullified” by insource

theorised causes of value propositions when

outsourced value. there existed amix or
part mix of both in-house
and outsourced FM.
The More Outsourced

the Fewer Correlations

In fact, the more And, for those firms that
outsourced, the fewer predominantly outsource
correlations with all thelr FM, “transfer
other “dependencies’, leverages’ correlating
but the stronger the <::| with “competitive
correlation. Thereverse environment” was the
was also true. main form of value
derived.
Transfer Leveragesin a
Competitive
Environment

Flow Chart 28 — Outsource Value Correlation Results

7.6 INSOURCED VALUE RESULTS

Again, by using the same formula as was used for the outsource value results, and
referencing and measuring the previously hypothesised dependent and independent

variables for in-house value (refer to Table 25), it can be seen that in-house value
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results (the dependent variables) are higher for those that are more insourced than
those that are not.

Being higher indicates that more value is achieved whilst insourced for the recipe
postulated for in-house value. Thus, this recipe holds true for insourcing but not for

outsourcing. This confirms when a firm should insource under these conditions.

COMPARISON TO THE DAVID JONES CASE STUDY

This was also confirmed in the case study, in that David Jones received value from
insourcing in all of the four major value areas during its transition from outsourced to in-
house FM. Which were either not realised, or realised to a much lesser extent during
outsourced methods. Thus it is concluded that the hypothesis for in-house value has
been supported.

The David Jones case study supported the notion that the outsourcing recipe
delivered perceived value when its operating structure fit the recipe. However as the
operating structure changed to fit more of an insource recipe, this perceived value
quickly diminished until the function was brought back in-house, from which percieved
value was once again re-established. Obviously one of the main resultant costs during

this operating environment shift was “overt management” of the outsource provider.

7.6.1 RATIO-ADJUSTED RESULTS FOR INSOURCED VALUE

As we saw for outsource value, we can further predict just how much value would have
been achieved based on the current alignment of the dependent variables with the
independent variables for in-house value for each strategy. That is, if we theorised a
“maximum” independent variable alignment.

Once again, those that insourced more scored higher in-house values (refer to
Table 26 and Figure 14).

Also, the negative results’’ suggest that the firms surveyed are not fully realising
the maximum theorised potential in-house value. This would allow further value to be
obtained with closer dependent and independent variable alignment (refer to Table 36).
This supports the previous observation that the firms of the sample that insourced are

not looking for value in the areas postulated in this thesis.

" These negative results are a result of firms current scores being compared against the theorised
maximum score hypotheses, which are based on a 100% alignment to the independent variables.
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In-House Value

Independent Variable

75%+ Outsourced

75%+ Insourced

50% Out/Insourced

Large Organisation 91.4 81.2 92.6
Centralised 76.6 78 75.2
Strategic FM 75.8 75.6 73
Owned Assets 94.8 90.6 95
Specific Assets 60 64 60
Uncertain Environment 43.4 41.6 42.4

Averaged Total 73.67 71.83 73.03

Dependent Variable

75%+ Outsourced

75%+ Insourced

50% Out/Insourced

Less Monitoring Costs 40 59.6 42.4
More Flexibility 75 83.8 68.2
More Control 56.6 69.2 53
Less Opportunism 35.8 43 30.6

Averaged Total 51.85 63.9 48.55

Table 25 — In-house Value Results

So, assuming that the organisations surveyed had 100% of the recipe, the

resultant values demonstrate the recipe’s advantage for insourcing over outsourcing for

this data set.

Independent/Dependent Ratio Maximum Possible Value and Cost — Insourced Value

75%+ Outsourced

75%+ Insourced

50% Out/Insourced

Ratio-adjusted In- -395.60%"° -322.93% -353.43%
house Value
Ratio Independent to 1to-0.54 1to-0.50 1to-0.572

Dependent

Table 26 — Achievable “Insourced Value” — Independent to Dependent Applied
Adjusted Ratios

™8 Figures expressed as a percentage of a possible achievable score, with 100% being the maximum
possible score without being ratio-adjusted.
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Ratio Adjusted In-House Value

24%

@ 75%+ Outsourced
B 75%+ Insourced
050% Out/In-sourced

42%

Figure 14 — Overall Insourced Value Realisation Comparison

COMPARISON TO THE DAVID JONES CASE STUDY

When considering the case study, we see that this under-value realisation for
insourced FM is evident, whereas when David Jones was originally insourced, it was
not fully aligned to the independent variables postulated for in-house value. That is,
David Jones was decentralised, not centralised in operations, and FM cost efficiencies
was not considered strategic at the time. This resulted in a decision to outsource the
function — seeking further value from the FM operation. However, when the decision
was made to return to insource FM, for reasons previously discussed, these
independent variables were aligned, allowing for more value than previously realised
(refer to Flow Chart 29).

This highlights the uniqueness of both recipes; if organisations change in their
operation and management environments, care should be taken to ensure the correct

level of out/insourcing is applied to the current recipe.
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7.6.2 T-TEST — SIGNIFICANT INSOURCE “VALUE” VARIABLE DIFFERENCES

Thus, by using t-test analysis, it can be further identified which areas of insourced
value are significantly different when comparing each FM procurement and delivery
strategy.

Also, this altering of out/insourcing levels has ramifications within the recipe as
well. That is, different emphasis is placed on certain value propositions as the
outsourcing levels go up or down for both the insource and outsource recipes. The t-
test has confirmed this, indicating which resultant value areas are affected more from

partial outsourcing etc.
COMPARING INSOURCED WITH OUTSOURCED METHODS

When comparing insourced methods against other, less insourced methods (refer to
Table 37), we see that significantly less management time is spent on managing FM
assets’® by those that insource than by those that outsource, with a trend evident (refer
to Tables 27, & Appendix 2 Tables 48 & 49). There was also significantly less flexibility
for those that outsourced than for those that insourced.

However, overall total percieved value derived from the insourced recipe is

evident when compared against those that outsourced.
SIGNIFICANT CONTROL LOSS AND MORE OPPORTUNISM

The most significant difference was in the area of control. Those that outsourced 75%
of their FM experienced 35.65% less control than those that insourced 100% of their
FM (refer to Appendix 2 Table 49). They were also 14.46% significantly more affected
by opportunism than those that had 100% insourced.

These two main value areas should be considered the cornerstone benefit of

insourcing.

™ 1t was previously theorised that monitoring costs are associated with transaction costs when firms
outcource their FM.
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Insource Value Results
Confirm Case-study
Findings

Insource Value
Propositions Greater for
Those Insourced

Those that in-source
achieved highest value
for monitoring costs,
flexibility, control and
reduced opportunism,
confirming the theorised
value propositions.

Greater Control for
Those Insourced

The majority of value
was derived from greater
control by over 35% than
with outsourced FM
delivery. Once again,
this was evident in the
case study aswell.

Flow Chart 29 — Insource Value Realisation Dynamics

<

Thisalso confirmsthe
case study, as David
Jones also achieved the
theorised value from
these areas.

Theresultsaso
indicated that firms are
not fully redlising the
potential insource value
in these areas. Thiswas
also evident in the David
Jones case study.

Insource Value Potential

Under-realised
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Table 27 — Independent Samples Test 100% Insourced — Insourced Value

Levene's Test for

Equality of
Variances t-test for Equality of Means
= -
co o8zt Bz 8
W =) - 5 -8 §¢ |mwg g Teos
? 58 22 g2 PcEce
a | ® o 8 £ a
Compared against 75% Insourced Lower Upper
Size of Equal variances
o .849 359 | -2.140 104 .035 -.486 227 -.935 -.036
organisation assumed
Equal variances
-2.229 | 45.561 .031 -.486 .218 -.924 -.047
not assumed
Management Equal variances
. 1.760 188 | -2.776 103 .007 -.690 249 | -1.184 -.197
time assumed
Equal variances
-2.552 | 37.542 .015 -.690 270 | -1.238 -.143
not assumed
Compared against 50% Insourced
Size of Equal variances
o 9.367 .003 | -2.588 94 .011 -.688 266 | -1.215 -.160
organisation assumed
Equal variances
-3.572 | 33.935 .001 -.688 192 | -1.079 -.296
not assumed
Equal variances
-3.673 | 23.366 .001 | -1.034 282 | -1.616 -.452
not assumed
Flexibility Equal variances
4.270 .041 4.641 96 .000 .885 191 .506 1.263
assumed
Equal variances
3.696 | 19.450 .001 .885 .239 .384 1.385
not assumed
Compared against 75% Outsourced
Size of Equal variances
o 7.568 .007 | -2.590 97 .011 -.641 .248 | -1.133 -.150
organisation assumed
Equal variances
-3.277 | 39.105 .002 -.641 196 | -1.037 -.246
not assumed
Management Equal variances
. 130 719 | -4.279 97 .000 | -1.152 269 | -1.686 -.618
time assumed
Equal variances
-4.013 | 27.283 .000 | -1.152 287 | -1.741 -.563
not assumed
Flexibility Equal variances
1.975 163 3.501 99 .001 .646 .180 .289 1.003
assumed
Equal variances
2,922 | 23.901 .007 .646 221 .190 1.103
not assumed
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Independent Samples Test 100% Insourced Continued ...

Levene's Test for
Equality of
Variances t-test for Equality of Means
= -
&5 |ce BB 28 8
w & - 5 52 | §5 U2zl
7 §5 =g |z € P EE=¢
a | ® o 8 £ a
Control Equal variances
12.225 .001 | -3.469 99 .001 -.819 236 | -1.287 -.350
assumed
Equal variances
-2.610 | 22.651 .016 -.819 314 | -1.468 -.169
not assumed
Opportunism Equal variances
.353 554 | -1.652 98 102 -.475 .288 | -1.046 .096
assumed
Equal variances
-1.742 | 31.360 .091 -.475 273 | -1.031 .081
not assumed
Compared against 100% Outsourced
Strategic Equal variances
1.312 255 | -1.299 83 197 -.710 546 | -1.797 377
assumed
Equal variances
-2.270 4.123 .084 -.710 313 | -1.568 .148
not assumed
Asset Equal variances
_ 3.837 .054 -.976 82 .332 -.475 487 | -1.443 493
ownership assumed
Equal variances
-4.391 | 79.000 .000 -.475 .108 -.690 -.260
not assumed
Management Equal variances
) 1.374 245 | -2.154 81 .034 | -1.152 535 | -2.216 -.088
time assumed
Equal variances
-2.710 3.524 .061 | -1.152 425 | -2.398 .094
not assumed

COMPARISON TO THE DAVID JONES CASE STUDY

Certainly, the David Jones case study supports these findings, in all areas. David
Jones insourced its FM to reduce the amount of management time spent on managing
the outsource provider, to avoid the perceived opportunistic claims of the outsource
provider to gain control over its FM process, and to increase its flexibility. This is as
reflected in its new FM organisation chart.

This has been no more clearly displayed than in the case study. These two main
insource value drivers differentiated the outsourced/insourced delivery in the minds of

management and became the impetus to return back in-house.
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7.6.3 INSOURCE VALUE CAUSE AND EFFECT ASSOCIATIONS — CORRELATION
ANALYSIS

Again, by using multiple Spearman’s rho correlation analysis, we can further determine
the relationship between the insourced variables, if any.

For those firms that insourced 100% of their FM, we see that all dependent and
independent variables had significant two-tailed and/or one-tailed correlations to the
0.05 and/or 0.01 significance levels, except for the independent variables “centralised”
and “owned assets” (refer to Table 28 and Flow Chart 30)

This is not surprising, as these two variables deliver value by offering control to a
firm (as previously determined). In the absence of any outsourced influence (which
would not be the case for those that outsource 25% of their FM), we would not expect
to see the dependent variable of “control” correlating as the respondents have no
alternate reference with which to compare when ranking the control variable.

This is confirmed by those that insourced only 75% of their FM, as there is a
correlation linking these two variables as expected.

These correlations also suggest that the outsource recipe does not work for the
insource recipe. Thus highlighting the unique attributes of the value drivers for insource

options.

STRATEGIC FM IS A “LINKING” CORRELATION

One notable correlation that is consistent with most of the FM delivery methods for in-
house value was the independent variable “strategic”. It correlated with “opportunism,
control, flexibility, and uncertainty (refer to Table 28 and Appendix 2 Tables 50 to 52).
This would confirm that this dynamic is an important factor in the delivery of value for
those that insourced part or all of their FM.

For those firms that insourced 75% of their FM (and thus outsourced 25%), we
see that all dependent and independent variables had significant two-tailed and/or one-
tailed correlations to the 0.05 and/or 0.01 significance levels except for the independent
variable “uncertain environment” (refer to Appendix 2 Table 50).

This is interesting, as it is the only FM procurement method (apart from 100%
outsourced which will be discussed) that has no correlation for “uncertainty”. This is not
easily explained. All other correlating FM procurement methods align as expected with
“uncertainty”.

This finding once again reinforces the idea that firms should not outsource FM

functions that are regarded as strategic to the firm in these conditions.
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Assets unique | Correlation 214(*%) .266(**)
specific coefficient
Sig. (1-tailed) .029 .008
Sig. (2-tailed) .017
N 79 80
Management Correlation -.242(*%)
time coefficient
Sig. (1-tailed) .016
Sig. (2-tailed) .032
N 78
Control Correlation -.334(**)
coefficient
Sig. (1-tailed) .001
Sig. (2-tailed) .002
N 81
Opportunism Correlation -.235(*) .240(*)
coefficient
Sig. (1-tailed) .018 .016
Sig. (2-tailed) .036 .032
N 80 80

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 28 — 100% Insourced Correlations for “Insource Value”

“NULLIFICATION EFFECTS” CAUSING VALUE FROM “UNCERTAINTY”
THROUGH PARTIAL OUTSOURCED METHODS

It is, however, observed that those firms that insource less and outsource more are the
only firms for which we see correlations with “uncertainty”, an independent variable,
with the dependent, value variables. And when considering the correlation with
“uncertainty” for those that insource 100% of their FM, we see that the correlation is not
an independent to dependent variable, indicating a weaker link with value (refer to
Table 28).

Therefore it could be argued that the value proposition for uncertainty is realised
when firms insource 50% or less of their FM. In these cases, it could be argued that
operating in an uncertain environment creates the propensity for an outsource provider
(especially for those firms that outsource 50% or more) to act unreasonably for reasons
as outlined previously. This, however, is then nullified by the insourced resources,
creating value through retention of flexibility, control, and the reduction of opportunism.

So in essence, uncertainty in a firm’s operating environment may be of no unique

advantage for in-house teams unless there is a percentage of outsourcing as well.
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When this is the case, the in-house teams may prevent opportunism which may arise
from the outsource percentage, thus possibly adding value to the combined overall FM
delivery method.

For those firms that insourced 50% of their FM (and thus outsourced 50%), we
see that all dependent and independent variables had significant two-tailed correlations
to the 0.05 and/or 0.01 significance levels, except for the independent variables
“centralised”, “owned assets”, and the dependent variable “opportunism” (refer to
Appendix 2 Table 51).

NULLIFICATION EFFECTS EXPLAINED

As was the case for those firms that insourced 100% of their FM, we would not expect
to see the independent variables “centralised”, and “owned assets” correlating for those
firms that outsource 50% of their FM and insource 50% of their FM. This is because
these two variables deliver value to insourced FM predominantly through the delivery of
control and a reduction in potential opportunism to an organisation. Where there are
equal amounts of FM delivery methods in the one firm, we would see that these value
proposition would be nullified by the value propositions that outsourcing offers. That is,
one set of value propositions seems to lessen the other.

For example, it was previously postulated that outsourcing in a decentralised
organisation gives the client organisation control through the outsource provider. As in
this case of 50% outsourced and 50% insourced, both centralisation and
decentralisation value propositions would come into effect. Therefore, we would not
expect to see correlations in this instance given that centralisation or decentralisation
could deliver the dependent variable value in this set.

The same principle can be applied to ownership of assets, where the
specialisation benefits of the outsource provider may offset the benefits of insourced
collaboration of owned assets.

This seems to be supported in the correlation results, given that the dependent
variable of “opportunism” was also not correlating in this set. This may indicate, and
seem to suggest, that equal amounts of insourcing and outsourcing in one firm may
have the effect of reducing the value propositions of both FM delivery methods.

Opportunism was said to be reduced where firms insource due to asset
ownership and centralisation. We would expect therefore that opportunism would
correlate to some degree in this set. However, as was the case for centralisation and
ownership, opportunism as a value proposition is therefore also nullified.

This nullification of the value propositions can also be confirmed when considering that
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for those firms that outsourced 50% and therefore insourced 50% ranked the lowest
value average score for insourced value (refer to Table 25).

For those firms that insourced 25% of their FM (and thus outsourced 75%), we
see that all dependent and independent variables had significant two-tailed correlations
to the 0.05 and/or 0.01 significance levels. The most significant correlations being with
the independent variable uncertainty, which correlated with the dependent variables
“control” and “flexibility” (refer to Appendix 2 Table 52).

So firms that have equal amounts of outsourcing and insourcing may expect less
perceived value overall, however, the same principle can be applied to perceived
overall costs as well.

Firms that have elements of both FM delivery methods recipes in their operating
environment may therefore expect this dynamic to be present. This, however, may be

compensated for by a more stable FM delivery method over time.

PARTIAL INSOURCING DELIVERS LESS INSOURCE VALUE THROUGH “ALL”
VALUE AREAS

This, and the absence of any non-correlating variables (as was the case for the other
FM delivery methods) suggests and confirms that those firms that insource less than
they outsource realise the more of the insourced value propositions than those that
insource more for this data set. However, the actual value delivered is not as great as
for those that insourced more (refer to Table 25).

Also, as a lot of the in-house value propositions are in fact avoidance values,
such as prevention of opportunism, control retention, etc., it stands to reason that the
more outsourcing that is present alongside insourcing, the greater value will be
activated from this part of the recipe for insourcing. However, this may not be desirable
overall, as it would be better to simply not have a need for these in the first place. Thus
if possible, 50% options should be avoided if the operating environment allows it.

For those firms that outsourced 100% of their FM, we get inconsistent results
whereby correlations only exist between the dependent variables “management time”
and “opportunism” (refer to Appendix2 Table 53). This can be explained in that the
sample size of five respondents is not indicative enough to produce meaningful results.
As such, these results will be discounted unless combined within the 75% or more data

sample analysis (refer to Appendix 2 Tables 54 & 55).
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Insource Value Derived Nullification of Valueif

from Theorised mixed FM Déelivery
Dependencies M ethods
However some of the
The majority of the insource value
theorised insourced propositions were
value propositions “nullified” by outsource
correlated with the |::> value propositions when
theorised causes of there existed amix or
insourced value. part mix of both in-house
and outsourced FM.

Uncertainty Reduced
with Partial Insourcing

FM Delivery
Firmsthat use partial Firms considering their
outsourced and in- FM as strategic scored
sourced FM ddlivery high value, whilst
methods gain more value insourced in the areas of
from the “uncertainty” <:| control, flexibility,
variable than those fully uncertainty, and reduced
insourced through a opportunism.
reduction in opportunism

Strategic FM Delivering
In-house Value

In fact, the more
insourced, the fewer
correlations with all
other “dependencies’,
but the stronger the
correlation. Thereverse
was also true.

The MoreIn-sourced the
Fewer Correlations

Flow Chart 30 — Insource Value Correlation Results
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7.7  OUTSOURCED COSTS RESULTS
Again, by using the same formula as was used for value, and referencing and
measuring the previously hypothesised dependent and independent variables for
outsourced costs (refer to Table 29), it can be seen that outsourced cost results (the
dependent variables) are higher for those that are more outsourced than those that are
not.

Thus the cost recipe for outsourcing also is supported from the data set.
Understanding this, firms should try their best to minimise these costs by avoiding the

recipe, or changing their procurement method. This may not always be possible.

COMPARISON TO THE DAVID JONES CASE STUDY

This was also confirmed in the case study, in that David Jones was seen to have been
affected by all seven outsourcing costs postulated during the time it outsourced its FM,
which were either not realised, or realised to a much lesser extent during insourced
methods. Thus further supporting the hypothesis for outsourced costs.

As was seen in the case study, David Jones was monopolised, which seemed
unavoidable, however, the attempt to remedy this situation by seeking alternate
providers (for cleaning) caused a doubling-up of management time, thus creating more

costs.

Outsource Cost

Independent Variable

75%+ Outsourced

75%+ Insourced

50% Out/Insourced

Monopoly 60 61.2 57.6
Not co-operative 20 26.8 21.2
Shortage of skilled workers 59.2 61.2 55.2
Multiple providers 56.6 13 49.4

Averaged Total 48.95 40.55 45.85

Dependent Variable

75%+ Outsourced

75%+ Insourced

50% Out/Insourced

Loss of control 43.4 30.8 47
Decreased flexibility 25 16.2 31.8
Reduced staff conditions 49.2 40.4 40
Reduced core competence 55 57.6 54.2
Hollowing-out 53.4 53 49.4
Increased monitoring 60 40.4 57.6
Decreased quality 36.6 26.4 41.2

Averaged Total 46.09 37.83 45.89

Table 29 — Outsourced Cost Results
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7.7.1 RATIO-ADJUSTED SCORES FOR OUTSOURCED COSTS

As we saw previously, we can further predict just how much cost would have been
realised based on the current alignment of the dependent variables with the
independent variables for outsource costs for each strategy, if we theorised a
“maximum” independent variable alignment.®

Once again, those that outsourced more scored higher outsource costs than
those that outsourced less, with a trend evident (refer to Table 30 and Figure 15).

By using ratios this way, it is clear that the independent variables cause much higher
amounts of costs, the more firms are outsourcing, thus supporting the hypothesis.

So assuming firms have 100% of the recipe for outsourced costs (created as a
result of outsourcing when there is no outsource value recipe present) then it has been
demonstrated that the firms will suffer more from these costs than those firms that are
not outsourced. Thus outsourcing both creates and exacerbates these costs,
presumably when there is a shift in the firm’'s operating environment away from the

recipe for outsourced value for this data set.

Independent/Dependent Ratio Maximum Possible Value and Cost — Outsourced Costs

75%+ Outsourced 75%+ Insourced 50% Out/Insourced

Ratio-adjusted outsourced 221.94%"" 139.60% 171.43%
costs

Ratio independent to 1t06.91 1to4.34 1t05.33
dependent

Table 30 — Probable “Outsourced Costs” — Independent to Dependent Applied
Adjusted Ratios

8 «Alignment” in this context refers to alignment to the cost drivers, which in actud fact are
misalignment to the value drivers in the firm’ s operating environment

8 Figures expressed as a percentage of a possible achievable score, with 100% being the maximum
possible score without being ratio-adjusted.
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Ratio Adjusted Outsource Costs

32%
42%

@ 75%+ Outsourced
B 75%+ Insourced
050% Out/In-sourced

26%

Figure 15 — Overall Outsourced Cost Realisation Comparison

7.7.2 SIGNIFICANT OUTSOURCE COST DIFFERENCES - T-TEST

Again by using t-test analysis, it can be further identified which areas of outsourced
costs are significantly different when comparing each FM procurement and delivery
strategy for this data set.

In this way, costs can be further highlighted to investigate which parts of the cost

recipe are affected by varying outsourcing levels.

CONTROL LOSS THROUGH OUTSOURCING

When comparing insourced methods against other, less outsourced methods (refer to
Table 31), we see that there were significantly more costs associated with the previous
outsource provider®” in the form of significantly less control for those that outsourced
than those that insourced. There was even more control loss for those that outsourced
only 50% of their FM.

This also supports the findings of the correlation analysis results for this

procurement delivery method (outsourcing), as previously outlined.

8 Qutsource costs for “co-operation” and “shortage of skilled workers’ was defined in the questionnaire
for those currently in-sourced 100 % as “previous’ outsourced costs, thus alowing for the quantification
of outsourced costs for those that are currently 100% insourced.
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Without a doubt control loss is the biggest issue for outsourcing. However, the whole
purpose of outsourcing is to hand over control to the provider (Browne & Wheeler
2006). But these results suggest that control loss can be more than the extent
outsourced. Therefore, outsourcing may create control loss independent from the

extent outsourced, thus becoming a perceived cost to the organization for this data set.

FLEXIBILITY LOSS THROUGH OUTSOURCING

The same trend is evident for flexibility reduction (refer to Table 31). In fact, when
considering all the various FM delivery methods (refer to Tables 31, & Appendix 2
Tables 56 to 58), all postulated outsourced costs reported significant results in favour
of the hypothesis, except for “reduced core competence”. This cost scored higher for
those that insourced 75% of their FM than any other FM delivery method.

Accordingly, this suggests that under certain conditions, namely a shift in the
firm’s operating environment suiting more of an insourced model, outsourcing can be

perceived as costly.

TIME LAG IN REALISING THE “REDUCED CORE COMPETENCE” COST

Given this “shift”, reduced core competence not immediately showing as a relative
outsource cost can be explained in that “reduced core competence” is attributed to a
“shortage of skilled workers” for an organisation as a result of outsourcing. Not
surprisingly “shortage of skilled workers” scored highest for those that were 75% or
more insourced as well. Thus we would therefore expect to see “reduced core
competence” progressively realised for some time after the outsourcing decision has
been made, and subsequently insourced as well %

We would also expect to see this “reduced core competence” cost more apparent
with those currently insourced that also previously outsourced. This would be due to
the time lag involved in the complete realisation of this type of outsourcing cost. Thus
we would not expect to see a significant difference using t-test analysis, as it would be
a cumulative spread across all forms of FM delivery methods of this data set (refer to
Flow Chart 31).

Could this cost lag be wrongfully identified as being a product of the new in-
house delivery and thus perpetuating cycles back to outsourcing, which was in fact the

cause of the cost in the first place? This will be discussed later in this chapter; however

8 “Hollowing-out” of an organisation is also realised within afirm after an outsourcing decision has been
made, and only after some time has passed.
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these results suggest that FM can, under certain conditions, detract from a firm’s core

competence through secondary influences as previously outlined.

Outsource Costs Derived Control Loss Main Cost
from Theorised of Outsourcing
Dependencies
The theorised outsourced The main cost of
cost variables scored outsourcing wasin a
highest for those significant loss of
outsourced, confirming control for the firm,
the hypothesis and the ::> however, all other
case-study findings. postulated cauises scored
high aswell.

The variable “reduced
core competence”,
however, proved to
become evident only
after firms partially
moved back in-house
when lack of skilled staff
became an issue.

“Reduced Core
Competence’ Isa
Delayed Cost

Flow Chart 31 — Outsourced Costs Realisation Dynamics
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Table 31 — 100% Insourced T-test Comparison — Outsource Costs

Levene's Test

for Equality of

t-test for Equality of Means

Variances
95% Confidence
- % - % g % Inte.rval of the
w .09)’ - 5 @-/ % E I; E Difference
=2 a n A
»n
Compared against 75% insourced Lower Upper
Outsource nos | Equal variances 248.84 | .000 -15.355 105 .000 -2.692 175 -3.040 -2.345
assumed 9
Equal variances -8.611 25.000 .000 -2.692 313 -3.336 -2.048
not assumed
Flexibility Equal variances .004 [ .947 2.945 105 .004 450 153 147 .753
assumed
Equal variances 2.793 38.950 .008 450 161 124 776
not assumed
Management Equal variances 1.760 | .188 -2.776 103 .007 -.690 .249 -1.184 -.197
time assumed
Equal variances -2.552 37.542 .015 -.690 .270 -1.238 -.143
not assumed
Compared against 50% insourced
Outsource nos | Equal variances 296.08 | .000 -13.643 96 .000 -2.471 181 -2.830 -2.111
assumed 4
Equal variances -6.126 16.000 .000 -2.471 403 -3.325 -1.616
not assumed
Control Equal variances 4361 | .039 -3.718 96 .000 -.871 234 -1.337 -.406
assumed
Equal variances -3.053 19.821 .006 -.871 .285 -1.467 -.276
not assumed
Flexibility Equal variances 4270 | .041 4.641 96 .000 .885 191 .506 1.263
assumed
Equal variances 3.696 19.450 .001 .885 .239 .384 1.385
not assumed
Management Equal variances .008 [ .928 -3.679 94 .000 -1.034 .281 -1.592 -476
time assumed
Equal variances -3.673 23.366 .001 -1.034 .282 -1.616 -.452
not assumed
Quality Equal variances 2560 [ .113 3.985 96 .000 .812 .204 407 1.216
assumed
Equal variances 3.487 20.701 .002 .812 .233 327 1.297
not assumed
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Independent Samples Test 100% Insourced Continued ...

Levene's Test

for Equality of

t-test for Equality of Means

Variances
95% Confidence
- % - % g % Inte.rval of the
w .09)’ - 5 @-/ % E I; E Difference
=2 a n A
»n
Compared against 75% Outsourced Lower Upper
Outsource nos | Equal variances -13.366 99 .000 -3.000 224 -3.445 -2.555
assumed
Equal variances -6.538 19.000 .000 -3.000 459 -3.960 -2.040
not assumed
Control Equal variances 12.225 | .001 -3.469 99 .001 -.819 .236 -1.287 -.350
assumed
Equal variances -2.610 22.651 .016 -.819 314 -1.468 -.169
not assumed
Flexibility Equal variances 1.975( .163 3.591 99 .001 .646 .180 .289 1.003
assumed
Equal variances 2.922 23.901 .007 .646 221 .190 1.103
not assumed
Staffing Equal variances .000 | .995 2.175 99 .032 .575 .264 .050 1.099
conditions assumed
Equal variances 2.113 28.162 .044 .575 272 .018 1.132
not assumed
Management Equal variances 130 [ .719 -4.279 97 .000 -1.152 .269 -1.686 -.618
time assumed
Equal variances -4.013 27.283 .000 -1.152 .287 -1.741 -.563
not assumed
Quality Equal variances .019 [ .891 3.223 99 .002 .603 .187 .232 974
assumed
Equal variances 3.028 27.154 .005 .603 199 195 1.012
not assumed
Compared against 100% outsourced
Co-operative? | Equal variances 4202 | .071 -2.174 9 .058 -1.321 .608 -2.696 .054
assumed
Equal variances -2.663 8.751 .027 -1.321 496 -2.449 -.194
not assumed
Skilled staff Equal variances 2126 | .175 1.723 10 116 .875 .508 -.256 2.006
assumed
Equal variances 2.017 9.116 .074 .875 434 -.105 1.855
not assumed
Management Equal variances 1.374 | .245 -2.154 81 .034 -1.152 .535 -2.216 -.088
time assumed
Equal variances -2.710 3.524 .061 -1.152 425 -2.398 .094
not assumed
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7.7.3 OUTSOURCED COSTS CAUSE-AND-EFFECT ASSOCIATIONS -
CORRELATION ANALYSIS

Again, by using multiple Spearman’s rho correlation analysis, we can further determine
the relationship between the variables, if any.

For those firms that insourced 100% of their FM, we see that all dependent and
independent variables had significant two-tailed correlations to the 0.05 and/or 0.01
significance levels (refer to Table 32) except for the independent variable “multiple
providers”, and the dependent variable “monitoring time” (refer to Flow Chart 32).

As the current insourced method is 100% insourced, as opposed to, say, 75%
insourced, we would not expect the variable “multiple providers” to be correlating, as
there simply are no other providers, as the function is fully insourced (refer to Table
32). The same explanation is given for “monitoring time”, as this cost associated with
outsourcing has been theorised previously as the amount of time management spends
on monitoring those who manage the FM function. In this case, it is via an in-house
management team, which obviously is given little management supervision when
compared to those that outsource the function, but more importantly, is not a resultant
cost for those that insource 100% (refer to Table 32).

However, the independent variable “not co-operative” is correlating, and therefore
is present when the dependent variables of “reduced working conditions”, “reduced
core competencies”, and “hollowing-out” occur!

This once again suggests that a cost lag effect of outsourcing to firms may exist

which bring the function back in-house.

COMPARISON TO THE DAVID JONES CASE STUDY

This suggests that those that insource 100% but previously outsourced currently®
experience the effects of these outsourced costs. This could also be seen in the case-
study example, where, just prior to insourcing the function, the outsource provider was
becoming more and more uncooperative, resulting in these costs.

Certainly, for those firms that insourced 75% or more of their FM scored highest
(except for hollowing—out, which was only 0.4 less) for these variables from the

guestionnaire than any other FM delivery methods (refer to Table 29).

8 Outsourced costs for reduced working conditions”, “reduced core competencies’ ,and “hollowing-out”
were defined in the questionnaire for those currently insourced 100 % as “previous’ outsourced costs,
thus allowing for the quantification of outsourced costs for those who are currently 100% insourced.
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A further study on David Jones’s current in-house team should be able to
highlight this cost lag (considered outside the scope of this thesis).

For those firms that insourced 75% of their FM, and thus outsourced 25%, we
see that all dependent and independent variables had significant one-and/or two-tailed
correlations to the 0.05 and/or 0.01 significance levels (refer to Appendix 2 Table 59),
except for the independent variable “multiple providers”, and the dependent variable
“hollowing-out”.

Once again we would not expect to see many, if any correlations with “multiple
providers” for the same reasons listed for the previous FM delivery method, as the 25%

outsourced portion would not easily cause a dependent cost.

TIME LAG IN REALISING “HOLLOWING” OUT COSTS

However, “hollowing-out” not correlating is not easily explained. Hollowing-out was
attributed to a shortage of skilled workers and/or a subsequent loss of existing
insourced staff knowledge.

It could be argued in this case that “hollowing-out” was not directly associated
(although hollowing-out did exist based on the scores in Table 29), due to the 25%
outsourcing of the function. In this case the respondents ranked their outsourced cost
based on their current level of outsourcing (as opposed to those firms that are 100%
insourced, which ranked this cost based on their previous outsourcing experience), and
as such, this percentage was simply just insufficient to correlate.

This seems to be confirmed in that we see the score for “hollowing-out” is less
than those that outsource 75% or more, but more than those that outsource 50% (refer
to Table 29).

Once again it is difficult to identify that a firm has been hollowed out until some
time after outsourcing has been replaced with insourcing.

For those firms that outsourced 50% of their FM, we see that all dependent and
independent variables had significant one-and/or two-tailed correlations to the 0.05
and/or 0.01 significance levels (refer to Appendix 2 Table 60), except for the
independent variables “monopoly”, and “shortage of skilled workers”, and the
dependent variables “control”, “flexibility”, “reduced core competencies”, and

“monitoring”.
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Monopoly
Co-operative?
Control
Decrease in
Competencies
Hollowed out
Quality

Skilled Staff | Correlation .735(*)
coefficient
Sig. (1-tailed) .019
Sig. (2-tailed) .038
N 8
Control Correlation -.432(**)

coefficient
Sig. (1-tailed) .000

Sig. (2-tailed) .000
N 81

Flexibility Correlation -.334(**) .381(**)
coefficient

Sig. (1-tailed) 001 .000
Sig. (2-tailed) 1002 .000
N 81 81

Staffing Correlation .845(**) -.744(*%) -.770(%)
conditions coefficient

Sig. (1-tailed) .008 017 013
Sig. (2-tailed) 017 034 025
N 7 8 8

Decrease in | Correlation -.848(**) J917(**)
competencie | coefficient
s

Sig. (1-tailed) .008 001
Sig. (2-tailed) 016 001
N 7 8

Hollowed Correlation -.942(**) 917(**)
out Coefficient
Sig. (1-tailed) .001 .001

Sig. (2-tailed) 001 001
N 7 8

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 32 — 100% Insourced Correlations for “Outsourced Costs”

“NULLIFICATION EFFECTS” ON MONOPOLY AND SHORTAGE OF SKILLED
WORKERS

As was the case for in-house value, we would not expect to see the independent
variables of “monopoly” and “shortage of skilled workers” correlating, given that this
form of FM delivery has an equal amount of insourcing and outsourcing. These
independent variables therefore would be nullified by the presence of the in-house cost

“increased staff numbers”. In this case it could be argued that the increased staffing
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numbers attributed to the insourced cost idiosyncrasy would compensate for the
shortage of skilled workers attributed to the outsourcing cost idiosyncrasy. This would
then also nullify any potential monopoly, as more skilled staff are employed to override
or compensate for any potential monopolistic threat of an outsource provider.

Thus, just as the case was with outsourcing value, outsourced costs are
drastically reduced with equal amounts of insourcing present. However, the same can
be said for the value propositions. In cases like this the temptation would be to grow in-
house teams to both reduce costs but increase value further. But this would only

exacerbate the situation if the in-house value recipe was not present.

FURTHER OUTSOURCED COST NULLIFICATIONS

Thus we would not expect to see the resultant dependent variable costs of control and
flexibility loss. This would also nullify any associated competency loss. Increased
monitoring would also not be an issue.

Interestingly, the correlations that are present point towards non-co-operation
with the outsource provider linked with a reduced staffing condition, which in turn is
linked with quality loss.

This environment would certainly be conducive to the potential to compensate by
employing more in-house staff.

So, when there is a perception of quality loss stemming from the outsource
provider's staff, the natural tendency for partial outsourcing methods would be to
employ more in-house staff to compensate. This may add double cost for an
organisation.

For those firms that outsourced 75% of their FM, we see that all dependent and
independent variables had significant one-and/or two-tailed correlations to the 0.05
and/or 0.01 significance levels (refer to Appendix 2 Table 61), except for the dependent
variable “Reduced working conditions”.

This also is not easily explained. Reduced working conditions are said to occur
predominantly as a result of the outsource provider's staff being “stressed” for a variety
of reasons. This is also said to be applicable to existing transferred staff. As a result,
their working conditions are diminished. This is reflected in the scores in Table 29
wherein those that outsourced more reported more unfavourable staff working

conditions.
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COMPARISON TO THE DAVID JONES CASE STUDY

When considering the case study, we see some support of this outsourced cost
wherein the outsource provider’s staff were severely stressed, causing multiple staff
replacements for both new staff and transferred staff, as indicated by actual accounts
of the stressed staff themselves. However, it seems that the effects on an organisation
from this cost are more potent for firms that outsource less.

Due to David Jones retaining some centralised FM in-house, comparison of staff
conditions were easily made. With partial outsourcing, staff conditions become clearer,
thus leading to the conclusion that the outsourcer's staff eventually may be at a

disadvantage compared to the in-house staff.

NULLIFICATION EFFECTS

However this nullification can only be explained by the outsourcer’s value propositions
(that is, specialisation, economies of scale etc.) nullifying the effects of poor working
conditions for their staff when there are larger volumes.

Also, with partial outsourcing there is less scale than complete outsourcing, so it
is doubtful that the outsourcer’s investment will be as high, thus less focus on staff
conditions. These staff then may be somewhat forgotten and not have access to the
outsourcer’s specialisation and economies of scale.

For those firms that outsourced 100% of their FM, we obtain consistent results for
all variables except “monopoly”. As the sample size of five respondents is not indicative
enough to produce meaningful results, these results will be discounted unless
combined within the 75% or more data sample analysis (refer to Appendix 2 Tables 62
to 64).
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Costs Derived from Nullification of Costsif

Theorised Dependencies Mixed FM Delivery
M ethods
The majority of the However some of the
theorised costs cost propositions were
propositions correl ated “nullified” when there
with the theorised |::> existed amix or part-mix
Causes. of both in-house and
outsourced FM.

Confirms Case-study
Findingsfor Unco-

operative

This confirms the case- For those insourced who

study findings wherein were previously

non-co-operation outsourced, there were

became an issue, correlations that

ultimately resulting in <::| suggested non-co-

early termination of operation by providers

contract. was the main cause of

Cost increases.
Unco-operative
Relationships Causing
Costs
Also, the costs

associated with non-co-
operation appesar to
become prevalent mainly
when firms return back
in-house.

Hollowing-out, Reduced
Working Conditions &
Core Competencies

Flow Chart 32 — Outsourced Cost Correlation Results
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7.8 INSOURCED COST RESULTS

Again, by using the same formula as was used for outsource cost, and referencing and
measuring the previously hypothesised dependent and independent variables for
insourced costs (refer to Table 33), we see that Insourced cost results (the dependent
variables) are higher for those that insourced 50% of their FM than those that insource
or outsource 75% or more of their FM. And those that outsourced 75% or more had by
far the least staff increases by average overall (refer to Table 33).

Accordingly, this suggests that insourcing may propagate staff increases at a

much higher rate (eight times higher) than outsourcing for this data set.

Insourced Cost

Independent Variable 75%+ Outsourced 75%+ Insourced 50% Out/Insourced
Multidisciplinary 89.2 86.6 87
No. of FM categories 55.5 62.1 55.7

Averaged Total 72.3 74.3 71.3
Dependent Variable 75%+ Outsourced 75%+ Insourced 50% Out/Insourced
Increased staff nos -11% -0.78 0.56

Averaged Total -11 -0.78 0.56

Table 33 — Insourced Cost Results

7.8.1 RATIO-ADJUSTED SCORE FOR INSOURCED COSTS

However, as we saw previously, we can further predict just how much cost would have
been realised based on the current alignment of the dependent variables with the
independent variables for perceived insourced costs for each strategy, if we theorised a

“maximum” independent variable alignment.

% The negative scores in this table indicate that staff reductions took place, as opposed to staff increases.
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Now we see those that insourced more scored higher insource costs, than those
that insourced less, with a trend evident (refer to Table 34, Figure 16, and Flow Chart
33).

By using ratios this way, it is clear that the independent variables cause much
higher amounts of costs the more firms are insourced, thus further supporting the

hypothesis, especially when considering the case study.

COMPARISON TO THE DAVID JONES CASE STUDY

One of David Jones’ drivers to outsource the FM function was to remove a layer of in-
house staff built up over time (They achieved this by reducing the number of labour
inputs to achieve the same or better FM outcome at the time).

This is especially so the more FM is considered as multidisciplinary and having
multiple functions (such as IT, vehicle management, etc). Understanding this, firms
should carefully examine the complexity of their FM function before deciding to

insource.

Independent/Dependent Ratio Maximum Possible Value and Cost Insourced Costs

75%+ Outsourced 75%+ Insourced 50% Out/Insourced

Ratio-adjusted In-house 0.08% 0.60 0.30
Costs

Ratio Independent to 1t0 0.005 1t00.033 1t00.020
Dependent

Table 34 — Probable “Insourced Costs” — Independent to Dependent Applied
Adjusted Ratios

% In-house costs in this table represent the rate of increase in staff numbers expressed as a percentage.
Figures are expressed as a percentage of a possible 100% achievable score, not 100% costs out of sample.
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Ratio Adjusted In-House Costs*

8%

‘D75%+ Outsourced B 75%+ Insourced O50% Out/Insourced ‘

Figure 16 — Overall Ratio-adjusted Insourced Cost Realisation Comparison

7.8.2 SIGNIFICANT INSOURCED COST DIFFERENCES — T-TEST

Thus by using t-test analysis, it can be further identified which areas of insourced costs
are significantly different when comparing each FM procurement and delivery strategy.
When comparing those firms that are 100% insourced with less insourced firms,
we see significantly more staff increases for those that are 100% insourced than those
that are 75% outsourced. (Refer to Tables 35 and Appendix 2 Table 65).
Not only did in-house teams rank highest for staff increases, but there was a
significant difference when compared to outsourcing. This represents the major cost

issue for insourcing for this data set.
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In-sour ced Costs Case-study Findings
Derived from Theorised Supported
Dependencies

Insourced costs scored Thisalso confirmsthe
highest against the case-study findings,
theorised cost wherein gaff numbers
dependencies, for thein-house team
confirming the |::> were an issue.
hypothesis.

Multidisciplinary
Causing Staff Increases

And, themore Also, themore
multidisciplinary the FM insourced, the higher rate
function, the higher the <::| of staff increases,

rate of in-house staff suggesting that the
increases. presence of partial

outsourcing compensates
for the necessity for in-
house staff increases.

Partial Outsourcing
Reduces In-house Staff
Increases

Flow Chart 33 — Insourced Cost Realisation Dynamics

Levene's Test t-test for Equality of Means
for Equality of
Variances
. 95% Confidence
8 © = @
2 o S © Interval of the
S g & o 5 & Diff
(T8 = ~ kS q v = = ifference
» S =8 g 2
2 a n a
n
Lower Upper
Compared against 75% insourced PP
Staff nos Equal 11.750 | .001 1.837 95| .069 12.64592 6.88553 -1.02359 | 26.31542
diff. variances
assumed
Equal 956 | 18.328 | .352 12.64592 13.23286 -15.11965 | 40.41149
variances
not
assumed

Table 35 — 100% Insourced T-test Comparison — Insourced Costs
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7.8.3 INSOURCE COSTS CAUSE AND EFFECT ASSOCIATIONS — CORRELATION
ANALYSIS

Again, by using multiple Spearman’s rho correlation analysis, we can further determine
the relationship between the variables, if any.

For those firms that insourced 100% of their FM, we see that all dependent and
independent variables had significant two-tailed correlations to the 0.05 and/or 0.01
significance levels (refer Table 36). We do not, however, see correlations for any other
form of FM delivery.

Not surprisingly, staff increases for outsourced methods are not seen to be an
issue. Thus it is possibly a unique cost to insourcing and one which would eventually
need correcting if left to operate in operating environments that are not conducive to

insourcing.

“STAFF INCREASES” ARE THE MAJOR INSOURCED COST

This would suggest that the dependent variable costs are mainly realised when firms
are 100% insourced. This is not surprising, as the resultant cost of “increased staff
numbers” would be diluted with other FM delivery forms through the outsourcer’s
resources, especially given the outsourcers require “more for less” from their own
resources.

The presence of some outsourcing can reduce this cost, however in itself cannot
be regarded as the ultimate answer. As partial outsourcing dilutes value, there would

still be the temptation to compensate by re-building the in-house team.

“MULTIDISCIPLINARY FM” AFFECTS STAFF NUMBERS

Also, we see an independent to dependent correlation, suggesting that the more
categories that are considered part of the FM delivery, the more staff numbers increase
and vice versa®’ (refer to Appendix 2 Table 66).

This confirms that FM is particularly susceptible to this cost, as FM by nature is a
multidisciplinary function. Special attention should be given to this dynamic when

considering FM delivery methods.

8 Increased staff numbers are areflection of a“rate” of increase as opposed to a fixed number of staff, to
ensure ameasure of consistent comparison across all FM delivery methods
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Spearman's Categories Correlation .226(*) .225(*)
rho Coefficient
Sig. (1-tailed) .021 .024
Sig. (2-tailed) .042 .048
N 81 78

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 36 — 100% Insourced Correlations Comparison — Insourced Costs

7.9 THE IMPLICATION OF TIME ON FACILITY MANAGEMENT VALUE AND
COSTS

Having suggested that the hypothesis for value and cost previously presented is
supported, and in particular their cause-and-effect associations, we can now analyse
and discuss the time implications for these costs and value variables.

It was hypothesised that regardless of the strategy adopted, without alteration,
the realised positive value versus cost ratio will degrade over time until cost exceeds
value, until another procurement strategy is adopted. And indeed, the furtherance of
strategy adoption will continue this cycle (refer to Figure 1).

So if we now know what value and costs are associated with insourcing and
outsourcing, and we can also determine their causes, can we assume that time plays

no part in the equation? Or does time impact on the drivers of value and costs?

REGRESSION ANALYSIS

By using a one way ANOVA Contrast analysis technique, namely sixth degree
polynomial regression analysis, we can then see whether a trend is prevalent from the
results.

By graphing these results we can then determine the associated time trends, if

any.%®

8 |t isnot intended to use polynomial regression analysis to obtain exact quantifications of cost and value
amounts. It has been chosen to analyse for trends in minimum and maximum values for cost and value
over the time series as presented in the data. This allows each firm to produce a “snapshot” of its value
and cost. When combined with all firms' data, it allows for trend analysis.
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7.9.1 COST AND VALUE RESULTS OVER TIME FOR INSOURCED FM DELIVERY
METHODS

For those firms that insource 100% of their FM delivery we see that the realised
insource “value” is way below the anticipated or possible levels as theorised in the
literature review and quantified in the questionnaire. This is reflected as a negative
“value” figure when graphed alongside insource “costs”, however, this does not mean
no value has been realised. It simply means that compared with costs and expressed
as a percentage, it is below the zero line on the graph (refer to Appendix 2 Figure 29).

When graphing these firms over a fifty-year period, we observe a slight trend
towards value being at its lowest and cost being at its highest points simultaneously at
or about the five-year mark and the twenty-year mark.

Immediately we see that the firms that insource are not fully aligned to achieve
maximum value and in fact may be more aligned to get more value through
outsourcing. This problem will be discussed later in this chapter, however, when
graphing the corresponding independent variables (or drivers), we obtain a similar

trend, denoting that a link exists between the independent and dependent variables.

FIVE-YEAR TREND ESTABLISHED

However, when graphing the same data over a ten-year period®®, we see a definite
five- and ten-year trend, wherein value and cost combined are at their worst. That is,
value is lowest and costs are highest simultaneously. Interestingly, it is also at the five-
and ten-year mark (the beginning of the series for these years) when value and cost
are also at their combined best. This would seem to indicate that at or around the
beginning of the five-year period firms, in general, reach the combined maximum value
and minimum cost, and then, as per the hypothesis, value decreases and cost
increases for this data set (refer to Figure 17).

The value and cost that are currently being realised seem to reach their worst
around the five-year mark. As there is a link to the independent variables (refer to
Figure 18, and Appendix 2 Figure 30), it would seem that these cycles actually
represent a shift in the operating environment of the firm that has an obvious effect on
the value and costs effects of the current procurement method. This seems to be an

average of five years for this data set.

% The presence of some outliersin the data series is noted, however, removing them proved immaterid to
the results. Thus they have been preserved as they become relevant when the results are ratio-adjusted.
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However, when graphing all FM delivery methods together, we do not see this
trend in either the dependent or independent variables. That is, there is no
simultaneous cost and value worst case for insourced methods. This supports the
hypothesis for those firms that insource as opposed to those firms that do not
(Appendix 2 Figures 31 to 34).

10Year Insourced Time Series Trend (100% Insourced)
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Figure 17 — Ten-year Insourced Time Trend — 100% Insourced
where for:
Costs, y = 4E-05x6 - 0.0046x5 + 0.2056x4 - 4.5022x3 + 47.133x2 - 196.06x + 277.5, R2 = 0.1711
Value, y = 0.0001x6 - 0.0122x5 + 0.3958x4 - 5.8478x3 + 37.261x2 - 64.181x - 566.96, R2 = 0.3749.
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10Year Insourced Time Series Trend (100% Insourced)
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Figure 18 — Ten-year Insourced Time Trend — 100% Insourced — Independent

Variable
where for:
Costs, y =-1E-05x6 + 0.0013x5 - 0.0525x4 + 1.0423x3 - 10.307x2 + 45.429x + 5.7375, R2 = 0.2033
Value, y = -2E-06x6 + 0.0003x5 - 0.0143x4 + 0.3214x3 - 3.5265x2 + 17.548x + 43.965, R2 = 0.2454.

“NULLIFICATION" CAUSING FLATTER TREND CURVES

When graphing those firms that only insource 75% of their FM, we see a similar, but
flatter trend for both the dependent and independent variables (refer to Appendix 2
Figures 35 and 36). This is to be expected, as the 25% outsourced portion would
“nullify” costs and value to some degree, as previously explained. However, once again
costs have exceeded value overall.

Once again, when graphing all FM delivery methods for insourced cost and value
together, we observe no trend at all, suggesting that these insourced value and cost
time trends may be specific to those that insource. This further supports the
hypothesis.

Further, for those firms that insource 50% of their FM, we see that when
considering insource value and cost variables over a ten-year period (refer to Figures
19 and 20), insourced costs are lower overall than other insourced forms, however, so
is the value.
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“NULLIFICATION” CAUSES FLATTER TREND LINES AND SHORTER INITIAL
CYCLE TIMES

This supports the previous suggestion that the presence of equal amounts of
outsourcing “nullifies” costs, but also value, to some degree.

In addition, we see that value and cost are simultaneously at their worst at a two-
and seven-year interval. This would also suggest that this “nullification” effect speeds
up the hypothesised degradation of value and costs; however, there still seems to be a
five-year interval.

These trends suggest that they are unique to either insourcing or outsourcing and
not to both combined. This supports the notion that these trend lines are not random,
but, in fact, may be indicating that value and costs associated with each FM delivery
method do fluctuate over time at a fairly constant five-year interval for this data set!

As the drivers of value and cost also fluctuate over time in a similar fashion, then
it can also be suggested that changes in the recipe may be what causes these

fluctuations.

10 Year Insourced Time Series Trend (50% In/Outsourced)
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Figure 19 — Ten-year Insourced Time Trend — 50% In/Outsourced
where for:
Costs, y = 0.0013x6 - 0.0658x5 + 1.3156x4 - 12.882x3 + 62.504x2 - 126.63x + 91.15, R2 = 0.2607
Value, y = -2E-05x6 - 0.0062x5 + 0.4033x4 - 8.0196x3 + 62.674x2 - 170.77x - 514.23, R2 = 0.3871.
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10 Year Insourced Time Series Trend (50% In/Outsourced)
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Figure 20 — Ten-year Insourced Time Trend — 50% In/Outsourced — Independent

Variable
Costs, y = -0.0009x6 + 0.0466x5 - 0.9826x4 + 9.9998x3 - 50.057x2 + 109.68x - 5.9241, R2 = 0.2007
Value, y = -0.0008x6 + 0.045x5 - 0.9625x4 + 10.146x3 - 54.562x2 + 138.67x - 58.574, R2 = 0.8973.

Similar observations are noted for those firms which only insource 25% of their
FM over a ten-year period, with the only difference to these observed trends being the
period in which value and costs are simultaneously at their best. In this case it is
around the nine-year mark (refer to Appendix 2 Figure 37). Once again, this can be
attributed to the “nullification” effects, as previously defined (refer to Flow Chart 34).

And it seems that regardless of the misalignment of the recipe causing cycles,
50/50 methods may cause these cycles to happen a lot sooner. This would support the
previous findings that if there is misalignment to the recipe and firms choose a 50/50
option, the temptation to increase staff numbers may cause rising costs for the current
method.

We do not see these trends for insource cost and value for those firms that
outsource 100% of their FM, however, the sample size is considered too small to return

meaningful data.
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100% Insourced Value
& CostsWorst Every
FiveYears

For those firms 100%
insourced, cost and value
are smultaneoudy at
their worst about every
five years, when graphed
over aten-year period.

“Nullification Effects’
Flatten Trend Curves

Therewas asmilar but
flatter trend for those
that insource 75% but
outsource 25%,
indicating that
“nullification” does
impact on cost and value
trends.

Firms with 50%
in/outsourced are
impacted upon by
nullification most,
causing cost and value to
be at their worst at the
second year, and again at
the seventh year.

“Nullification Effects’
Speed up Degradation

Flow Chart 34 — The Dynamics of Time on Insourced FM Value and Cost

100% Insourced Value
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Also, itisat the
beginning of this five-
year period when cost
and value are also at
their best.

There was no trend when
combining ALL data
(i.e., from outsourced
and insourced methods),
supporting the
hypothesis.

Five-year Insource

Trend Not Prevalent for
Outsourced M ethods

However for firmsthat
only in-source 25%,
“nullification” also
seems to flatten best case
in-source value to every
nine years rather than
five years.

“Nullification Effects’
Slow Overall Value
Realisation
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TIME — INSOURCED FINDINGS

“SWITCHING” OVER LONG PERIODS OF TIME NOT THE PREFERRED OPTION

Therefore, when analysing insourced value and cost levels over a fifty-year period, we
see a five- and twenty-year time period in which value and cost combined are at their
worst. This was suggesting that over a longer time period, firms may have the capacity
to “right” these effects without switching FM procurement methods. However, a definite
five- and ten-year cycle existed until at least post the twenty-year mark.

This is probably a reflection of the firms’ operating environment establishing over
time, rather than the FM delivery method altering.

This being the case there could be a suggestion that insourced methods for
delivering FM in Australia may need correcting through outsourcing. That is, the
organisations surveyed produced much less than optimal insourcing value, indicating
that their operating environment may have shifted to be more in line with outsourcing
FM models.

NULLIFICATION FLATTENS VALUE AND COST LEVELS BUT ACCELERATES
INITIAL DEGRADATION

Also, we see that those that insourced 75% of their FM experienced flatter curves,
suggesting that some costs and value are nullified by the presence of 25% outsourcing.
This is evident with firms that insourced 50% of their FM, which also “sped up” the
initial degradation of value and cost by about three years, with a two- and seven-year
cycle.

Finally, those firms that insourced only 25% of their FM experienced a five and
ten-year cycle, but only achieved “best-case” value and cost ratio at nine years, as
opposed to five years for those that insourced 100%.

Even through partial insourcing, there was no absolute correction, thus further
supporting that a shift to a fully outsourced method may be required to correct the

insourced costs.

7.9.2 COST AND VALUE RESULTS OVER TIME FOR OUTSOURCED FM
DELIVERY METHODS

Using the same polynomial regression analysis technique, we can trend for outsourced

costs and value as well.
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The same findings were realised for outsourced methods, however, with more

prominent curves indicating value and cost fluctuations at a higher level.

FIVE-YEAR TREND SUGGESTED

For those firms that outsource 75% or more of their FM, we see that there is a trend,
similar to those for insourced cost and value. Once again we see that the percieved
cost and value of outsourcing are simultaneously at their worst at about the five- and
then the ten-year period (refer to Figures 21)

This trend was evident when graphing over a ten-year period for both dependent
and independent variables (refer to Figure 22) In fact, we see that costs actually
exceed value at the ten-year mark. Just as was the case for insourced methods, we
see that the drivers of outsourced cost and value are linked with the resultant value and
cost levels. This supports the hypothesis, and supports the notion that shifts in a firm’s
operating environment are taking place at about every five years, which affect the cost

and value levels for the current procurement strategy for this data set.

“NULLIFICATION" CAUSES FLATTER TREND CURVES AND SHORTER INITIAL
CYCLE TIMES

Similar trends were noted for those that outsourced only 25%, however, cost and value
reach their worst only after about one to two years, instead of the five-year mark.

Once again, this can be explained in that the presence of unequal amounts of
insourcing would also have a nullifying effect, similar to that experienced in the trends
for insourcing, as previously defined. This was evident for a ten-year graph analysis for

both the dependent and independent variables.
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10 Year Outsource Time Trend (75% or More Outsourced)
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Figure 21 — Ten-year Outsourced Time Trend — 75% or More Outsourced
where for:
Costs, y = 0.0001x6 - 0.0088x5 + 0.2307x4 - 2.8829x3 + 17.311x2 - 43.413x + 62.355, R2 = 0.3146
Value, y = 0.0003x6 - 0.016x5 + 0.3797x4 - 4.2412x3 + 22.898x2 - 55.204x + 121.32, R2 = 0.3489.

10 Year Outsource Time Trend (75% or More Outsourced)
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Figure 22 — Ten-year Outsourced Time Trend — 75% or More Outsourced —
Independent Variable

where for:
Costs, y = 3E-05x6 - 0.0043x5 + 0.1692x4 - 2.76x3 + 19.453x2 - 50.55x + 49.364, R2 = 0.3179
Value, y = -1E-05x6 + 0.0003x5 + 0.0052x4 - 0.2124x3 + 1.8831x2 - 4.8695x + 12.9, R2 = 0.1006.
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Once again, when graphing for all FM delivery methods over a ten-and fifty-year
period, we do not observe this trend for outsourced cost and value, indicating that it is
relevant to those that outsource, thus supporting the hypothesis (refer to Appendix 2
Figures 38 and 40).

The absence of similar trends for the combined data set once again supports the
notion that, under certain conditions either outsourcing or insourcing and their
associated costs and values degrade over time. Why these also “right” themselves
could be explained if the drivers also right themselves over time. That is, the firm
became aligned to the current FM delivery method and not the other way around. This

seems to be the case for this data set (refer to Appendix 2 Figures 39 and 41).

OUTSOURCED COST AND VALUE TRENDS STILL PREVALENT AFTER
SWITCHING BACK TO INSOURCED METHODS

However, when graphing those firms that insource 100%, we do obtain a flatter but
similar trend for outsourced cost and value.

This can be explained in that the questionnaire was designed to capture
outsource value and costs for those firms that are outsourcing or have previously
outsourced. This would indicate, therefore, that some effects of outsourced cost and
value may still prevalent after the decision has been made to insource again.

We note that the effects are more prevalent for the first five years, and again at
the ten-year mark. This flattens out for a fifty-year graph analysis as expected (refer to

Figures 23 and Appendix 2 Figure 42).
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10 Year Outsource TimeTrend (100% Insourced)
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Figure 23 — Ten-year Outsourced Time Trend — 100% Insourced
where for:
Costs, y = -5E-06x6 + 0.0005x5 - 0.0171x4 + 0.2808x3 - 2.1053x2 + 4.7264x + 11.248, R2 = 0.1493
Value, y = -1E-05x6 + 0.0011x5 - 0.0426x4 + 0.8103x3 - 7.1879x2 + 22.661x + 29.587, R2 = 0.3374.

However, for those firms that outsource 50% of their FM, we see similar results
for the same FM delivery method that was noted for insourced cost and value. That is,
more of a flatter two- and seven-year cycle of outsource value and cost degradation for
both the dependent and independent variables (refer to Figures 24 and 25).

This can be explained in the same way, in that the nullification of the presence of
insourcing flattens the curves and speeds up the degradation, although with still a five-
year interval. This was prevalent for both a ten-year and a forty-year graph analysis.

This definitely supports the value and cost realisation lag experienced by the new
in-house teams which previously outsourced (as previously discussed). Also, the
flatter, long-term curves suggest alignment of the drivers has been achieved, as
previously discussed for insourced methods.

For those that only outsource 25% of their FM, there was a two- and ten-year
cycle, attributed to the effects of nullification also.
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10 Year Outsource Time Series Trend (50% In/Outsource)
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Figure 24 — Ten-year Outsourced Time Trend — 50% In/Outsourced
where for:
Costs, y = 0.0003x6 - 0.0205x5 + 0.4914x4 - 5.6684x3 + 32.414x2 - 82.557x + 100.86, R2 = 0.4057
Value, y = 0.0006x6 - 0.0297x5 + 0.6025x4 - 5.8739x3 + 27.872x2 - 55.486x + 92.25, R2 = 0.3738.

10 Year Outsource Time Series Trend (50% In/Outsource)
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Figure 25 — Ten-year Outsourced Time Trend — 50% In/Outsourced — Independent
Variable

where for:
Costs, y =0.0027x6 - 0.1423x5 + 2.8464x4 - 27.247x3 + 127.75x2 - 269.03x + 217.2, R2 = 0.6398
Value, y = 4E-05x6 + 0.0027x5 - 0.1907x4 + 3.7154x3 - 29.722x2 + 94.771x - 67.933, R2 = 0.5681.
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TIME — OUTSOURCE FINDINGS

So, as for insourcing, similar trends were found for outsource value and costs.
However, for outsourcing there was less of a need for overall correction, as was seen
for insourcing. It seems that only partial adjustment to the current outsourcing levels is

required to prevent cost exceeding value overall in this data set.

7.9.3 RATIO-ADJUSTED COST AND VALUE RESULTS OVER TIME

Having now suggested time trends for all FM delivery methods, once again, we can
adjust the actual percieved value and cost levels to reflect scores which would have
been achievable if closer alignment to the independent variables existed as per the
hypothesis, by using the existing ratios.

This will allow the testing of the hypothesis in its ideal form, ensuring that these
time trends remain consistent for this data set.

We see that for those firms that insource 100%, there is now a more prominent
cost and value degradation that cause costs to exceed value, further supporting the
previous trends noted.

Once again, we get a five- and twenty-year cycle for a fifty-year graph, and a five-
and ten-year cycle for a ten-year graph (refer to Figures 26 and Appendix 2 Figure 43).

It is also noted that value levels are now corrected, indicating the possible
realised value that insourcing produces, should alignment to the independent variables
be made.

For those firms that insourced 75% of their FM, we still see a correction in value
levels and a five- and ten-year cycle, however, we do not see costs exceeding value for

a ten-year graph (refer to Appendix 2 Figure 44).
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Ratio Adjusted 10 Year Insourced Time Series Trend (100% Insourced)
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Figure 26 — Ten-year Insourced Time Trend — 100% Insourced
where for:
Costs, y = 0.0001x6 - 0.0118x5 + 0.4706x4 - 9.2522x3 + 89.546x2 - 366.32x + 531.91, R2 = 0.2104
Value, y = -8E-06x6 - 0.0012x5 + 0.119x4 - 3.6358x3 + 47.72x2 - 269.42x + 683.45, =R2 = 0.389.

“NULLIFICATION" EFFECTS

This, once again, can be attributed to the presence of 25% outsourcing that would
“flatten” the curves as previously explained, however, it is also noted that these curves
are not as flat prior to value and costs levels being ratio-adjusted.

However, the fact that cycles still exist after alignment to the theorised cost and
value drivers only corrects the value and cost levels as they could have been if aligned
to the chosen FM delivery method. Cycles still exist because at some stage, a shift in
outsourcing levels either up or down would have been necessary to achieve full
alignment to the firm’s changing operating environment.

For those firms that insourced 50% of their FM, we see the same two- and seven-
year cycle for a ten-year graph, however, with corrected value levels and slightly less
flat curves than when the value and cost levels were not adjusted (refer to Appendix 2
Figure 45)

It should also be noted that costs do not exceed value. This is also attributed to
the 50% outsourced component, as previously discussed (refer to Flow Chart 35).

However, nullification effects may still hold true for partial outsourcing methods,
and in fact support the notion that misalignment to either recipe can only be rectified by
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changing to the correct recipe or changing the procurement method to suit the current

operating environment. As partial methods have both recipes, there are flatter curves.

AN ORGANISATION'S ATTEMPT TO ACHIEVE FM VALUE CONTRIBUTES TO A
FIVE AND TEN YEAR CYCLE

For those firms that are 75% outsourced, we see that insourced value and costs are at
their worst at the three-year and nine-year period for a ten-year graph (refer to
Appendix 2 Figure 46).

This is now suggesting that when adjusting the cost and values to reflect possible
scores based on current ratios for this FM delivery method, the effects of the
outsourcing proportion (in this case 75%) brought forward the hypothesised value and
cost degradation by about one or two years. This would suggest that in practice, firms
“sense” this early degradation and concentrate their efforts on the 75% outsource value
portion to compensate. Hence in the previous non-altered value and cost amounts we
see a five- and ten-year cycle, which seems to be unavoidable.

Thus this also supports the previous findings that when firms mix methods, this

may in fact speed up initial degradation for this data set.
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more outsourced, cost
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simultaneoudly at their
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Flow Chart 35 — Ratio-Adjusted Value and Cost Dynamics over Time

Again, as the firms that outsourced 100% of their FM are limited in sample size,
when combined with the 75% or more FM delivery method, they returned similar results

for insourced value and costs over time (refer to Appendix 2 Figure 47).
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TIME — RATIO-ADJUSTED INSOURCE FINDINGS

We see that when adjusting value and costs levels based on current ratios with
dependent and independent variables, there was a definite trend of costs actually
exceeding value. However, this did not occur for those that insourced 75% only,
attributed to nullification.

Additionally, for those firms that only insourced 25% of their FM we saw a three-
and nine-year cycle, for the same nullification reason.

This confirms the need to correct the current insource trend results. When
assuming a 100% fit to the current insource recipe, the value was corrected. This
suggests that the firm’s current operating environment is not fully aligned with the

insource model, which may be more aligned with an outsourced model.
REGRESSION ANALYSIS

As previously seen, using the same polynomial regression analysis technique with the
ratio adjusted data, we can trend for outsource costs and value as well.

For those firms that outsource 75% or more of their FM, we see similar trends to
the non-ratio-adjusted value and cost graphs for a ten-year graph (refer to Figure 27).
That is, there are definite five- to ten-year cycles.

Ratio Adjusted 10 Year Outsource Time Series Trend (75% or More Outsourced)
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Figure 27 — Ten-year Outsourced Time Trend — 75% or More Outsourced
where for:
Costs, y = 0.0016x6 - 0.0963x5 + 2.1934x4 - 23.42x3 + 120.4x2 - 277.06x + 354.39, R2 = 0.3425
Value, y = 0.0004x6 + 0.0157x5 - 1.6094x4 + 36.507x3 - 331.54x2 + 1220.3x - 903.96, R2 = 0.261.
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RATIO-ADJUSTED OUTSOURCE VALUE AND COST STILL PREVALENT FOR
THOSE FIRMS NOW INSOURCED

Similar observations are noted for those firms that insource 100% of their FM, for
outsource cost and value levels over a ten-year graph.

This is not surprising, as the questionnaire was designed to capture outsource
value and cost levels that are currently experienced, regardless of whether FM is still
outsourced or not.

This seems to be confirmed, in that when graphed over a fifty-year period, the
cycle is extended to many years, indicating a correction by the firm (refer to Appendix 2
Figures 48 and 49).

These trends are also consistent for those firms that only outsource 25% of their
FM (refer to Appendix 2 Figure 50), indicating that those outsource value and cost
variables are still relevant. We do see, however, a shorter initial cycle of the curves
again, due to the 75% presence of the insourcing portion possibly nullifying some of the
value, as previously discussed.

For those firms that outsource 50% of their FM, we see that even after adjusting
the value and cost levels to reflect the possible scores achievable, based on the
current ratio of independent to dependent variable, we get a two- and eight-year cycle
for a ten-year graph. This seems to confirm that the nullification of the presence of
insourcing in this case speeds up the degradation, although with still an approximate
five- to six-year interval (refer to Figure 28).

Once again there is confirmation that percieved outsourced costs and value can
extend beyond its contracted term, especially for value which eventually flattens over

time. This will be discussed in more detail.

COMPARISON TO THE DAVID JONES CASE STUDY

Certainly when considering the case study, there was a definite two-year time period in
which value and costs were at their worst experienced by David Jones. This would also
reinforce the proposition that David Jones did not, in fact, 100% outsource its FM, as
there was simply limited transfer of process and control afforded to the outsource
provider.

The model David Jones adopted by default was more reflective of a 50%
outsource function, thus the early degradation of costs and value as indicated in these

trends.
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This has consequences for all firms®, in that expected value and cost over time
may be shortened, creating the need for firms to alter, thus costing more overall.
So firms adopting a 50/50 method can expect an initial shorter lifecycle of cost

and value with lower value and cost levels, but still with a five-year cycle.

Ratio Adjusted 10 Year Outsourced Time Series Trend (50% In/Outsourced)
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Figure 28 — Ten-year Outsourced Time Trend — 50% Out/Insourced
where for:
Costs, y = -0.0044x6 + 0.2084x5 - 3.74x4 + 31.491x3 - 126.02x2 + 224.29x - 36.537, R2 = 0.392
Value, y = 0.0118x6 - 0.5801x5 + 11.334x4 - 110.55x3 + 532.43x2 - 998.91x + 718.89, R2 = 0.4043.

TIME — RATIO-ADJUSTED OUTSOURCE FINDINGS

Similar trends were noted for outsource cost and value as it was for insourced cost and
value, with the only notable exception being a flat two- and eight-year cycle for those
firms that only outsource 50%. For firms that were currently 100% insourced, we saw
that after about ten years, cost and value levels for outsourcing were “corrected”, albeit
flatter.

There was some change to value by assuming 100% alignment to the outsourced
recipe, however, not to the same extent as the insource model, suggesting a better
alignment.

% The questionnaire took this issue into account and was designed in such away as to allow respondents
to rank their FM deivery method based on a definite definition of what outsourcing is, thus limiting
incorrect answers for value and costs.
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7.10 CONCLUSION

It is therefore concluded that percieved value and cost levels do not remain constant
over time, and in fact both value and cost levels are simultaneously at their worst every
five years for both firms that outsource and for firms that insource.

Also, where both forms are used by the same firm, there is a flattening of value
and cost level cycles with an initial shorter degradation time period.

A definite link emerged with the drivers of cost and value, and the postulated

associated resultant costs and values for this data set.

7.11 OUTSOURCE VALUE CONCLUSIONS

Thus, should a firm be aligned for outsource value (that is, the recipe), either now or in

its future, it is suggested that the value propositions hold true.

FIRMS SHOULD OUTSOURCE MORE TO ACHIEVE SPECIALISATION AND
ECONOMY OF SCALE BENEFITS

It was established that when considering outsource value propositions, those firms that
outsourced more also reaped a higher rate of percieved outsource value on average.
Those that outsourced 75% or more of their FM were on average 55% more likely to
gain value from outsourcing than other less outsourced firms (page 239).

Thus when planning ahead, the more outsourced a firm, the higher the rate of
outsourced value that can be predicted. The main areas of difference of outsource
value realisation when compared against those firms that had outsourced less were
found to stem from the outsourcer’s specialist services, and their economies of scale
advantages. This indicates that firms that are targeting these attributes for any potential
outsource provider should realise that they are only achieved through scale, that is,
75% or more outsourced.

Therefore, this value would be realised when a firm’s operating environment is
more aligned with outsourcing than partial outsourcing or insourcing, when considering

the various cost and value drivers.
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FIRMS SHOULD OUTSOURCE TO A “LESSER EXTENT” IF MAXIMUM TRANSFER
LEVERAGES ARE REQUIRED

However, for firms that outsource only 50% of their FM, the main areas of outsource
value came from the ability of firms to transfer unwanted processes and assets over to
the outsource provider. Firms, therefore, that are seeking to gain transfer advantages
should consider a 50% outsourced methodology (page 246).

This is now suggesting that should a firm's operating environment be only
partially aligned to outsource value, then there exists an opportunity to transfer

unwanted assets across.

FIRMS SHOULD ONLY OUTSOURCE IF THEY ARE LIMITED IN SELF DELIVERING
FACILITY MANAGEMENT

Firms that outsourced and gained value were also found to have considerable bounded
rationality in self-delivering FM. A self-assessment of FM competence within a firm thus
becomes crucial. Should firms have the required skills to deliver insourced FM,
outsourcing value will not be easily obtained (page 246).

Simply put, there is no need to outsource if the firm can perform the functions
itself. If it is capable and outsources, then this could have a negative impact on the
overall FM delivery. Under these circumstances, one would expect strained
relationships and possibly limited “real” transfer of ownership and control to an

outsource provider.

ACHIEVED OUTSOURCE VALUE CAN CONTINUE AFTER THE FUNCTION IS
RETURNED BACK IN-HOUSE

Firms that are currently insourcing 100% benefited from previous outsource methods,
indicating that the effects of outsource value continue after a firm has shifted away from
outsourcing. This denotes a time lag trend. However, this current outsource value was
not associated with the firm being decentralised or its FM being considered non-core.
These exceptions also applied to those firms that were 75% and 50% insourced, in that
outsource value was realised, however, it had nothing to do with the firm having simple
SLAs or, in the case of 50%, its FM being considered non-core. These variables should
therefore be ignored when predicting for outsource value with partial insourced
methods (page 247, 249).
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Simply put, the drivers of outsource value may change in a firm’'s operating
environment; however, the value already gained survives a change back to insourcing
for some period of time. This retained value is not influenced by the firm’s operating
environment thereafter. Thus outsourcing as a tool for correcting previous large in-

house teams may be a viable option.

THE PREDOMINANT OUTSOURCE VALUE WAS ACHIEVED IN COMPETITVE
ENVIRONMENTS

On the whole, outsource value was predominantly achieved by firms that are 75% or
more outsourced through transfer leverages (page 250) whilst in a competitive
environment. In these circumstances, specialisation and economies of scale
advantages are realised, as previously mentioned.

This suggests that firms that outsource should ensure that there is a transfer of
unwanted assets at the time of outsourcing, and should assess the level of competition
within the firm’s core business operating environment prior to deciding to outsource.

Thus, in industries or organisations that are shielded from market force
competition, the value obtained from outsourcing may either be released to a lesser

extent, or simply not required.

7.12 INSOURCE VALUE FINDINGS

Once again, it was found that the more insourced a firm was, the more percieved
insource value was achieved. In fact, those that insource 75% or more of their FM were
18.4% more likely to achieve insourced value than those with less than 50% insourced
methods, and 8.6% more likely to achieve insourced value than those that insource
only 50% of their FM (page 254). Thus, when planning ahead, the more insourced a
firm, the higher the rate of insourced value that can be predicted.

The presence of outsourcing with insourcing therefore lessens the overall

insource value almost proportionally.

FIRMS SHOULD INSOURCE MORE TO SAVE MANAGEMENT TIME AND
INCREASE CONTROL AND OPERATIONAL FLEXIBILITY

The main areas of value were achieved in significantly less management time required

to manage the FM delivery, with significantly more flexibility for those that insourced
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more. However, the most significant value was achieved in the area of increased
control.

Those firms that insourced more had an average of 36% more control over their
FM delivery than those that insourced less, and were 15% less affected by
opportunism also (page 256).

Thus, firms that decide to insource their FM should plan to direct these particular
values, treating them as a newly acquired resource, to ensure they are maximised.

Accordingly, when control is important to an organisation, insourcing delivers this.

INSOURCE VALUE IS CENTRED AROUND FM BEING STRATEGIC

Those firms that are 100% insourced are unaffected by centralisation and whether or
not the assets are owned, however, FM being considered as strategic for the firm was
a main contributor to insource value (page 260) affecting opportunism, control,
flexibility, and, to a lesser extent, uncertainty. Understanding this, firms that consider
their FM as strategic should consider insourcing to achieve value, not only when
control is important, but also when FM is considered strategic to a firm. When this is
the case, it seems that more focus is given to the function, and the result is increased

value stemming from the identified value propositions listed.

PARTIAL INSOURCING REMOVES SOME VALUE PROPOSITIONS BUT
INCREASES OTHERS

However, those that only insourced 75% of their FM were unaffected by uncertainty,
due to the nullification effect. This nullification affected those that insourced 50% of
their FM the most, as such opportunism® is also nullified (page 261).

As such, firms may be able to discount uncertainty and opportunism for these two
forms of insourcing when planning future strategies.

Those that then only insource 25% of their FM experience much lesser values
but across all the value propositions. This is particularly so for uncertainty.

Therefore, firms that adopt this form of insourcing should plan for the possibility of
less value realisation, and expect this value, aggregated across all value propositions.

Firms therefore need to carefully choose the extent of outsourcing they adopt to
ensure a correct level for this operating environment. This way, FM becomes more of a

business enabler, with correct focus on the extent and level of FM investment.
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7.13 OUTSOURCED COSTS FINDINGS

Once again, those firms that outsourced more experienced more percieved outsourced
costs. In fact, those firms that outsourced 75% or more of their FM experienced 30%
more costs on average (page 265).

Thus, when planning ahead, the more outsourced a firm, the higher the rate of
outsourced costs that may be produced.

These costs were either not present or present to a much lesser extent for in-
house FM delivery or partial outsourcing methods in the data set. Thus it is suggested

that there are unigue costs associated with outsourcing.

OUTSOURCING CAUSES CONTROL AND HIGH-LEVEL FLEXIBILITY LOSS

Control and flexibility loss were the most significant costs, especially for those firms
that outsource 50% of their FM (page 267).

Basically the firm becomes locked in, regardless of contract provisions. The
external marketplace is invited into the firm. This may have an influence, both positively

and negatively.

OUTSOURCED COSTS STILL PREVALENT AFTER SHIFTING BACK IN-HOUSE

However, reduced core competency was only a significant cost for those firms that
outsourced only 25% of their FM, due to the time differential in realising this cost”
(page 268).

However, this time lag did not affect firms that were currently 100% insourced for
the costs of multiple providers and monitoring time. But this time lag did, however,
affect those that were currently 100% insourced, for non-co-operation, reduced working
conditions, reduced core competencies, and hollowing-out.

Thus, it can be suggested that even after switching back to insourced methods,
the effects of outsourced costs may still be present.

This influence has ramifications well past the point at which the external labour
market has left the firm. In essence, the firm may never be the same again, thus

emphasising the importance of decision-making for outsourcing or not.
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PARTIAL OUTSOURCING REMOVES SOME COSTS

Hollowing-out was not present for those that insourced 75% of their FM, as the quantity
of outsourcing was too low and is based on the current procurement method. Thus
firms can discount this cost for this methodology.

Nullification effects removed monopoly, shortage of skilled workers, control,
flexibility, and monitoring from being an outsource cost for those that were 50%
outsourced. These should therefore be excluded when predicting future strategies for
this methodology (page 275).

However, those that were 75% outsourced, only reduced working conditions were
nullified. It seems that firms that outsource less are affected most by reduced working
conditions. This should be planned for.

Accordingly, less outsourcing represents less risk with less impact on the firm,

however, with less opportunity for value creation.

7.14 INSOURCED COSTS FINDINGS

Once again, those firms that insource more realise more insource costs. In fact, those
firms that insource 75% of their FM were 62.12% more likely to realise insourced costs
than less insourced methods (page 278).

Thus, when planning ahead, the more insourced a firm, the higher the rate of
insourced costs that may be produced.

Thus it can be suggested that insourcing may deliver a unique cost to a firm not

found with outsourcing models.

HIGH RATE OF STAFF INCREASES THE MAIN INSOURCED COST

This cost occurred with a significant rate of staff increase for those that insourced
100%, in comparison to those that insourced less (page 282). Thus, we can predict a
“rate” based on the level of insourcing. However as this was not the case with those
that predominantly outsourced, we should not plan for this cost for firms that outsource
75% of their FM.

Also, the more FM categories that existed as part of the FM delivery, then the
higher the rate of staff increases that took place. Firms can expect staff increases if
their FM is multidisciplinary.

Basically, in-house FM delivery that is becoming or has become overly complex

demands a high level of resourcing when performed in-house.
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7.15 THE IMPACT OF TIME FINDINGS

It was also hypothesised that this degradation in perceived cost and value would cause
firms to “change” to alternate forms of FM delivery, either through the internal labour
market (insourcing) or the external labour market (outsourcing).

However, it seems that the impetus to change delivery methods due to perceived

value and cost fluctuations was happening predominantly after many years.

THE FIVE YEAR CYCLE

It was found that value and cost levels do indeed deteriorate at an approximate five-
year interval (page 284). If misalignment to the theorised independent variables
existed, these cycles would indeed cause cost to exceed value. However, it was found
that, especially for firms that have insourced, this phenomenon was only causing firms
to “switch” at an average of a twenty-year period, if at all. Also this “switch” was only an
approximate 30% shift from previous FM methodologies, not a 100% wholesale change
(page 230).

This suggests that the “cyclical” nature of the cost and value curves deters firms
from switching on the whole as they eventually “right” themselves. That is, the value
and cost ratios improve over time, thus forming a cycle.

This would influence firms to remain in their current delivery method. The alarm

bells would simply not be ringing loudly enough.

UNDER-REALISED VALUE

In addition, considering that both major forms of FM delivery under-realised the
theorised maximum value that each form could deliver (page 239, 254), these results
also therefore suggest that firms simply are not looking at the independent variables
postulated in this thesis for value measurement, or even for cost measurement. This
would then prevent firms from realising that these cycles even exist.

As firms figure out that these cycles exist within their FM delivery method, then
switching may be aligned more to the five-year cycle until these cycles are removed — if

at all possible. This should have the effect of maximising the FM delivery method.
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THE “NULLIFICATION” EFFECT SHORTERNS LIFE CYCLES

Further, any shift from a previous FM methodology that was partial would not reap the
full benefits, as outlined in the previous results (page 286). Thus, should firms be both
unaware of cycles, and unaware of the “nullification” effect™, as previously discussed,
via partial or mixed FM methods, there would be limited evidence of cycles, and thus
limited wholesale change after a five-year period.

Indeed, partial outsourcing may in fact be the firm's attempt at correcting the
imbalances of the previous FM delivery method. It is expected that shifting outsourcing
levels after an assessment of a firm’s operating environment will become the course of

action for firms that understand these dynamics are at play.

WHY “SWITCHING” IS NOT FULLY EVIDENT

However, it should also be remembered that both “formal recognition” of outsourcing of
FM, and FM itself being recognised as a discipline coincided in Australia in the late
1980s. This being the case, we would not expect to see evidence of cycles, or more
importantly, firms’ realisation of these cycles for some time whilst both the market and
facility management practitioners developed.

This would seem to explain the findings from the questionnaire, in that the current
average period of FM delivery method without change is only ten years, as opposed to
the previous period of twenty years (page 230). We would therefore expect to see a
trend forming and this time period reduce to about five years in the future as firms
become educated to both value and cost cycles and their measurement variables
(Burdon 2004).

In more matured markets there does seem to be evidence in the economy at
large of this five- to seven-year cycle taking place. In November 2004, a Gallup survey
of 150 British businesses found that more than 30% believed their outsourcing
strategies have delivered fewer benefits than expected. The survey, commissioned by
Proudfoot Consulting, questioned 925 senior executives in nine countries and six
sectors. Fifteen per cent of the companies said outsourcing had failed and they had
brought functions back in-house. However, about five years earlier, according to
market review surveys undertaken between 1999 and 2003, the climate for outsourced
services was generally favourable within the UK economy (Luciani 2005a, 2006;
Luciani & McCormick 2006) .

° For example, partial outsourcing methods require more staff to deliver them.
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This seems to confirm that in the industry in general, both value and cost may
reach there simultaneous maximum and minimums within this five-year time frame as
previously discussed. It also suggests that in a matured market, firms overall should be
able to predict a five-year cycle for the value and cost variables presented in this thesis
(subject to the limitations previously discussed).

Understanding this, and especially for Australia or other nations whose FM is yet
to reach full maturity, firms should plan to address the cycles regardless of whether
there is evidence in their history of shifting from insource to outsource, as value and
costs may not be easily and directly associated with these decisions.

However, once identified, firms that then address the corresponding value and
cost drivers and that then alter or vary their outsourcing levels to ensure maximum
value, should be able to eventually do away with cycling (especially full-blown

switching), as long as they monitor changes in their operating environment.
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CHAPTER EIGHT

CONCLUSION AND FUTURE RESEARCH

8.1 INTRODUCTION

In this chapter conclusions will be drawn from the thesis with discussion surrounding
those findings that have now contributed to the existing understanding of FM delivery
and procurement methods, and that have now also added to the body of knowledge of
FM delivery and procurement methods. It is considered important to further deliberate
on these findings to allow direct application by industry.

It is intended that by the end of this chapter, sufficient information will have been

presented to allow furthering of this research by both academics and professionals.

8.2 HYPOTHESIS OVERVIEW

The hypothesis was based on the presupposition that perceived FM delivery value and
cost deteriorate over time. These perceived value and costs were associated with the
two main forms of FM procurement and delivery, being insourced or outsourced
methods, and represented a wide and varied basket of advantages and disadvantages
(page 4).

The founding of the hypothesis and its findings now suggest that some scientific
rigour can and should be placed around a firm’s decision to outsource or insource its
FM delivery. This was found to be relevant for both the initial decision and future
decisions, should organisations seek maximum value and minimum costs from FM
procurement and delivery. This was becasue favourable outcomes were found to be
temporary in nature under certain conditions.

Although there has been an identification of both insourcing and outsourcing
value and costs throughout literature previously (as discussed in the preceding
literature review in chapter 4) it has never before been demonstrated that cause and

effect may exist from a unique set of drivers for each FM delivery method.

8.3 FM AND OUTSOURCING ESTABLISHMENT

FM being progressively recognised as a discipline coincided with its being recognised
as an industry through its association with outsourcing. However the cyclical nature of

FM procurement and delivery left the FM discipline in an unstable environment. To
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achieve credibility as a function, especially during strategic applications, more rigour
was needed surrounding the decisions to insource or outsource, without total reliance
on outsourcing alone (page 22).

One major issue surrounding this decision-making process was the difficulty in
identifying the separation point between insourcing and outsourcing. A key finding in
identifying this separation was the extent of transfer of ownership and control that had
taken place from inside an organisation to outside the organisation (page 29).

By applying the previously established fundamental principles of outsourcing to
FM delivery, it was found that sub-contracting and similar forms of procuring FM
services are excluded from being labelled outsourcing in itself (page 33). This was also
the case for partnering and alliances. That is, if associated with the unique value and
costs identified through the research, this clarification in itself contributes to a more
sustainable FM delivery and procurement method through its correct delivery

application (page 34).

8.4 UNIQUE FM DELIVERY VALUE AND COST DRIVERS

Delivering FM services internally, however, was found to have unique advantages over
external means, mainly through an employee/employer relationship being able to
provide greater control and flexibility to the function. However, it was found that these
advantages may be diminished under certain circumstances, to which outsourcing
delivered its favourable set of unique advantages (pages 252, 278).

Outsourcing seemed to prevail as the most utilised method of delivering FM
services in Australia, bringing correction to high-cost internal FM delivery methods.
However, a historical trend of cycling was evident whereby a return to insourcing
seemed likely to some degree. This was attributed to the identification of a unique set
of value and cost drivers that seem to exist for both insourcing and outsourcing (page
229) under certain conditions.

These drivers have not previously been grouped together in such a way, and
their association with a firm’s decision to outsource or insource has not previously been
researched. Understanding that the postulated value and cost results do indeed
influence a firm’s decision to insource or outsource, or switch, provides focus on the
identification of value and cost “drivers” for FM procurement and delivery methods,

which was not previously available to firms (page 69).
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85 FM DELIVERY VALUE AND COST DRIVERS LINKED WITH
ORGANISATIONAL OPERATING ENVIRONMENTS

These drivers were found to be linked with a firm’s operating environment, and as
such, may play a key role in the determination on whether to insource or to outsource.

Closer examination of these key drivers via a case study and survey suggested
that organisational environments may even change at an approximate five-year rate.
This then requires FM procurement and delivery responses, namely an alteration of
outsourcing levels, to ensure optimum value and cost levels are maintained (page 283,
287).

The suggestion of a five-year trend in the degradation of FM delivery value linked
with similar trends of changes in organisational operating environments has not
previously been identified. Understanding that these cycles may exist now allows for
future planning. This planning would almost certainly reduce both the over-realisation
of cost and under-realisation of value from the two main forms of FM procurement and

delivery methods, should further research cofirm these findings.

8.6 THE ALTERATION OF OUTSOURCING LEVELS

However, it was also highlighted that this link of organisational operating environments
with perceived FM value and costs over a five-year period is either not recognised by
organisations, or it was difficult to alter the prevailing FM delivery method in a timely
manner (page 307).

This inability to alter the prevailing FM delivery method, or, more appropriately, to
alter outsourcing levels in a timely manner suggested an affect on an organisation’s
core business to some degree (page 309). This is now suggesting that a much broader
ramification may exist, should an inappropriate level of FM outsourcing exist in a firm’s
operating environment. This has never before been identified with FM delivery and a
five-year cycle. It has now become obvious that FM outsourcing is required to achieve
a maximised FM value; however, the extent of outsourcing may have to be altered in
line with the firm’s operating environment to avoid organisational-wide ramifications.

It was also suggested that firms adopted partial outsourcing in an attempt to
avoid this ramification. The decision to partially outsource FM delivery and procurement
methods was found to be inadequate in addressing this situation over the cycle, due to
nullification effects on value (page 262). It is now suggested that a dynamic alteration
of outsourcing levels that follow changes in organisational operating environments may

be a means of achieving maximised value and minimised costs from FM delivery.
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8.7 INDUSTRY APPLICATION AND FUTURE RESEARCH

It is assumed that organisational operating environments change, and that this change
is unavoidable (James 2007). Further research is required to ascertain the feasibility of
avoiding organisational change (considered outside the scope of this thesis). Given
this, then the benefits to industry from the establishment of an understanding
surrounding a five-year cycle of FM delivery value degradation and its link with
outsourcing levels would be found in its predictive elements.

However, should the organisational change dynamics outlined in this thesis be
able to be altered through human intervention, then the resultant perceived value and
costs associated wth this environment would not be considered universally applicable.
Further research would have to be undertaken to confirm this on industries other than
the retail sector, and possibly through the use of secondary research data such as
macro economic trend analysis.

Studies in organisational pshycology may also be referenced to ascertain how
the organisational change dynamics identified in this thesis are subject to human
intervention, and under what circumstances.

Thus assuming that a firm's operating environment will dictate the optimum
outsourcing level for FM procurement, should the identified changes in these operating
environments be found to be avoidable, then the optimum FM procurement method can
thus remain static once established. As such no prediction would be required as each
industry may have a different set of outcomes. Thus it is important to ascertain whether
these “shifts” in operating environments are necessary to achieve a Firm’'s strategic
objectives when considering specific organisational contexts.

However, assuming these shifts are unavoidable, building upon this fundamental
understanding that firms may be able to predict that cycles in value and cost levels
fluctuate at regular intervals, it may now be possible to forecast, which would allow
firms to locate their current FM delivery method and associated value and cost
indicators on this cycle. In doing so, firms would be educated to the possibilities and
ramifications of their decisions with regard to current and future FM procurement and
delivery methods.

By establishing the extent of outsourcing for a firm's current FM delivery
method®, it would be possible for firms to compare current value and cost levels® with

the pre-determined levels, as indicated in this thesis.

%2 The extent of outsourcing can be measured by adopting the previous definition of outsourcing and
applying the principles within it to afirms current FM delivery method.
% Thisis ageneralisation depicting values as say, high, medium, low, rather than exact quantification.
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Further, it may also then be possible to predict further out in time what these
value and cost levels may be, given their current situation and current alignment to the
independent variables listed in this thesis.

This would allow firms to both benchmark value and cost against the theorised
maximums and to plan future FM delivery methods to ensure these values are

favourable. This would involve changing the level of outsourcing/insourcing.

8.7.1 THE ADVANTAGES OF A PREDICTION MODEL APPROACH

Following this logic and using a prediction model approach (subject to the limitations

outlined) (refer to Appendix 3 for a general guide) holds enormous value for firms.

A. QUANTIFYING THE EXENT OF OUTSOURCING

Firstly, by simply quantifying the extent of “true” outsourcing, firms will be able to make
informed decisions around changes in their operating environment. This is given that
certain “drivers” of value and costs are affected by the extent of outsourcing and vice
versa. This will allow firms to make informed decisions with some certainty around the

consequences to their current FM delivery method.

B. UNDERSTANDING THE IMPACT OF TIME

Secondly, by understanding the impact of time, namely a five-year cycle, firms can
“arrange” their circumstances to minimise costs and maximise value as much as
possible in advance, in preparation for change. An example of this would be the

contract term negotiated for FM contracts.

C. QUANTIFYING VALUE AND COST DRIVERS

Thirdly, by understanding that maximum value and minimum costs are achieved
through a close alignment to the extent of outsourcing and the value and costs drivers
listed, firms now have the tools to audit their existing FM delivery method to ensure it is
maximised as much as possible, by using the findings of this thesis as a benchmark. In
doing so, firms may be able to prolong maximum value and minimise costs without the
need to change FM delivery methods. That is, through various performance
management techniques, as their existing alignment to the value and cost drivers may

be partially, or fully aligned already, however, the existing FM procurement method
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may not be fully implemented. An example would be to provide further training for in-

house staff if currently insourcing.

D. CHOOSING THE MOST APPROPRIATE FM DELIVERY METHODS

However, the main benefit of a prediction model approach is obtained when an audit
reveals little or no alignment to the value drivers for a firm’'s current FM delivery
method. In this case firms now have the ability to make informed decisions on the most
appropriate FM delivery method, and are also able to plan for the most appropriate
model years in advance (subject to a constant operating environment). Even if this
operating environment changes, firms can now build scenarios on the most likely shift

and plan for the most appropriate FM delivery method(s) in advance.

7.7.2 PREDICTION MODEL LIMITATIONS

Obviously there are limitations to following a model such as this.

MACRO-CATEGORISATION

Firstly, grouping FM delivery methods into three bands (75%+, 50%, 25%-) is a fairly
large basket holding the entirety of all the functions that constitute facility management
for the firm. It may not be possible to group all the categories together as some FM
categories may be “stand alone” and are unable to follow a generic grouping. For
example, a firm that outsources 25% or less may be unable to outsource more, as the
75% insourced portion may be highly strategic to the firm. When using a prediction
model approach, the firm is limited in options immediately, in that it can never shift into
another band, unless the value and cost drivers also change. The remaining 25%
therefore remains unaltered.

In order to capture the remaining 25%, and apply it to a prediction model, each
individual FM category would have to also be applied to the model. In this case, further
research would have to be undertaken to ascertain whether scale impacts upon both
the cycles of value and cost, and the associated variables as a single category within
FM may produce different results.

However, as the basis for calculating optimum outsourcing levels for FM
procurement has now been suggested, the same principles should also be able to be
applied to individual FM functions. This presents a whole new way in which functions

within FM can be viewed. Measuring FM functions not only on the basis of performance
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output, but also by their level of effectiveness under different FM Procurement methods
(insourced or outsourced) would essentially establish underlying ground rules for their
procurement.

Should further research indeed indicate that the value and cost output of certain
individual FM functions remains constant during changes in organisational operating
environments, then the same research should also indicate under which procurement
method delivers the most static value proposition. This would effectively isolate those
FM functions, establishing them under the most appropriate FM procurement method
ongoing. This in itself is a significant contribution to FM resource procurement

efficiency.

LIMITED FINANCIAL QUANTIFICATION

Secondly, financial measurement of the costs and value variables listed in the model
may be hard to quantify, as some do not immediately impact financially. This poses a
problem for firms, in that decisions around change largely require an investment of time
and finances. Without financial quantifications of the benefits, firms may be
discouraged from making the necessary changes when faced with making change
decisions. Thus further research is required to quantify in financial terms the value and
costs variables listed in this thesis.

However this simply may not be possible or feasible for every variable. In these
instances, presently there would only be the findings of this thesis available for firms to
benchmark against. As such the use of secondary research may be used and
developed to quantify the financial costs and benefits of the variables listed. This may
involve a range of different disciplines outside that of Facility Management.

In doing so, it may well be established that the findings of this thesis can also be
applied to other industries and disciplines outside of Facility Management. Should this
be found to be the case, the knowledge surrounding the dynamics of services

procurement would have been greatly contributed to.

DIFFICULTY IN BENCHMARKING

A final point to note is the qualification and quantification of the value and cost drivers.
Firms adopting a prediction model approach are required to assess their current value
and cost driver amounts. As these drivers involve the firms’ operating environment,
firms will need a point of reference or benchmark to gain relativity in order to

adequately quantify and qualify these drivers. Further research is required into these
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value and cost drivers to develop benchmarks for like industries. In this way, firms can
benchmark and compare their value and cost driver amounts against like for like
industries with similar operating environments. However, firms should still be able to
develop these benchmarks to some extent over time by comparing similar firms with
similar operating environments. An example of this can be found in the David Jones
case study, wherein internal benchmarking and external statistics were used.
Measuring the drivers identified in this thesis will once again require a
multidisciplinary approach as the drivers are diverse. In-fact, it could now be argued
that each and every driver of FM value and cost identified warrants further research to
establish quantifiable measures for them. However as suggested previously, in
establishing these measures other functions outside of the FM discipline may be able
to adopt them, allowing for the application of the findings of this thesis to a much

broader industry and discipline group.

7.8 BROADER BENEFITS AND RAMIFICATIONS

Assuming that the challenges of macro categorisation have been accounted for and
that financial quantification of value and cost variables and drivers are established,
then the impacts on the general economy would be significant. Especially should the
findings be found applicable to multiple disciplines and industries other than just FM.

Firstly, there would be a marked reduction in the amount of change required by
organisations to achieve maximum value for services procurement as micro
adjustments would achieve maximum efficiency for the services procured rather than
complete changes in services procurement methodologies in most cases. This would
result in the avoidance of costs associated with these changes, such as management
time, consultant costs, set up costs, etc.

Secondly, as service companies, or outsource providers, would be procured for
longer periods of time, if not indefinitely (even though there would be adjustments in
scope), then it could be reasonably expected that initially the cost of procuring these
services would reduce. This would be due to the ability of service companies to make
investment decisions for long term contracts rather than shorter term arrangements.

Under these two newly created environments, it could be expected that alliance
type contracting, as opposed to client/server arrangements, would become the
dominate form of delivering services. As previously mentioned in this thesis, partnering
and alliances are on the increase (Kaplan & Hurd 2002), thus this could indicate that

organisations are in-fact adopting similar principles as presented in this thesis already.
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Thirdly, just as we would expect cost decreases for external services due to
longer term arrangements and reduced duplication, the internal organisational resource
structure could be arranged in advance to reflect optimum resources according to the
predicted method of delivering the services. This would result in a reduction of resource
wastage and duplication also.

Understanding this, it could be expected that organisational wide strategic
planning would now incorporate these predictions with more certainty, and by
management levels within the organisation’s operations not previously involved.
Certainly for FM, this would increase its contribution to the organisation.

Fourthly, having established best practice services procurement, the reduction in
opportunistic behaviour would be dramatic. This would be because most of the guess
work would have been eliminated from resource procurement and delivery
methodology. Contract scope and duration would have a method of measurement
directly linked with the client organisation’s operating environment. It is this operating
environment which would dictate the extent of services required in both scope and
duration.

Likewise, service organisations would also have their performance measured in
conjunction with these changes in the client organisation’s operating environment, thus
avoiding performance degradation which in fact was outside of their control. The same
principles would be applied to internal team performance also.

Lastly, to effectively capture these anticipated benefits, it is likely that a process
of ongoing measurement would need to be developed. That is, measuring
organisational operating environments and their changes with prescribed effects on
resource procurement and delivery. This may take the form of a set of measurement
standards for firms to work by such as the Australian Standards (AS), International
Organisation for Standardisation (ISO), and other industry adopted measurement and
process systems.

The use of technology in this situation would seem the most logical way of
measuring a dynamic environment such as a firm’'s operating environment once these
standards have been adopted. Once initial parameters were set, live monitoring could
be performed which would alert on key changes in the operating environment and
predict the most appropriate resource methodology through alteration of insourced or

outsourced resources.
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DAVID JONES CASE STUDY

APPENDIX 1

Table 37 — David Jones FM Costs August 200 to July 2004

August 2000 to July 2001

Account No. Actual Budget Variance Total
GLA*
45401 - Light and Power 8,490,199 | 8,580,233 90,034
45402 — Gas and Oil 303,537 401,441 97,904
45403 — Light Globes 703,449 743,559 40,110
Replacement
45450 — Cleaning Materials 715,232 738,883 23,651
45451 — Contract Cleaning 8,048,588 | 8,036,071 | (12,517)
45453 — Waste Removal 1,065,305 | 1,120,203 54,898
45460 — Sundry Occupancy 73,122 93,430 20,308
Costs
45501 — Repair & Maint: 678,111 753,353 75,242
Buildings
45502 — Repair & Maint: Lifts 62,071 75,713 13,642
45503 — Repair & Maint: 37,757 112,533 74,776
Escalators
45508 — Repair & Maint: PIt, Fixt 669,304 824,380 155,076
& Fittings
45510 — Repair & Maint: 335,845 329,360 (6,485)
Electrical
45511 — Repair & Maint: Air- 145,635 184,041 38,406
conditioning
45512 — Repair & Maint: 114,755 104,160 | (10,595)
Refrigeration
45551 — Cntct Maint: Buildings 278,437 257,910 | (20,527)
45552 — Cntct Maint: Lifts 999,933 973,513 | (26,420)
45553 — Cntct Maint: Escalators 1,062,103 | 1,010,116 | (51,987)
45560 — Cntct Maint: Electrical 1,344,560 | 1,363,439 18,879
45561 — Cntct Maint: Air- 1,530,913 | 1,601,548 70,635
conditioning
45562 — Cntct Maint: 151,311 179,120 27,809
Refrigeration
TOTAL | 26,810,166 | 27,483,006 672,840 563,250

*GLA — Gross Lettable Area of Stores in m?
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August 2001 to July 2002 (Table 37 cont.)

Account No. Actual Budget Variance Total
GLA
45401 - Light and Power 11,539,781 11,558,177 18,396
45402 — Gas and Oil 300,256 362,400 62,144
45403 — Light Globes 652,823 814,570 161,747
Replacement
45450 — Cleaning Materials 601,340 770,020 168,680
45451 — Contract Cleaning 8,347,395 8,611,038 263,644
45453 — Waste Removal 1,113,451 1,177,300 63,849
45460 — Sundry Occupancy Costs 95,678 102,684 7,006
45501 — Repair & Maint: Buildings 755,422 1,037,607 282,185
45502 — Repair & Maint: Lifts 33,418 79,510 46,092
45503 — Repair & Maint: 61,534 56,500 (5,034)
Escalators
45508 — Repair & Maint: PIt, Fixt 668,152 738,452 70,300
& Fittings
45510 — Repair & Maint: Electrical 277,260 340,400 63,140
45511 — Repair & Maint: Air- 114,966 178,536 63,570
conditioning
45512 — Repair & Maint: 109,011 131,820 22,809
Refrigeration
45551 — Cntct Maint: Buildings 207,675 315,280 107,605
45552 — Cntct Maint: Lifts 1,096,380 1,113,130 16,750
45553 — Cntct Maint: Escalators 1,012,037 1,076,485 64,448
45560 — Cntct Maint: Electrical 1,404,679 1,411,810 7,131
45561 — Cntct Maint: Air- 1,587,322 1,821,300 233,977
conditioning
45562 — Cntct Maint: 220,755 221,500 745
Refrigeration
TOTAL 30,199,334 31,918,519 | 1,719,186 | 581,796

*GLA — Gross Lettable Area of Stores in m?
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August 2002 to July 2003 (Table 37 cont)

Account No. Actual Budget Variance Total
GLA
45401 - Light and Power 11,741,133 | 11,647,884 (93,249)
45402 — Gas and Oil 207,661 352,524 144,863
45403 — Light Globes 696,404 770,657 74,253
Replacement
45450 — Cleaning Materials 294,139 335,466 41,328
45451 — Contract Cleaning 8,569,377 8,356,002 | (213,375)
45453 — Waste Removal 1,118,130 1,090,697 (27,433)
45460 — Sundry Occupancy Costs 157,044 97,890 (59,153)
45501 — Repair & Maint: Buildings 1,275,456 1,246,036 (29,420)
45502 — Repair & Maint: Lifts 52,114 51,347 (766)
45503 — Repair & Maint: 40,573 85,336 44,763
Escalators
45508 — Repair & Maint: Plt, Fixt & 863,012 633,487 | (229,525)
Fittings
45510 — Repair & Maint: Electrical 333,811 318,647 (15,164)
45511 — Repair & Maint: Air- 225,408 144,610 (80,799)
conditioning
45512 — Repair & Maint: 141,617 104,738 (36,880)
Refrigeration
45551 — Cntct Maint: Buildings 197,202 274,708 77,505
45552 — Cntct Maint: Lifts 1,138,632 1,135,102 (3,530)
45553 — Cntct Maint: Escalators 1,225,084 1,115,794 | (109,290)
45560 — Cntct Maint: Electrical 1,429,010 1,154,124 | (274,886)
45561 — Cntct Maint: Air- 1,623,345 1,590,108 (33,237)
conditioning
45562 — Cntct Maint: Refrigeration 200,968 232,810 31,842
TOTAL 31,530,119 | 30,737,965 | (792,155) | 592,644

*GLA — Gross Lettable Area of Stores in m?

323




August 2003 to July 2004 (Table 37 cont)

Account No. Actual Budget Variance Total
GLA*
45401 - Light and Power 10,658,021 | 12,056,210 1,398,189
45402 — Gas and Oil 242,889 306,418 63,529
45403 — Light Globes 700,956 701,010 54
Replacement
45450 — Cleaning Materials 271,768 322,371 50,603
45451 — Contract Cleaning 8,263,891 8,088,778 (175,113)
45453 — Waste Removal 1,110,947 845,468 (265,479)
45460 — Sundry Occupancy Costs 151,703 143,193 (8,510)
45501 — Repair & Maint: Buildings 2,461,070 963,134 | (1,497,936)
45502 — Repair & Maint: Lifts 51,958 52,335 377
45503 — Repair & Maint: 41,557 82,792 41,235
Escalators
45508 — Repair & Maint: Plt, Fixt & 736,929 554,819 (182,110)
Fittings
45510 — Repair & Maint: Electrical 339,826 263,508 (76,318)
45511 — Repair & Maint: Air- 172,891 142,391 (30,500)
conditioning
45512 — Repair & Maint: 169,377 101,752 (67,626)
Refrigeration
45551 — Cntct Maint: Buildings 387,291 258,640 (128,651)
45552 — Cntct Maint: Lifts 1,153,828 1,168,267 14,439
45553 — Cntct Maint: Escalators 1,249,567 1,218,774 (30,794)
45560 — Cntct Maint: Electrical 1,308,969 1,153,899 (155,070)
45561 — Cntct Maint: Air- 1,789,977 1,620,685 (169,291)
conditioning
45562 — Cntct Maint: Refrigeration 48,261 171,252 122,991
TOTAL 31,311,675 | 30,215,694 | (1,095,980) | 592,489

* GLA — Gross Lettable Area of Storesin m?
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David Jones Outsourced FM Service Level Agreements and Key Performance Indicators

Description of

Agreed set of Service Level Standards (SLS) for each

KPls

Time to resolve

Service individual premises KPI non-
compliance/
issues
(suggested
timeframes)

Planning Business Continuity Plan Detailed Business Continuity Plan for the 2 Days

continued provision of all services required
(as specified) Completed within six weeks
from start of transition in phase of contract
13th December 2001.
Comply with the Transition Plan Each item and task in the Transition Plan has 7 Days
been performed and all criteria have been
met on each of the relevant dates specified in
the Transition Plan for that item/task/criteria
Develop 'Building Services Plan' for each Retail Property Plan complete and issued 6 weeks after the 2 Days
go live date 15 March 2002 and by 1st August
Develop and implement a program to educate and train By 14th February 2002 7 Days
Outsource Provider as to the operation of our
proposal and DJL agreement
Develop Corporate Business Plan Plan completed and issued one week prior to 2 Days
1st February 2002, and by 1st August for
each following Contract Year
Develop Procedure Manual No later than 1 week prior to the 1st February 2 Days
2002, deliver draft Procedure manual to DJL
for review, comment and approval by
Alliance
Provide a draft Disengagement Plan to DJL approval Within six months from the commencement 7 Days
date (1st February 2002) 1st August 2002.
Provide initiatives that will result in enhanced services and | Include in monthly performance report 2 Days
value
Monthly All State Facilities Managers reports submitted within 7 Reports submitted within 7 days after the last 1 Day
Reporting days of the last day of the day of each calendar month
previous month and no later than 10 days of
Outsource Provider performance reports Reports submitted within 7 days after the last 1 Day

day of each calendar month




Description of

Agreed set of Service Level Standards (SLS) for

KPls

Time to resolve

Service each individual premises KPI non
compliance/
issues
(suggested
timeframes)

Monthly Report on Staff movement Reports submitted within 7 days after the last 2 Days

day of each calendar month

Condition of all Retail Properties Reports submitted within 7 days after the last 2 Days
day of each calendar month

Monthly Report to include; Activity, Building Reports submitted within 7 days after the last 2 Days

Maintenance, Mechanical Maintenance, day of each calendar month

General Repairs, Cleaning, Health, Internal

Communications, Luminaries (including

usage), Electrical and Decorative Plants and

Shrubs

Compliance with Regulatory Maintenance Reports submitted within 7 days after the last 1 Day
day of each calendar month

Financial Spend Reports submitted within 7 days after the last 2 Days
day of each calendar month

Contract Administration Report Reports submitted within 7 days after the last 2 Days
day of each calendar month

Quarterly Quarterly Contract review presentation to Report/Presentation conducted during the 7 Days

Reporting Alliance term of the contract

Customer Develop of improvement plans for DJ4: Improvement plan containing timetable of 2 Days

Satisfaction satisfaction surveys resolution of issues (Agreed by Alliance)

Surveys completed within 7 days of receipt of

Customer Satisfaction Survey
Respond to Improvement plan from Customer 100% completion of issues outlined within 5 Days
Satisfaction Survey improvement Plan in accordance with agreed

timetable

General No action of Outsource Provider will cause DJL to be in | All statutory requirements met at all times 1 Day

breach of any statutory requirement

Contract Subcontractor Agreements are under current More than 90% of services (Third Party providers) | 1 Month

Administration

agreement

to be under current agreements at the end of each
guarter and no individual service undocumented
for more than one agreement month
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Description of

Agreed set of Service Level Standards (SLS) for each

KPls

Time to resolve

Service individual premises KPI non
compliance/
issues
(suggested
timeframes)

Any contract changes are notified to Alliance All agreement changes are reflected in the monthly | 1 Week
Contract Administration Report
Services are acquired per DJL policies and procedures All services are procured in accordance with 1 Month
including expenditure limits agreement and any DJL policies
Annual review of agreements un undertaken within one 90% of contracts reviewed within the month prior 1 Month
month prior to the anniversary of agreement anniversary and no contract reviewed later than
commencement dates one month after anniversary of the commencement
date of any agreement.
Accounts Process invoices within 5 days of receipt More than 95% of invoices processed within 5 days | Nil
Payable of receipt and 100% processed within 14 days
except where otherwise agreed with DJL

Work Order Respond to routine WOR within 1 hour during operating >90% of responses within 2 hours measured 1 Day

Requests hours monthly by Property Service Centre (PSC)

Respond to routine WOR within 2 hours outside operating | >95% of responses within 2 hours measured 1 Day
hours monthly by Property Service Centre (PSC)
Respond to urgent WOR (Safety and Property) within 1 >95% of responses within 1 hour and 100% within 1 Day
hour during operating hours 2 hours measured monthly by Property Service

Centre (PSC)
Site Disruptions; advise DJL as a minimum Written advice received by DJL and relevant 1 Hour

requirement 1 day in advance of issue that may cause
significant disruption to Operations.

Store within 1 Day
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Description of

Agreed set of Service Level Standards (SLS) for each

KPls

Time to resolve

Service individual premises KPI non
compliance/
issues
(suggested
timeframes)

Safety Risk Implement procedures contained within DJL Safety risk All items identified in DJL Risk Management 3 Months

Management Management manual in line with nominated priorities and | Improvement Plan rectified within recommended

action items period unless agreed with DJL otherwise
Arrange emergency procedures Training for all Wardens more than 95% of all properties have had 2 2 Months
and conduct annual evacuation exercise Warden training sessions within the past 12
months and all properties completed within past 14
months
More than 95% of properties have had evacuation 1 Month
drill conducted within the past 12 months and all
properties within past 14 months
Manual Evacuation Situation All Emergencies managed in accordance with 1 Week
Emergency Evacuation and Response Manuals

Environmental | Implement any procedures contained Within DJL All items identified in DJL Environmental 1 Month

Risk Environmental Management manual in line with Management Improvement Plan rectified within

Management nominated priorities and action items recommended period unless agreed with DJL

otherwise
Budget Provide input to the annual operating expenditure and All required information completed satisfactorily 1 Week
capital budgets and submitted by nominated dates
Maintain operating expenditure within budget More than 95% of expenditure on or below budget | 3 Months

for each store on a quarterly basis

Remaining 5% to be managed to satisfaction of
DJL Alliance
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Description of

Agreed set of Service Level Standards (SLS) for

KPls

Time to resolve

Service each individual premises KPI non
compliance/
issues
(suggested
timeframes)

Document Maintain the following reference documents on each Measured and inspected by Outsource Provider 1 Month

Administration | store: National DJL Facilities Manager

Building Operation Manual Services/Contractors
Maintenance Files
Drawing Plan register
OHS Documents
Environmental Documents
Asset Register
Emergency Evacuation and Response Manuals
Quality Manual/System
Essential Services Certification
Building Ensure appearance, condition and function of No decrease in asset/system performance or 2 Days
Structural building fabric is maintained or enhanced standard
No upward trend in reporting WOR issues as 7 Days
measured by PSC
Mechanical Ensure performance, condition and function 2 Days
Services of building fabric is maintained or enhanced
No upward trend in reporting WOR issues as 7 Days
measured by PSC
Ensure all statutory and legal requirements are met No breaches 2 days
Electrical Ensure performance, condition and function of building | No decrease in asset/system performance or 2 Days
Services fabric is maintained or enhanced standard
No upward trend in reporting WOR Issues as 7 Days
measured by PSC
Ensure all statutory and legal requirements are met No breaches 7 Days
Hydraulic Ensure performance, condition and function of building | No decrease in asset/system performance or 2 Days
Services fabric is maintained or enhanced standard
No upward trend In reporting WOR issues as
measured by PSC
Ensure all statutory and legal requirements are met | No breaches 1 Day
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Description of
Service

Agreed set of Service Level Standards (SLS) for each
individual premises

KPls

Time to resolve
KPI non
compliance/
issues
(suggested
timeframes)

Fire Services

Ensure performance, condition and function of building
fabric is maintained or enhanced

No decrease in asset/system performance or
standard

1 Day

No upward trend in reporting WOR Issues as 2 Days
measured by PSC
Ensure all statutory and legal requirements are met No breaches 2 Days
Access Ensure performance, condition and function of building No decrease in asset/system performance or 2 Days
Communicatio | fabric Is maintained or enhanced standard
n Services
Ensure integrity of card and key databases Quarterly audit of card and key records 1 Day
Enemy Monitor, analyse, manage and report on enemy usage More than 90% of Property energy reports 2 Days
Management submitted within 14days after quarter end and no
later than 21 days
Minimise consumption without negative operational More than 95% of Properties have no annual 2 Days
impact on each site increase in energy consumption/demand and 5%
have a decrease
Cleaning Ensure satisfactory cleaning standard No upward trend in reporting WOR issues as 7 Days
Services measured by PSC
Landscape Ensure appearance and condition of landscape areas is No decrease in asset/system performance or
maintained or enhanced standard
Essential Ensure properties have been certified annually per More than 90% of properties annual certification 2 Days
Services statutory requirements completed on or before the required date within
past 12 months and all properties completed within
14 months (Verify with building owners)
Ensure properties have been certified annually per For all Properties, provide signoff on DJL pre- 5 Days

statutory requirements during fit-outs, Make good and
Development Stages

acceptance of works.
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APPENDIX 2
Questionnaire Survey
Date:

Dear Sir/Madam,

My name is Paul Luciani and | am a student in the Doctor of Facility Management degree at the
University of Technology, Sydney, under the supervision of Dr John Twyford. | am required to
produce a thesis, researching an area of my choice in the Facility Management discipline. My
research topic is:

Facility Management Procurement

I am writing to request your participation in my research by completing a short questionnaire
accompanying this letter. Participation in this questionnaire is completely voluntary and your
participation and your professional insight and opinion will be of significant value and much
appreciated.

Participants of this survey will be members of the Facilities Management Association (of which |
am a member), and other related professional bodies. Your details were randomly selected from
the members’ directory. If you feel you are not the most suitable person in your organisation to
complete this questionnaire, it would be greatly appreciated if you could forward the contents of
this envelope to a person who is a full-time employee of the organisation, and who is
responsible for managing those who manage the facility management delivery for your
organisation.

The university requires all dissertation students to complete and submit an ethics submission
before any testing can take place. The Faculty Ethics Committee critically examines this
submission to ensure that all testing is carried out with the highest level of professionalism and
ethical consideration to guarantee the security of all participants. In the interest of confidentiality
the survey will be completely anonymous. On return of the questionnaire, at no time will your
personal details be divulged to either the research team or the readers of the thesis.

Due to extremely limited time frames, prompt completion of this survey would be very much
appreciated. A stamped return addressed envelope is included for the safe return of your valued
information. Your return of the questionnaire will be considered as consent to participate in the
survey.

All records of data and research collected throughout the study will be stored in a secure
location at the University of Technology, Sydney for a period of five years following the
completion of the research. The original and hard copy of the questionnaire will be the only
documentation of the survey. Electronic copies will not be produced.

Any queries about this research may be directed to John Twyford, Faculty of Design,
Architecture and Building, The University of Technology, Sydney, (02) 9514 8994.

If you would like a copy of my results or entire thesis, please contact Dr John Twyford on the
number above or at john.twyford@uts.edu.au.

Thanking you in advance,

Yours sincerely,

Paul Luciani Dr John Twyford
(Research Student) (Research Supervisor)




QUESTIONNAIRE

Researcher:

Paul Luciani

Questionnaire Instructions:

1. Please answer each question.

2. To answer a question, please place a tick in the box of your choice, or write the answer in
the space provided (as indicated).

3. For questions that allow additional comments, please write your response.

Definitions:

The following definitions have been supplied to you to help with your understanding of the

survey questions.

Assets:

Bounded Rationality:

Core Business:

Decentralised:

Hollowing-out:

Multidiscipline:

Opportunism:

Outsourcing:

Strategic:

Specialisation:

Transfer Leverages:

Uncertainty:

The physical or intellectual resources that an organisation
owns or has under its direct control

Where the human mind is limited in comprehension and
communication, yet the complex tasks of FM are not

The primary business purpose for which the organisation exists
(excludes support services)

Where the organisation is controlled, run and operated from
many regional centres, as opposed to being completely run
from a central head office location.

Where an organisation loses substance from within the
company, forfeiting some ability to maintain core business
objectives over the long term

Where there is a necessity for multiple tasks from different skill
sets to satisfy the requirement of Facility Management services

Where outside firms take advantage of their position to gain
unfair advantage over a client organisation

The procurement of goods and services from an external
provider where there is a transfer of ownership and control of
processes and or assets, for a specified period of time, under
the terms and provision of a contract

Any function considered by an organisation to directly
contribute to, and be intrinsically integrated with the core
business, to which omission would reduce competitive
advantages

Concentrated unique abilities within a function for the direct
application on a specific use

Initial and immediate advantages gained through the process
of transferring from in-house to outsourced FM

The amount of probability that unfavourable conditions will
affect assets

Before you start:

= There are no right or wrong answers, so answer openly and honestly

=  Anonymity is guaranteed

= Certain questions contain a section that allows you to inject your personal opinions and add
comments to your answers. This is not compulsory but would be appreciated.
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FACILITY MANAGEMENT QUESTIONNAIRE
Question 1 Employment Function

Are you employed by an organisation that provides Facility Management (FM) Services to
clients? That is, do you work for an outsource service-provider?

Place a tick (V) in one box only

O ves
Or

U No

Question la
Are you responsible for the FM function for your organisation (either by direct management or
by managing others who manage the FM for the organisation)?

Place a tick (V) in one box only

O ves
Or

U No

If you answered no, then please specify your role:

Question 1b
Of the following functions, please tick all of those that are considered part of the FM function for
the organisation.

Place a tick (V) in each relevant box

Plant and Equipment Management
Building Maintenance and Management
Grounds Management

Utilities Management

Architectural and Engineering Design
Space (Churn) Management
Administration Management
Construction and Project Management
Corporate Real-estate Management

I.T Management
Other (please specify)

pooooooodoo
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Question 2 Current Procurement Methodology

Of these Facility Management functions, as a whole, to what extent are they outsourced? (This
does NOT include the actual doing of the FM work, for example, a sub-contractor or individual
service-providers, but external management responsibility of the day-to-day FM operations for
the organisation where the control is the responsibility of a Facility Management outsourcing
firm.

Place a tick (V) in one box only

L 0% — Not outsourced
25% — Some outsourced
50% — Half outsourced
75% — Most outsourced
100% — All outsourced

oooo

Question 2a
For how long has this been the case?

Please complete
Years
and/or

Months

Question 2b
How many FM outsourcing companies manage the FM for the organisation currently?

Place a tick (V) in one box only

pooooo
A W DN PEFL O

Question 2c

Regardless of being outsourced or not, please indicate the number of management staff
involved in the delivery of FM for the organisation during this time.

Please complete:

Numbers of Facility Management Staff at start of period

Numbers of Facility Management Staff currently
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Question 3

Previous Procurement Methodology

Prior to this period, was there any difference in the way that the Facility Management function
was managed?

Place a tick (V) in one box only

poooooo

0% — Not outsourced

25% — Some outsourced

50% — Half outsourced

75% — Most outsourced

100% — All outsourced

No change — always been this way

Question 3a
For how long was this the case?

Please complete, or if no change tick (V) the box below

Years

and/or

Months

OR

Q

No Change

Question 4 Outsourcing

How co-operative was or is the relationship with the outsource provider(s)?

Place a tick (V) in one box only

o000 0

Not co-operative at all

Co-operative sometimes

Co-operative half of the time

Co-operative most of the time

Always co-operative

N/A — Have never outsourced our Facility Management

Additional Comments:
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Question 4a
Do you agree with the following statement?

“There were transfer leverages (initial advantages that benefited the organisation) during
changes from in-house Facility Management to outsourced Facility Management.”

Place a tick (V) in one box only

Strongly disagree

Disagree

Neutral

Agree

Strongly agree

N/A — have never outsourced our Facility Management

oooo00

Additional Comments:

Question 4b
Do you agree with the following statement?

“There are economies of scale advantages (that is, benefits from access to volumes and size)
for the delivery of the FM function for the organisation gained from the outsource provider.”

Place a tick (V) in one box only

Strongly disagree

Disagree

Neutral

Agree

Strongly agree

N/A — Have never outsourced our Facility Management

o000 0

Question 4c
Do you agree with the following statement?

“For the delivery of facilities management for the organization, there are advantages gained by
the outsourcers specialised management services.”

Place a tick (V) in one box only

Strongly disagree

Disagree

Neutral

Agree

Strongly agree

N/A — have never outsourced our Facility Management

o000 0
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Question 5 The Facility Management Function
Do you agree with the following statement?

“The Facility Management function for the organisation is multidisciplinary in nature,
encompassing multiple related disciplines in the one function.”

Place a tick (V) in one box only

Q Strongly disagree
Q Disagree

O Neutral

Q Agree

Q Strongly agree

Question 5a
Do you agree with the following statement?

“The Facility Management function for the organisation is considered by senior management to
be strategic for delivering core business objectives.”

Place a tick (V) in one box only

Q Strongly disagree
Q Disagree

O Neutral

Q Agree

Q Strongly agree

Question 6 The Organisation

To what extent is the core business for the organisation as a whole managed centrally or
managed non-centrally?

Place a tick (V) in one box only

Fully Decentralised

More decentralised than centralised
Half centralised, half decentralised
More centralised

Fully centralised

ooooo

Additional Comments:

337




Question 6a
How many employees are there in the entire organisation at present?

Place a tick (V) in one box only

L 1t050

0 50t0 100

L 101 to 500

L 501 to 1,000

O 1,001 to 10,000+

Question 6b
Of the assets managed under the FM function as a whole, is physical ownership held by the
organisation or by the FM service-providers themselves?

Place a tick (V) in one box only

Fully owned by an FM service-provider
Majority owned by an FM service-provider
Half owned by an FM service-provider
Majority owned by the organisation

Fully owned by the organisation

ooooo

Question 6¢
Of these assets, what proportion is considered as unique specific assets (that is, specifically
unique to the organisation’s core business and not shared by others outside the organisation)?

Place a tick (V) in one box only

0 0% -no unique specific assets exist

L 25% — some unique specific assets exist

0 50% - half-unique specific and half-shared non-unique assets exist
L 75% —more unigque specific than shared non-unique assets exist
0 100% - fully specific assets exist

Additional Comments:
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Question 6d

Of these assets, whether unique and specific or not, how much uncertainty exists in the
operating environment (Uncertainty is the likelihood of issues for the assets, requiring
considerable co-operation to fix, which could cause major disruptions for the organisation.)

Place a tick (V) in one box only

O No uncertainty exists affecting assets

0 some uncertainty exists affecting assets

Q Uncertainty affecting assets exists for half the time

[ Assets are affected more than not by uncertainty

Q Ful uncertainty exists affecting assets most of the time

Additional Comments:

Question 7 The Management Environment
Do you agree with the following statement?

“The organisation is NOT currently able to utilise alternative methods for managing the FM
function without time or financial penalty disadvantages being imposed.”

Place a tick (V) in one box only

Q Strongly disagree
Q Disagree

O Neutral

Q Agree

Q Strongly agree

Additional Comments:

Question 7a
For the FM function as a whole, what is the current level of demand for skilled facilities
management staff?

Place a tick (V) in one box only

L No demand exists

L Some demand exists

L) Demand exists for half of the time
L Demand exists most of the time
U Demand always exists
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Question 7b
How much organisational management time is spent on monitoring those currently responsible
for managing FM for the organisation as a whole?

Place a tick (V) in one box only

L 0to 10% of management’s time
L 10 to 25% of management’s time
L 25 to 50% of management’s time
L 50 to 75% of management’s time
L 75 to 100% of management’s time

Question 7c
Do you agree with the following statement?

“The Service Level Agreements for managing the facilities of the organisation are simple.”

Place a tick (V) in one box only

Q Strongly disagree
Q Disagree

O Neutral

Q Agree

Q Strongly agree

Question 8 The Core Business of the Organisation
How competitive is the environment in which the core business for the organisation operates?

Place a tick (V) in one box only

O No competition

0 some competition

Q Competitive environment exists for half of the time/business
Q Competition exists for most of the time/business

Q Highly competitive environment always
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Question 8a
Do you agree with the following statement?

“There has never been an increase in core business competencies or competitive advantages
as a direct or indirect result of the current FM delivery for the organisation.”

Place a tick (V) in one box only

Q Strongly disagree
Q Disagree

O Neutral

Q Agree

Q Strongly agree

Additional Comments:

Question 8b
Do you agree with the following statement?

“There has never been a decrease in core business competencies or competitive advantages
as a direct or indirect result of the current FM delivery for the organisation.”

Place a tick (V) in one box only

Q Strongly disagree
Q Disagree

O Neutral

Q Agree

Q Strongly agree

Additional Comments:
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Question 8c
Do you agree with the following statement?

“The organisation has experienced a “hollowing-out” of core business as a result of the current
facilities management delivery” (that is, loss of substance, structure and direction as an
organisation).

Place a tick (V) in one box only

Q Strongly disagree
Q Disagree

O Neutral

Q Agree

Q Strongly agree

Additional Comments:

Question 8d
Does the core business for the organisation operate in a globalised environment (for example,
an international market, or a market that is directly effected by events overseas)?

Place a tick (V) in one box only

O Not globalised

0 some globalisation

Q Operates in a globalised environment for half of the time/business
Q Mostly operates in a globalised environment

Q Always operates in a globalised environment

Question 9 Facility Management Delivery
Do you agree with the following statement?

“When it comes to managing and delivering the FM function for the organisation, there exists
bounded rationality” (that is, inability to comprehend all that is required to manage facilities).

Place atick (V) in one box only

Q Strongly disagree
Q Disagree

O Neutral

Q Agree

Q Strongly agree
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Question 9a
Do you agree with the following statement?

“As an organisation, we have control over the Facility Management function.”

Place a tick (V) in one box only

Q Strongly disagree
Q Disagree

O Neutral

Q Agree

Q Strongly agree

Question 9b
Do you agree with the following statement?

“The staffing conditions are favourable for those managing the Facility Management function.”

Place a tick (V) in one box only

Q Strongly disagree
Q Disagree

O Neutral

Q Agree

Q Strongly agree

Question 9c
The current level of quality of the Facility Management delivery for the organisation is:

Place a tick (V) in one box only

O Poor
Q Fair
O Good
Q Very good
L Excellent

Question 9d
Do you agree with the following statement?

“The current Facility Management delivery for the organisation is flexible” (that is, able to
change to accommodate business needs).

Place a tick (V) in one box only

Q Strongly disagree
Q Disagree

O Neutral

Q Agree

Q Strongly agree
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Question 9e
Do you agree with the following statement?

“Currently the Facility Management function has been taken advantage of to the detriment of
the organization” (that is, opportunism/aggression by firm(s)).

Q Strongly disagree
Q Disagree

O Neutral

Q Agree

Q Strongly agree

Additional Comments:

END




Facility Management Categories Definitions

Category Description Associated Skill Sets

1 Plant & Equipment Physical assets requiring Mechanical/electrical

Management regular maintenance for engineering
building services, e.g., air- | Fire engineering
conditioning plant, fire Technical engineering
services, commercial
kitchens, etc

2 Building Maintenance & Typical building fabric Technical trades

Management maintenance and building | Interior designs
upkeep, e.g., structure, Logistics management
floors, ceilings, fixtures Structural engineering
and fittings, general
finishes like painting,
cleaning, security, waste
management etc. (may
include OH&S)

3 Grounds Management External maintenance of Civil engineering
grounds, e.g., civil work, Horticulture
landscaping, etc. Layout designers

4 Utilities Management Specific to essential Engineering
services management, Logistics
e.g., electricity, gas, water | Contracts management
supply for a site.

5 Space (Churn) Human and physical Interior designers

Management allocation of space and Architecture
associated work, e.g., Draftspersons
office layout, workstations, | Logistics/relocations
CAD work, floor design
etc.
6 Architectural and Initial design work for CAD, planning, surveying,
Engineering Design services, buildings, resource management
internal and external

7 Administration Usually operated for head | General management

Management office functions, e.g., mail- | Logistics
room, bookings, printing, People management
etc. (may include HR or OH&S management
OH&S)

8 Construction & Project Typically associated with General management

Management project work, e.g., building | Time management
construction, internal fit People management
outs, major upgrades of Construction management
plant and equipment. Technical management

9 Corporate Real-estate Sometimes known as Leasing management

Management Property Management. Asset management

Typically associated with Financial
leasehold management, Statistical
e.g., new leases, Negotiating
acquisitions of sites,
property developments.
Landlord liaison.

10 | IT Management Associated with physical Technical

Information transfer, e.g.,
voice, network computing,
LAN/WAN

Project management
Asset management
People management
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Questionnaire Survey Data
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Frequency Tables

Frequencies for Current Procurement Methods

Notes

FREQUENCIES VARIABLES = Q2a, Q2 from questionnaire

Statistics for All Combined Data — Current Procurement Methods

Current
Current length procurement
N Valid 134 148
Missing 14 0
Mean 15.1873 1.92
Std. Deviation 20.67737 1.204
Variance 427.553 1.449

Frequencies for Previous Procurement Methods

Notes

FREQUENCIES VARIABLES = @3, Q3a from questionnaire

Statistics for All Combined Data — Previous Procurement Methods

Prior
Prior Length Procurement
N Valid 43 148
Missing 105 0
Mean 22.0767 .66
Std. Deviation 28.54246 1.164
Variance 814.672 1.354

Statistics for 75% or More i

N

Mean
Std. Deviation
Variance

Valid
Missing

107

0

.50
1.200
1.441

N

Mean
Std. Deviation
Variance

Valid
Missing

17

0
.65
.606
.368

Statistics for 25% or Less insourced — Previous Procurement Methods

N

Mean
Std. Deviation
Variance

Valid
Missing

24

0
1.42
1.018
1.036

% Remaining portion is thus outsourced — applicableto all frequency tables.

nsourced® — Previous Procurement Methods

Statistics for 50% insourced — Previous Procurement Methods




Frequencies for In-house Value Variables

Notes

FREQUENCIES VARIABLES =Q6a, Q6, Q5a, Q6b, Q6c, Q6d, Q7b, Q9d, Q9a, Q9 from questionnaire

Statistics for All Combined data — In-house Value Variables

Assets
Size of Asset Unique Management
Organisation | De/Centralisation | Strategic | Ownership | Specific | Uncertainty Time Flexibility | Control | Opportunism
N Valid 145 148 148 145 145 146 146 148 148 147
Missing 3 0 0 3 3 2 2 0 0 1
Mean 4.20 3.87 3.76 4.59 3.14 2.10 2.28 4.03 1.74 2.98
Std. Deviation 962 1.096 1.103 821 1.207 .825 1.190 .808 1.013 1.101
Variance .925 1.201 1.216 .675 1.458 .680 1.417 .652 1.025 1.212
Statistics for 75% or More Insourced — In-house Value Variables
Size of Asset Assets Unique Management
Organisation | De/Centralisation | Strategic | Ownership Specific Uncertainty Time Flexibility | Control | Opportunism
N Valid 106 107 107 106 106 106 105 107 107 106
Missing 1 0 0 1 1 1 2 0 0 1
Mean 4.06 3.90 3.78 4.53 3.20 2.08 2.02 4.19 154 2.85
Std. Deviation 1.022 1.165 1.040 .907 1.199 .801 1.135 702 .850 1.119
Variance 1.044 1.357 1.081 .823 1.437 .642 1.288 493 722 1.253
Statistics for 50% Insourced — In-house Value variables
Assets
Size of Asset Unique Management
Organisation | De/Centralisation | Strategic Ownership Specific Uncertainty Time Flexibility | Control | Opportunism
N Valid 16 17 17 16 16 17 17 17 17 17
Missing 1 0 0 1 1 0 0 0 0 0
Mean 4.63 3.76 3.65 4.75 3.00 2.12 2.88 3.41 2.35 3.47
Std. Deviation 619 831 1.169 577 1.265 .857 1.054 939 | 1115 943
Variance .383 .691 1.368 .333 1.600 .735 1.110 .882 1.243 .890




Statistics for 25% or Less Insourced — In-house Value Variables

Assets
Size of De/Centrali Asset Unique Management
Organisation sation Strategic Ownership Specific Uncertainty Time Flexibility Control Opportunism
N Valid 23 24 24 23 23 23 24 24 24 24
Missing 1 0 0 1 1 1 0 0 0 0
Mean 4.57 3.83 3.79 4.74 3.00 2.17 3.00 3.75 2.17 3.21
Std. Deviation 662 .963 1.351 449 1.243 937 1.103 897 1.308 1.021
Variance 439 .928 1.824 .202 1.545 .877 1.217 .804 1.710 1.042

Frequencies for Outsourced Value Variables
Notes
FREQUENCIES VARIABLES = Q9, Q5a, Q7c, Q6, Q8, Q8d, Q4a, Q4b, Q8a, Q9d, Q4c from questionnaire

Statistics for All Combined Data — Outsourced Value Variables

Increase
in
Bounded De/Central Transfer Economie | Compete Specialis
Rationality Strategic SLAs isation Competitive | Globalised Leverages | s of scale ncies Flexibility ation

N  Valid 147 148 144 148 147 147 72 75 75 148 75
Missing 1 0 4 0 1 1 76 73 73 0 73
Mean 1.99 3.76 3.14 3.87 2.84 2.07 3.32 341 3.03 4.03 3.63
Std. Deviation 1.179 1.103 1.126 1.096 1.557 1.345 1.136 1.175 1.026 .808 941
Variance 1.390 1.216 1.267 1.201 2.425 1.809 1.291 1.381 1.053 .652 .886

359




Statistics for 75% or More Insourced — Outsourced Value Variables

Bounded De/Centralis Transfer Economies Increase in Specialisati
Rationality | Strategic | SLAs ation Competitive | Globalised | Leverages of scale Competencies | Flexibility on
N Valid 106 107 103 107 106 106 32 34 34 107 34
Missing 1 0 4 0 1 1 75 73 73 0 73
Mean 1.74 3.78 3.32 3.90 2.85 2.08 2.94 3.29 2.82 4.19 3.41
Std. Deviation 1.008 1.040 | 1.031 1.165 1.548 1.343 1.216 1.194 1.058 702 1.048
Variance 1.015 1.081 | 1.063 1.357 2.396 1.804 1.480 1.426 1.119 493 1.098
Statistics for 50% Insourced — Outsourced Value Variables
Increase
in
Bounded De/Central Transfer Economies of | Compete Specialis
Rationality Strategic SLAs isation Competitive | Globalised Leverages scale ncies Flexibility ation
N Valid 17 17 17 17 17 17 16 17 17 17 17
Missing 0 0 0 0 0 0 1 0 0 0 0
Mean 2.71 3.65 2.94 3.76 3.29 2.00 3.69 3.29 2.88 3.41 3.71
Std. Deviation 1.359 1.169 1.197 831 1.611 1.275 704 1.105 .857 .939 .686
Variance 1.846 1.368 1.434 .691 2.596 1.625 .496 1.221 .735 .882 A71
Statistics for 25% or Less Insourced — Outsourced Value Variables
Increase in
Bounded De/Central Transfer Economie | Competencie
Rationality | Strategic | SLAs isation Competitive | Globalised Leverages | s of scale s Flexibility | Specialisation
N Valid 24 24 24 24 24 24 24 24 24 24 24
Missing 0 0 0 0 0 0 0 0 0 0 0
Mean 2.63 3.79 2.50 3.83 2.46 2.13 3.58 3.67 3.42 3.75 3.88
Std. Deviation 1.345 1.351 | 1.251 .963 1.532 1.454 1.139 1.204 1.018 .897 .900
Variance 1.810 1.824 | 1.565 .928 2.346 2.114 1.297 1.449 1.036 .804 .810
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Frequencies for In-house Cost Variables

Notes

FREQUENCIES VARIABLES = Q1b, Q5, Q2csum from Questionnaire

Statistics for All Combined Data — Insourced Cost Variables

Multidiscipl
Categories inary Staff Nos diff.
N Valid 148 148 144
Missing 0 0 4
Mean 7.8378 4.35 -2.2552
Std. Deviation 2.10298 .989 22.57396
Variance 4.423 978 509.583
Statistics for 75% or More Insourced — Insourced Cost Variables
Multidiscipl
Categories inary Staff Nos diff.
N Valid 107 107 104
Missing 0 0 3
Mean 8.0748 4.33 -.7813
Std. Deviation 2.04063 1.062 9.95333
Variance 4.164 1.128 99.069

Statistics for 50% Insourced — Insourced Cost Variables
Multidiscipl
Categories inary Staff Nos diff.
N Valid 17 17 17
Missing 0 0 0
Mean 7.2353 4.35 .5588
Std. Deviation 2.10741 .996 6.18941
Variance 4.441 .993 38.309
Statistics for 25% or Less Insourced — Insourced Cost Variables
Multidiscipl
Categories inary Staff Nos diff.
N Valid 24 24 23
Missing 0 0 1
Mean 7.2083 4.46 -11.0000
Std. Deviation 2.24537 .588 52.19457
Variance 5.042 .346 2724.273




Frequencies for Outsourced Cost Variables

Notes

FREQUENCIES VARIABLES = Q7, Q4, Q7a, Q2b, Q9a, Q9d, Q9b, Q8b, Q8c, Q7b, Q9c from Questionnaire

Statistics for All Combined data — Outsourced Cost Variables

Skilled | Outsource Staffing Decrease in Hollowed | Management
Monopoly | Co-operative Staff Nos Control | Flexibility | conditions | Competencies out Time Quality
N Valid 74 71 75 148 148 148 148 75 75 146 148
Missing 74 77 73 0 0 0 0 73 73 2 0
Mean 3.00 3.83 2.96 1.22 1.74 4.03 291 2.80 2.61 2.28 3.51
Std. Deviation 1.123 941 | 1.019 1.786 1.013 .808 1.081 1.065 943 1.190 .829
Variance 1.260 .885 1.039 3.191 1.025 .652 1.169 1.135 .889 1.417 .687
Statistics for 75% or More Insourced — Outsourced Cost Variables
Co- Outsource Staffing Decrease in Hollowed | Management
Monopoly operative Skilled Staff Nos Control | Flexibility | conditions | Competencies out Time Quality
N Valid 33 32 34 107 107 107 107 34 34 105 107
Missing 74 75 73 0 0 0 0 73 73 2 0
Mean 3.06 3.66 3.06 .65 154 4.19 2.98 2.88 2.65 2.02 3.68
Std. Deviation 1.088 1.096 919 1.395 .850 702 1.064 977 917 1.135 .760
Variance 1.184 1.201 .845 1.945 722 493 1.132 .955 .841 1.288 577




Statistics for 50% Insourced — Outsourced Cost Variables

Decreas
ein
Co- Outsource Staffing Compet | Hollowed Management
Monopoly operative Skilled Staff Nos Control | Flexibility | conditions encies out Time Quality
N  Valid 17 16 17 17 17 17 17 17 17 17 17
Missing 0 1 0 0 0 0 0 0 0 0 0
Mean 2.88 3.94 2.76 2.47 2.35 3.41 3.00 2.71 2.47 2.88 2.94
Std'. . .993 .680 .903 1.663 1.115 .939 1.173 1.105 .874 1.054 .899
Deviation
Variance .985 463 .816 2.765 1.243 .882 1.375 1.221 .765 1.110 .809
Statistics for 25% or Less Insourced — Outsourced Cost Variables
Decrease
Staffing
Co- Outsource condition | Competenc Management
Monopoly operative Skilled Staff Nos Control | Flexibility S ies Hollowed out Time Quality
N  Valid 24 23 24 24 24 24 24 24 24 24 24
Missing 0 1 0 0 0 0 0 0 0 0 0
Mean 3.00 4.00 2.96 2.83 2.17 3.75 2.54 2.75 2.67 3.00 3.17
Std. Deviation 1.285 .853 1.233 2.036 1.308 .897 1.062 1.189 1.049 1.103 816
Variance 1.652 727 1.520 4.145 1.710 .804 1.129 1.413 1.101 1.217 .667
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T-test Statistics

Conversion of Questionnaire Data for T-testing

a = ((b/c) x 100) - 100

where:

a = percentage difference

b = lowest mean comparative scores from questionnaire

¢ = highest mean comparative score from questionnaire

T-test 100% Insourced Group Statistics
Current Procurement N Mean Std. Deviation Std. Error
Mean
Prior procurement 100% insourced 81 37 1.167 .130
75% insourced 26 .88 1.243 .244
Current length 100% insourced 67 23.2537 26.45214 3.23164
75% insourced 26 6.4808 420114 .82391
Staff nos at start 100% insourced 65 8.7577 20.29538 251733
75% insourced 25 19.0400 28.56204 5.71241
Staff nos now 100% insourced 78 7.3846 10.26813 1.16264
75% insourced 26 17.7308 26.60009 5.21671
Current length 100% insourced 67 23.2537 26.45214 3.23164
50% insourced 17 7.5529 8.77341 2.12786
Staff nos now 100% insourced 78 7.3846 10.26813 1.16264
50% insourced 16 12.4375 12.81259 3.20315
Prior procurement 100% insourced 81 37 1.167 .130
75% outsourced 20 1.25 .851 .190
Current length 100% insourced 67 23.2537 26.45214 3.23164
75% outsourced 20 7.9850 3.19280 71393
Prior procurement 100% insourced 81 37 1.167 .130
100% outsourced 4 2.25 1.500 .750
T-test 75% Insourced
Current Procurement N Mean Std. Deviation Std. Error
Mean
Prior procurement 75% insourced 26 .88 1.243 244
100% outsourced 4 2.25 1.500 .750
T-test 50% In/outsourced
Current Procurement N Mean Std. Deviation Std. Error
Mean
Prior procurement 50% in/outsourced 17 .65 .606 147
75% outsourced 20 1.25 .851 .190
Prior procurement 50% in/outsourced 17 .65 .606 147
100% outsourced 4 2.25 1.500 .750




T-test 75% QOutsourced

Current procurement N Mean Std. Deviation Std. Error
Mean
Prior procurement 75% outsourced 20 1.25 .851 .190
100% outsourced 4 2.25 1.500 .750
T-test 100% Insourced Group Statistics
Current procurement N Mean Std. Deviation Std. Error
Mean
Bounded rationality 100% insourced 80 1.54 .871 .097
75% insourced 26 2.35 1.164 .228
SLAs 100% insourced 7 3.43 .979 112
75% insourced 26 2.96 1.038 .204
Economies of scale 100% insourced 8 2.63 1.408 498
75% insourced 26 3.50 1.068 .209
Flexibility 100% insourced 81 4.30 .660 .073
75% insourced 26 3.85 732 143
Specialisation 100% insourced 8 2.75 1.488 .526
75% insourced 26 3.62 .804 .158
Bounded rationality 100% insourced 80 1.54 .871 .097
50% insourced 17 271 1.359 .329
SLAs 100% insourced 7 3.43 .979 112
50% insourced 17 2,94 1.197 .290
Transfer leverages 100% insourced 8 2.75 1.282 .453
50% insourced 16 3.69 .704 176
Flexibility 100% insourced 81 4.30 .660 .073
50% insourced 17 3.41 .939 .228
Specialisation 100% insourced 8 2.75 1.488 .526
Bounded rationality 100% insourced 80 1.54 .871 .097
75% outsourced 20 2.45 1.234 .276
SLAs 100% insourced 7 3.43 .979 112
75% outsourced 20 2.35 1.268 .284
Flexibility 100% insourced 81 4.30 .660 .073
75% outsourced 20 3.65 .933 .209
Specialisation 100% insourced 8 2.75 1.488 .526
75% outsourced 20 3.85 .988 221
Bounded rationality 100% insourced 80 1.54 .871 .097
100% outsourced 4 3.50 1.732 .866
Strategic 100% insourced 81 3.79 1.081 120
100% outsourced 4 4.50 577 .289
Economies of scale 100% insourced 8 2.63 1.408 498
100% outsourced 4 4.25 .500 .250




T-test 75% Insourced

Current Procurement N Mean Std. Deviation Std. Error
Mean
Transfer leverages 75% insourced 24 3.00 1.216 .248
50% insourced 16 3.69 .704 176
SLAs 75% insourced 26 2.96 1.038 .204
75% outsourced 20 2.35 1.268 .284
Strategic 75% insourced 26 3.73 919 .180
100% outsourced 4 4.50 577 .289
Economies of scale 75% insourced 26 3.50 1.068 .209
100% outsourced 4 4.25 .500 .250
T-test 50% Insourced
Current Procurement N Mean Std. Deviation Std. Error
Mean
Strategic 50% insourced 17 3.65 1.169 .284
100% outsourced 4 4.50 577 .289
T-test 100% Insourced
Current Procurement N Mean Std. Deviation Std. Error
Mean
Size of organisation 100% insourced 80 3.94 1.023 114
75% insourced 26 4.42 .945 .185
Management time 100% insourced 79 1.85 1.051 118
75% insourced 26 2.54 1.240 .243
Size of organisation 100% insourced 80 3.94 1.023 114
50% insourced 16 4.63 .619 .155
Flexibility 100% insourced 81 4.30 .660 .073
50% insourced 17 3.41 .939 .228
Size of organisation 100% insourced 80 3.94 1.023 114
75% outsourced 19 4.58 .692 .159
Management time 100% insourced 79 1.85 1.051 118
75% outsourced 20 3.00 1.170 .262
Flexibility 100% insourced 81 4.30 .660 .073
75% outsourced 20 3.65 .933 .209
Control 100% insourced 81 1.48 .823 .091
75% outsourced 20 2.30 1.342 .300
Opportunism 100% insourced 80 2.78 1.169 131
75% outsourced 20 3.25 1.070 .239
Strategic 100% insourced 81 3.79 1.081 .120
100% outsourced 4 4.50 577 .289
Asset ownership 100% insourced 80 4.53 .968 .108
100% outsourced 4 5.00 .000 .000
Management time 100% insourced 79 1.85 1.051 118
100% outsourced 4 3.00 .816 408
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T-test 75% Insourced

Current Procurement N Mean Std. Deviation Std. Error
Mean
Strategic 75% insourced 26 3.73 919 .180
100% outsourced 4 4.50 577 .289
Asset ownership 75% insourced 26 4.54 .706 .138
100% outsourced 4 5.00 .000 .000
T-test 75% Outsourced
Current procurement N Mean Std. Deviation Std. Error
Mean
Asset ownership 75% outsourced 19 4.68 478 110
100% outsourced 4 5.00 .000 .000
T-test 100% Insourced
Current procurement N Mean Std. Deviation Std. Error
Mean
Outsource nos 100% insourced 81 .00 .000 .000
75% insourced 26 2.69 1.594 313
Flexibility 100% insourced 81 4.30 .660 .073
75% insourced 26 3.85 732 143
Management time 100% insourced 79 1.85 1.051 118
75% insourced 26 2.54 1.240 .243
Outsource nos 100% insourced 81 .00 .000 .000
50% insourced 17 247 1.663 403
Control 100% insourced 81 1.48 .823 .091
50% insourced 17 2.35 1.115 .270
Flexibility 100% insourced 81 4.30 .660 .073
50% insourced 17 3.41 .939 .228
Management time 100% insourced 79 1.85 1.051 118
50% insourced 17 2.88 1.054 .256
Quality 100% insourced 81 3.75 734 .082
50% insourced 17 2,94 .899 218
Outsource nos 100% insourced 81 .00 .000 .000
75% outsourced 20 3.00 2.052 459
Control 100% insourced 81 1.48 .823 .091
75% outsourced 20 2.30 1.342 .300
Flexibility 100% insourced 81 4.30 .660 .073
75% outsourced 20 3.65 .933 .209
Staffing conditions 100% insourced 81 3.02 1.049 117
75% outsourced 20 2.45 1.099 .246
Management time 100% insourced 79 1.85 1.051 118
75% outsourced 20 3.00 1.170 .262
Quality 100% insourced 81 3.75 734 .082
75% outsourced 20 3.15 .813 .182
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T-test 100% Insourced continued...

Co-operative? 100% insourced 7 3.43 1.134 429
100% outsourced 4 4.75 .500 .250
Skilled staff 100% insourced 8 3.38 916 .324
100% outsourced 4 2.50 577 .289
Management time 100% insourced 79 1.85 1.051 118
100% outsourced 4 3.00 .816 408
T-test 75% Insourced
Current procurement N Mean Std. Deviation Std. Error
Mean
Control 75% insourced 26 1.73 919 .180
50% insourced 17 2.35 1.115 .270
Co-operative? 75% insourced 25 3.72 1.100 .220
100% outsourced 4 4.75 .500 .250
T-test 50% Insourced
Current procurement N Mean Std. Deviation Std. Error
Mean
Co-operative? 50% insourced 16 3.94 .680 .170
100% outsourced 4 4.75 .500 .250
Flexibility 50% insourced 17 341 .939 .228
100% outsourced 4 4.25 .500 .250
T-test 75% Outsourced
Current procurement N Mean Std. Deviation Std. Error
Mean
Co-operative? 75% outsourced 19 3.84 .834 191
100% outsourced 4 4.75 .500 .250
T-test 100% Insourced
Current procurement N Mean Std. Deviation Std. Error
Mean
Staff nos diff. 100% insourced 78 -.6699 11.08735 1.25540
75% outsourced 19 -13.3158 57.42053 13.17317
T-test 75% Insourced
Current procurement N Mean Std. Deviation Std. Error
Mean
Categories 75% insourced 26 8.3462 1.57334 .30856
50% insourced 17 7.2353 2.10741 51112
Categories 75% insourced 26 8.3462 1.57334 .30856
100% outsourced 4 6.2500 3.30404 1.65202
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Questionnaire Survey Results

Determination of Value and Cost from Questionnaire Data
(a/b) x 100 = ¢

where:

a = average score from questionnaire (from 1 to 5)

b = maximum possible score (5)

C = average percentage score achieved.

Determination of Value and Cost over Time from Questionnaire data

a=b x 100/c,

where:

a = value and/or cost result expressed as a percentage

b = score of actual dependent variable (that is, cost or value variable) given from
respondents via questionnaire

¢ = maximum possible score of dependent variable (that is, cost or value variable)

achievable via questionnaire ranking.
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0% 17.0 12.00 0.00 -1.00 96.43 22.00 -9.00 163.64 1.00 5.00 360.00
0% 18.0 14.00 0.00 0.00 0.00 1.00 103.57 22.00 -7.00 127.27 -3.00 5.00 160.00
0% 18.0 12.00 0.00 0.00 0.00 -2.00 92.86 27.00 -10.00 55.56 -2.00 5.00 220.00
0% 20.0 15.00 0.00 0.00 0.00 2.00 107.14 22.00 -9.00 163.64 0.00 5.00 120.00
0% 20.0 15.00 3.00 360.00 0.00 0.00 100.00 25.00 -9.00 90.00 0.00 5.00 120.00
0% 20.0 14.00 0.33 42.86 0.00 0.00 100.00 22.00 -9.00 163.64 -1.00 5.00 400.00
0% 20.0 13.00 0.00 0.00 0.00 0.00 100.00 27.00 -10.00 55.56 3.00 5.00 120.00
0% 20.0 12.00 0.00 3.00 110.71 19.00 -13.00 376.32 0.00 5.00 120.00
0% 20.0 9.00 11.00 2200.00 0.00 -1.00 96.43 22.00 -8.00 145.45 0.00 4.00 116.00
0% 20.0 15.00 1.00 120.00 0.00 -3.00 89.29 19.00 -8.00 231.58 5.00 4.00 57.60
0% 20.0 15.00 0.38 45.00 0.00 2.00 107.14 20.00 -11.00 275.00 3.00 4.00 96.00
0% 20.0 14.00 0.00 0.00 0.00 2.00 107.14 22.00 -11.00 200.00 5.00 4.00 57.60
0% 20.0 14.00 0.00 0.00 0.00 -1.00 96.43 24.00 -11.00 137.50 -1.00 4.00 320.00
0% 20.0 12.00 -0.40 -20.00 0.00 -2.00 92.86 21.00 -8.00 171.43 3.00 3.00 72.00
0% 25.0 11.00 0.00 5.00 117.86 18.00 -12.00 400.00 3.00 4.00 96.00
0% 25.0 7.00 -0.50 28.57 0.00 4.00 114.29 23.00 -13.00 197.83 0.00 4.00 116.00
0% 30.0 15.00 1.00 120.00 0.00 -2.00 92.86 21.00 -11.00 235.71 7.00 5.00 51.43
0% 30.0 14.00 0.00 0.00 100.00 22.00 -12.00 218.18 -1.00 5.00 400.00
0% 31.0 12.00 2.33 350.00 0.00 3.00 110.71 21.00 -9.00 192.86 4.00 4.00 72.00
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0% 11.00 0.33 54.55 0.00 -1.00 96.43 20.00 -10.00 250.00 -1.00 4.00 320.00
0% 6.00 0.00 0.00 0.00 0.00 100.00 21.00 -11.00 235.71 2.00 4.00 144.00
0% 14.00 -0.14 -10.20 0.00 0.00 100.00 22.00 -11.00 200.00 3.00 4.00 96.00
0% 11.00 0.00 0.00 0.00 5.00 117.86 18.00 -12.00 400.00 6.00 4.00 48.00
0% 6.00 0.00 1.00 103.57 19.00 -12.00 347.37 0.00 4.00 116.00
0% 10.00 0.00 3.00 110.71 18.00 -12.00 400.00 1.00 3.00 216.00
0% 13.00 0.00 5.00 117.86 22.00 -12.00 218.18 0.00 2.00 108.00
0% 30.0 11.00 0.00 0.00 0.00 0.00 100.00 30.00 -10.00 0.00 0.00 5.00 120.00
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0% 15.0 15.00 2.00 240.00 7.00 8.00 36.73 23.00 -9.00 136.96 2.00 12.00 432.00
25% 3.0 12.00 0.20 30.00 6.00 17.00 91.07 19.00 -13.00 376.32 0.00 15.00 160.00
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25% | 5.0 13.00 0.00 0.00 2.00 10.00 160.71 18.00 -10.00 33333 3.00 19.00 456.00
25% | 5.0 13.00 1.00 138.46 5.00 9.00 57.86 22.00 -10.00 181.82 -2.00 17.00 748.00
25% | 6.0 16.00 1.00 112,50 -2.00 10.00 232.14 22.00 -12.00 218.18 2.00 13.00 468.00
25% | 7.0 15.00 0.19 23.08 1.00 17.00 546.43 22.00 -11.00 200.00 5.00 17.00 244.80
25% | 8.0 14.00 0.00 0.00 1.00 5.00 160.71 25.00 -10.00 100.00 2.00 18.00 648.00
25% | 10.0 13.00 0.00 0.00 -1.00 6.00 235.71 19.00 -11.00 318.42 9.00 23.00 184.00
25% | 10.0 10.00 -0.25 -5.00 7.00 12.00 55.10 23.00 -13.00 197.83 4.00 21.00 378.00
25% | 10.0 12.00 0.00 0.00 1.00 13.00 | 417.86 20.00 -12.00 300.00 -2.00 18.00 792.00
25% | 10.0 12.00 0.00 0.00 1.00 13.00 | 417.86 23.00 -14.00 213.04 3.00 17.00 408.00
25% | 18.0 15.00 -011 -8.89 3.00 11.00 117.86 20.00 -12.00 300.00 1.00 18.00 1296.00
25% 1.0 13.00 0.00 0.00 4.00 5.00 40.18 18.00 -9.00 300.00 10.00 19.00 136.80
25% 1.0 13.00 -0.19 -11.54 4.00 6.00 4821 20.00 -11.00 275.00 -1.00 13.00 1040.00
25% 1.0 15.00 -0.82 -65.45 3.00 11.00 117.86 22.00 -13.00 236.36 4.00 11.00 198.00
25% | 4.0 9.00 1.00 15.00 | 48214 21.00 -15.00 321.43 8.00 17.00 153.00
25% | 4.0 10.00 2.33 420.00 5.00 10.00 64.29 22.00 -13.00 236.36 -1.00 10.00 800.00
25% | 5.0 13.00 011 -6.48 6.00 12.00 64.29 25.00 -13.00 130.00 2.00 19.00 684.00
25% | 5.0 14.00 -0.43 -30.61 2.00 7.00 112,50 20.00 -10.00 250.00 1.00 15.00 1080.00
25% | 8.0 14.00 -0.42 -30.30 -1.00 8.00 314.29 21.00 -11.00 235.71 3.00 20.00 480.00
25% | 8.0 12.00 033 50.00 -2.00 5.00 116.07 19.00 -10.00 289.47 2.00 17.00 612.00
25% | 6.0 12.00 0.00 0.00 4.00 11.00 88.39 23.00 -12.00 182.61 4.00 20.00 360.00
25% | 10.0 15.00 0.70 84.00 1.00 15.00 | 48214 23.00 -8.00 121.74 2.00 17.00 612.00
25% 15 14.00 0.00 0.00 4.00 13.00 104.46 25.00 -14.00 140.00 6.00 15.00 180.00
25% | 15.0 12.00 -0.43 -21.43 3.00 7.00 75.00 24.00 -9.00 112,50 1.00 11.00 792.00
50% | 3.0 12.00 0.00 0.00 4.00 8.00 64.29 21.00 -12.00 257.14 1.00 19.00 1368.00
50% | 3.0 14.00 167 214.29 2.00 12.00 192.86 20.00 -11.00 275.00 2.00 15.00 540.00
50% | 7.0 13.00 0.00 0.00 0.00 15.00 15357 23.00 -14.00 213.04 -1.00 18.00 1440.00
50% | 8.0 6.00 0.00 0.00 1.00 13.00 | 417.86 23.00 -12.00 182.61 6.00 17.00 204.00
50% | 9.4 14.00 -0.39 -27.60 2.00 9.00 144,64 26.00 -14.00 107.69 2.00 17.00 612.00
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50% | 10.0 11.00 -0.37 -13.40 -1.00 7.00 275.00 27.00 -10.00 55.56 1.00 16.00 1152.00
50% | 40.0 14.00 0.00 0.00 3.00 13.00 139.29 23.00 -14.00 213.04 3.00 18.00 432.00
50% | 2.0 11.00 0.00 0.00 5.00 13.00 83.57 10.00 213.00 | 1300.00 0.00 15.00 160.00
50% | 2.0 15.00 050 60.00 0.00 7.00 125.00 22.00 -12.00 218.18 5.00 14.00 201.60
50% | 2.0 14.00 0.00 0.00 3.00 7.00 75.00 20.00 -14.00 350.00 8.00 12.00 108.00
50% | 5.0 10.00 0.00 11.00 139.29 20.00 -9.00 225.00 2.00 16.00 576.00
50% | 5.0 11.00 0.00 0.00 0.00 11.00 139.29 21.00 -12.00 257.14 4.00 16.00 288.00
50% | 7.0 10.00 1.00 8.00 257.14 20.00 -9.00 225.00 2.00 19.00 684.00
50% | 7.0 14.00 133 171.43 2.00 8.00 12857 23.00 -12.00 182.61 7.00 17.00 174.86
50% | 7.0 8.00 0.00 0.00 6.00 9.00 4821 19.00 -14.00 40526 9.00 17.00 136.00
50% | 8.0 12.00 0.20 30.00 2.00 13.00 | 208.93 22.00 -12.00 218.18 5.00 19.00 273.60
50% | 3.0 8.00 0.00 0.00 3.00 12.00 12857 20.00 -12.00 300.00 4.00 20.00 360.00
75% | 10.0 15.00 -0.67 -53.33 6.00 19.00 101.79 24.00 -16.00 200.00 4.00 19.00 342.00
75% | 10.0 11.00 0.20 32.73 6.00 15.00 80.36 19.00 -15.00 43421 1.00 5.00 360.00
75% | 12.0 10.00 0.00 0.00 0.00 18.00 164.29 17.00 -14.00 535.29 7.00 19.00 195.43
75% | 15.0 12.00 0.67 100.00 2.00 14.00 | 225.00 21.00 -12.00 257.14 4.00 17.00 306.00
75% | 3.0 14.00 0.00 0.00 0.00 3.00 110.71 20.00 -11.00 275.00 6.00 21.00 252.00
75% | 5.0 8.00 0.00 0.00 2.00 8.00 12857 23.00 -13.00 197.83 7.00 19.00 195.43
75% | 65 11.00 0.00 0.00 2.00 15.00 | 241.07 22.00 -13.00 236.36 3.00 16.00 384.00
75% | 7.0 12.00 0.00 0.00 0.00 8.00 12857 17.00 -11.00 42059 3.00 14.00 336.00
75% | 9.0 14.00 3.00 14.00 150.00 26.00 -13.00 100.00 -1.00 22.00 1760.00
75% | 9.0 10.00 -0.71 -14.29 1.00 17.00 | 546.43 25.00 -13.00 130.00 -2.00 21.00 924.00
75% | 9.0 11.00 0.00 0.00 1.00 6.00 192.86 21.00 -10.00 214.29 0.00 15.00 160.00
75% | 10.0 15.00 -0.25 -20.00 -2.00 7.00 162.50 14.00 -10.00 571.43 6.00 25.00 300.00
75% | 3.0 15.00 0.00 0.00 0.00 10.00 135.71 25.00 -8.00 80.00 0.00 19.00 176.00
75% | 42 13.00 3.00 41538 5.00 13.00 83.57 26.00 -14.00 107.69 2.00 16.00 576.00
75% | 5.0 11.00 -0.50 -18.18 6.00 14.00 75.00 25.00 -12.00 120.00 0.00 20.00 180.00
75% | 6.0 13.00 -0.21 -13.19 0.00 7.00 125.00 22.00 -10.00 181.82 2.00 20.00 720.00
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75% 6.0 12.00 0.50 75.00 5.00 8.00 51.43 10.00 -12.00 1200.00 0.00 18.00 172.00
75% 8.0 12.00 0.50 75.00 3.00 8.00 85.71 19.00 -10.00 289.47 0.00 23.00 192.00
75% 12.0 8.00 -0.70 17.50 3.00 18.00 192.86 23.00 -14.00 213.04 2.00 14.00 504.00
75% 10.0 11.00 5.00 13.00 83.57 22.00 -13.00 236.36 0.00 18.00 172.00
100% 3.0 8.00 0.00 0.00 1.00 7.00 225.00 21.00 -11.00 235.71 1.00 19.00 1368.00
100% 7.0 10.00 0.00 0.00 -2.00 5.00 116.07 26.00 -11.00 84.62 1.00 19.00 1368.00
100% 10.0 15.00 0.00 0.00 2.00 17.00 273.21 26.00 -13.00 100.00 4.00 20.00 360.00
100% 0.5 9.00 0.00 0.00 2.00 11.00 176.79 22.00 -12.00 218.18 0.00 20.00 180.00
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Questionnaire Survey Results — Ratio-adjusted

Determination of Ratio-adjusted Value and Cost from Questionnaire Data

(ab)xc=d

where

a = averaged combined percentage dependent variable score
b = averaged combined percentage independent variable score
¢ = set maximum independent variable score

d = achievable theoretical maximum score based on ratio,

Determination of Ratio-adjusted Value and Cost over Time from Questionnaire
Data

a = (100/b) x ((c/d) x e)

where:

a = value or cost percentage score

b = maximum possible dependent variable score
¢ = actual dependent variable score

d = actual independent variable score

e = maximum possible independent variable score
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0% 25 10.00 0.00 0.00 100.00 21.00 -9.00 192.86 4.00 5.00 90.00
0% 4.3 15.00 1.33 160.00 0.00 5.00 117.86 23.00 -12.00 182.61 3.00 5.00 120.00
0% 4.3 15.00 0.00 1.00 103.57 23.00 -10.00 152.17 6.00 4.00 48.00
0% 5.0 8.00 1.00 225.00 0.00 0.00 100.00 25.00 -11.00 110.00 4.00 5.00 90.00
0% 5.0 11.00 0.00 0.00 0.00 -3.00 89.29 26.00 -7.00 53.85 2.00 4.00 144.00
0% 5.0 14.00 0.00 0.00 0.00 -3.00 89.29 22.00 -7.00 127.27 3.00 4.00 96.00
0% 5.0 16.00 8.00 900.00 0.00 -1.00 92.86 18.00 -8.00 266.67 5.00 4.00 57.60
0% 5.0 9.00 0.14 28.57 0.00 1.00 103.57 23.00 -11.00 167.39 -1.00 4.00 320.00
0% 5.0 6.00 0.00 0.00 0.00 1.00 103.57 20.00 -11.00 275.00 4.00 4.00 72.00
0% 7.0 15.00 4.00 480.00 0.00 2.00 107.14 22.00 -9.00 163.64 -2.00 5.00 220.00
0% 8.0 14.00 0.00 0.00 0.00 0.00 100.00 24.00 -10.00 125.00 2.00 5.00 180.00
0% 8.7 15.00 0.00 3.00 110.71 22.00 -11.00 200.00 8.00 4.00 36.00
0% 9.0 14.00 0.50 64.29 0.00 -2.00 92.86 22.00 -9.00 163.64 -3.00 4.00 128.00
0% 10.0 15.00 0.00 -1.00 96.43 23.00 -9.00 136.96 2.00 5.00 180.00
0% 10.0 10.00 0.25 45.00 0.00 1.00 103.57 23.00 -12.00 182.61 3.00 5.00 120.00
0% 10.0 12.00 0.00 0.00 0.00 -1.00 96.43 20.00 -7.00 175.00 0.00 4.00 116.00
0% 10.0 13.00 0.12 16.29 0.00 3.00 110.71 22.00 -8.00 145.45 -1.00 4.00 320.00
0% 10.0 13.00 0.00 2.00 107.14 24.00 -10.00 125.00 0.00 4.00 116.00
0% 10.0 13.00 0.00 0.00 0.00 0.00 100.00 20.00 -10.00 250.00 1.00 4.00 288.00
0% 10.0 13.00 -0.50 -30.77 0.00 -1.00 96.43 20.00 -10.00 250.00 1.00 4.00 288.00
0% 10.0 14.00 0.25 32.14 0.00 2.00 107.14 14.00 -12.00 685.71 3.00 4.00 96.00
0% 10.0 11.00 0.00 0.00 0.00 2.00 107.14 19.00 -12.00 347.37 1.00 4.00 288.00
0% 10.0 12.00 0.00 3.00 110.71 24.00 -13.00 162.50 -3.00 4.00 128.00
0% 10.0 8.00 0.00 0.00 0.00 3.00 110.71 22.00 -13.00 236.36 3.00 4.00 96.00
0% 10.0 12.00 2.33 350.00 0.00 -2.00 92.86 21.00 -9.00 192.86 2.00 3.00 108.00
0% 14.0 14.00 3.00 385.71 0.00 3.00 110.71 18.00 -10.00 333.33 5.00 4.00 57.60
0% 15.0 15.00 0.00 0.00 0.00 -1.00 96.43 20.00 -8.00 200.00 1.00 5.00 360.00
0% 15.0 15.00 0.00 0.00 0.00 -1.00 96.43 22.00 -9.00 163.64 0.00 4.00 116.00
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0% 17.0 12.00 0.00 -1.00 96.43 22.00 -9.00 163.64 1.00 5.00 360.00
0% 18.0 14.00 0.00 0.00 0.00 1.00 103.57 22.00 -7.00 127.27 -3.00 5.00 160.00
0% 18.0 12.00 0.00 0.00 0.00 -2.00 92.86 27.00 -10.00 55.56 -2.00 5.00 220.00
0% 20.0 15.00 0.00 0.00 0.00 2.00 107.14 22.00 -9.00 163.64 0.00 5.00 120.00
0% 20.0 15.00 3.00 360.00 0.00 0.00 100.00 25.00 -9.00 90.00 0.00 5.00 120.00
0% 20.0 14.00 0.33 42.86 0.00 0.00 100.00 22.00 -9.00 163.64 -1.00 5.00 400.00
0% 20.0 13.00 0.00 0.00 0.00 0.00 100.00 27.00 -10.00 55.56 3.00 5.00 120.00
0% 20.0 12.00 0.00 3.00 110.71 19.00 -13.00 376.32 0.00 5.00 120.00
0% 20.0 9.00 11.00 2200.00 0.00 -1.00 96.43 22.00 -8.00 145.45 0.00 4.00 116.00
0% 20.0 15.00 1.00 120.00 0.00 -3.00 89.29 19.00 -8.00 231.58 5.00 4.00 57.60
0% 20.0 15.00 0.38 45.00 0.00 2.00 107.14 20.00 -11.00 275.00 3.00 4.00 96.00
0% 20.0 14.00 0.00 0.00 0.00 2.00 107.14 22.00 -11.00 200.00 5.00 4.00 57.60
0% 20.0 14.00 0.00 0.00 0.00 -1.00 96.43 24.00 -11.00 137.50 -1.00 4.00 320.00
0% 20.0 12.00 -0.40 -20.00 0.00 -2.00 92.86 21.00 -8.00 171.43 3.00 3.00 72.00
0% 25.0 11.00 0.00 5.00 117.86 18.00 -12.00 400.00 3.00 4.00 96.00
0% 25.0 7.00 -0.50 28.57 0.00 4.00 114.29 23.00 -13.00 197.83 0.00 4.00 116.00
0% 30.0 15.00 1.00 120.00 0.00 -2.00 92.86 21.00 -11.00 235.71 7.00 5.00 51.43
0% 30.0 14.00 0.00 0.00 100.00 22.00 -12.00 218.18 -1.00 5.00 400.00
0% 31.0 12.00 2.33 350.00 0.00 3.00 110.71 21.00 -9.00 192.86 4.00 4.00 72.00
0% 33.0 15.00 0.00 0.00 0.00 -1.00 96.43 23.00 -9.00 136.96 2.00 4.00 144.00
0% 40.0 14.00 0.00 1.00 103.57 22.00 -11.00 200.00 4.00 5.00 90.00
0% 46.0 12.00 -0.71 -35.42 0.00 0.00 100.00 23.00 -10.00 152.17 0.00 2.00 108.00
0% 50.0 14.00 0.00 0.00 0.00 2.00 107.14 22.00 -9.00 163.64 0.00 5.00 120.00
0% 50.0 12.00 3.00 450.00 0.00 1.00 103.57 21.00 -11.00 235.71 0.00 5.00 120.00
0% 50.0 13.00 0.00 0.00 100.00 5.00 -13.00 3250.00 6.00 5.00 60.00
0% 50.0 13.00 0.00 0.00 0.00 2.00 107.14 20.00 -11.00 275.00 2.00 4.00 144.00
0% 75.0 8.00 0.00 0.00 0.00 5.00 117.86 25.00 -14.00 140.00 3.00 4.00 96.00
0% 80.0 14.00 -0.40 -28.57 0.00 3.00 110.71 24.00 -15.00 187.50 1.00 5.00 360.00
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0% 100.0 8.00 0.00 -1.00 96.43 24.00 -7.00 87.50 -2.00 4.00 176.00
0% 100.0 13.00 0.00 0.00 0.00 2.00 107.14 19.00 -9.00 260.53 -1.00 4.00 320.00
0% 150.0 13.00 0.00 -2.00 92.86 21.00 -10.00 214.29 0.00 5.00 120.00
0% 9.00 0.00 0.00 0.00 2.00 107.14 25.00 -9.00 90.00 -3.00 5.00 160.00
0% 10.00 0.00 0.00 0.00 1.00 103.57 17.00 -10.00 382.35 7.00 5.00 51.43
0% 13.00 1.00 138.46 0.00 1.00 103.57 22.00 -11.00 200.00 5.00 5.00 72.00
0% 16.00 -0.25 -21.88 0.00 1.00 103.57 25.00 -11.00 110.00 1.00 5.00 360.00
0% 8.00 0.00 2.00 107.14 17.00 -13.00 497.06 7.00 5.00 51.43
0% 12.00 0.00 0.00 0.00 2.00 107.14 18.00 -10.00 333.33 3.00 4.00 96.00
0% 11.00 0.33 54.55 0.00 -1.00 96.43 20.00 -10.00 250.00 -1.00 4.00 320.00
0% 6.00 0.00 0.00 0.00 0.00 100.00 21.00 -11.00 235.71 2.00 4.00 144.00
0% 14.00 -0.14 -10.20 0.00 0.00 100.00 22.00 -11.00 200.00 3.00 4.00 96.00
0% 11.00 0.00 0.00 0.00 5.00 117.86 18.00 -12.00 400.00 6.00 4.00 48.00
0% 6.00 0.00 1.00 103.57 19.00 -12.00 347.37 0.00 4.00 116.00
0% 10.00 0.00 3.00 110.71 18.00 -12.00 400.00 1.00 3.00 216.00
0% 13.00 0.00 5.00 117.86 22.00 -12.00 218.18 0.00 2.00 108.00
0% 30.0 11.00 0.00 0.00 0.00 0.00 100.00 30.00 -10.00 0.00 0.00 5.00 120.00
0% 5.0 15.00 0.60 72.00 4.00 3.00 24.11 18.00 -11.00 366.67 6.00 18.00 216.00
0% 5.0 11.00 -0.33 -12.12 1.00 9.00 289.29 22.00 -8.00 145.45 4.00 8.00 144.00
0% 10.00 4.00 8.00 64.29 20.00 -13.00 325.00 3.00 18.00 432.00
0% 9.2 9.00 -0.33 0.00 6.00 5.00 26.79 22.00 -11.00 200.00 -3.00 15.00 480.00
0% 12.0 14.00 -0.35 -25.00 6.00 7.00 37.50 22.00 -11.00 200.00 2.00 10.00 360.00
0% 2.0 8.00 1.00 225.00 2.00 7.00 112.50 17.00 -14.00 535.29 2.00 14.00 504.00
0% 4.0 13.00 0.00 0.00 -1.00 1.00 39.29 22.00 -9.00 163.64 7.00 24.00 246.86
0% 15.0 15.00 2.00 240.00 7.00 8.00 36.73 23.00 -9.00 136.96 2.00 12.00 432.00
25% 3.0 12.00 0.20 30.00 6.00 17.00 91.07 19.00 -13.00 376.32 0.00 15.00 160.00
25% 3.0 13.00 0.00 0.00 0.00 4.00 114.29 19.00 -7.00 202.63 3.00 12.00 288.00
25% 4.0 12.00 0.20 30.00 1.00 10.00 321.43 24.00 -8.00 100.00 9.00 20.00 160.00
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25% | 5.0 13.00 0.00 0.00 2.00 10.00 160.71 18.00 -10.00 33333 3.00 19.00 456.00
25% | 5.0 13.00 1.00 138.46 5.00 9.00 57.86 22.00 -10.00 181.82 -2.00 17.00 748.00
25% | 6.0 16.00 1.00 112,50 -2.00 10.00 232.14 22.00 -12.00 218.18 2.00 13.00 468.00
25% | 7.0 15.00 0.19 23.08 1.00 17.00 546.43 22.00 -11.00 200.00 5.00 17.00 244.80
25% | 8.0 14.00 0.00 0.00 1.00 5.00 160.71 25.00 -10.00 100.00 2.00 18.00 648.00
25% | 10.0 13.00 0.00 0.00 -1.00 6.00 235.71 19.00 -11.00 318.42 9.00 23.00 184.00
25% | 10.0 10.00 -0.25 -5.00 7.00 12.00 55.10 23.00 -13.00 197.83 4.00 21.00 378.00
25% | 10.0 12.00 0.00 0.00 1.00 13.00 | 417.86 20.00 -12.00 300.00 -2.00 18.00 792.00
25% | 10.0 12.00 0.00 0.00 1.00 13.00 | 417.86 23.00 -14.00 213.04 3.00 17.00 408.00
25% | 18.0 15.00 -011 -8.89 3.00 11.00 117.86 20.00 -12.00 300.00 1.00 18.00 1296.00
25% 1.0 13.00 0.00 0.00 4.00 5.00 40.18 18.00 -9.00 300.00 10.00 19.00 136.80
25% 1.0 13.00 -0.19 -11.54 4.00 6.00 4821 20.00 -11.00 275.00 -1.00 13.00 1040.00
25% 1.0 15.00 -0.82 -65.45 3.00 11.00 117.86 22.00 -13.00 236.36 4.00 11.00 198.00
25% | 4.0 9.00 1.00 15.00 | 48214 21.00 -15.00 321.43 8.00 17.00 153.00
25% | 4.0 10.00 2.33 420.00 5.00 10.00 64.29 22.00 -13.00 236.36 -1.00 10.00 800.00
25% | 5.0 13.00 011 -6.48 6.00 12.00 64.29 25.00 -13.00 130.00 2.00 19.00 684.00
25% | 5.0 14.00 -0.43 -30.61 2.00 7.00 112,50 20.00 -10.00 250.00 1.00 15.00 1080.00
25% | 8.0 14.00 -0.42 -30.30 -1.00 8.00 314.29 21.00 -11.00 235.71 3.00 20.00 480.00
25% | 8.0 12.00 033 50.00 -2.00 5.00 116.07 19.00 -10.00 289.47 2.00 17.00 612.00
25% | 6.0 12.00 0.00 0.00 4.00 11.00 88.39 23.00 -12.00 182.61 4.00 20.00 360.00
25% | 10.0 15.00 0.70 84.00 1.00 15.00 | 48214 23.00 -8.00 121.74 2.00 17.00 612.00
25% 15 14.00 0.00 0.00 4.00 13.00 104.46 25.00 -14.00 140.00 6.00 15.00 180.00
25% | 15.0 12.00 -0.43 -21.43 3.00 7.00 75.00 24.00 -9.00 112,50 1.00 11.00 792.00
50% | 3.0 12.00 0.00 0.00 4.00 8.00 64.29 21.00 -12.00 257.14 1.00 19.00 1368.00
50% | 3.0 14.00 167 214.29 2.00 12.00 192.86 20.00 -11.00 275.00 2.00 15.00 540.00
50% | 7.0 13.00 0.00 0.00 0.00 15.00 15357 23.00 -14.00 213.04 -1.00 18.00 1440.00
50% | 8.0 6.00 0.00 0.00 1.00 13.00 | 417.86 23.00 -12.00 182.61 6.00 17.00 204.00
50% | 9.4 14.00 -0.39 -27.60 2.00 9.00 144,64 26.00 -14.00 107.69 2.00 17.00 612.00
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50% | 10.0 11.00 -0.37 -13.40 -1.00 7.00 275.00 27.00 -10.00 55.56 1.00 16.00 1152.00
50% | 40.0 14.00 0.00 0.00 3.00 13.00 139.29 23.00 -14.00 213.04 3.00 18.00 432.00
50% | 2.0 11.00 0.00 0.00 5.00 13.00 83.57 10.00 213.00 | 1300.00 0.00 15.00 160.00
50% | 2.0 15.00 050 60.00 0.00 7.00 125.00 22.00 -12.00 218.18 5.00 14.00 201.60
50% | 2.0 14.00 0.00 0.00 3.00 7.00 75.00 20.00 -14.00 350.00 8.00 12.00 108.00
50% | 5.0 10.00 0.00 11.00 139.29 20.00 -9.00 225.00 2.00 16.00 576.00
50% | 5.0 11.00 0.00 0.00 0.00 11.00 139.29 21.00 -12.00 257.14 4.00 16.00 288.00
50% | 7.0 10.00 1.00 8.00 257.14 20.00 -9.00 225.00 2.00 19.00 684.00
50% | 7.0 14.00 133 171.43 2.00 8.00 12857 23.00 -12.00 182.61 7.00 17.00 174.86
50% | 7.0 8.00 0.00 0.00 6.00 9.00 4821 19.00 -14.00 40526 9.00 17.00 136.00
50% | 8.0 12.00 0.20 30.00 2.00 13.00 | 208.93 22.00 -12.00 218.18 5.00 19.00 273.60
50% | 3.0 8.00 0.00 0.00 3.00 12.00 12857 20.00 -12.00 300.00 4.00 20.00 360.00
75% | 10.0 15.00 -0.67 -53.33 6.00 19.00 101.79 24.00 -16.00 200.00 4.00 19.00 342.00
75% | 10.0 11.00 0.20 32.73 6.00 15.00 80.36 19.00 -15.00 43421 1.00 5.00 360.00
75% | 12.0 10.00 0.00 0.00 0.00 18.00 164.29 17.00 -14.00 535.29 7.00 19.00 195.43
75% | 15.0 12.00 0.67 100.00 2.00 14.00 | 225.00 21.00 -12.00 257.14 4.00 17.00 306.00
75% | 3.0 14.00 0.00 0.00 0.00 3.00 110.71 20.00 -11.00 275.00 6.00 21.00 252.00
75% | 5.0 8.00 0.00 0.00 2.00 8.00 12857 23.00 -13.00 197.83 7.00 19.00 195.43
75% | 65 11.00 0.00 0.00 2.00 15.00 | 241.07 22.00 -13.00 236.36 3.00 16.00 384.00
75% | 7.0 12.00 0.00 0.00 0.00 8.00 12857 17.00 -11.00 42059 3.00 14.00 336.00
75% | 9.0 14.00 3.00 14.00 150.00 26.00 -13.00 100.00 -1.00 22.00 1760.00
75% | 9.0 10.00 -0.71 -14.29 1.00 17.00 | 546.43 25.00 -13.00 130.00 -2.00 21.00 924.00
75% | 9.0 11.00 0.00 0.00 1.00 6.00 192.86 21.00 -10.00 214.29 0.00 15.00 160.00
75% | 10.0 15.00 -0.25 -20.00 -2.00 7.00 162.50 14.00 -10.00 571.43 6.00 25.00 300.00
75% | 3.0 15.00 0.00 0.00 0.00 10.00 135.71 25.00 -8.00 80.00 0.00 19.00 176.00
75% | 42 13.00 3.00 41538 5.00 13.00 83.57 26.00 -14.00 107.69 2.00 16.00 576.00
75% | 5.0 11.00 -0.50 -18.18 6.00 14.00 75.00 25.00 -12.00 120.00 0.00 20.00 180.00
75% | 6.0 13.00 -0.21 -13.19 0.00 7.00 125.00 22.00 -10.00 181.82 2.00 20.00 720.00
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75% 6.0 12.00 0.50 75.00 5.00 8.00 51.43 10.00 -12.00 1200.00 0.00 18.00 172.00
75% 8.0 12.00 0.50 75.00 3.00 8.00 85.71 19.00 -10.00 289.47 0.00 23.00 192.00
75% 12.0 8.00 -0.70 17.50 3.00 18.00 192.86 23.00 -14.00 213.04 2.00 14.00 504.00
75% 10.0 11.00 5.00 13.00 83.57 22.00 -13.00 236.36 0.00 18.00 172.00
100% 3.0 8.00 0.00 0.00 1.00 7.00 225.00 21.00 -11.00 235.71 1.00 19.00 1368.00
100% 7.0 10.00 0.00 0.00 -2.00 5.00 116.07 26.00 -11.00 84.62 1.00 19.00 1368.00
100% 10.0 15.00 0.00 0.00 2.00 17.00 273.21 26.00 -13.00 100.00 4.00 20.00 360.00
100% 0.5 9.00 0.00 0.00 2.00 11.00 176.79 22.00 -12.00 218.18 0.00 20.00 180.00
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Levene's
Test for
Equality of
Variances t-test for Equality of Means
8 |5 8
. & 5 c c = c 95% Confidence
L 2 - %5 T @ g 9 w 9o
n >3 = 2 5 £ Interval of the
a n a
e Difference
Compared against 100% Outsourced Lower | Upper
Prior Equal
Procurement variances .689 | .414 -1.996 28 .056 -1.365 .684 -2.766 .036
assumed
Equal
variances
-1.731 | 3.663 .165 -1.365 789 | -3.637 .906
not
assumed

Table 38 — Independent Samples Test for 75% Insourced — Previous FM

Levene's Test

for Equality of

Procurement

Variances t-test for Equality of Means
8 |5 8
. & 5 c c = c 95% Confidence
L 2 - %5 T @ g 9 w 9o
n >3 = 2 5 £ Interval of the
a n a
e Difference
Compared against 75% outsourced Lower | Upper
Prior Equal
Procuremen | variances 1.795 | .189 -2.440 35 .020 -.603 247 -1.105 -.101
t assumed
Equal
variances
-2.508 | 34.053 .017 -.603 240 | -1.092 -114
not
assumed
Compared against 100% outsourced
Prior Equal
procuremen | variances 20.345 | .000 | -3.538 19 .002 -1.603 453 | -2551 -.655
t assumed
Equal
variances
-2.097 3.234 120 -1.603 764 | -3.939 733
not
assumed

Table 39 — Independent Samples Test for 50% In/Outsourced — Previous FM
Procurement




Levene's Test

for Equality of

Variances t-test for Equality of Means
8 |5 8
. & 5 c c = c 95% Confidence
L 2 - %5 T @ g 9 w 9o
n 23 |28 |z £ Interval of the
a | v a
e Difference
Compared against 100% outsourced
Lower Upper
Prior Equal
procurement variances 4.985 .036 ( -1.891 22 .072 -1.000 529 | -2.096 .096
assumed
Equal
variances -1.292 | 3.396 277 | -1.000 774 -3.308 1.308
not assumed

Table 40 — Independent Samples Test for 75% Outsourced — Previous FM

Procurement
Levene's t-test for Equality of Means
Test for
Equality of
Variances
95% Confidence
(] 5 (]
. & 5 c & 2 8 Interval of the
0w =y - s o g 9 w o )
2 .09; = s 2 s £ Difference
e ® o Lower Upper
Compared against 100% outsourced
Strategic Equal variances 154 ( 229 | -1.399 19 178 -.853 .610 | -2.129 424
assumed 7
Equal variances -2.108 9.865 .062 -.853 405 | -1.756 .050
not assumed

Table 41 — 50% Out/Insourced T-test Comparison — Outsource Value
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SLAs

Globalise
d

Transfer
Leverage
s

Increase
in
Compete

ncies
Flexibility

Specialis
ation

Bounded
rationality

Correlation
coefficient

-219()

-448(*)

Sig. (1-tailed)

.026

.000

Sig. (2-tailed)

.053

.000

N

79

80

Competitive

Correlation
coefficient

195(%)

320("%)

Sig. (1-tailed)

.046

.002

Sig. (2-tailed)

.091

.004

N

76

79

Globalised

Correlation
coefficient

203(%)

Sig. (1-tailed)

.036

Sig. (2-tailed)

.071

N

80

Economies of
scale

Correlation
coefficient

706(%)

672()

:833(*)

Sig. (1-tailed)

.025

.034

.005

Sig. (2-tailed)

.050

.068

.010

N

8

8

8

Increase in
competencies

Correlation
coefficient

.935(*%)

911(™)

Sig. (1-tailed)

.000

.001

Sig. (2-tailed)

.001

.002

N

8

8

Specialisation

Correlation
coefficient

944(*)

911(™)

Sig. (1-tailed)

.000

.001

Sig. (2-tailed)

.000

.002

N

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

8

8

Table 42 — 100% Insourced Correlations for “Outsource Value”
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S 5 8 <
-2 L o 8 (7] £3 'g
s > @ 2 9 g @< s
25 g S T E® @ 2 =
> .2 © = el S © o) 8_ ©
o x = S o s S g o
oy n 3] O o £5 3
] L (@] n
[a}
Competitive Correlation 435(*) .366(*) .334(*)
coefficient
Sig. (1-tailed) .013 .033 .048
Sig. (2-tailed) .026
N 26 26 26
Transfer Correlation .593(**) .548(**) .622(**) .522(**)
leverages coefficient
Sig. (1-tailed) .001 .003 .001 .004
Sig. (2-tailed) .002 .006 .001 .009
N 24 24 24 24
Economies of | Correlation .503(**) A94(**) .515(**)
scale coefficient
Sig. (1-tailed) .004 .005 .004
Sig. (2-tailed) .009 .010 .007
N 26 26 26
Flexibility Correlation A15(*%) -.402(*)
coefficient
Sig. (1-tailed) .018 .021
Sig. (2-tailed) .035 .042
N 26 26
Specialisation | Correlation A432(%) .515(**) .375(*%)
coefficient
Sig. (1-tailed) .014 .004 .030
Sig. (2-tailed) .028 .007
N 26 26 26

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 43 — 75% Insourced Correlations for “Outsource Value”
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S
= o o S 5
s : 28 |8, |2 |3
g T 2 g EQ 2 2
s 23
£ o c 0 c © x &
S ©° = > cwn Q (3}
o o =3 3 o 2
D i n
[a}
Bounded Correlation .545(*)
rationality coefficient
Sig. (1-tailed) .012
Sig. (2-tailed) .024
N 17
Competitive Correlation -.671(**) A43(%)
coefficient
Sig. (1-tailed) .002 .037
Sig. (2-tailed) .003 .075
N 17 17
Economies of Correlation -.461(*) - T71(*%)
scale coefficient
Sig. (1-tailed) .031 .000
Sig. (2-tailed) .063 .000
N 17 17
Increase in Correlation -.672(*%) -.635(**) .562(**)
competencies coefficient
Sig. (1-tailed) .002 .004 .009
Sig. (2-tailed) .003 .008 .019
N 17 16 17

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 44 — 50% Out/Insourced Correlations for “Outsource Value”

(%) [
p 35 28 | £
< n © 203 a
3 2 Lo |2
o c g eEC |3
=3 £§ T
Strategic Correlation -1.000(**)
coefficient
Sig. (1-tailed) .000
Sig. (2-tailed) .000
N 4
Globalised Correlation -1.000(**) .943(*)
coefficient
Sig. (1-tailed) .000 .029
Sig. (2-tailed) .000 .057
N 4 4
Economies of Correlation 1.000(**)
scale coefficient
Sig. (1-tailed)
Sig. (2-tailed)
N 4
Increase in Correlation -.943(*)
competencies coefficient
Sig. (1-tailed) .029
N 4

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 45 — 100% OQOutsourced Correlations for “Outsource Value”
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= )
= e <
g £ ) o 3 c
g g 2 3 % £e |2 E
© [%) = = 2 o< = g
o < o 5 3 g QL 5 2
— = Q o Q o @ < ©
ho] ) c IS © £ = Q [3) ‘o
L Q S = 5 Q£ i @
c Q (@) o c = Q =
> o] 8 (@] n
@ e e
Strategic Correlation .162(*) A71(%)
coefficient
Sig. (1-tailed) .049 .039
N 106 107
Competitive Correlation A72(%) .207(%) .325(**) .308(*) A79(%)
coefficient
Sig. (1-tailed) .042 .017 .000 .038 .033
Sig. (2-tailed) .084 .034 .001 .076 .067
N 102 106 105 34 106
Transfer Correlation .545(**) .398(*) .650(**) A97(**) .659(**)
leverages coefficient
Sig. (1-tailed) .001 .012 .000 .002 .000
Sig. (2-tailed) .001 .024 .000 .004 .000
N 32 32 32 32 32
Economies of | Correlation .542(**) .564(**) -.362(*) .658(**)
scale coefficient
Sig. (1-tailed) .000 .000 .018 .000
Sig. (2-tailed) .001 .001 .035 .000
N 34 34 34 34
Increase in Correlation .370(%) .308(*) .564(**) .581(**)
competencies | coefficient
Sig. (1-tailed) .016 .038 .000 .000
Sig. (2-tailed) .031 .076 .001 .000
N 34 34 34 34
Flexibility Correlation -.436(**) 179(%) .198(*) -.362(*)
coefficient
Sig. (1-tailed) .000 .033 .021 .018
Sig. (2-tailed) .000 .067 .042 .035
N 106 106 106 34

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 46 — 75% or More Insourced Correlations for “Outsource Value”
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* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Levene's Test for

t-test for Equality of Means

Table 47 — 75% or More Outsourced Correlations for “Outsource Value”

S o © 8
© o ) =
E% 2 :é _% o35 .g ) g %
€ s o Q K 2 E® © o
S0 = = Re) S O S 9 0o 8
38 o 5 2 =3 5 S g
el &} 8 o 3 3 £5
o w O
[a}
SLAs Correlation -.438(*) - 473(*) -.405(*) 404(%)
coefficient
Sig. (1-tailed) .016 .010 .025 .025
Sig. (2-tailed) .032 .020 .050 .050
N 24 24 24 24
Competitive Correlation A11(%) -.377(%)
coefficient
Sig. (1-tailed) .023 .035
Sig. (2-tailed) .046 .069
N 24 24
Increase in Correlation .366(*) .388(*)
competencies coefficient
Sig. (1-tailed) .039 .030
Sig. (2-tailed) .078 .061
N 24 24
Flexibility Correlation
coefficient
Sig. (1-tailed)
N
Specialisation Correlation .740(**) .640(**)
coefficient
Sig. (1-tailed) .000 .000
Sig. (2-tailed) .000 .001
N 24 24

Equality of
Variances
95% Confidence
(] 5 (]
. d 5 c 2 2 8 Interval of the
w 2 - 5 .o | § ¢ |w @ _
2 .09; = = g 5 & Difference
o n a
Compared against 100% Outsourced Lower Upper
Strategic Equal variances A72 498 -1.612 28 118 -.769 AT7 -1.747 .209
assumed
Equal variances -2.260 5.691 .067 -.769 .340 -1.613 .075
not assumed
Asset Equal variances 7.692 .010 -1.288 28 .208 -.462 .358 -1.195 272
ownership assumed
Equal variances -3.333 25.000 .003 -.462 138 - 747 -.176
not assumed

Table 48 — 75% Insourced T-test Comparison — Insource Value
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Levene's Test for

t-test for Equality of Means

Equality of
Variances
95% Confidence
(] B (]
. & 5 c 2 2 2 Interval of the
L 2 — 5 o 8 o w o i
2 .09; S s g §e g Difference
[a) (2l
Compared against 100% Outsourced Lower Upper
Asset Equal 23.255 .000 -1.298 21 .208 -.316 .243 -.822 .190
ownership variances
assumed
Equal -2.882 18.000 .010 -.316 110 -.546 -.086
variances not
assumed

Table 49 — 75% Outsourced T-test Comparison — Insource Value

De/Centralisat
-ion

Unique

Assets
Specific

Flexibility

Control

Opportunism

Size of
organisation

Correlation
coefficient

-376(%)

381(%)

Sig. (1-tailed)

.029

.027

Sig. (2-tailed)

.059

.055

N

26

26

Strategic

Correlation
coefficient

415(%)

-465(**)

Sig. (1-tailed)

.018

.008

Sig. (2-tailed)

.035

.017

N

26

26

Asset
ownership

Correlation
coefficient

505(**)

Sig. (1-tailed)

.004

Sig. (2-tailed)

.009

N

26

Management
time

Correlation
coefficient

-.348(%)

482(*)

Sig. (1-tailed)

.041

.006

Sig. (2-tailed)

.013

N

26

26

Flexibility

Correlation
coefficient

-.350(%)

-334(")

Sig. (1-tailed)

.040

.048

Sig. (2-tailed)

N

26

26

Control

Correlation
coefficient

-.350(%)

430(%)

Sig. (1-tailed)

.040

.014

Sig. (2-tailed)

.028

N

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 50 — 75% Insourced Correlations for “Insource Value”

26

26
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Q
c S £
2 w© %) - 2
5 T 2 =) c =
o @ g 2 2 8
NS = @ = <
n 8 b = g Q@
E) O ()] % [T
(@] = c
o ]
a =
Assets unique | Correlation -.499(*) .525(*)
specific coefficient
Sig. (1-tailed) .025 .018
Sig. (2-tailed) .049 .037
N 16 16
Uncertainty Correlation -.547(*)
coefficient
Sig. (1-tailed) .011
Sig. (2-tailed) .023
N 17
Control Correlation A451(*%) -.562(**)
coefficient
Sig. (1-tailed) .035 .009
Sig. (2-tailed) .069 .019
N 17 17

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 51 — 50% Out/Insourced Correlations for “Insource Value”

S
= g S
o 2 e 2 5 2
s g 5% |5 = E
IS © 9 a x o) 5]
3 3 g0 o © g
g5, 2 )
[a}
Size of Correlation 402(*) .506(*)
organisation coefficient
Sig. (1-tailed) .044 .014
Sig. (2-tailed) .088 .027
N 19 19
Asset Correlation -.392(*) -.398(*)
ownership coefficient
Sig. (1-tailed) .049 .046
N 19 19
Uncertainty Correlation A15(*) A21(%) -.458(*) AT75(*%) A423(*%)
coefficient
Sig. (1-tailed) .038 .041 .024 .020 .035
Sig. (2-tailed) .077 .082 .049 .040 .071
N 19 18 19 19 19
Management Correlation -421(*%)
time coefficient
Sig. (1-tailed) .032
N 20
Control Correlation -.487(*)
coefficient
Sig. (1-tailed) .015
Sig. (2-tailed) .029
N 20

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 52 — 75% Outsourced Correlations for “Insource Value”
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S &
Els =
o .2 2
N =
°s | &
o] e}
De/Centralisation Correlation coefficient -.943(*)
Sig. (1-tailed) .029
N 4
Management time Correlation coefficient -1.000(**)
Sig. (1-tailed) .000
Sig. (2-tailed) .000
N 4

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 53 — 100% Qutsourced Correlations for “Insource Value”

Q
.E ® E
= =} [
8 =3 ge £ = = 5
s o S5 £ 2 | =
< o 82 4 Q ] 3 o
Q N Q0 2 o & O
S ? g > g -
3
o =
Size of Organisation | Correlation -.233(**) -.162(*)
coefficient
Sig. (1-tailed) .008 .048
Sig. (2-tailed) .016
N 106 106
De/Centralisation Correlation .182(*)
coefficient
Sig. (1-tailed) .031
Sig. (2-tailed)
N 106
Strategic Correlation A71(%) -.235(**)
coefficient
Sig. (1-tailed) .039 .007
Sig. (2-tailed) .015
N 107 107
Uncertainty Correlation .170(%)
coefficient
Sig. (1-tailed) .040
Sig. (2-tailed)
N 106
Flexibility Correlation A71(%) .266(**) -.261(**) -.365(**)
coefficient
Sig. (1-tailed) .039 .003 .004 .000
Sig. (2-tailed) .006 .007 .000
N 107 106 105 107
Opportunism Correlation -.249(**) .201(%) -.164(*) .299(**)
coefficient
Sig. (1-tailed) .005 .020 .046 .001
Sig. (2-tailed) .010 .040 .002
N 106 105 106 106

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 54 — 75% or More Insourced Correlations for “Insource Value”
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9 2 5 > - 5
c © '3 € o = o c
o 2 = g S € 2
N [<5) = =
NS a = [e] [e]
o | g & T O g
o > = o
Asset Correlation - 424(*) -.403(*)
ownership coefficient
Sig. (1-tailed) .022 .028
Sig. (2-tailed) .044 .056
N 23 23
Assets unique Correlation .369(*) 440(*)
specific coefficient
Sig. (1-tailed) .042 .020
Sig. (2-tailed) .084 .040
N 23 22
Uncertainty Correlation -.381(%) .508(**) 453(*)
coefficient
Sig. (1-tailed) .036 .007 .015
Sig. (2-tailed) .073 .013 .030
N 23 23 23
Flexibility Correlation -.381(*) -.348(*) -.495(**)
coefficient
Sig. (1-tailed) .036 .048 .007
Sig. (2-tailed) .073 .096 .014
N 23 24 24

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 55 — 75% or More Outsourced Correlations for “Insource Value”

Levene's Test
for Equality of
Variances t-test for Equality of Means
. g |8 8 ,
N = 5 s QI, g § § utJ § 95% Confidence
7 >3 = % g % Interval of the
Difference

Compared against 50% insourced Lower Upper
Control Equal

variances 1.851 181 -1.995 41 .053 -.622 312 -1.252 .008

assumed

Equal

variances -1.915 29.635 .065 -.622 .325 -1.286 .042

not assumed
Compared against 100% outsourced
Co-operative? Equal

variances 2.472 .128 -1.821 27 .080 -1.030 .566 -2.191 131

assumed

Equal

variances -3.093 8.787 .013 -1.030 .333 -1.786 -.274

not assumed

Table 56— 75% Insourced T-test Comparison — Outsourced Costs
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Levene's Test for
Equality of
Variances t-test for Equality of Means
. % = § g § 95% Confidence
o | g - s & 83 %%
- = T & nterval of the
'vg)) e ® 8 Difference
Compared against 100% outsourced Lower Upper
Co- Equal
operative? variances .140 712 | -2.224 18 .039 -.813 365 | -1.580 -.045
assumed
Equal
variances -2.687 6.153 .035 -.813 .302 -1.548 -.077
not assumed
Flexibility Equal
variances 2.061 167 | -1.705 19 .104 -.838 492 -1.867 191
assumed
Equal
variances -2.478 8.901 .035 -.838 .338 -1.605 -.072
not assumed

Table 57 — 50% Out/Insourced T-test Comparison — Outsourced Costs

Levene's Test

for Equality of

t-test for Equality of Means

Variances
95% Confidence
[} 5 [}
. & 5 c & 2 8 Interval of the
m 2 - 5 ‘; o 8 % w % i
2 >3 s 2 s £ Difference
[a) [2a)
. Lower Upper
Compared against 100% outsourced
Co-operative? | Equal .085 773 -2.076 21 .050 -.908 437 -1.818 .002
variances
assumed
Equal -2.884 7.138 .023 -.908 .315 -1.649 -.166
variances
not
assumed

Table 58 — 75% Outsourced T-test Comparison — Outsourced Costs
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Co-operative?

Control

Flexibility

Staffing
conditions

Decrease in
Competencies

Management
Time

Monopoly

Correlation
coefficient

~510(*)

464(")

Sig. (1-tailed)

.005

.010

Sig. (2-tailed)

.011

.019

N

24

25

Skilled staff

Correlation
coefficient

-344(%)

345(%)

Sig. (1-tailed)

.046

.042

Sig. (2-tailed)

.092

.084

N

25

26

Control

Correlation
coefficient

-350(%)

-.438(%)

482(*%)

Sig. (1-tailed)

.040

.013

.006

Sig. (2-tailed)

.080

.025

.013

N

26

26

26

Hollowed
out

Correlation
coefficient

.630(*)

Sig. (1-tailed)

.000

Sig. (2-tailed)

.001

N

26

Managemen
ttime

Correlation
coefficient

482(*)

-.348(%)

Sig. (1-tailed)

.006

.041

Sig. (2-tailed)

.013

.081

N

26

26

Quality

Correlation
coefficient

-.355(%)

627(%)

336(%)

Sig. (1-tailed)

.038

.000

.047

Sig. (2-tailed)

.075

.001

.093

N

26

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed

26

26

Table 59 — 75% Insourced Correlations for “Outsourced Costs”
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Outsource No’s

Staffing
conditions

Decrease in
Competencies

Hollowed out

Quality

Co-operative?

Correlation
coefficient

~.642(")

437(%)

Sig. (1-tailed)

.004

.045

Sig. (2-tailed)

.007

.091

N

16

16

Decrease in
competencies

Correlation
coefficient

495(%)

Sig. (1-tailed)

.022

Sig. (2-tailed)

.043

N

17

Hollowed out

Correlation
coefficient

430(%)

495(%)

Sig. (1-tailed)

.042

.022

Sig. (2-tailed)

.085

.043

N

17

17

Quality

Correlation
coefficient

-530()

Sig. (1-tailed)

.014

Sig. (2-tailed)

.029

N

17

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed.

Table 60 — 50% Out/Insourced Correlations for “Outsourced Costs”
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Monopoly Correlation .459(*) A74(*) .523(**) -.399(*%)
coefficient
Sig. (1-tailed) .021 .017 .009 .041
Sig. (2-tailed) .042 .035 .018 .081
N 20 20 20 20
Skilled staff Correlation -421(%) A37(%) A27(%)
coefficient
Sig. (1-tailed) .036 .027 .030
Sig. (2-tailed) .073 .054 .060
N 19 20 20
Flexibility Correlation -.487(*) -.402(*) -421(%) 448(*)
coefficient
Sig. (1-tailed) .015 .039 .032 .024
Sig. (2-tailed) .029 .079 .065 .048
N 20 20 20 20
Decrease in Correlation A37(%) .554(**) .929(**) .396(*)
competencies coefficient
Sig. (1-tailed) .027 .006 .000 .042
Sig. (2-tailed) .054 .011 .000 .084
N 20 20 20 20
Hollowed out Correlation A27(%) .540(**) .929(**) A57(*%) -.401(*)
coefficient
Sig. (1-tailed) .030 .007 .000 .021 .040
Sig. (2-tailed) .060 .014 .000 .043 .079
N 20 20 20 20 20

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 61 — 75% Outsourced Correlations for “Outsourced Costs”
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Skilled staff | Correlation -.943(*)
coefficient
Sig. (1-tailed) .029
N 4
Control Correlation 1.000(**)
coefficient
Sig. (1-tailed)
Sig. (2-tailed)
N 4
Flexibility Correlation -1.000(**)
coefficient
Sig. (1-tailed) .000
Sig. (2-tailed) .000
N 4
Hollowed Correlation 1.000(**) -1.000(**)
out coefficient
Sig. (1-tailed) .000
Sig. (2-tailed) .000
N 4 4
Managemen | Correlation -1.000(**)
ttime coefficient
Sig. (1-tailed) .000
Sig. (2-tailed) .000
N 4

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed.)

Table 62 — 100% QOutsourced Correlations for “Outsourced Costs”
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Co-operative?

Skilled Staff

Control

Flexibility

Decrease in
Competencies

Management
Time

Quality

Monopoly

Correlation
coefficient

-430(")

294(%)

295(%)

Sig. (1-tailed)

.008

.048

.048

Sig. (2-tailed)

.016

.097

.095

N

31

33

33

Co-operative?

Correlation
coefficient

-322()

-433(*)

Sig. (1-tailed)

.036

.007

Sig. (2-tailed)

.072

.013

N

32

32

Outsource
Nos

Correlation
coefficient

~277(%)

235(*%)

-.169(*)

Sig. (1-tailed)

.002

.008

.041

Sig. (2-tailed)

.004

.016

.082

N

107

105

107

Flexibility

Correlation
coefficient

~.365(**)

-261(")

451()

Sig. (1-tailed)

.000

.004

.000

.000

.007

N

107

105

107

Staffing
conditions

Correlation
coefficient

-261(")

213(%)

Sig. (1-tailed)

.003

.014

Sig. (2-tailed)

.007

.028

N

107

107

Hollowed out

Correlation
coefficient

708(**)

Sig. (1-tailed)

.000

Sig. (2-tailed)

.000

N

34

Quality

Correlation
coefficient

-.433(*)

451()

Sig. (1-tailed)

.000

.000

Sig. (2-tailed)

.000

.000

N

107

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

107

Table 63 — 75% or More Insourced Correlations for “Outsourced Costs”
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Skilled staff Correlation 439(*%) -.455(*) .430(*) A416(*)
coefficient
Sig. (1-tailed) .016 .015 .018 .022
Sig. (2-tailed) .032 .029 .036 .043
N 24 23 24 24
Flexibility Correlation -.495(**) -.348(*)
coefficient
Sig. (1-tailed) .007 .048
Sig. (2-tailed) .014 .096
N 24 24
Decrease in Correlation 527(**) 541(**) .945(**)
competencies coefficient
Sig. (1-tailed) .004 .003 .000
Sig. (2-tailed) .006
N 24 24 24
Hollowed out Correlation B77(*%) .529(**) .945(**)
coefficient
Sig. (1-tailed) .002 .004 .000
Sig. (2-tailed) .003 .008 .000
N 24 24 24
Quality Correlation -.379(%) -.362(*) -.402(*)
coefficient
Sig. (1-tailed) .034 .041 .026
Sig. (2-tailed) .052
N 24 24 24

* Correlation is significant at the 0.05 level (2-tailed and/or 1-tailed).
** Correlation is significant at the 0.01 level (2-tailed and/or 1-tailed).

Table 64 — 75% or More Outsourced Correlations for “Outsourced Costs”
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Levene's Test for

Equality of
Variances t-test for Equality of Means
: 8 s 8 ,
N = 5 s Ql, g § § LItJ § 95% Confidence
) >3 = % g % Interval of the
Difference
Compared against 50% Insourced Lower Upper
Categories Equal
variances 2.657 111 1.978 41 .055 1.11086 .56165 -.02341 2.24513
assumed
Equal
variances
not 1.861 27.453 .074 1.11086 .59704 -.11321 2.33493
assumed
Compared
against 100%
outsourced
Categories Equal
variances 3.902 .058 2.123 28 .043 2.09615 .98739 .07357 411874
assumed
Equal
variances
not 1.247 3.212 .295 2.09615 1.68059 -3.05755 7.24986
assumed

Table 65 — 75% Insourced T-test Comparison — Insourced Costs

Multidisciplinary

Spearman's rho Categories Correlation Coefficient A79(%)
Sig. (1-tailed) .033
N 107

* Correlation is significant at the 0.05 level (2-tailed and or 1-tailed)
** Correlation is significant at the 0.01 level (2-tailed and or 1-tailed)

Table 66 — 75% or More Insourced Correlations Comparison — Insourced Costs
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50 Year Insourced Time Series Trend (100% Insourced)
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Figure 29 — Fifty-year Insourced Time Trend — 100% Insourced Dependent
Variable

where for:
Costs, y = 8E-07x6 - 0.0001x5 + 0.0059x4 - 0.0714x3 - 1.4359x2 + 30.128x - 4.5271, R2 = 0.0434

Value, y = -7E-07x6 + 0.0001x5 - 0.0125x4 + 0.5102x3 - 10.195x2 + 88.279x - 713.69,
R2 = 0.1445.

50 Year Insourced Time Series Trend (100% Insourced)
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Figure 30 — Fifty-year Insourced Time Trend — 100% Insourced — Independent
Variable Figure

where for:
Costs, y = -1E-07x6 + 3E-05x5 - 0.0021x4 + 0.0769x3 - 1.3694x2 + 10.491x + 44.031, R2 = 0.0893

Value, y = -9E-08x6 + 2E-05x5 - 0.0013x4 + 0.0493x3 - 0.9197x2 + 7.5794x + 54.14, R2 = 0.1932.
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50 Year Total Insourced Time Series Trend

750.00 K I\
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‘+ In-house cost In-house value = Poly. (In-house cost ) = Poly. (In-house value ) ‘

Figure 31 — Fifty-year Insourced Time Trend — Total
where for:
Costs, y = 6E-09x6 - 3E-06x5 + 0.0004x4 - 0.0288x3 + 0.7505x2 - 2.9365x - 5.0213, R2 = 0.0598
Value, y = 7E-09x6 - 3E-06x5 + 0.0004x4 - 0.0301x3 + 0.8691x2 - 6.9089x - 576.56, R2 = 0.0826.

50 Year Total Insourced Time Series Trend
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Figure 32 — Fifty-year Insourced Time Trend — Total — Independent Variable

where for:
Costs, y = -3E-10x6 + 9E-08x5 - 1E-05x4 + 0.0007x3 - 0.0127x2 - 0.0302x + 68.095, R2 = 0.0293
Value, y = -9E-10x6 + 3E-07x5 - 5E-05x4 + 0.003x3 - 0.1016x2 + 1.6631x + 60.928, R2 = 0.0766.
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10 Year Total Insourced Time Series Trend
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Figure 33 — Ten-year Insourced Time Trend — Total

where for:
Costs, y = -1E-08x6 + 2E-06x5 - 2E-05x4 - 0.0089x3 + 0.3233x2 + 0.9199x - 14.231, R2 = 0.0848
Value, y = 7E-09x6 - 4E-06x5 + 0.0006x4 - 0.0401x3 + 1.1558x2 - 9.9614x - 568.87, R2 = 0.047.

10 Year Total Insourced Time Series Trend
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Figure 34 — Ten-year Insourced Time Trend — Total — Independent Variable
where for:

Costs, y = -3E-09x6 + 1E-06x5 - 0.0001x4 + 0.0065x3 - 0.1644x2 + 1.5979x + 63.655, R2 = 0.0156
Value, y = 2E-08x6 - 5E-06x5 + 0.0005x4 - 0.0247x3 + 0.5383x2 - 4.3599x + 75.385, R2 = 0.14.
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10 Year Insourced Time Series Trend (75% Insourced)
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Figure 35 — Ten-year Insourced Time Trend — 75% Insourced
where for:
Costs, y = 0.0001x6 - 0.0093x5 + 0.3269x4 - 5.5006x3 + 44.123x2 - 139.44x + 103.48
R2 = 0.2047
Value, y = 0.0003x6 - 0.0237x5 + 0.7642x4 - 11.94x3 + 92.662x2 - 321.69x - 218.21
R2 = 0.107.

10 Year Insourced Time Series Trend (75% Insourced)
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Figure 36 — Ten-year Insourced Time Trend — 75% Insourced — Independent
Variable

where for:
Costs, y = -4E-05%6 + 0.0037x5 - 0.124x4 + 1.9425x3 - 14.345x2 + 42.798x + 38.278, R2 = 0.4691
Value, y = -2E-05x6 + 0.0016x5 - 0.0533x4 + 0.8632x3 - 6.9014x2 + 25.053x + 40.522, R2 = 0.2008.
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10 Year Insourced Time Series Trend (75% outsourced)
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Figure 37 — Ten-year Insourced Time Trend — 75% Outsourced

where for:
Costs, y =-0.0029x6 + 0.1762x5 - 4.0939x4 + 46.231x3 - 259.71x2 + 647.02x - 452.62, R2 = 0.3164

Value, y = -0.0005x6 + 0.0286x5 - 0.6475x4 + 6.5828x3 - 26.597x2 + 10.638x - 498.53, R2 = 0.3004.

10 Year Total Outsource Time Series Trend
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Figure 38 — 10 Year Outsourced Time Trend — Total
where for:
Costs, y = 1E-08x6 - 3E-06x5 + 0.0002x4 - 0.0048x3 + 0.0137x2 + 0.4032x + 28.811, R2 = 0.1446
Value, y = 2E-08x6 - 4E-06x5 + 0.0002x4 - 0.0049x3 - 0.0392x2 + 1.1598x + 58.718, R2 = 0.2553.
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10 Year Total Outsource Time Series Trend
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Figure 39 — Ten-year Outsourced Time Trend — Total — Independent Variable
where for:
Costs, y = 2E-08x6 - 5E-06x5 + 0.0006x4 - 0.0285x3 + 0.6942x2 - 7.6448x + 51.405, R2 = 0.0729
Value, y = 2E-09%6 - 5E-07x5 + 4E-05x4 - 0.001x3 - 0.0077x2 + 0.4579x + 17.115, R2 = 0.0641.

50 Year Total Outsource Time Series Trend
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Figure 40 — Fifty-year Outsourced Time Trend — Total

where for:
Costs, y = 8E-11x6 - 4E-09x5 - 2E-06x4 + 0.0002x3 + 0.0061x2 - 0.5512x + 33.397, R2 = 0.1782
Value, y = -5E-10x6 + 2E-07x5 - 2E-05x4 + 0.0009x3 + 0.008x2 - 1.0309x + 67.95, R2 = 0.2811.
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50 Year Total Outsource Time Series Trend
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Figure 41 — Fifty-year Outsourced Time Trend — Total — Independent Variable

where for:
Costs, y = 1E-09x6 - 4E-07x5 + 6E-05x4 - 0.0043x3 + 0.1486x2 - 2.6821x + 39.966, R2 = 0.0988

Value, y = -9E-11x6 + 5E-08x5 - 1E-05x4 + 0.0011x3 - 0.0517x2 + 0.8489x + 16.16, R2 = 0.0654.

50 Year Outsource Time Trend (100% Insourced)
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‘+ Outsource cost —#— Qutsource Value = Poly. (Outsource cost ) = Poly. (Outsource Value) ‘

Figure 42 — Fifty-year Outsourced Time Trend — 100% Insourced

where for:
Costs, y = -3E-08x6 + 5E-06x5 - 0.0003x4 + 0.0025x3 + 0.1358x2 - 3.1144x + 19.379, R2 = 0.0989

Value, y = -3E-08x6 + 6E-06x5 - 0.0003x4 + 0.0033x3 + 0.1959x2 - 5.6654x + 60.009, R2 = 0.2857.
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Ratio Adjusted 50 Year Insourced Time Series Trend (100% Insourced)
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Figure 43 — Fifty-year Insourced Time Trend — 100% Insourced

where for:
Costs, y = 2E-06x6 - 0.0003x5 + 0.0194x4 - 0.4888x3 + 4.7271x2 - 10.819x + 122.52, R2 = 0.0462

Value, y = 3E-06x6 - 0.0006x5 + 0.0397x4 - 1.3452x3 + 22.828x2 - 172.66x + 592.42, R2 = 0.2571.

Ratio Adjusted 10 Year Insourced Time Series Trend (75% Insourced)
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Figure 44 — Ten-year Insourced Time Trend — 75% Insourced

where for:
Costs, y = 0.0001x6 - 0.0104x5 + 0.3908x4 - 6.9085x3 + 57.085x2 - 181.7x + 144.1, R2 = 0.1888

Value, y = 0.0001x6 - 0.0093x5 + 0.3236x4 - 5.3254x3 + 42.611x2 - 154.16x + 427.56, R2 = 0.1119.
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Ratio Adjusted 10 Year Insourced Time Series Trend (50% In/Outsourced)
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Figure 45 — Ten-year Insourced Time Trend — 50% In/Outsourced

where for:

Costs, y =0.0017x6 - 0.088x5 + 1.7574x4 - 17.23x3 + 83.887x2 - 170.93x + 121.69, R2 = 0.1886
Value, y = 0.0195x6 - 1.0656x5 + 22.734x4 - 240.11x3 + 1305.6x2 - 3415.2x + 3581.4, R2 = 0.9233.

Ratio Adjusted 10 Year Inhouse Time Series Trend (75% Outsourced)
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Figure 46 — Ten-year Insourced Time Trend — 75% Outsourced

where for:

Costs, y =-0.0031x6 + 0.1944x5 - 4.7217x4 + 55.73x3 - 326.95x2 + 849.25x - 608.06, R2 = 0.3345
Value, y = 0.0028x6 - 0.2143x5 + 6.1x4 - 82.167x3 + 529.54x2 - 1417.6x + 1286.3, R2 = 0.2836.
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Ratio Adjusted 10 Year Insourced Time Series Trend (75% or More Outsourced)
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Figure 47 — Ten-year Insourced Time Trend — 75% or more Outsourced

where for:
Costs, y = 0.0005x6 - 0.0299x5 + 0.6662x4 - 6.4312x3 + 21.661x2 + 16.897x - 58.321, R2 = 0.1566
Value, y =-0.002x6 + 0.1151x5 - 2.3276x4 + 19.327x3 - 50.157x2 - 43.199x + 345.69, R2 = 0.2096.

Ratio Adjusted 10 Year Outsourced Time Series Trend (100% Insourced)
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Figure 48 — Ten-year Outsourced Time Trend — 100% Insourced

where for:
Costs, y = 3E-05x6 - 0.0032x5 + 0.1188x4 - 2.0896x3 + 17.048x2 - 54.459x + 144.61, R2 = 0.0754
Value, y = 8E-05x6 - 0.0083x5 + 0.3327x4 - 6.6104x3 + 67.735x2 - 328.68x + 694.78, R2 = 0.2893.
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Ratio Adjusted 50 Year Outsourced Time Series Trend (100% Insourced)
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Figure 49 — Fifty-year Outsourced Time Trend — 100% Insourced

where for:
Costs, y = -4E-08x6 + 9E-06x5 - 0.0008x4 + 0.0398x3 - 0.9057x2 + 8.2276x + 83.634, R2 = 0.0263

Value, y = 5E-07x6 - 0.0001x5 + 0.0101x4 - 0.4499x3 + 9.9728x2 - 94.521x + 422.93, R2 = 0.1591.

Ratio Adjusted 10 Year Outsourced Time Series Trend (75% Insourced)
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Figure 50 — Ten-year Outsourced Time Trend — 75% Insourced

where for:
Costs, y = 0.0006x6 - 0.0409x5 + 1.1135x4 - 14.132x3 + 81.712x2 - 162.09x + 134.38, R2 = 0.3584

Value, y =-0.0024x6 + 0.1741x5 - 4.8492x4 + 62.892x3 - 377.38x2 + 910.25x - 239.37, R2 = 0.3648.
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FACILITY MANAGEMENT DELIVERY PREDICTION MODEL GUIDE
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The preceding Facility Management Delivery Prediction Model can be used as a
general guide allowing firms to “map” their position on the value and cost cycles over
the critical five-year period, as outlined in this thesis. It is assumed that the
organisation’s operating environment is unable to be altered and thus fluctuates at the
proposed five-year intervals. In cases where an organisation’s operating environment is
able to be altered, then this model should not be used, as it is limiting in its output
compared to the intentional changes in a firm’s operating environment to align the

current FM delivery method more.

FM DELIVERY PREDICTION MODEL PROCESS

This can be broken down into a four-step process:

Step 1: Quantify the extent of outsourcing to locate the most likely FM delivery
method.

As outlined in this thesis, it is important for firms to assess the amount they procure via
an outsourced method for their FM. Outsourcing involves a transfer of ownership and
control to effectively gain the advantages of the external labour market. As such, an
assessment of the amount of true outsourcing should be performed first in order for
firms to identify costs and value adequately, and in order for firms to locate their
position on the value and cost cycle.

On the FM prediction graph, the extent of outsourcing is represented by three
main delivery methods: 75% or more outsourced, 50% outsourced, 25% or less
outsourced. These bands best represent the extents of outsourcing firms are likely to
use in a real-life context. Thus firms that assess their FM delivery and that outsource

only 50% of their FM will be located in the middle band of the graph.

Step 2: Determine the current chronological location on the cycle and measure
cost and value (dependent variables) for the FM procurement method.
As it was found that value and cost ratios degrade over time, the current FM delivery
method should be assessed for its length of time in its current form. Firms should
locate this using the time bands between zero and two and a half years, or two-and-a-
half- to five-year intervals at the bottom of the table.

For example, should a firm have been delivering its FM in its current 50%
outsourced form for 7.5 years, then it would be located in the middle band, in the left-
hand value and cost segment relating to the zero and two and a half years at the

bottom of the prediction graph.




Having now located the correct and most likely position on the graph, an
assessment of corresponding value and cost can be performed, allowing firms to
guantify the amount of value and cost currently realised, and benchmark this against
the theorised amounts on the graph.

For example, firms that outsource 50% for 7.5 years should be experiencing high
costs and low value, as represented on the graph in the middle band, left-hand box.
The associated value and cost variables are listed in the tables on the right-hand side
of the graph. These should now be measured and compared against the theorised
values on the graph, especially the “main” variables which have been identified as the
major contributors to value and costs for the corresponding FM delivery method.

By performing this step, firms will be advised as to the “performance” of the

current FM delivery method.

Step 3: Assess alignment to cost and value “drivers” specific for the identified
FM delivery method (independent variables).

Typically, should the assessed performance be less than or not according to the
prediction model, it is highly likely that the circumstances and operating environment of
the firm is not conducive or aligned with the current FM delivery method to achieve the
value and cost ratios predicted. As such, an assessment of the cost and value “drivers”
should be performed.

For example, for those firms that outsource 50% of their FM, the “main” value
drivers are listed on the left-hand side of the graph, being the existence of “bounded
rationality”, and operation in a “competitive environment”. Firms should attempt to audit
their operating environment to quantify these drivers and ensure the current FM

delivery method is the most appropriate.

Step 4: Predict the most appropriate FM procurement method to further align to
value and cost drivers and raise value and reduce costs OR to avoid a pending
downward cycle.
Having now identified the extent of outsourcing and extent of time for the current FM
delivery method, and quantified the amount of value and cost currently being realised,
with consideration given to the extent of alignment to value and cost drivers, firms can
now make informed decisions on the best way forward to achieve the best possible
value and cost scenario. This is represented on the prediction graph with three options.
For example, firms that outsource 50% for six years are located on the middle
band in the left-hand box. Assuming that the current value and cost “drivers” align to

the FM delivery method chosen, the firm faces three options:
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Option 1 on the graph indicates the firm should do nothing and continue to the right-
hand side of the graph within the next 1.5 years.
Option 2 on the graph indicates the firm should insource more now, and

Option 3 on the graph indicates the firm should outsource more.

Should the firm be reasonably aligned to the “main” value and cost drivers in the
left-hand table for the current 50% outsource method, then Option 2 would not be
viable because the lower band value and cost drivers would not be aligned, thus not
deliver the value anticipated, as the value and cost drivers are not aligned to the firms
current operating environment.

This leaves the firm with only two options. Moving to a more outsourced method
into the top band would deliver more value and less cost, however, this is likely to
degrade over the next 1.5 years. Therefore, the firm may decide to do nothing, and
move onto the next 2.5-year cycle wherein the cost and value “rights” itself.

Assuming this was the choice, again, after a further 2.5 years the firm has further
options to avoid a negative cost and value ratio. However, this time there is stronger
argument to move away from the current FM delivery band into a more positive cost
value ratio. This is marked as a “Decision Point” on the graph, where there are a further
three options.

Obviously, this decision is largely dependent on the operating environment the
firm is in, namely the main cost and value drivers. In the absence of a shift in the
operating environment, the firm in this case would probably outsource more to achieve

a better outcome, and thus choose option 2.

416




BIBLIOGRAPHY

Administrative Review Council 1998, The contracting out of government services report
to the Attorney-General, Administrative Review Council, Canberra.

Alexander, K. 1996, Facilities management theory and practice, E & F N Spon,
London.

Alexander, K. 2003, 'A strategy for facilities management’, Facilities; Bradford, vol. 21,
no. 11/12, p. 269.

Alexander, K., Atkin, B; Brochner, J; Haugen, T 2004, Facilities Management:
Innovation and Performance, Spon Press, London and New York.

Alexander, K. 2006, 'EuroFM special issue: community-based FM' Facilities; Bradford,
vol. 24, no. 7/8, p. 70.

Amiti, M., & Wei, S 2004, 'Fear of Outsourcing: Is it Justified?' CEPR Discussion Paper,
vol. 4719.

Anonymous 2002, Stress Leave Notification, Sydney.

Archer, M., Bhaskar, R., Collier, A., Lawson, T. & Norrie, A. 1998, 'Critical Realism:
Essential Readings, London, Routledge.

Atkinson, J. & Meager, N. 1986, New Forms of Work Organisation, IMS.

Aulich, C., ; & Hein, J 2005, 'Whole-Of-Government Approaches to Outsourcing and
Market Testing by the Commonwealth Government ', Australian Journal of
Public Administration, vol. 64(3), pp. 35-45.

Australian Bureau of Statistics 2000, Retail Industry.

Australian Industry Commission 1996, Outsourcing human resource management
principles, guidelines, good practice, Australian Govt. Pub. Service, Canberra.

Baron, J.N., Davis-Blake, A. & Bielby, W.T. 1986, 'The Structure of Opportunity: How
promotion ladders vary within and among organisations', Administrative Science
Quarterly, vol. 31, pp. 248-273.

Barrett, P. 1995, Facilities management towards best practice, Blackwell Science,
Oxford.

Bartel, A., Saul, L,; Sicherman, N 2005, Outsourcing and Techological Change,
National Bureau of Economic Research.

Beaumont, N. & Sohal, A. 2004, 'Outsourcing in Australia.' International Journal of
Operations & Production Management, vol. 24, no. 7, p. 688.

Bendor-Samuel, P. 2000, Turning Lead into Gold: The demystification of outsourcing,
Executive Excellence Publishing, South Provo, UT USA.

417




Benson, J. & leronimo, N. 1996, 'Outsourcing decisions: Evidence from Australia-
based enterprises.' International Labour Review, vol. 135, no. 1, p. 59.

Bertolini, M., Bevilacqua, M., Braglia, M. & Frosolini, M. 2004, 'Quality and Reliability
corner: An analytical method for maintenance outsourcing service selection’,
The International Journal of Quality & Reliability Management; Bradford, vol. 21,
no. 6/7, p. 772.

Best, R., de Valence, G. & Langston, C. 2003, Workplace strategies and facilities
management, Butterworth-Heinemann, Oxford.

Bill, D.B. 1987, 'Costs, commitment, and rewards: Factors, influencing the design and
implemention of internal labour markets', Administrative Science Quarterly, vol.
32, pp. 202-221.

Bishop, M., Kay, J.A. & Mayer, C.P. 1994, Privatization and economic performance,
Oxford University Press, Oxford.

Bland, F. 1945, Planning The Modern State, Angus & Robertson, Sydney.

Bradford, I. & Rothwell, G. 1998, 'Transaction costs, regulation, and subcontracting at
nuclear power plants', Journal of Economic Behaviour & Organisation, vol.
36(1998), pp. 369-381.

Bragg, S.M. 1998, Outsourcing : a guide to -- selecting the correct business unit--
negotiating the contract-- maintaining control of the process Wiley, New York

Bresnen, M. & Fowler, C. 1994, 'The Organisational Correlated and Consequences of
Subcontracting: Evidence from a Survey of South Wales Businesses', Journal
of Management Studies, vol. 31(6), no. November, pp. 847-864.

Brown, T, & Potoski, M. 2004. ' Assessing the management costs of delivering services
under alternative institutional arrangements'. Journal of Public Procurement.
vol. 4(3) pp. 375, 22.

Browne, C. & Wheeler, D. 2006. ‘How your "stay back" can hold back your outsourcing
efforts’. Journal of Facilities Management, vol 4(2), pp.126-131.

Burdon, S. 2004, Organisational and Management Best Practice for Outsourcing
Services through Alliance Contracts, University of Technology, Sydney.

Burdon, S. & Bhalla, A. 2005. ‘Lessons from the Untold Success Story: Outsourcing
Engineering and Facilities Management’. European Management Journal,
vol23(5), pp. 576-582

Cairns, G. & Beech, N. 1999, 'Flexible Working: organisational liberation or individual
straight jacket?' Facilities, vol. 17(1/2), pp. 18-23.

Cannon, D. 1989, 'Keeping Outsourcing in Hand ', Chief Executive Magazine (New
York), no. Nov-Dec, pp. 38-41.

418




Carver, R.H. 1989. "Examining the Premises of Contracting Out." Public Productivity &
Management Review, vol 5(1), pp.27-40.

Castles, F. 1989, 'Big Government in Weak States: The Paradox of State Size in the
English-speaking Nations of Advanced Capitalism', Journal of Public
Administration, vol. 48(1).

Chase, I.D. 1991, 'Vacancy Chains ', Annual Review of Sociology, vol. 17, pp. 133-154.

Clausen, M. 1984. 'The Department Store: Development of the Type'. Journal of
Architectural Education. vol. 39, No. 1, pp. 20-29.

Coase, R.H. 1988, '1. The Nature of the Firm: Origin." Journal of Law, Economics &
Organization, vol. 4, no. 1, p. 88.

Coles, J.W. & Hesterly, W.S. 1998, 'The impact of firm-specific assets and the
interaction of uncertainty: an examination of make or buy decisions’, Journal of
Economic Behavior & Organization, vol. 36, no. 3, p. 383.

Collins, T, 1996, 'Sears strike 344 million pound sterling 'no tender' FM deal." Computer
Weekly, vol 0010-4787, p1(1).

Cooper, R. & Slagmulder, R. 1999, Supply chain development for the lean
enterprise : interorganizational cost management, Productivity ; IMA Foundation
for Applied Research, Portland, Montvale, N.J. .

Corbett, M.F. 1998, 'Outsourcing:beyond buying services', Facilities Design and
Management, vol. 17(1), no. January, pp. 40-43.

Cotts, D.G. 1998, The facility management handbook, 2nd ed. edn, AMACOM, New
York.

CRC for Construction Innovation 2006, Sydney Opera House - FM Exemplar Project,
Brisbane.

Crooks, G. 2002.'Facility intelligence'. Chain Store Age, vol 78(4), p. 110.

Cunic, B. 2003, 'Performance-based contracting.' Hydrocarbon Processing, vol. 82, no.
12, p. 43.

Cusack, H., Notermans, T. & Rein, M. 1989, 'Political-Economic Aspects of Public
Employment', European Journal of Political Research, vol. 17(4).

Damiani Migs, A.S. 1998, Moving up the organization in facilities management proven
strategies to increase productivity in your workforce, Scitech Publishing,
Mendham, NJ.

David Jones Limited 2000a, Position Description - Finance and Administration
Manager, David Jones Human Resources

David Jones Limited 2000b, 'Position Description - State Facility Managers'.

David Jones Limited 2001a, 'Facilites Management Due Diligence Report'.

419




David Jones Limited 2001b, Facility Management - Request For Information, David
Jones Limited Contracts Division, Sydney.

David Jones Limited 2001c, Securing our Future, Sydney.

David Jones Limited 2002a, David Jones Concise Annual Report 2002 Sydney.

David Jones Limited 2002b, Facility Management Outsourcing Contract, Sydney.

David Jones Limited 2002c, 'Joint Information Bulletin - FM Outsource Contract'.

David Jones Limited 2002d, 'Post Implementation Review - Facilities Management
Contract'.

David Jones Limited 2003a, Contract for the Provision of Mechanical Services, Sydney.

David Jones Limited 2003b, David Jones Concise Annual Report 2003 Sydney.

David Jones Limited 2004a, Adjudicator Ruling.

David Jones Limited 2004b, Corporate Directory, David Jones Limited I.T Lotus Notes
Data Base.

David Jones Limited 2004c, David Jones Concise Annual Report 2004 Sydney.

David Jones Limited 2004d, Incident Reporting On-line Databse, David Jones.

David Jones Limited 2004e, 'Share of Savings Claim’, personal communication,
Sydney.

De Valence, G. 2004, 'The FM Industry and Adding Value for Clients', paper presented
to the Facility Management Association of Australia - Working Lunch Series
Darling Harbour - Sydney

Dean, A.M. 2000, Issues inherent in measuring and monitoring quality in contracted
services, Faculty of Business and Economics, Monash University, Caufield
East, Vic.

DeFrieze, R.W. 2001, Partnering: An Overview, in US Army

(ed.)<www.osc.army.mil/others/gca/partnering/overvwl.htm>.

Demsetz , H. 1992, The emerging theory of the firm, Upsaliensis Academiae ;
Distributed by Almqvist & Wiksell International,, Uppsala : Stockholm

Dept. of Industry, Tourism and Resources, 2005, Managing the built environment :
facilities management action agenda

Doeringer, P.B. & Piore, M.I. 1971, Internal Labour Markets and Manpower analysis,
Lexington.

Doherty, P. 2002. eFM: Facility Management as eBusiness. Ideaction
2002, FMA National Conference Sth Australia.

Domberger, S. 1998, The contracting organization a strategic guide to outsourcing,

Oxford University Press, Oxford [England].

420




Domberger, S., Fiebig, D.G. & Fernandez, P. 1999, Modelling the price , performance
and contract characteristics of IT outsourcing /, Graduate School of Business,
The University of Sydney,, Sydney :.

Domberger, S. & Hall, C. 1994, The determinants of price and quality in
competitively tendered contracts /, University of Sydney, Graduate School of
Business, CTC Research,, [Sydney] :.

Domberger, S. & Hall, C. 1996, 'Contracting for public services: A review of
antipodean...' Public Administration, vol. 74, no. 1, pp. Spring96,.

Domberger, S. & Jensen, P. 1997, 'Contracting out by the public sector: theory,
evidence, prospects.' Oxford Review of Economic Policy, vol. 13, no. 4, p. 67.

Domberger, S., Meadowcroft, S.A. & Thompson, D.J. 1986, 'Competitive Tendering
and Efficiency: The Case of Refuse Collection’, Fiscal Studies; London, vol. 7,
no. 4, p. 69.

Drucker, P. 1995, Managing in a time of great change, Truman Talley Books, New
York.

Drucker, P.F. 1990, 'Sell The Mail Room', ChemTech; Washington, vol. 20, no. 8, p.
458.

Eades, D., Garran, J., Magee, R., Pridmore, S., Reilly, C. & Stewart, P. 2002. Going
international: A value chain approach to strategic FM delivery. Ideaction 2002,

FMA National Conference Sth Australia.

Edwards, M. 1994, 'Why Governments are pursuing outsourcing', Perspectives
(Melbourne, Victoria), no. Jan, pp. 4-5.

Eilenberg, I.M. 1996, Is Partnering Really the Answer, CIB, Japan.

Facility Management Association of Australia 2005, What is Facility Management?,

viewed 20th June 2005 <http://www.fma.com.au/content.cfim?infopagelD=12>.

Ferris, J. 1986. "The Decision to Contract Out: An Empirical Analysis." Urban Affairs
Quarterly, vol 22 (2). pp 289-311.

El-Haram, M. A. & Agapiou, A. 2002, 'The role of the facility manager in new
procurement routes', Journal of Quality in Maintenance Engineering, vol. 8 No.
2, pp. 12434.

Feagin, J.R., Sjoberg, G. & Orum, A.M. 1991, A Case for the case study, University of
North Carolina Press, Chapel Hill.

Feeny, D.L., M; and Willcocks, L 2003, Business Process Outsourcing: The promise of
the "Enterprise Partnership” Model, Templeton College, University of Oxford,
UK.

421




FMIink 2002a, Government outsourcing expected to double over next five years,
<http://www.fmlink.com>.

FMlink 2002b, New Accenture study underscores potential of outsorcing in
government, <http://www.fmlink.com>.

FMlink 2002c, Outsourcing failing to deliver, <http://www.fmlink.com>.

FMlink 2002d, Property outsourcing on the increase, <http://www.fmlink.com>.

FMlink 2002e, Trend toward outsourcing going strong, <http://www.fmlink.com>.

Ganley, J., Grahl, J., Domberger, S., Meadowcroft, S. & Thompson, D. 1988,
‘Competition and Efficiency in Refuse Collection: A Critical Comment; Reply',
Fiscal Studies; London, vol. 9, no. 1, p. 80.

Goffee, R. & Jones, G. 1996, 'What Holds the Modern Company Together?' Harvard
Business Review, vol. 74, no. 6, p. 133.

Greaver , M.F. 1999, Strategic outsourcing : a structured approach to outsourcing
decisions and initiative, AMACOM, New York.

Green, A. & Price, I. 2000, 'Whither FM? A Delphi study of the profession and the
industry', Facilities, vol. 18(7/8), pp. 281-292.

Green, R. & Macdonald, D. 1991, 'The Australian Flexibility paradox’, The Journal of
Industrial Relations (Kensington, NSW), vol. 33, no. 4, pp. 564-585.

Grimshaw, B. 1999, 'Facilities Management: the wider implications of managing
change', Facilities, vol. 17(1/2), pp. 24-30.

Hallam, S., 2000, 'FM research ' the leading edge’, Facilities, vol. 18 No. 7 (special
issue).

Hamel, G. & Prahalad, C.K. 1994, Competing for the future, Harvard Business School
Press, Boston, Mass.

Hamel, G. & Prahalad, C.K. 1995, 'Building gateways to the future." Chemtech, vol. 25,
no. 5, p. 12.

Handy, C. 1989, The Age of Unreason, Hutchinson.

Harrison, B. & Kelley, M. 1993, 'Outsourcing and the Search for Flexibility', Work,
Employment and Society (London), vol. 7, no. 2, pp. 213-235.

Haskel, J. & Sanchis, A. 1995, Privatisation and X-Inefficiency: A Bargaining Approach,
Article, Journal of Industrial Economics, vol. 43, no 3, Blackwell Publishing
Limited, p.
301<http://search.epnet.com/login.aspx?direct=true&db=buh&an=9510032981>

Heywood, J.B. 2001, The outsourcing dilemma : the search for competitiveness

Financial Times Prentice Hall, London ; New York
Hidaka, S. 1999, 'Facilities Management in Japan’, Buildings, vol. 93(6), no. June, p.
110.

422




Hirsch, W.Z., 1995, "Contracting Out by Urban Governments: A Review." Urban Affairs
Review, vol 30 (3), pp 458-72.

HRO Today, 2003, 'Human resource outsourcing today' <www.hrotoday.com>

Hopkirk, A. 2000, Facilities Management in New Zealand - A Study of Current
Practices, Opus International Consultants Pty Ltd.

Hughes, J., O'Brien, J., Randall, D., Rouncefield, M. & Tolmie, P. 2003, Some ‘real’
problems of ‘virtual’ organisation, Department of Sociology, Lancaster
University.

IFMA 2002, Certification, International Facilities Management Association

<www.ifma.org/certification/index.cfm?actinbig=8>.

Incognito, J.D. 2002, ‘Outsourcing: Ensuring survival with strategic global partners.’
Journal of Facilities Management, vol. 1, no. 1, p. 7.

Institute Of Data Processing Management 1995, Riding the Whirlwind, IT Skills Trend
Report.

International Facility Management Association 1997, Views from the top ... executives
evaluate the facility management function., IFMA, Houston, Texas.

International Facility Management Association 1999, Outlook on outsourcing : research
report #20., International Facility Managemetn Association, Houston.

James, D. 2007 ‘Companies Limited', CEO Agenda, vol 4, no1,p 7

Jebb, Holland & Dimasi 2002, 'Confidential Information Memorandum'.

Johnson , M. 1997, Outsourcing --in brief, Butterworth-Heinemann, Oxford ; Boston

Jurney, W.F. 1995, ‘Outsourcing Non-core Functions Pays', National Underwriter
(Life/Health/Finacial Services), vol. 99(17), no. April, p. 18.

Kakabadse, A. & Kakabadse, N. 2002, "Trends in Outsourcing: Contrasting USA and
Europe.' European Management Journal, vol. 20, no. 2, pp. r2002,.

Kakabadse, A. & Kakabadse, N. 2005, '‘Outsourcing: Current and future trends’,
Thunderbird International Business Review, vol. 47, no. 2, pp. 183-204.

Katsanis, C., "Outsourcing" in Best, Langston, De Valence, 2003, Workplace strategies
and facilities management, Butterworth-Heinemann, Oxford.

Kaplan, N. & Hurd, J. 2002 'Realizing the promise of partnerships'. The Journal of
Business Strategy. Boston, vol. 23, Iss. 3; pg. 38, 5 pgs.

Kornet, A. J. 2001, Dutch Benchmarking System, Euro FM Report: Facilities
Management Benchmarking in Europe, Euro FM.

KPMG IMPACT Outsourcing working group 1995, Best practice guidelines for
outsourcing . HMSO,, London :.

Lacity, M.C. & Hirscheim, R. 1993, Information Systems Outsourcing: Rights,
Metaphors and Realities, Wiley.

423




Langefield-Smith, K., Stringer, C. & Smith, D.A. 2000, Managing the outsourcing
relationship, UNSW Press, Sydney.

Langston, C. & Lauge-Kristensen, R. 2004, Strategic Management of Built Facilities,
Sydney.

Lankford, W. 1999 'Faramarz Parsa'. Management Decision. London. vol. 37, Iss. 4;
pg. 310

Lavery, K. 1999. 'Smart Contracting for Local Government Services: Processes and
Experience'. Westport, CT: Praeger

Leibenstein, H. 1978, General X-efficiency theory and economic development, Oxford
University Press, New York.

Luciani, P., J. 2005a, 'David Jones Case Study: Optimising cost & competitivness
through facility Management outsourcing', 2nd Annual international outsourcing
forum - Outsourcing: Moving Towards Competitive Advantage, Marcus Evans
Conferences, South Korea - Seoul.

Luciani, P., J. 2005b, 'Managing FM Resources’, 13th annual Building Maintenance
and Management Forum, Institute for International Research, Sydney,

<WWW.iir.com.au/property>.

Luciani, P., J. 2005c, 'Outsourcing or In-house facilities management?' fm Magazine -
nieche media, 02-2005,
<http://propertycouncil.gravitymax.com.au/page.asp?622=272958&E Page=17
720>.

Luciani, P., J. 2006, 'Outsourcing/In-Sourcing FM Survey - An interview with Paul

Luciani', fm Magazine - nieche media, 01/2006.

Luciani, P., J. & McCormick, J. 2006, 'Panel Discussion "outsourcing or In-Sourcing?"
Maximising returns to your organisation’, 11th Annual Facilites Management
Conference, Institute for International Research, Sydney.

Luciani, P.J. 2004, 'Examining the debate over outsourcing building maintenance - in-
house vs. external', 12th Annual Building Maintenance and Management
Forum, Institute for International Research, Melbourne, Australia,

<WWW.iir.com.au/property>.

Lyne, J. 2002, 'Study: Facilities Management Outsourcing Rising, Hasn't Yet Crested',
Site Selection - Online Insider, no. Jan.

Maechling, T. 2005. 'Facility Management Outsourcing'. School Planning &
Management, vol 44(6),

Marcella, A.J. 1995, Outsourcing, downsizing, and reengineering internal control

implications, Institute of Internal Auditors, Altamonte Springs, Fla.

424




Marja Rasila, H., & Florian Gersberg, N.2007 'Service quality in outsourced facility
maintenance services'. Journal of Corporate Real Estate. London. vol. 9, Iss. 1;
p. 39

Maromonte, K.R. 1998, Corporate strategic business sourcing, Quorum Books,
Westport, Conn.

McCune, J. 1993, 'Thin is in', Small Business Reports (New York), no. May, pp. 30-40.

McEntee, G.W. 1985, 'City services: Can free enterprise outperform the public sector?'
Business and Society Review, no. summer, pp. 43-55.

Mclintosh, K., Shauness, J. & Wettenhall, R.L. 1997, Contracting out in Australia an
indicative history, Centre for Research in Public Sector Management, University
of Canberra, Canberra.

McKeown, T. 2001, The marginalised and vulnerable within the professional
contractor workforce, vol. Monash University. Faculty of Business and
Economics.

McMorrow, E. 2003, 'Outsourcing...', Facilities Design & Management; vol. 22 Issue 2,
p2, 1p

Monash University. Dept. of Management., Monash University, Faculty of Business &
Economics,, Caulfield East, Vic.

Maechling, T., Bredeson, J. 2005, 'Discovering Value in Outsourcing Facilities
Management'. Biopharm International, vol. 18(5),pp. 66,68-70,72

Meyer, N.D. 1994, 'A Sensible Approach to Outsourcing: The Economic
Fundamentals', Information Systems Management, no. Fall, pp. 23-27.

Miles, R. & Snow, C. 1986, 'Network Organisations: New Forms', California
Management Review, vol. 28(3), no. Spring, pp. 62-73.

Momme, J. 2002, 'Framework for outsourcing manufacturing: Strategic and operational
implications.' Computers in Industry, vol. 49, no. 1.

Mulgan, R. 1997, 'Contracting Out and Accountability." Australian Journal of Public
Administration, vol. 56, no. 4, p. 106.

Nelson-Nesvig, C. 1998, Outsourcing solutions: worplace strategies that improve
profitability, USA.

Neubauer, B. 2005, 'Forget Outsourcing: GP's In-plant Succeeds Where FM Failed' In
- Plant Graphics, vol 55(11), pp 10-12

Newitt, L. 1988, Convicts and Carriageways: Tasmanian Road Development Until
1880, Department of Main Roads, Hobart.

Nutt, B. 2000, 'Four competing futures for facility management’, Facilities, vol. 18, no.
3/4, p. 124.

425




Nutt, B. & McLennan, P. 2000, Facility management risks and opportunities, Blackwell
Science, Oxford.

Oates, D. 1998, Outsourcing and the virtual organization : the incredible shrinking
company, Century Business, London.

OED 1993, Oxford English Dictionary, <Http://dictionary.oed.com/cgi/entry/00293825>.

O'Looney, J.A. 1998. 'Outsourcing State and Local Government Services: Decision-
Making Strategies and Management Methods'. Westport, CT: Quorum Books.

Osterman, P. 1995, 'The great American job hunt: Getting started’, Current;
Washington, p. 13.

Paidasch, H. 1993, Department Store Lighting, HOP llluminations, Sydney.

Payne, T. 2000, Facilities management a strategy for success, Chandos Publishing
Oxford, Oxford.

Peters, T. & Waterman, R. 1982, In Search of Excellence, Harper and Row.

Pinfield, L.T. 1995, The operation of internal labor markets : staffing practices and
vacancy chains, Plenum Press,, New York ; London

Prahaland, C.K. & Hamel, G. 1990, 'The Core Competencies of the Corporation’,
Harvard Business Review, no. May-June, pp. 89-90.

Price, I. 2002, 'Can FM Evolve? If not What Future?' Journal of Facilities Management,
vol. 1(1), no. in press.

Price, 1., 2003 "Facility managment as an emerging discipline" in Best, Langston, De
Valence, Workplace strategies and facilities management, Butterworth-
Heinemann, Oxford.

Price, I., 2004 'Business Critical FM' Facilities, vol.22, no. 13/14

PriceWaterhouseCoopers 2004, David Jones Facility Management Audit Sydney.

Proctor Windle, L. 2005. ‘Successful Outsourcing Strategies’. Building Operating
Management, vol 1(1), pp 10-13

Quiggin, J. 1996, 'Competitive tendering and contracting in the Australian public
sector." Australian Journal of Public Administration, vol. 55, no. 3, pp. 96,.

Quinn, J.B., Doorley, T.L. & Paquette, P.C. 1990, '‘Beyond Products: Services-Based
Strategy.' Harvard Business Review, vol. 68, no. 2, pp. r90,.

Quinn, J.B. & Hilmer, F.G. 1994, 'Strategic Outsourcing.' Sloan Management Review,
vol. 35, no. 4, p. 43.

Raiford, R. 1999, 'Into Uncharted Territory', Buildings, vol. 93(6), no. June, pp. 40-42.

Rees, G. & Fielder, S. 1992, 'The services economy, subcontracting and the new
employment relations: Contract catering and cleaning’, Work, Employment and
Society (London), vol. 6(3), pp. 347-368.

426




Reid-Thomas, D & Phillips, R. 2005. ‘Facilities management outsourcing in the UK:
Avoiding 'elephant traps' in the legal jungle’. Journal of Facilities Management,
vol 3(3), pp 254-272

Reilly, P. & Tamkin, P. 1996, Outsourcing : a flexible option for the future?, Institute
for Employment Studies,, Brighton, England

Rimmer, M. 1991, 'Enterprise awards - Are they more flexible?' Asia Pacific Journal of
Human Resources (Mulgrave North, Victoria), vol. 29, no. 1, pp. 71-81.

Roberts, P. 2001, 'Corporate competence in FM: current problems and issues?’,
Facilities, vol. 19 No. 7/ 8, pp. 26975

Robinson, M. & Kalakota, R. 2004, 'Offshore Outsourcing: Business Model, ROI, and
Best Practices’, Competitiveness Review, vol. 14, no. 1/2, p. 108.

Salvetti, J.R. & Schell, N.D. 1995, 'Is Outsourcing Right for You', Bank Marketing, vol.
27(10), no. October, pp. 45-47.

Samson, D. & Daft, R.L. 2003, Management, [Pacific rim ed.] edn, Thomson Learning,
Southbank, Vic.

Savas, E. 1988, 'The Key to Better Society', The World and I, vol. Jan, p. 22.

Sclar, E. 2000. 'You Don't Always Get What You Pay For: The Economics of
Privatization'. Ithaca, NY: Cornell University Press.

Scott, G. 1996, 'The Use of Contracting in the Public Sector', Australian.

Sheldon, P. 1989, ' the Dimming of lllusions: Changing attitudes of Labourers to Direct
Government Employment on NSW Public Works 1899-1966', Australian Journal
of Public Administration, vol. 48(2).
Smith, S., "Defining Facilities" in Best, Langston, De Valence, 2003, Workplace
strategies and facilities management, Butterworth-Heinemann, Oxford.
Sommerhoff, E.W. 1998, 'Working Together, Staying Together', Facilities Design and
Management, vol. 17(10), no. October, pp. 60-62.

Stewman, S. 1986, 'Demographic models of Internal Labour Markets', Administrative
Science Quarterly, vol. 31, pp. 212-247.

Stinchcombe, A.L. 1965, 'Social Structure and Organisations', J.G. March, vol.
Handbook of Organisations, pp. 142-193.

Stinchcombe, A.L. 1990, Information and Organisations, University of California Press,
Berkeley.

Szymankiewicz, J. 1993, 'Contracting Out or Selling Out?' Logistics Focus, no.
December, pp. 2-5.

Szymanski, S. & Wilkins, S. 1992, 'Competitive Tendering: Lessons from the Public

Sector.' Business Strategy Review, vol. 3, no. 3, p. 101.

427




Teicher, J., Holland, P. & Van Gramberg, B. 2000, Outsourcing in electricity generation
and union responses, Faculty of Business & Economics, Monash University,
Caufield East, Vic.

Todeva, E. & Knoke, D. 2005, 'Strategic Alliances and Models of Collaboration’,
Management Decision, vol. 43, no. 1, pp. 123-148.

Tranfield, D., Denyer, D. & Burr, M. 2004, 'A framework for the strategic management
of long-term assets (SMoLTA).' Management Decision, vol. 42, no. 2, p. 277.

Trouw, F. & Oleczek, B., 2002. Improving facility performance through utilisation of
assets at strategic level. Ideaction 2002, FMA National Conference SA.

University of Technology Sydney, Transfield Services Ltd & Boston Consulting Group
2004, 'Competitive Advantage from Best Proactive Outsourcing: The Untold
Success Story', Research Report.

Venkatraman, N. 1998, 'Real strategies for virtual organisations ', Sloan Management
Review, no. Fall, pp. 33-48.

Ventovuori, T. 2007, 'Analysis of supply models and FM service market trends in
Finland - implications on sourcing decision-making'. Journal of Facilities
Management, vol 5(1), pp. 37-48.

Ventovuori, T, & Lehtonen, T, 2006. 'Alternative models for the management of FM
services: An empirical investigation'. Journal of Corporate Real Estate,
vol 8(2), 73-90

White, H. 1970, Chains of Opportunity: System models of mobility in organisations,
Harvard University Press, Cambridge.

Williams , O. 1998, Outsourcing : a CIO's perspective, St. Lucie Press, [Fla.]

Williamson, O.E. 1967, 'Hierarchical Control and Optimum Firm Size', Journal of
Political Economy, vol. 75, no. 2, p. r67.

Williamson, O.E. 1973, 'Markets and Hierarchies: Some Elementary Considerations',
American Economic Review, vol. LX111, pp. 316-325.

Williamson, O.E. & Masten, S.E. 1995, Transaction cost economics /, Edward Elgar,,
Aldershot, Hants, England ; Brookfield, Vt. .

Williamson, O.F., Wachter, M.L. & Harris, J.E. 1975, 'Understanding the employment
relation: the analysis of idiosyncratic exchange.' Bell Journal of Economics, vol.
6, no. 1, pp. ring75,.

Wofford, W. 1995, 'PRSM' Chain Store Age, vol. 71 Issue 10, p106, 2p, 10c

Wofford, W. 1995, ‘Maintenance' Chain Store Age, vol. 71 Issue 7

Zappala, J. 1988, 'Labour Market Flexibility and the Second Tier', Australian Bulletin of

Labour (Bredford Park, SA), vol. 14(4), no. June, pp. 564-591.
545 citations

428




	Title Page
	Table of Contents
	List of Tables
	List of Figures
	List of Flow Charts
	Abstract
	Chapter 1
	Chapter 2
	Chapter 3
	Chapter 4
	Chapter 5
	Chapter 6
	Chapter 7
	Chapter 8
	Appendix 1
	Appendix 2
	Appendix 3
	Bibliography

