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the whole financial picture. Often, the vendor's model 

will not take into account the effect of inflation, pass 

through costs, charges that remain with the user, and 

charges that go into effect with the corporation goes 

beyond the original baseline that was used as the 

foundation for the pricing model (4). These omissions 

will ultimately make the bill higher than the original 

proposal or the final negotiated and agreed to costs 

( 5) . 

This financial revelation is especially critical to 

corporations with large IS budgets and processing power. 

Such corporations would be unwise to depend solely on 

the outsourcer's financial analysis of the transaction. 

These large centers should be able to process 

information as cheaply as an outsourcer (9). 

The report does support the outsourcing decision if 

the reasons are strategic, meaning a long term focus on 

the core business and not tactical, meaning a short term 

cash infusion. Many benefits can come from a successful 

outsourcing deal. IS employees generally will have a 

better career path with the outsourcer than with the 

core business company. The outsourced company can focus 

on the core business. Operations should improve, as 

well as response times and customer satisfaction. 

should go down and productivity should go up (12) 

Costs 
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In the report, other key elements of a successful 

outsourcing are presented. A particular emphasis is 

placed on the need to follow a structured process during 

the bidding and the resulting negotiation. Critical to 

this effort is the development of a sound Request for 

Proposal (RFP) (18). 

The RFP should be the starting point of the 

transaction. RFPs outline the elements that are being 

considered for outsourcing and the environment that 

currently provides the services in detail. The RFP 

establishes the foundation for all that will follow. 

RFPs can also define the management's expectations of 

what the outsourcer should be able to accomplish. It 

also fixes in the outsourcer's mind that the company 

presenting the RFP knows the business and is seeking 

competitive bids for the services. This competitive 

element improves the pricing in the responses to the RFP 

( 19) . 

The remainder of the bid process and negotiations 

are as critical as a well written RFP. The process 

needs to be controlled and have focal points for 

contacts. Those that are going to administer the 

contract should be involved in the negotiation process. 

Negotiations should not be hurried because of the long 
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term nature of the contract and the amount of money at 

risk (21) . 

The information contained in the 27 pages of the 

Gartner report is concise, clearly stated, and usable. 

It doesn't answer all the questions concerning a 

particular outsourcing transaction, but it does provide 

a stable foundation to build from. 

What will the future of IS hold in relation to 

outsourcing? Smith believes that the financial and 

procurement models will have to change. By that Smith 

means, rather than demanding the highest discount 

possible, which takes cash out of the supplier's pocket, 

which in turn reduces the R&D budget, companies should 

ask for value added items in the form of training, 

technical consulting, and other related areas. Smith 

believes that will provide a healthier environment for 

both organizations and contribute to the overall success 

of the relationship. 

Sound information from a report, like the one from 

Gartner, can be supplemented and complimented by an 

experienced consultant from outside the corporation. A 

consultant that is experienced in the type of 

transaction that the individual corporation is 

undertaking will be worth the asking price. Many 
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pitfalls can be avoided and time can be saved by not 

having to re-invent the wheel. In addition, the 

bolstering of the troops numbers will be welcomed, as 

will the expertise and counsel brought to bear by "their 

expert", as long as it is in an area that needs 

bolstering. 

The Hired Guns 

Auer stresses one point over and over when it comes 

to outsourcing: "If it's not in the contract, it's not 

part of the deal." This one piece of information can 

save time, money, and many late nights in the office. 

So simple and so true, but so often overlooked or 

forgotten. Auer also believes that it is critical to 

know your outsourcer, but not too well. Sometimes, 

familiarity with the outsourcer can lead to being too 

content or complacent to see that fairness is shifting 

over to one side. No corporation should become too 

dependent on the outsourcer for information, either. 

That dependency will cost the corporation money over 

time. Auer recommends that independent evaluations, 

either by in-house staff or an outside firm, be used to 

validate the outsourcer's data whenever possible. A 

good relationship is important, but total dependence on 

a vendor for critical informatioo or on a reasonableness 

of costs is irresponsible. The single most important 
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element of an outsourcing transaction is a tight, clear, 

and understood contract. The second most important 

element is having competent knowledgeable people 

administer it (Auer). 

Jones' focus is on the elements that are required 

to start out correctly and how to make the contract work 

over time. Getting outside help for the legal issues is 

at the top of his list. Outsourcers know more about 

their trade than the corporation that is looking to 

outsource. Keeping the employees informed about the 

transaction is essential. Those employees may soon be 

the supplier's employees and will deliver a better 

service if they don't feel they have been mistreated. 

Recognizing the fact that an outsourcing contract is a 

long term commitment will help in managing it. This 

reduces the viewing of every transaction independently, 

and promotes looking at them in light of the whole scope 

and duration of the contract. Including performance 

measures in the contract is imperative. Those 

measurements will provide the ability to track and 

measure the vendor's performance (James, 72-77). 

\ 

The critical factors in a successful long-term 

relationship with the outsourcer include having an 

excellent contract to work from. That contract is the 

document that will govern the relationship and provide 
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the groundwork for its entire term. A contract 

administration team is required to administer and amend 

the contract. This team will be the direct link betwee n 

the outsourcer and the corporation. The function of 

this team is critical and cannot be overstated. Keeping 

the relationship in harmony also depends on the clear 

statement and understanding of how the relationship will 

be managed. Change is inevitable, so there must be a 

clear and managed process for it to take place in, both 

in the form of personnel and of the contract (Jones). 

Halvey's e xpertise is in intellectual and 

technology law. Although Halvey has been from start to 

finish on numerous outsourcing contracts, his focus is 

on the contractual document itself. A reasonable 

contract should be the goal of both parties. However, 

the goal for the party being outsourced is to 

contractually preserve the anticipated advantages of 

outsourcing and mitigate the associated risks. The 

achievement of that goal is often made more difficult 

because the very people negotiating the contract ar~ 

likely to b e employees of the outsourcer once the deal 

is signed. This creates a potential conflict of 

interest for the employee and an area of concern for the 

corporation. As a result of this situation, the 

corporation's negotiators may not want to be overly 

protective of the corporation's interests and may even 

38 



be convinced to side with the future employer on key 

issues (Halvey, 16-9) . 

All clauses in a contract are important and none 

should be glo ssed over. It is better to have a clause 

and not need it than to need a clause and not have it. 

The areas of the contract that have the greatest concern 

and highest probability of being enforced or litigated 

deserve the most time and least compromise. Key areas 

include the description and measurements of the services 

to be provided, the ownership and return of data, 

personnel, software, confidential information and its 

treatment, financial commitments, liability and 

indemnifications, liquidated damages, disaster recovery, 

and termination. This list, as extensive as it may 

seem, represents one tenth of the clauses and provisions 

that go into an outsourcing agreement 

16-30) . 

Chapter Summary 

(Halvey, 16-9 -

It is evident that the outsourcing transaction has 

many risks to be considered along with the benefits. 

The entire process needs to be controlled and handled 

with the utmost care and attention to detail. The value 

of a clear and concise contractual document cannot be 

overstated. Pertinent and reliable information must be 
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available to and understood by the corporation that is 

considering an outsourcing effort. This information is 

currently provided by many disjointed sources and at a 

cost. In Chapter IV, a comprehensive and objective 

guideline will be developed for the successful 

investigation of outsourcing, the completion of the 

outsourcing contract, and the smooth transition into an 

outsourcing arrangement . 
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Chapter IV 

Results 

Outsourcing, as a whole, can be a "jello-elephant". 

That means that outsourcing is big and sparkles but is 

also hard to get your arms around and can be a real mess 

if not handled carefully. To avoid the mess, 

outsourcing needs to be broken down into manageable 

pieces. 

There are eight basic elements required to initiate 

and complete an outsourcing effectively. The time and 

effort that needs to be expended on each depends on the 

scope of the project and the objectives of the 

corporation. The eight elements are: 

1. An in-house study to determine the 

services to be outsourced and the 

current cost of those services to 

determine the feasibility or 

potential to outsource. 

2. Establishment of an agreement on the 

objectives to be accomplished as a 

result of outsourcing. 

3. Consolidation. 
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