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GOVERNMENT IT OUTSOURCING

Abstract

Outsourcing is becoming more prominent in the IT industry. Organisations are
focusing on core business and are wishing to achieve large cost savings. In 1995 the
Federal Government announced the Whole of Government IT Infrastructure Initiative.
To date the performance of government IT outsourcing has not been as successful as
envisaged, being plagued by cost blowouts and poor service levels.
Recommendations for a successful outsource include establishing a flexible contract,

forming a partnership and clearly identifying scope and responsibilities.

Introduction

The massive move to outsourcing presents a series of new challenges for
organisations, both public and private. With the increasing demands on organisations
to gain greater access to cutting-edge technologies, to highly skilled people, and to
exit non-core activities, organisations are seeing I'T outsourcing as the way forward.
The Government has also realised that outsourcing of their IT functions will provide

improved service levels and has the potential to delivery large savings.

But what is this concept of outsourcing and why is it becoming so popular amongst IT
Managers? Why do organisations not elect to outsource their IT functions? How

does an organisation implement a successful outsource?

In this paper I will examine the origins and reasons for outsourcing, and in particular

the Government IT outsourcing Initiative. In addition, the performance of the



Government initiative will be examined in detail, as too will the problems of this

policy. Finally, a number of recommendations will be discussed.

What is Outsourcing?

Outsourcing is the activity of contracting other specialised companies to perform the
business processes that organisations can’t or do not wish to undertake themselves.
Traditionally, IT outsourcing has involved an external service provider being engaged
via a formal contract to deliver part or all IT functions to achieve specified results.

The contracts are usually for a fixed price and for a specified period of up to ten years.

Services that are outsourced vary greatly, being based upon the requirements of each
organisation. These services include IT service/help desk, LAN/WAN management,
desktop services, mainframe operations, web hosting and application management
and support. To date, outsourcing contracts have not usually included applications
development, IT&T security policies, or strategic planning, as many organisations see
these aspects as critical to their business. Outsourcing vendors are also commonly

involved with addressing support and manpower shortage issues (Mason (1), 1998).

Why Outsourcing?

There are many reasons why private and public sector organisations decide to
outsource IT. The most compelling benefit of outsourcing is cost savings, which, by
some estimates, is 20 to 40 percent less than the expense of maintaining the same
function or process in-house (Uiterwijk, 1999). In addition, a service provider can
usually free up internal IT management, allowing them to focus on their core

business.



In her article, Han states (Han (1), 2000) that ‘... /o/utsourcing also brings improved

economies of scale, efficiency, speed of service delivery and in-house "innovation" to
companies’. In addition, she indicates that organisations are struggling to understand
the e-business rationale, and that outsourcing may be the way to catch up to their

competitors.

Other commentators indicate that outsourcing plays a major role in reducing head
count and moving people off the payroll. This has the flow on benefit of reducing

real estate on-costs, as organisations are able to use other companies’ facilities.

Many, such as FreightCorp state that their IT outsource is part of a wider IT strategic
plan. Others such as NRMA indicate that they °...needed assistance with systems
consolidation and infrastructure integration as a result of recent mergers...’
(Cresswell (2), 1999). They also indicated that the “strategic goals" of the project
included the staffing issue, as well as managing the NRMA's complex computing
environment.” Hong Kong- based Cathay Pacific state that ‘We are not experts in

technology, but we are experts in providing a first-class airline service,” (Uimonen,

1999).

There are also benefits for employees. The ‘big-time’ IT services companies can
afford higher salaries, better training, additional career options and provide an

opportunity to work with ‘bleeding-edge’ technologies.



Whilst Australian IT outsourcing has been growing at an incredible rate, with an
expenditure of $30 billion expected this year (Han (1), 2000), some organisations are
taking a more cautious approach. Toyota Australia decided against a single IT
outsourcing contract with one vendor as a “deliberate strategy”, as they indicated they

were ‘...a bit concerned about putting all their eggs in one basket’ (Mason (3), 1998).

Other frequently mentioned reasons for not outsourcing are that IT Managers believe
that the outsourcing services available are too generic and do not suit companies that
operate in niche or specialised markets. Some even feel that dependency on other
companies leads to a loss of control, priority conflicts, and a fear of the loss of

knowledge. They also feel that the way ‘back’ is often far too expensive.

Government IT Outsourcing

In 1995 the Federal Government outlined a broad vision for future IT&T service
delivery in what was to become known as the Whole of Government Information
Technology Infrastructure Consolidation and Outsourcing Initiative. At that time IT
was the largest segment of the Government's demand for outsourcing services. The
cabinet declared its intention to be a world leader in government administration and
the cost-effective provision of affordable, equitable, and accessible information and

services to Australians (OGIT, 1995, p39).

The policy, managed by the Department of Finance and Administration (DoFA), had
a number of objectives, including effective IT&T support of agency business needs;
economies of scale; enhanced effectiveness, due to standardised operating

environments; efficient use of processing capacity and better services at lower costs;



and leveraged access to private sector technology and expertise. Most importantly,
significant industry development objectives were to be achieved through the IT
Infrastructure Initiative, including growth in the Australian IT&T industries;
promoting their competitiveness; and addressing employment and development needs

(OGIT, 1995, p39).

The outsourcing initiative was announced as part of the 1997/98 budget and was
designed to improve the structuring and sourcing of IT services across Government
agencies, leading to significant savings. It aimed to streamline all IT services through
a common procurement system, where an outsourcing provider would have an end-to-

end responsibility over the servicing and maintenance of Government IT systems.

“The provision of IT to government is something that can be done

better outside government.” (Alston (1), 1999)

The scope of the initiative includes mainframe, midrange systems, distributed and
desktop operations, support services and data networks. In addition, individual
agencies have the choice include voice telecommunications services and applications

development and support in their tenders.

The Department of Communications Information Technology and the Arts (DoCITA)
was tasked with the competitive tendering processes, contract management and
monitoring the outsourcing provider’s compliance with agreed commitments

throughout the life of the contract.



Performance of Government IT Outsourcing

At the outset of the Government IT Outsourcing Initiative, the Government clearly
indicated that their Initiative would provide the benefit of ongoing cost savings. It
was estimated that the Australian Tax Office IT outsourcing contract would deliver
savings in the order of $100 million (Alston (1), 1999). Also, the three Health
Agencies (Health and Aged Care, Medibank Private and Health Insurance
Commission) expected savings in the order of $54million (Alston (2), 1999). Even at
the State level, the South Australian Government planned to save taxpayers more than
$100 million over nine years. (Unknown Author (3), 1998). However, these savings
and service improvements are yet to be clearly seen. Experiences in contracting out
State and Federal Government services indicate that outsourcing provides a saving of

approximately 6 percent. (Unknown Author (4), 1998)

According to a recent ANAO report, the implementation of the IT initiative has
suffered from poor planning and higher-than-expected costs, presenting a myriad of
resource and budgetary problems. (Mitchell, 2000). The report findings, which
examined the first four tenders in the government's IT outsourcing program,
concluded that the Initiative has not reached projected savings (Van Dijk (1), 2000).
Implementation costs until May of this year, when under half of the tenders had been
released, has blown out to at least $40.38 million, nearly three times the original
estimated cost (Jones, 2000). It appears that some of the reasons for this cost
escalation are a result of contract negotiation costs, legal costs, up-front management
costs, transition costs including staff costs or the cost of transitioning back, were not

included in the original estimates.



Along with these cost blowouts, a number of Departments have been provided with
less than optimal service. The Australian Customs Service was forced to process its
refund-related payments manually under the GST when their provider failed to have
the system ready by July 1. Additionally, server crashes and loss of data have
hindered operations at the Department of Transport and Regional Services. (Van Dijk

(2), 2000)

Although performance benchmarking has only been undertaken since the
commencement of the Initiative, unmet service levels have resulted in significant
financial penalties. Service credits for non-performance have been payable as part of
outsourcing the ATO ($1.1 million ), in Cluster 3 ($2.4 million) and in Group 5

($960,000) (Van Dijk (1), 2000).

Whilst some Departments are indicating that they don't seem to have the problems
that others appear to have, many Departments indicated that generally, service levels

have not been as good as they were before outsourcing.

Many Departments feel that the “...structure and implementation of IT outsourcing
contracts are seriously flawed because the Department of Finance negotiates
contracts on behalf of Commonwealth agencies but is not responsible for outcomes’
(Van Dijk (3), 2000). Some agencies feel that they have been disempowered as they
have minimal input into contracts that are drafted by lawyers who are more concerned
with legal issues than business issues. It is for this reason that CSIRO staff are

concerned.



In many cases the support required by CSIRO is unique; it requires extensive
knowledge of systems, instrumentation and research being undertaken with remote
fieldwork on land, sea and in the air and are very difficult to translate into contractual
terms and conditions. As a result, the quality and cost effectiveness of contract

support in these environments is completely unknown. (Van Dijk (4), 2000).

Generally, many contracts have been drafted is such a way that they lack flexibility.
Contractual clauses have been structured so tightly that all risk has been passed to the
contractor, with the result being the Government paying a premium. An inflexible,
high-risk contract also creates an antagonistic relationship, as both the Department
and the outsourcer are trying to squeeze as much out of the contract as possible, with

every decision being made with reference to a contractual clause.

Monitoring of contract compliance has also become a major issue as staff are being
diverted from core-business to the supervision of contract arrangements (Van Dijk
(4), 2000). Whilst this may not seem to be of great concern, many public managers
have been trained to administer services and aren't often equipped to be good contract

managers (Unknown Author (1), 1998)

It is for all of these reasons that the Federal Opposition is following the lead of the US
Senate, and trying to put a halt to Federal Government IT outsourcing (Zall, 2000).
Senator Lundy calls for the Government °...fo halt this failed program to limit the
damage’ (Van Dijk (3), 2000). With research showing that the promises of improved
quality of services and better access to the latest technology rarely materialising, this

is not surprising to hear (Farrell, 2000).
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So given all of these problems, issues and concerns what should be done to salvage
this situation? With media commentators indicating that “...it is the [outsourcing]
process that is letting us down and it's happening with private sector contracts too...’
(Young, 1999), it is quite clear that the outsourcing process that requires the greatest

work.

Recommendations for Successful Outsourcing

With IT outsourcing being implemented as a Whole of Government Initiative, the
choice not to outsource can not be made at the Department level. The argument to not
proceed with outsourcing is not practical, as, short of an election or a change in

Government policy, the situation is not likely to change.

Many of the issues that IT Managers need to address are operational or tactical, as the
strategic direction has been dictated through Government policy. As a result, IT
Managers in Government agencies should focus on achieving a successful outsource
for their organisation. They need to move away from the cost saving paradigm.
Instead, IT managers should take a more ‘corporate’ approach and focus on the role,
and the impact of IT their on business practices, or the impact of IT outsourcing on
their customers. They should work towards ‘implementing the latest technology that

will achieve [or improve] performance and cost objectives.’ (Jones, 2000)

To make sensible decisions about outsourcing IT services, the scope and boundaries
of every component of the service needs to be accurately defined and quantified. IT

managers need to break down what services they currently provide, profile how these
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consume available resources, and derive a cost per hour, end or service. This then

provides a baseline for comparison against vendors pricing.

Once a clearly defined scope has been developed, value-add services should also be
considered. As the former Department of Social Security discovered during a post-
contract analysis (Unknown Author, 1997), “...it would have been more beneficial
having contractors design, deliver and operate the system so they had total
responsibility for the system for a period of time. Additionally, the provision of
support services and training would have facilitated more rapid adaptation to the new

equipment.’

Another factor which is vital for a successful IT outsource is a clear understanding of
the required outcomes and objectives, as these ‘...must be clear for the vendor to
deliver efficiently’ (ComputerWorld Today Staff, 2000). As this is a two-way process,
it is advisable to clearly specify the accountabilities and responsibilities of each of the
parties involved. In many cases this lack of mutual understanding has lead to a major
incident, resulting in finger pointing from each side. This situation should, and can

easily, be avoided through clear and effective communication.

In order to quantify and monitor the achievement of the objectives and the success of
the contract, metrics and realistic and workable service levels are required. A great
deal of time should be taken to produce and any associated performance incentives or
penalties. Young (1999) indicates that it is vital to ‘put in place realistic service

levels and get both sides to understand them.’
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Establishing a flexible contract is also highly beneficial, as the contract will not be
outgrown by changing business needs, a shift in Government policy or developments
in technology. Bushell and Walsh (1999) recommend that the contract should be
flexible and it should have a clear escalation and change management process built in,
which will allow for future negotiation in the event of variations. Alternatively, a

partnership arrangement should be investigated.

In the classic outsourcing model, all the risk shifts to the external service provider,
who is left to manage scope, budget, and delivery. In a partnership model, by
contrast, both the IT Manager and the external service provider take some

responsibility and accountability for scope control (Bushell, 2000).

The workings of such an arrangement are fairly simple in concept. When incentives
and penalties apply and potential savings are shared, there's more chance the vendor's
performance will meet expectations. The benefits of a partnership arrangement are
that the two parties identify areas where they could work together to solve common
issues, and to find opportunities where the respective strengths of the two
organisations could create mutual gain, by gaining a thorough understanding of the

strategic goals and objectives of the other side (Bushell, 2000).

The final issue that promotes successful outsourcing is the integration of the
outsourcer into the organisation. This willingness on both sides to establish methods
and conventions allows a closer working relationship and promotes innovative
processes and tools that result in effective management. This team approach also

facilitates seamless channels of communication between the end users and the
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outsourcing vendor to resolve routine issues, resulting in increased satisfaction at all

levels.

Conclusion

With the advent of E-business organisations need to become and remain flexible as
the wishes of their customers, and the markets in which they operate, constantly
change. Organisations are also being challenged to meet their current and future
technological needs in a cost-effective manner. As a result, outsourcing is seen as the

best way forward.

Through the Whole of Government IT Outsourcing Initiative, the Government has
also identified the need to focus on their core business, being lured by the anticipated

savings.

Whilst the anticipated benefits were in the millions, the performance to date has been
far less lucrative. Many of the reasons for the poor return has been due to the
outsourcing process, with many agencies not clearly defining the scope, or not being

able to measure the performance against pre-determined service levels.

Through examination of these issues, this paper recommends a number of
recommendations. IT managers should put aside the performance to date and strive to
achieve the optimum for their organisation. To facilitate this a focus on the
relationship with the outsourcer, the establishment of clear objectives and scope and

the establishment of a flexible contract are required.
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There will always be disagreements over Government outsourcing, just as there will
probably always be disputes over what the role of government should be in our
society. Regardless of these arguments, the Whole of Government IT outsourcing
Initiative will be in place for some time to come, despite the less than ideal
performance and lower then projected cost savings. IT Managers need to bridge this

gap and make the most of a less than optimal situation.
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