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ABSTRACT

The aim of this research is to evaluate the processl impact of
outsourcing information technology (IT) services dastern Cape
Treasury Department (ECTD) to State Information maology Agency
(SITA).

This research study has been prompted by the fdrdttthe South
African Government through the National DepartmexftPublic Service
and Administration has established SITA with a s@lerpose of

improving service delivery by all national, provird and local
government departments. The researcher’'s concernwisether the

relationship between SITA and these departmentwosking or not.

The research paradigm adopted is a constructivippraach and the
ontological position adopted assumed multiple rei®l$. The research
method used in this study is the evaluation resdamethod. Key to the
research procedure was the fact that four seniorficodls were
interviewed using audio recording, wherein two wegach chosen from
SITA and ECTD. The researcher used document analysnd
interviews as a means of collecting data. Separaipen-ended
guestions for SITA and ECTD were structured in suahway that it
would be easy to extract themes describing the detaf a particular
guestion. The researcher made use of thematic asialyThe theory-

drive code development process was key in the reseanalysis.

ECTD outsourced to SITA the following IT servicesamely, provision
or maintenance of a private telecommunication netkvdPTN) or a
value-added network (VAN); transversal informatiaystems and its
data-processing or associated services; traininglThlS; application

software development; maintenance services for ¢ftware or
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infrastructure; data-processing or associated seesi for specific IT

applications or systems such as website developmantd IT support.

The interviewed officials from ECTD contend thateth used the SCM
Guide and SITA ACT when pursuing IT outsourcing fprojects such
as those listed above. One of the key projects outsed to SITA is the
IFMS, which is a project programme of the National Treasury
Department working closely with provinces (e.g. EQ)[ National
Department of Public Service and Administration (RBA) and SITA.
The IFMS project has been implemented following tB€M guidelines.
The key SCM Guide components are demand, acquinitilogistics, and

disposal management.

The engagement model used by SITA to guide themtloa process of
engaging in an IT outsourcing relationship has, @aaing to the
officials interviewed, been a success. SITA usesstandard contract

wherein other specific contracts receive minor astjuents.

The impact of IT outsourcing has shown increases c¢omstomer
satisfaction improvement, transformation of goverem procurement
and provisioning practices, appointment of Consulisa interpretation
of the Preferential Procurement Policy, promotiorn the consistent
application of Best Practices, information systems

security environment, and improving service deliyer
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Chapter 1 - Introduction

1. CHAPTER 1 - INTRODUCTION

1.1 RESEARCH CONTEXT

State Information Technology Agency (SITA) was elsished in 1999 to
consolidate and coordinate the South African Stataiformation technology
resources in order to achieve cost savings throumgdonomies of scale,
increased delivery capabilities and enhanced inpemabilities (SITA,
2006).

SITA is governed by the SITA ACT No. 88 of 1998 amended by the SITA
Act No. 38 of 2002 (SITA, 2006). In the Act (seoti 6), it states that the

objectives of the Agency are:

"To improve service delivery to the public throughe provision of
information technology (IT), information systems S)l and related
services in a maintained information systems setpumnvironment to

departments and public bodies; and

To promote the efficiency of departments and pubhodies through

the use of information technology.”

However, within the South African and in particulan the Eastern Cape
context, the National Department of Public Serviddministration (NDPSA)
(2006) has emphasised that the department’'s corgeatbves need to be
achieved. Many departments have opted to outsouheelT services to SITA
so as to ultimately achieve superior service detwelt is through this
pursuit of excellent service delivery that variopsiblic organisations think
of IT outsourcing as one of the ways of achievinlgeir goals by engaging

the services of organisations like SITA (LawtherQ().
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Chapter 1 - Introduction

In emphasising the importance of outsourcing redatships between public
sector departments and SITA, Webb and Laborde (3088ree with Niven

(2006) when they state that the attention of botte toutsourcer and the

client isnecessarily focused on the client’s customers aheirt satisfaction.

Therefore, the public sector has to make sure thezens are happy with the

service delivery offered.

Furthermore, the Act separates SITA's services intandatory services and

non-mandatory services as outlined in Table 1 below

Table 1 : SITA's Mandatory and Optional Services

Mandatory

Optional

Provide or maintain a Private
Telecommunications Network (PTN) /
Value Added Network (VAN)

Training

Provide or maintain transversal system

S

Applicatismftware development

Provide data processing for Transversd
Information Systems (TIS) such as
Financial, Payroll, and Supply chain

systems

Maintenance of software &

infrastructure

Procure IT for government

Data processing for department-

specific applications or systems

Set standards regarding interoperabilit

y

Technologrybusiness advice for IT

Set standards regarding security

Research and Deymkent

Set standards for certification of IT

acquisition

Management services

Certify all acquisitions for standard

compliance

Sell authentication products

Eliminate duplication

Leverage economies of scale

Source: SITA (2006)

SITA is managed as a private company. It was registl with the Registrar

of Companies as "State Information Technology Aggen¢Pty)

Ltd",
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Chapter 1 - Introduction

registration number 1999/001899/07, on 29 Januard@9d However, the
government is the sole shareholder and the rightsached to the shares
shall be exercised by the Minister of Public Serescand Administration on
behalf of the State (NDPSA, 2006).

SITA performs the following functions (as per thelTA Regulations of
1995), namely,

= develop a strategy regarding the convergence obinfation systems;

= demonstrate the value added by PTN or value-addetiwonrk (VAN)
services provided by SITA;

= prepare a disaster recovery strategy and businesstiouity plan and
procedures for mandatory services used by departsien

= set standards regarding the information systemsusig and the
interoperability of such systems;

= certification of information technology goods andrsices;

= do information technology (IT) research on behaffdepartments;

= provide and maintain transversal systems; autheaticproducts and
services acquired via procurement; compile and maim an up-to-date
inventory of information systems of departments;dan

= provide and maintain related services as per bussnagreements with

departments.

In discharging these responsibilities, SITA makeseuof information and
telecommunications technology (ICT) players such aGijimaAST,

Arivia.com, Vhuwani, Amava Information Technologies Advocate

Technologies, etc. These ICT players’ profiles dept in SITA’s database.
A total of 65 contracts worth R1 527 billion werewarded during the
financial year 2006/7. Of these, 86% were awarded klack economic
empowered service providers. It is SITA’s contribart in developing the
indigenous ICT industry where they would expect $ee progress in the
future (SITA Annual Report, 2007).
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Chapter 1 - Introduction

Institutions consider outsourcing in order to low#reir costs and increase
their focus on their core business (Hirsheim, 199®@yganisations engage in
outsourcing in order to complete activities in whicdhey do not possess a
competitive advantage (Hitt, Ireland, and HoskissoB005). It is this

realisation that causes the use of external vendwiso have the core

competence and capability of delivering their adties.

With increasing cost-reduction pressures, outsonogci of information

technological services has emerged as an import@tion for managers in
companies around the world (Apte, Sobol, Hanaokd&ingada, Saarinen,
Salmela, Vepsalainen, 1997). Aptet al. (1997) produced comparative
research results of countries like USA, Japan andldnd which showed the
types of IT functions being commonly outsourcedgtbxtent to which these
functions were outsourced, views of Chief Informati Officers (CIOs) on

the desired cost savings and the comparative radin§ the advantages and
disadvantages of IT outsourcing. Matthews (2004)s h@onducted a study
which established IT outsourcing trends in Southrig&. In this research it
was found that South African organisations engaging IT outsourcing

partnerships were on the increase with the emphasisost reduction.

Goolsby and Whitlow (2003) state that good planniagd an adherence to
this plan by the parties to the contract is key tbe success of any
outsourcing initiative. They present findings andnclusions from lessons
extracted from a study of 50 outsourcing relatioipsh It is important that
buyers of any IT service should have a clear undamsiing of what they
want done and declare upfront their (i.e. buyershpabilities and
responsibilities so that the provider knows cleathe extent of the task to

be done.
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Chapter 1 - Introduction

To be sure of the effective outsourcing relations$,i the outsourcing
partners should take time and effort to build thelationship (Kobylarz,
2001). In emphasising the above mentioned view Klaby (2001) said,
“business executivesnust plan how and where the outsource partner fits
into the overall business. This planust be communicated to all employees
and reinforced with incentives. Lack afnderstanding and incentives often
leads employees to feel threatened. The result che a lack of
communication and cooperation with the outsourcipgrtner which defeats
the goals of the partnership” (Kobylarz, 2001:1).o@munication and
cooperationbetween a client and their outsourcer allow for tlhoemation of
mutual respect andinderstanding, qualities, which can greatly incredase

sustainability of an outsourcingelationship.

In the light of the above discussion the researcbljdjems can be formulated
as follows: What factors affect the effectivenest I@ outsourcing in the
Eastern Cape Treasury Department (ECTD) and SITA®aldating the
process and impact of IT outsourcing services ot tECTD to SITA will
involve examining the following aspects: strategiecision making wherein
strategic outsourcing should look at overall busssegoals and processes in
light of desired performance outcome, required $kikts, acceptable risks
and relationship management (Cohen, 2002), the mni¢ifon of the need,
identification of the partner(s), contract or Secei Level Agreements
(SLAs), and implementation.

1.2 GOALS OF THE RESEARCH
The aim of this research is to evaluate the procasd impact of outsourcing
information technology (IT) services of Eastern @Rapreasury Department

(ECTD) to State Information Technology Agency (SIT.A

This aim will be achieved by addressing the follomgi research questions,

namely:
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Chapter 1 - Introduction

(1) How did they go about outsourcing?

(2) Was it a strategic decision or not and if soaswit an appropriate
strategic decision?

(3) Did SITA help refine the defined need?

(4) Did Eastern Cape Treasury Department (ECTD) a$® an
appropriate partner?

(5) Does SITA have the capability to provide thersi€e?

(6) Are SLA targets clear and reasonable?

(7) What has been done to manage the relationsig lmow effective
has it been? Both the drafting of the contraotd in its
implementation will be considered.

(8) Has there been implementation according the tcaat and SLA?

(9) How and what benchmarks were used in the outsowy process?

1.3 IMPORTANCE OF THE STUDY

This research study has been prompted by the fdett tthe South African
Government through the National Department of PgblService and
Administration has established SITA with a sole pose of improving
service delivery by all national, provincial and cal government
departments. The researcher’s concern is whether ndlationship between
SITA and these departments is working or whethee ®ervice is delivered
satisfactorily.

Guidelines are desirable because the decisions lwea in an outsourcing
situation are complex and diverse circumstances aadnditions are
encountered. Decision makers who are responsibleifdormation gathering
have to decide on the processes to be followed &nal factors to be taken
into account. At the same time, they have to corsidnd trade off a variety
of information and criteria. The situation is fugh complicated because
decisions are difficult to evaluate, as adequatdcoues and feedback only
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Chapter 1 - Introduction

occurs once outsourcing has been implemented anenbeperational for a

period of time (Grover, Cheon, and Teng, 1995).

Specifically, Msimang (2005) has mentioned in thenaal financial report
that the workload on the IBM mainframe technologyagforms operated at
the Eastern Cape government in Bhisho and that owaRulu Natal
government in Ulundi was consolidated onto the Rretaritzburg Data
Centre, resulting in a significant reduction of agpeéional costs for the

government.

The reason why SITA is part of relationship managerh is because the
government has established a relationship with SITHat relationship has
according to Barron (2004) been having communicatichortcomings,
incompetencies and corruption. Within the period faove years from 1999,
SITA had eight Chief Executive Officers (CEO) andteng CEOs. Colin van

Schalkwyk, left with a year of his contract stild trun.

By 2004, SITA was responsible for 300 tenders woRR.8-billion (Barron,
2004). Rasethaba (2000) presented concerns to tihectors of government
departments at a SITA seminar in Pretoria that tiwvegre often not satisfied
because they couldn't get straight answers from/AIHe blames in part bad

communication between the SITA and government.

1.4 CHAPTER OUTLINE

This research report will consist of 5 chapters.a@her 1 will include an
explanation of how the research arose, the impocearthereof, and the
environmental and/or organisational context withihich the research
occurred. The purpose of chapter 2 is to providéhaoretical basis for the
proposed research. Chapter 3 provides an overvidwhe research design
that was used to conduct the research and colledtadnecessary to answer

the research questions as outlined in Chapter 1le.(iintroduction and
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Chapter 1 - Introduction

research proposal chapter). In essence, this chrapild consist of four main
parts, namely, what the researcher is intendingdto(i.e. aims and goals of
the research), description and justification of thhesearch design (i.e.
paradigm, research method, data collection, andadanalysis), description
of the research procedure to be followed, and flgad brief summary of
research design and procedure, and acknowledgenodndelimitations and
limitations of the study.

The results of the research field work will be peesed and discussed in
Chapter 4 wherein this chapter will provide an aysak of the data collected
through the methods outlined in Chapter 3. In exsenthis chapter will
combine the information gained from the interviewonducted with the
SITA and ECTD officials and documents analysed (e.Qupply Chain
Management Guide, SITA ACT as Amended No. 38 of 20®ervice Level
Agreements, Contract 398, and SITA 2007 Annual Repand discussed in
the light of the theory). The chapter on discussimnthe research findings
has been integrated in chapter 4. Finally, chap%eserves to highlight the
main findings, discuss the recommendations for mgaraent practice and
ultimately advance a discussion on what needs toinmeestigated in future

research based on the current research study.
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Chapter 2 — Literature Review

2. CHAPTER 2 - LITERATURE REVIEW

2.1 BACKGROUND AND INTRODUCTION

The purpose of this chapter is to provide a theoselt basis for the proposed
research, the aim of which is the evaluation of timepact of outsourcing
Information Technology (IT) services of public orgi@ations to the State
Information Technology Agency (SITA).The literaturgill be drawn from
the following field of studies, that is, Managemehnformation Systems

(MIS), Operations Management and specifically outs@ing of IT.

Emanating from the research topic, the literatuewview will seek to find a

theoretical basis for the following research questi

What factors affect the effectiveness of IT outsowunrg in the Eastern Cape
government and how is effectiveness recognised? tTisaevaluating both

process and impact.

To do this the following research sub problems whk investigated:

" What factors determine the suitability for IT Outswing as an
option for public organisations?

" What are the problems characterising outsourcing public
organisations?

" What role does relationship management have in termf an

outsourcing relationship?

This paper will provide a critical analysis of kefocal areas, namely
outsourcing (that is, a general approach to the csptual understanding of

outsourcing), |IT outsourcing (that is, a specificeference to IT
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Chapter 2 — Literature Review

outsourcing), the nature of IT outsourcing decisjorservice level
specifications for outsourcing relationships, avioid outsourcing problems,
risks associated with outsourcing, the impact of sbepractices on
outsourcing arrangements, the use of external vesdpublic organisations,
public versus private sector comparison of outsdangc disadvantages of
outsourcing in public organisations, SITA’s relaniship with the public

sector, and relationship management.

2.2 IT OUTSOURCING

In this section the background, growth, types armehsons for outsourcing
will be explored. Finally, the nature of IT outsauing decisions will be

discussed.

Brown (2006) has stated that by 2006, IT managemegatvices revenue for
the midsize business market will exceed $15 billiom the United States.
Since, the United States is the economic leadegstheffects of outsourcing
are likely to be felt equally in South Africa, andence putting outsourcing
at the centre of organisations’ agenda. Burnes akmastasiadis (2003)
concur with Brown (2006) when they state that macgymmentators such as
Cant and Jeynes (1998), Domberger (1998) and Gag &ssinger (2000)
have noted that outsourcing is one of the fastesiwgng and arguably most
important areas of business activity.

The business world is increasingly adopting the gifree of outsourcing
various organisational activities. In the informahi systems (I1S) discipline,
outsourcing has become a viable, strategic alteiveatto acquiring and
managing costly and complex information technology) (Grover et al,,

1995). Despite the growth of IT outsourcing, Grovetral. (1995) states that
there is relatively little research which appeaws have been carried out on
the management strategies required to ensure itxass. This statement by

Groveret al. (1995) is supported by the subsequent amount cfeegch as
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Chapter 2 — Literature Review

exemplified by writers such as Brown (2006), WebbhdaLaborde (2005) and
many others.

Institutions consider outsourcing in order to low#reir costs and increase
their focus on their core business. Outsourcing @gmed in the management
information systems, information technology and o@Bons management
fields in the late 1980. certain organisations eggan outsourcing in order
to complete activities in which they do not possessompetitive advantage
or in which they prefer not to develop an advantade is this realisation

that causes the use of external vendors who hawe dbre competence and
capability of delivering their activities.

Research suggests that few organisations can aftordevelop internally all
the technologies that might lead to competitive adtvage (Hitt, Ireland, and
Hoskisson, 2005). Therefore, by making use of ertdr vendors in
outsourcing those activities in which the buyer kaccompetence, the buyer

can fully concentrate on those areas in which ih@dd value.

Drucker (1995) stresses the fact that once organoses have examined all
their possible internal economies (for an examplgroduct supply and
demand) and internal efficiencies and having impéarted them, then those
organisations need to look outwards and examinesoutcing opportunities.
Therefore, organisations look to outsourcing becausis seen as a way to
reduce costs, especially the labour costs which associated with employee

benefits, as well as the training and capital co@sucker, 1995).

According to Hittet al. (2005) Information Technology (IT) and Research
and Development (R&D) are two organisational furoats that are commonly
outsourced and in IT, offshore outsourcing is therld’'s fastest growing
segment of the industry. Aggarwal (2003) supportkist statement by
describing the emergence of the growing demand {dr services to be

performed by outside vendors especially by globamgpanies in India. This
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Chapter 2 — Literature Review

phenomenon is also actively practiced by both naoefp and profit
organisations (Hittet al., 2005).

IT Outsourcing involves application service provide applications
outsourcing, business process outsourcing, infrasture outsourcing,
internet service providers, IT utility services,fehore services, managed
and professional network services, network and rneg services, software
maintenance and support, solution implementationveees, outsourcing
relationships, communications services, consulteegvices, development
and integration services, hardware maintenance saumpport. This, according
to Sprague and McNurlin (1993) means turning ovem arganisation’s
computer operations, network operations, or perhapther information

systems functions to a vendor for a specified time.

According to Kweku-Muata and Ojelanki (2006) IT tswurcing is now

almost standard practice for many organisations.eThbove mentioned
authors state that outsourcing the information pgeging activities is a
complex issue that entails considerable implicasofor the strategy of the
organisation. The management of outsourcing reqgsiskilled personnel who
would provide strategic leadership (Goolsby, 200Zo00lsby (2002) states
that outsourcing is complex and strategic, and axXeces need a breadth of
skills and a depth of knowledge to do it succes$fjulThe above mentioned
assertions are supported by Gainey and Klaas (200B¢rein they state that
firms increasingly use external vendors to provideaining for their

employees and that trust has been found to be esalemn successful inter-

firm relationships.

2.3 THE NATURE OF IT OUTSOURCING DECISIONS

IT outsourcing can take four forms: total outsourgi multiple

supplier/selective sourcing, joint venture/strategalliance sourcing, and

insourcing which is in the opposite of outsourcif@urrie, 2000). While IT
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Chapter 2 — Literature Review

insourcing relies solely on inhouse IT resourcesdawrapabilities, IT
outsourcing is the act of subcontracting all or gsapf the IT function to an
external vendor (Martinsons, 1993). Important deorss are made before,
during and even after outsourcing has been decided For example, the
decision to commence outsourcing can be arrivedfat different reasons.
The most desirable reason for outsourcing would the rational one in
which IT outsourcing is perceived as a method toprmve organisational
efficiency and effectiveness. There may also be tbBe&uation where
management avoids making a decision by engaging téervices of
consultants. This, according to Fink and Shoeib 2P, is not unusual in IT
outsourcing, as decisions are regarded as difficiespecially determining

feasibility.

Multiple sourcing can be described as the stratsgiesed to include the
rating of vendors on a scale, the practice of choagsvendors from an
approved list, and choosing the lowest priced vend@ minimise the
potential for financial loss (Currie, 2000). The ipd venture/strategic
alliance sourcing is an agreement between two orren@rganisations to
cooperate in a specific business activity, so thedch benefits from the

strengths of the other, and gains competitive adage (Currie, 2000).

Circumstances, such as the dealing with multipleppluers, reviewing
inhouse IT resources and capabilities and makingid®ns before, during
and after outsourcinghave led to the conclusion that the IT outsourcing
decision is largely behavioural rather than pregtrve in nature (Fink and
Shoeib, 2003). A behavioural approach of decisioakimg can be described
as one that “focuses on quasi-resolution of contflicavoidance of
uncertainty, problematic search, organisational rldag, and incremental
decision making” (Davis and Olson, 1985:191). Behmwal decision making
is descriptive by nature and explains actual humadecision making

behaviour. By contrast a prescriptive approach asss complete
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information about alternatives, rationality of théecision maker and

optimum results.

The former approach appears better suited to IT soutrcing decision-

making than the latter approach since organisatioake into account their
own circumstances and requirements and make deossithhat best suit them.
They are confronted by a diverse set of circumstwasc approaches and
trade-offs when decisions are made on IT outsougcinn order to make
decision-making more prescriptive, early researchtempted to provide
direction by indicating what aspects of the outsoing phenomenon to
monitor and what activities to perform as suggesbadGoolsby and Whitlow

(2003) and Fink and Shoeib (2003). Leinfuss (1991for example,

emphasised the need to monitor the outsourcing wesdwork to make sure
that promises about response times, completion sleded responsiveness to

problems were delivered.

2.4 AVOIDING OUTSOURCING PROBLEMS

In this section, the discussion will focus on plang, operations
management, provision/availability of human resoergkills, communication

and strategic outsourcing.

2.4.1 PLANNING

A plan is a formalisation of what is intended togpen in the future. A plan
does not guarantee that a project will actually pap, it is merely a
statement of intent that it will happen. Therefora, plan which is not
controlled will eventually fail. Control of the cmges during the course of
the project plan is very important. Having adequabte@nagement controls
over the ongoing outsourcing relationship is cructa its success. Goolshy
and Whitlow (2003) suggest that buyers should emsuhat they have in
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place an executive who is accountable for managetmefi the ongoing

outsourcing relationship.

Goolsby and Whitlow (2003) state that good plannirsgkey to the success
of any outsourcing initiative. They present findimgand conclusions from
lessons extracted from a study of 50 outsourcingatienships. Their study
first examines the problems encountered, then asasy how these could
have been avoided. The study also reveals thathalgh the scenarios
differ, each of the cases displays a common mistakapproach to

outsourcing, which could have been avoided or matigd if detected earlier.

2.4.2 OPERATIONS MANAGEMENT

The execution of outsourcing imperatives requiresepational management
principles for them to be successful. One of theykdements of operations
management is input transforming resources as canshown in Figure 1
below. Transforming resources are defined as thos®ources that act upon
the transformed resources. Transformed resources those resources that
are treated and converted in some way, for an exi@mpl assets and human
skills can be transformed to produce a good prodsatch as a financial
application package. In an outsourcing relationshiot knowing the value
of assets (IT and human resources), lacking enopgbple on the buyer side
to work (that is, the government seeking the seesicf IT vendor) through
the implementation phase, having inadequate managdntontrols over the
relationship on an ongoing basis, and transferrimegd data to the provider,

can lead to unintended results (output).

The contribution of operations management is at tlkentre of all
organisations. It is concerned with the productiand supply of goods (e.qg.
software application) and services (e.g. Home Af&iofficials’ speedy
processing of an identification document (ID) tomaember of the public),

and the management of the transformation procesH.oderations produce
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goods or services or a mixture of the two, and thdyp this by a
transformation process (that is, they use theironexes to change the state

or condition of something to produce outputs).

Figure 1: General Model of Operational Management ad Operations Strategy

The operation’s
Strategy objectives
Operations The operation’s
Strategy Competm\{e_ role
and position

Goods
And
Serices

Planning
and
Control

Environment

Input
Transformed
Resources

Material
Information
Customers

Facilities
Staff

Transforming

Resources Transformation

process

Environment

Source. Pycraft, Singh, Phihlela, Slack Chambers, Harlan(d,
Harrison, and Johnston, (2005:34)

Under transformed resources, the IT hardware anttvsare services which
would be used by end-users or public servants ardcw, when designed,
planned, coordinated and improved effectively anfdi@ently would vyield

an output of happy customers. This is demonstratedrigure 1 above.

For any organisation which wants to succeed in theng term, the

contribution of its operations function is vitalnlorder for organisations to
achieve these successes, it is very important fognt to make sure that they
satisfy the customers by providing error-free gooaisd services which are
‘fit for their purpose’ in terms of quality, ensura speedy service and
delivery of goods, do things on time (that is depability or keep

promises), have operational activities that are xflde according to

customer needs, and operations that produce goads services in a cost
effective manner. Ensuring effective and efficieaperational performance
objectives (that is, quality, speed, dependabilithexibility and cost) of any
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organisation will contribute tremendously towardsvoading outsourcing
problems (Pycraft, Singh, Phihlela, Slack ChambekHsrland, Harrison, and
Johnston, 2005).

2.4.3 PROVISION/AVAILABILITY OF HUMAN RESOURCE SKILLS

Goolsby and Whitlow (2003) agree with Hig&tt al. (2005) that there will be
a problem if there is a lack of adequately skillgdeople in the buyer
organisation assigned to work through the projedtstt et al. (2005) views

this problem (that is, a lack of people with approgte skills as a resource)
as core competencies which are resources and capies that serve as a

source of a firm’s competitive advantage over rigal

Failure to heed the above mentioned advice will deédo impacts like
additional costs, delays and blaming the other ga(that is, both parties in
the relationship). This, according to Goolsby andhMfow (2003) becomes
the source of negative impressions which erodes tletsourcing

relationship.

2.4.4 COMMUNICATION

The parties that are in an outsourcing relationsimpst communicate risks
(see examples in section 3 below) and assumptionsamearly stage of the
negotiations. Transferring bad data from the buyerganisation to the
provider can cause delayed implementation milestme delayed progress
in functionality of IT or business process. For axample, the Nike case
study written by Regani (2004) wherein Nike refuseduse the i2 company
system development methodology, and continued tocéoi2 to implement an
incomplete supply chain system. i2 was blamed floe fall of profits at Nike
due to the poor implementation of supply chain smtthey were required to
deliver in 2001.
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It is important that buyers should have a clear emstanding of what they
want done and declare upfront their capabilitiesdam®sponsibilities so that
the provider knows clearly the extent of the promlgo be solved and by
whom. Nike have over one hundred technicians existand engaged an
outsourcing company called i2 to provide a supplyatn system that would
alleviate their inventory management problems. Brefothe project was
finished by i2, Nike reverted back to its existetdchnicians to implement
an unfinished system by i2 and that has led to nuowe problems, one of

which has been mentioned above (Regani, 2004).

This is a good case in point where the outsourcimgperatives were not
clearly defined and detected earlier. Goolsby andiwwow (2003) suggest
that all parties need real visibility (for exampldagy holding continual
meetings) into the outsourcing process, which wouédult in lessening the
gap of accountability for resolving issues, fingpointing, and a lack of

insight into where the problem lies.

2.4.5 STRATEGIC OUTSOURCING

Kaplan and Norton (1996) introduced the balancedrgecard, a concept for
measuring whether the activities of a company areeting its objectives in
terms of vision and strategy. By focusing not ordg financial outcomes but
also on the human issues, the balanced scorecatdsheo provide a more
comprehensive view of a business which in turn heefprganisations to act in
their best long-term interests. The strategic masragnt system helps
managers focus on performance metrics while balagciinancial objectives
with customer, process and employee perspectivessadlires are often

indicators of future performance (Kaplan and Noridr96).

One of the most important reviews that need to bene in a balanced
scorecard, is for the organisations especially theyers to understand their

cost drivers as to whether they significantly impavegatively or not on the
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ability of the business to grow (Cohen, 2002). Imet simplest terms,
strategic sourcing implies a higher level of strgie importance to the
sourcing organisation than does a more routine ‘tcanting out” (Cohen,
2002).

Strategic outsourcing should look at overall busseegoals and processes in
light of desired performance outcomes, requiredlkisiets, acceptable risks
and relationship management. As such, it could daadimally impact on the

structure and nature of an organisation as it movesward to tackle a

business problem or seize an opportunity. Since soutcing has been
addressed in this paper as a strategic move by wiggtions, it is therefore

justified that balanced scorecard measurement apphois important to be

used in looking at the organisational successesidtdally (Kaplan and

Norton, 1996).

Confronted with the need to achieve ever greategaorisational benefits, in
terms of effectiveness and efficiencies, with evaiminishing resources is
driven demand for management systems that provieedback about the
effectiveness of strategies chosen by an organosatio achieve its goals.
The Balanced Scorecard is one such management sydteat provides a
process and methodology that can be tailored fochearganisation (Kaplan
and Norton, 1996).

Goolsby and Whitlow (2003) conclude that many premmls could have been
avoided had it not been for executives’ disregaod felationship structures.
The tendency by some executives is to misuse thmowerful position by
taking decisions which are in contravention with ethoutsourcing
relationship parties. Failure to adhere to agreaedsourcing guidelines or
SLAs may lead to potential problems which could adsvely affect the
delivery of the promised product or service. Thexred, managers should
respect and honour the terms of reference outlinedthe service level

agreement so as to maintain the integrity of thdsmwrcing relationship.
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[llustrated in Figure 2, are categories or stagefsomtsourcing which, if
neglected, cause problems (Goolsby and Whitlow, 200An example is
overlooking the importance of assessment and duegdnce. In this model,
discussion of and agreement on assessment of cestsus benefits and the
understanding of the critical value adding issuescbme central issues.
After the assessment of the organisation’s needshacomes imperative to
understand whether the interests of both organisasi who are seeking to
engage each other in an outsourcing agreement éignad or not, and what
impact that will have on both organisations (forasxple, in terms of human
capital). Therefore, Figure 2 below emphasises thgortance of knowing
the reasons for outsourcing, the project life spavhat to deliver and by

monitoring mechanism of sustaining the service.

All organisations would want to satisfy their custers by providing error-
free goods and services which are ‘fit for theirrpose’. If the organisation
succeeds in achieving this, then it is giving a 4ty advantage to the
organisation (Pycrafet al., 2005). Ineffective service levels will cause the
provider to achieve the wrong or unintended objees such as an
unfriendly application system which will be very fdicult to implement.
Goolsby and Whitlow (2003) suggest that the bestywaf avoiding these
problems is by including all the quality informamnostandards in the Request
for Proposal (RFP) and ultimately incorporate themthe SLA mentioned in

Figure 2 below.

A rigorous analysis of the response to the RFP hg providers (or buyers)
is essential for core competency and capability lgses purposes. A core
competency can take various forms, including tedwali or subject matter
know how, a reliable process, or close relationshiwith customers and
suppliers (Mascarenhas, Baveja, Jamil, 1998). Maddrusiness theories
suggest that most activities that are not part odoanpany's core competency

should be outsourced. If a core competency yield®rmag term advantage to
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Figure 2: Model for Potential Failed Relationship

Model for Potential Failed Relationship: Haste Makes Waste

il Mot believing/understanding the crtical value of this phass.
ASSESSMENT :

i Being in such a hurry to get the business process "offloaded” to an
outsourcer that there is inadequate up-front time to devote to this
*+.,  “time-consuming” phase.

Mot understanding up-front cost vs. benefits or up-front cost vs. back- :
: end costs — therefore, being unwilling to commit / budget enough
: capital and human resources to perform the crucial activities in this

o '.',','_:"'--.._E 13'15‘59
DILIGENCE . RE-SULTS Negative impacts from future underestimations,
: . miac;alculatlons, incorrect assumptions
‘:-,,_._........ s 1 “rppe

Assuming it's ok to posrp-or\e establishing clear, mutual
understanding of buyer's objectives and desired
outcomes until this phase.

I |
-

- PR ————
Believing pimary purpose of this phase is just comparnsens of providers’ capabilities or
:  just establishing best price offers.

Mot understanding this is the time to establish mutual understanding of joint risks and
assumptions, so buyer is able to commit adequate resources for transition.

Mot understanding up-front cost vs. benefits or up-front cost vs. back-end costs — unwilling
to commit enough capital and human resources to perform activities in this phase.

RESULTS: Negative impacts from incorrect assumptions, unaligned interests,
precariously moving forward in blind faith

Source: Goolsby and Whitlow (2003:10)

the company, it is said to be a sustainable comipe¢i advantage Hittet al.

(2005). This is one the ways of ensuring that ansmwrcing relationship is
strengthened and according to Hitet al. (2005), outsourcing can be
effective because few organisations possess theuess and capabilities
required to achieve competitive superiority in aprimary and support
activities. This means that at an operational masragnt level, managers
from both outsourcing organisations must ensure r@appiate resources such
as skills and capabilities. Therefore, without ggithrough a formal Request
for Proposal process and due diligence as suggeshbgd Goolsby and
Whitlow (2003), the impact of outsourcing is likekp have negative results.

Simon (1960) developed a similar framework to Gdmysand Whitlow (2003)
which supports the model in Figure 2 by Goolsby awditlow (2003), and
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which would assist outsourcing organisations in irthedecision-making
process. According to Simon (1960) the decision-magkprocess consists of
the following phases, namely, the intelligence, s choice, action, and

evaluation and monitoring phases.

The intelligence phaseis for problem identification or opportunity seelg.

In this phase the environment is searched for cluédsat may identify
problems or opportunities. This phase is the assesst stage according to
Goolsby and Whitlow (2003). The purpose of the ihigence phase is to
build and prepare a solid informational platform owhich subsequent
decisions can be built. In the words of Minoli (1®467), this requires the
“Development of the current IS baseline model, th@-called present mode
of operations”, which can be used to consider origanional needs and

circumstances, the IT functions, and the IT outsouag phenomenon.

The design phaseis for the planning of alternative solutions andvblves
processes to understand the problem, to generatlutions, and to test
solutions for feasibility. During the design phaske current IT is analysed
and the feasibility of outsourcing established. THellowing decision
activities occur, namely, the effectiveness and th&iciency of the IT
department should be evaluated on technical, operesl, and economic
criteria (Davis and Olson, 1985). The analysis shbueveal whether or not
there is IT alignment with the objectives of the ganisation. If the
existence of the IT department or its operationsesonot add value to the

objectives of the organisation, then outsourcingynbe an attractive option.

The IT outsourcing option itself should be evaludatagainst a range of
factors as identified by Minoli (1995). Factors sugrting IT outsourcing
include cost savings in IT personnel, service impements, IT skills not
currently available, and freeing up staff for morstrategic functions.
Factors against IT outsourcing include IT functiois too critical or
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strategic, costs savings are difficult to demonsérathe vendor may be

difficult to manage or is unable to meet servicedacontractual goals.

The choice phase(or strategy selection phase) is involved with es&tling an
alternative or course of action from those availabkA strategic selection is
made whether to outsource totally, partially or omsce. According to Fink
and Shoeib (2003) it is important to determine whistrategy to adopt,
because the decision maker has to consider whetdhremot IT is core to
business success, control can be maintained ovemwhlle sharing it with
external vendors, levels of service can be improveslervice can be

delivered more flexibly, and new risks can be maedg

Action phasereveals the weaknesses of Goolsby and Whitlow (@0thodel

shown in Figure 2 above wherein activities of thphase are missing in
Figure 2. Once the IT outsourcing strategy has besalected, the
organisation should take action in respect of se¢ileg the outsourcing
vendor and managing the outsourcing contract. Adéong to Minoli (1995),

there are a number of decision criteria along whidtential vendors should
be evaluated. They include track record, supporitehd, reasonableness of
pricing, financial stability, negotiated performamcmeasurements, and
ability to meet on organisation’s specific criterido arrive at a suitable
agreement, it is important that an appropriate price negotiated and that
business requirements are determined and commuettato the vendor
(Crone, 1992). Furthermore, service levels shoulé megotiated, the
contract period be determined, and provisions bedem&or withdrawing from

the contract and having it extended.

Evaluation and monitoring phase- Callaghan (1993:125) states that,

“Without a framework that allows for regular review a feedback
mechanism and monitoring of progress, you are nestdned for a smooth
journey”. The evaluation of IT outsourcing shoulaclus on its outcomes

such as improvement in service levels and qualifypooducts and services,
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and cost reductions. An assessment should also hdemwhether or not the
outsourced IT function meets organisational and mge@ment objectives and
whether the question of redundant staff has beemns$actorily resolved. The
evaluation and monitoring of the IT outsourcing peot should be carried
out by management since they are the ones with nkeessary authority to

enter into and vary outsourcing arrangements.

The best-practice recommendation and key for a ®ssful outsourcing
relationship is for buyers to take steps to avoidetattitudes and thought
processes indicated in the Haste Makes Waste MddelPotential Failure,
as illustrated in Figure 2.

Stone (2003) divides the outsourcing cycle into fquarts, namely, sourcing
strategy, evaluation and selection, developing amelgotiating deals, and
sourcing management. In each of the four phasegrdahare specific human
capital management activities that need to be coem@dl when creating an
outsourcing arrangement. Stone’s (2003) framewosk similar to that of

Simon (1960) and as such the specific activitiesttmeed to be completed
have already been explained in section 4 above. Tlenbination of the

above mentioned best practices of Goolsby and Wodwtl(2003), outsourcing
framework of Simon (1960) and that of Stone (200@)ll enable the

researcher to recommend an ideal model for the pulblrganisations within

the Eastern Cape government.

2.5 RISKS ASSOCIATED WITH OUTSOURCING

Ambrose, Maurer and Dreyfuss (2004) states that mwhesing an external
service provider (ESP) to deliver IT and IT-enablexkervices, assume
additional risks inherent in external sourcing. Kdyg the success of the
performance of sourcing relationships, and ultimgtehe value delivered
via those services, is in understanding and manggirsk. A key goal is to

avoid, reduce, transfer or eliminate risks that caffect a business. Risk
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assessment is one of the outcomes of a sourcingategyyy; however,
organisations often only focus on risks when thene aselecting the right
service to outsource, choosing the right supplidrtbe outsourced service
and developing the contract for delivering that siee. Risk assessment and
risk mitigation must be addressed across all folnapes of the sourcing life

cycle, if risks are to be effectively managed (Amkeet al., 2004).

Figure 3: Sourcing Life Cycle

Sourcing Strategy Evaluation and Selection

Sourcing
Management

Contract
Development

Source: Ambroseet al., (2004:1))

Typical problems outlined by Goolsby and Whitlow Q@3) are the
following, namely, that buyers making poor judgmentsually manifest
themselves in impacts surrounding ineffective seervilevel specifications,
underestimated value achievable in the relationshog provide selection

based solely on a prior existing relationship.

Impacts from all three of these problems resultlass-than-optimal value
from the relationship. In addition, each is likelyo end in contract re-

negotiations as was witnessed in a Nike againsta3e (Regani, 2004).

There are as many potential benefits from outsongcas there are potential
risks associated with outsourcing. According to Tmwkins (2004), four
major risks in outsourcing can be categorised intlme four stages of
outsourcing namely, outsourcing strategy: the progzeof determining

whether or not to outsource and, if so, what to saurce, outsourcing
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selection: the process of finding and evaluatingtemial outsourcing
partners, outsourcing implementation: the relatibns between outsourcing
partners is defined and established, and outsowcimanagement: the

monitoring and evolution of the ongoing outsourcinglationship.

Each of the abovementioned stages has their ownquaiset of risks. In
addressing these risks organisations will go a lowgy to making the

benefits of outsourcing a reality (Tompkins, 2004).

Outsourcing strategy risks can be summarized asseéhthat will have long-
term effects in organisations. Such risks are detinby Tompkins (2004) as

follows:

= outsourcing undesirable functions versus the ondsatt provide
greatest competitive advantage, not clearly defgirmgoals and
objectives before starting the outsource processt astablishing an
effective internal baseline to measure providersaiagt, including
costs, service, and value adds, outsourcing in itht@rnational market
without international operations experience,

» jnadequate business case development for the outing decision,
making the decision to outsource without completeformation on
internal costs and processes, not considering thmpact of
outsourcing on other functions and areas of risk clsu as
environmental and regulatory factors,

» |lack of understanding the human relations and emnyplent law
requirements for an outsourcing initiative,

= announcing outsourcing before sufficient detailsvhabeen finalised,
creating morale issues, and

» Jack of risk analysis and risk assessment planning.

Outsourcing selection risks can be summarized asueimng enough resources

to effectively manage the vendor selection processf having the proper
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internal skill set to effectively manage the sel@st process, not
understanding or leveraging the benefits a Requiat Information (RFI)
can have in narrowing the potential provider fieldefore entering the
Request for Proposal (RFP) process, not casting®met widely enough for
potential providers of the service and thus missiggod candidates, not
involving a variety of perspectives in the seleatioprocess, poorly
developed and documented service or product speatibns, inaccurate
costing of assets that will be transferred to thesvdce or product provider,
not doing business and financial due diligence ootgntial providers,
insufficient knowledge of service provider capacitiynitations, and making
the selection process a personal rather than a cemmal decision
(Tompkins, 2004).

Outsourcing implementation risks can be summarizsdnot establishing an
outsource relationship that has sufficient flexiltyl to deal with business
fluctuations, initiating an agreement with a sergigrovider that limits
flexibility in the future, having an unrealistic ieline for any of the steps
of the outsource process including start up, poorpiementation planning
with respect to timing of transition to service mider and demands on the
organisation, underestimating the time required begotiate a Service
Agreement, not fully defining an employee transitigplan, not getting the
operational issues resolved in the Service Agreemleafore moving into the
legal aspects of the agreement, inadequate planmogcerning information
systems and interfacing with the service providemsufficient technology
development before implementation, and not trainittg@ provider on critical
elements of the company product line or service ext@ations (Tompkins,
2004).

Outsourcing management risks can be summarized ais aonsidering the
full impact of an outsourcing agreement on a comyanfinancial condition,
lack of internal communication, lack of incentivder provider continuous

improvement, not establishing multiple touch poinbgtween the company
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and the provider; lack of a contingency plan for jma disruptions at the
service provider, not putting a full communicatighan into effect including
escalation processes, regularly scheduled meetingsjiew periods, and
employee communication; doing a poor job managimngectations around
the go-live, expecting too much from a provider ithe early months after
go-live, neglecting to “flex” the outsource relatiship as outsource
requirements evolve, lack of a formal “lessons Ie@d” roundtable on
outsourcing in general and, specifically, estabkBsghoutsource relationship
(Tompkins, 2004).

The process of Outsource Strategy, Selection, Impdatation and
Management is critical to achieving success fromtsmwrcing. Avoiding the
risks presented via a robust outsourcing procesH wignificantly contribute
to the ability to realise the benefits of outsourgi Investing time and
resource in the design and deployment of a proveamnsource process will

help avoid the risks of outsourcing (Tompkins, 2004

2.6 THE IMPACT OF BEST PRACTICES IN OUTSOURCING
ARRANGEMENTS

In this section, best practices in outsourcing tedaships will be discussed.
This will provide guidelines or efforts to achievetandardisation and
centralisation. With these best practices the fodason the high-value of

the output or outcome.

According to Goolsby (2003) it is a given that anuteourcing service
provider needs to know how to organise and manate gerformance for
maximum effect in achieving the buyer’'s desired oames. However,
Goolsby (2003:1) states that “in an environment wdheinformation
technology (IT) is clearly a key factor in cost-efftive, efficient
performance and innovation, best practices are rmnglker just static

guidelines of measurement or efforts to achieve nsl@ardisation and

Page 28 of 88



Chapter 2 — Literature Review

centralisation”. Best practices demonstrate the tbes both practical and
innovative ways to work together to accomplish buesss objectives such as
capacity-building, matching resource supply levevsth demand, teamwork
approach in implementation, change management and-togmarket

strategies, responding to current trends and/or m|yimey issues, responding

to new opportunities, and collaborating to enharthe value in outcomes.

As is evidenced in the case studies outlined by Bbyg (2003), the
viewpoint that best practices are the responsilyildf the provider is no
longer always applicable. “Teamwork,” respondingdafcollaborating,” as
noted in the paragraph above, require best practite be practiced as a

joint effort. Sometimes they are even initiated amddertaken by the buyer.

Best practices are not ends in themselves, for theg only one component
of characteristics that foster high-value, enduriogtsourcing relationships.
Nevertheless, their high-impact value in an outswuag arrangement cannot
be taken for granted for their influence extendsliwleeyond the immediate
functions they touch. Thus, it is imperative thatbaiyer’'s due diligence
during the provider-selection process emphasised determines a service
provider’s reputation for an operating “style” thambraces and implements

best practices at every step of the way (Goolsb@02).

Cohen (2003) suggest that for both public and ptevarganisations to get
and sustain the best outsourcing deal, they haveobdain the necessary
competencies to develop robust sourcing strategikat map to business
requirements, and develop the competencies to dalia combination of
internally and externally provided services seansllgs Cohen’s (2003)
assertions are in agreement with Hi#t al. (2005) and Burnes and
Anastasiadis (2003) and Cohen (2003) further stdtat for these practices
to be successful, appropriate skills, behaviourspgesses and measurement
schemes are required. Cohen (2003) prioritise stga¢ and creative

collaboration between the outsourcing parties amscduse of the strategic
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nature of the relationship, business leaders arended to be key in the

success of these relationships.

2.7 OUTSOURCING BY PUBLIC ORGANISATIONS

This section explains the wunique features of outeng in public
organisations. Public sector outsourcing comparisomeasons, types and

disadvantages will be discussed.

2.7.1BACKGROUND

When a government service is privatised or outseurcthere is a concurrent
loss of control over the everyday delivery of tha¢rvice (Lawther, 2004).
The change from managing employees within a publeector to

administering a contract may require monitoring aredview techniques, data

collection, and efforts to resolve new kind of pileins

Else (2002) state that it is only in a financialdor service-delivery crisis
that government organisations entertain an outsougocoption. Else’s (2002)
analysis of outsourcing mentioned above is not adet@ since it only
considers outsourcing on financial grounds and isoareactive to crisis
situations rather than considering it as a strategmperative and the
adoption of a proactive approach to organisatioséaluations. Scardino and
Ambrose (2003) strengthens the argument by statith@at “government

organisations must look at financial viability, ®eility, vendor ability to

achieve economies of scale and to manage servivellagreements, process
maturity and the ability to innovate when evaluaginexternal service

providers for outsourcing engagements”.

Outsourcing of IT services has been found to be ftaategic way of
contracting out for services especially those redaships that are entered

into between the public and private sectors (Bawf02). The relationships
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between public and private sector organisationsof@avthe establishment of
confidence in public organisations and the estabmgnt of the
infrastructure for a long-term perspective and wwmnA success in terms of
business and overall government goals (Baum, 2082plsby and Whitlow,
2003).

Outsourcing the provision of traditionally publiclprovided services has
become commonplace in most industrialised natiodenisen and Stonecash,
2005). However, the essence of this research haxigsely been captured by
Jensen and Stonecash (2005) when they advance aggtanfor and against
outsourcing and then examine the empirical evidempestaining to whether
any observed savings occur and whether they perewdr time. Jensen and
Stonecash’s (2005) research results show that owtsimg lowers

government expenditure by lowering wages, confirlre tsaving of costs and

an increase in service quality.

Merrifield (2006) is not correct when he states thpppvernment regulations
are a major drivers of outsourced jobs. Goolsby ant@itlow (2003), Fink
and Shoeib (2003) and Hitet al. (2005) have all cited costs, lack of core
competencies and capabilities as the key driversoafsourcing. Therefore,
many authors such as those mentioned above use recapievidence that IT
outsourcing is considered on operational groundshea than government
regulation. Merrifield (2006) further states thagmporary employment is an
option that avoids some of the costs associatedhwtiiese regulations, but
outsourcing to a developing country provides addial savings. The
assertion by Merrifield (2006) that outsourcing pides cost savings in
developing countries is inaccurate since Feenstna aédanson (1996) and
Brown (2006) contend that this is a worldwide phemanon. However,
Merrifield (2006) agrees with Drucker (1999) thautsourcing is one of the
ways of downsizing or right-sizing and as such ieases efficiency and
reduces costs in publicly funded institutions.

Page 31 of 88



Chapter 2 — Literature Review

Within the South Africa, a developing country, and particular in the
Eastern Cape context, the NDPSA (2006) has empleaksisthat the
department’s core objectives need to be achievednce many departments
have opted to outsource the IT services to SITA dxhson regulatory
imperative such as those mentioned in regulationGlof the Public Service
Regulation (2001) and supported by Merrifield (2Q06Because of these
mandatory requirements mentioned above, it is inbemt upon the
government departments to implement these legivl@tprovisions so as to
ultimately achieve the superior service deliveryagiay so desired. It is
through this pursuit of excellent service deliverthat various public
organisation think of IT outsourcing as one the wagf achieving their

goals by engaging the services of organisatione K TA.

Outsourcing within the public sector means that fubmanagers must adopt
new roles to remain technically correct. These oleave proved to be quite
a challenge considering the number of tenders whhave ended up in the
South African courts and newspapers. For an examphe Eastern Cape
school feeding scheme has been embroiled in litigas because of the
tendering processes which have not gone accordiagregulations (DOE
Annual Report, 2006); and the Home Affairs Fingenimting system has not
yet been implemented because of the lack of skideded within this

department (Cashmore, 1996).

The decision to outsource should take place onlyeafthe completion of a
thorough study identifying potential cost savingsr cexisting public
employees should be assisted in efforts to increa$eciency and service
guality as part of this decision (Lawther, 2004). & government agency
does not recognise the need to change the tasks aatdvities of the
remaining managers, and to provide appropriate trag to ensure that they
perform at the highest technical level, then etHicammitment is lessened,
and a decrease in service quality is the likelyuks
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2.7.2PUBLIC VERSUS PRIVATE SECTOR COMPARISON OF
OUTSOURCING

Osborne and Gaebler (1992) identify three forms cmfmpetition that make
effective outsourcing feasible, namely, public vess private: a public
agency competes with one or more private firms toider a public service
or function (for an example, Land Bank and the Coergial Banks in the
financing of commercial farmers or SITA competingitiv IT private

companies to provide IT services on behalf of thebfpjc organisations);
private versus private: this form of competitionnche defined as the private
firms compete with one another to deliver a publervice or function (for
an example, Standard Bank and First National Bamkdling of government
finances and acting as pay point for government giens); and public
versus public: two or more public agencies or govmeent departments
compete to deliver a public service or function (fan example, National
Prosecuting Authority (NPA) and Department of Safetnd Security (SAPS)

in the crime prevention service).

Osborne and Gaebler (1992) assert that by allowipagblic sector
organisations to compete for outsourcing contrabes improved the morale
of public sector employees and has given them thppartunity to

demonstrate that they can compete with the priva¢etor.

Dubberly (1998) states in a case study of a pubilrary activity that was
outsourced to a private sector organisation thag government entities can
benefit tremendously from outsourcing their non-eoservice to the private
sector. He emphasises the fact that private seapganisations put more
emphasis on profits or outcomes. Although publicganisations purpose of
existence is for non-profit, efficiency and effeeéi quality service is what
is expected from them by any country’s citizens. dberly (1998) advises
the public sector that they must look to privatetemprise, since they have

much more flexibility in buying goods and servicétor example, supplies
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arrive overnight in private organisations, not in fartnight as in public
organisations). Therefore, the outsourcing relasbip between public and
private sector organisations is highly recommendexhd encouraged,
especially in that it benefits the public sector mathan the private sector in

terms of service quality.

Burnes and Anastasiadis (2003) agree with Dubbef(y998) about the
encouragement which should be given to public origabion in entering into
outsourcing relationships with private organisatsonThey believe that a
relationship with the private organisation will addlue (that is, in terms of
service quality) to public organisations. That viewas borne by the fact
that in the case study of the private company it swéound that the
company’s policy stated that it would only managredabe involved in direct
service delivery. Burnes and Anastasiadis (2003)idee that the public
sector demonstrate best practice better than pevatganisations in as far
as conflict resolution of outsourcing relationshigsues is concerned,
because the public organisations have to be cowsist fair and follow
proper procedures as their actions are subject toblig scrutiny and
especially by the media.

2.7.3DISADVANTAGES AND ADVANTAGES OF OUTSOURCING IN
PUBLIC ORGANISATIONS

The following are risky situations that need to be®oided or managed by
public organisations, namely, that Burnes and Arasadis (2003) cites the
problem that public organisation have a tendencyntanage by the book and
hold suppliers to the contract rather than workimgth them to improve
what was specified; and Hirscheim (1997) states ttheéhe risk of
relinquishing control of Information Systems (1S3 too high and the public

service’s information security becomes vulnerable.
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One of the main advantages of outsourcing is titadllows organisations to
focus more time on their core business and core getancies (Burnes and
Anastasiadis, 2003). However, if public organisatso should concentrate
solely on core competencies and exclude value addimitiatives, then they

will be missing the benefits of outsourcing.

2.8 RELATIONSHIP MANAGEMENT

In this section the author will focus on serviceoprder and the outsourcer
(for an example the government department) relasioip. A consideration of
the successful outsourcing relationships will besdussed and what
outsourcers can do to ensure the sustainabilitytlodir client relationship.

In this regard SLA will be examined at length.

2.8.1BACKGROUND

It is important to note that in any relationship erfe people are involved,
issues of emotions will emerge and according to Wednd Laborde (2005)
outsourcing is an emotional decision, especiallyr fdhe first time
outsourcer, and the success of antsourcing arrangement depends greatly

on the success of the client/vendor relationship.

In emphasising the importance of outsourcing redaships, Webb and
Laborde (2005) agrees with Niven (2006) when thagte that the attention
of both the outsourcer and the client n®cessarily focused on the client’s
customers and their satisfaction. Therefore, theblpa sector has to make
sure the citizens are happy with the service detiweffered.

According to Kaplan and Norton (1996) the balanceadbrecard suggest that
the organisation be viewed from four perspectivasnd to develop metrics,
collect data and analyse it relative to each of gdbeperspectives, namely,

customer, financial, internal business processesl dearning and growth
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perspectives. This strategic imperative is very ionfant for the leadership
of each party to be well acquainted with the intakrnoperations of their
organisations. Otherwise, outsourcing being usedaasirategic exercise will

be fruitless.

The sentiments expressed above by Niven (2006) &magplan and Norton
(1996) are in agreement with those of Goolsby andithow (2003) when
they state that today’s buyers and providers oftemter into sophisticated
outsourcing arrangements that capture additionalueaby creating a new
revenue stream, or gain-sharing from innovationsy sthat both parties
benefit from their efforts and aligned interestsodsby and Whitlow (2003)
recommend that both the buyer and the provider bé tservice or product
must realise that it is in the best interest of Iboparties that the
relationship between them succeeds. Hence, theygsagthat central to the
SLA there should be a spirit of positive energy ated that will enable the
employees to tackle their tasks with enthusiasm amdunderstanding of the

“big picture”.

From the organisation’s perspective, customer redaship management is to
acquire more knowledge about the customers (Kapbkard Norton, 1996).
Through this process, the organisation will undersd not only how and
when to communicate with the customer, but how tet gheir proposition
into the context of the customer's life and valu@@svans, 2006). Therefore,
those public organisations wishing to create or dleyp a relationship with
the external vendors such as SITA have to be provectand understand that
all successful relationships are “reciprocal, maedg monitored and

maintained” (Zwass, 2006).

McGarry (2006)’'s approach to customer relationshipanagement (CRM)
seems relevant to resolving outsourcing problemsnth@ned above. She
notes that businesses will only succeed if they e@l®ep an in-depth

understanding of their customers and their needse Sgrees with Hitet al.
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(2005) when she states that CRM is a strategy whhaips businesses to
ensure that they have well-defined processes arothedr customers that are

executed consistently across the organisation.

The mere fact that there is a decision taken tosowtrce or to engage the
services of an external vendor qualifies as stracegTompkins, 2004).

Hence, Cohen (2002) agrees with Baum (2002) whee states that strategic
sourcing must be predicated on a business case ith@udes a strategy for
achieving desired outcomes (including transforma@db ones) with

timelines, deliverables, funding, management and tkind of consensus
required to sustain a long-term relationship, evafbher the sourcing decision
itself is made. These assertions by Cohen (2002¢ aiso supported by
Pycraft et al. (2005) wherein an emphasis on input-transformatioutput

system (see Figure 1 above) is placed at the cemfethe outsourcing

relationships.

With the relationship (that is, in terms of recipity, management,
monitoring and maintenance) of the outsourcing arigations managed
properly by both parties, it is very much incumbeunpon the parties to
maintain the repository of this knowledge. A bal&@nof supply and demand
relationship should be maintained so as to realiBe long-term benefits of
this client-customer relationship. This repositoof information will be
utilised by both parties and such sharing has tloéeptial for opportunistic
or exploitative behaviour. Long-term, mutually bdndal relationships are

the basis of sharing (Zwass, 2006).

To be sure of the effective outsourcing relations$,i the outsourcing
partners should take time and effort to build thelationship (Kobylarz,
2001). In emphasising the above mentioned view Klaby (2001) said,
“business executivesnust plan how and where the outsource partner fits
into the overall business. This planust be communicated to all employees

and reinforced with incentives. Lack afnderstanding and incentives often
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leads employees to feel threatened. The result chea a lack of
communication and cooperation with the outsourcetpar which defeatshe
goals of the partnership” (Kobylarz, 2001). Commaation and cooperation
between a client and their outsourcer allow for th@rmation of mutual
respect andunderstanding, qualities, which can greatly increaghe
sustainability of an outsourcingelationship. Finally, Webb and Laborde
(2005) remind everyone that any outsourcing relasbip is a “two-way

street” (that is, the communication must be recipabed).

2.8.2SERVICE LEVEL AGREEMENTS (SLAS) FOR OUTSOURCING
RELATIONSHIPS

In this section, the discussion will involve the rgece level agreements
entered into between IT vendors and clients. Fundamal to outsourcing is
the notion of quality of service, which is definedy Service Level

Agreements (SLAs) between the IT vendors and clsent

An important mechanism for managing the performano& outsourcing
vendors is incentive contracts. According to Kweklutata and Ojelanki
(2006) the contractual arrangement should includeentifiable or
measurable milestones which must be honoured orched by each
organisation in that particular relationship; otlese failure to reach the
benchmarking would be met with clearly defined stpnas. This type of
benchmarking should be incorporated in each orgaticen’s balanced scored
as is suggested by Kaplan and Norton (1996). Thhent provides an
opportunity for the IS manager or Head of DepartmdhOD) to quantify
risks and benefits. However, methods and tools fanalysing and
guantifying outsourcing risks that IS managers haate their disposal are

rudimentary (Kweku-Muata and Ojelanki, 2006).

The SLA should attempt to address all ambiguitidsaa early stage, so that

issues such as asset value and escalation of cdets:iot get out of hand.
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Proper planning and control of what should be iretBLA will yield positive
results if, as suggested by Pycrat al. (2005), the activities of the supplier
are reconciled with those of the demanding partyhaT is, within this
outsourcing relationship, the supply of productsdaservices should be
balanced with the demand for products and serviclgence, Goolsby and
Whitlow (2003) emphasise the planning imperative ftating “it is better to
have gathered asset value figures up front, thardéal with hurdles on the

back end once the contract is in place with inca@treata”.

2.8.3SERVICE LEVEL AGREEMENT BEST PRACTICE
METHODOLOGY

To develop a set of effective business-based sevievel agreements
(SLAs), Maurer, Scardino and Young (2004) advisésttorganisations must
use a prescribed service-level selection methodglbased on clarity, rigor
and consistency. The selection methodology includesamely, functions,

activities, service level components, and serviegdl examples.

From functions perspective, production support imedés applications that
are required for ensuring that systems produce ¢x@ected results, online
applications function as required and batch proesssare complete as
scheduled. User support includes activities for emeg that user questions
are answered, problems are researched and ovesalistance is provided for
users to perform their jobs. Maintenance and enleament requests are
changes to established applications, processesobrcjontrol procedures and
new application development. Simple requests (fxample, creating an ad
hoc report) that may only take a few hours to produwould be considered
maintenance and enhancement requests, and trackedrdingly (Mareret
al., 2004).

Estimating and consulting — Estimating includes athsks and time

associated with determining the level of effort asgted with large or
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small projects. Consulting is inclusive of tasksdamime associated with
responding to a user support request outside thetine support for the
functions defined above. Continuous improvement —pportunities to
improve, upgrade or re-engineer procedures, methogi®s or programs.
Management control — the exchange of information ®mnsure that
management is aware of current status and futurereaions. The
communication vehicles for this are goal-orientedeasurement-based

reporting (Mareret al., 2004).

From a service level components perspective, thss identifying and

defining service level key components. Requiremeag directed by the
organisation and performed by the ESP, quality as expression of the
relationship between quality and priority, assungrts and service recipient
and service provider responsibilities to captures texpected and presumed
state of operations and high-level roles and resqbilities of each party to
the agreement, measurement formula to specify thectdrs that will

consistently be used to arrive at an objective claiscon, data sources to
specify the acceptable sources of information foseuin the measurement
formula, and penalties and incentives to drive thesired behavior from the

service provider (Mareet al., 2004).

2.9 MANAGEMENT RESPONSIBILITIES OF EXTERNAL SERVICE
PROVIDERS

Ambrose and Underwood (2004) stated that when orgations decide to
outsource, they transfer operational responsibilityr delivering one or
more information technology (IT) services to extatnservice providers
(ESPs). Yet, an organisation may not have the cotapeies to manage a

single service provider, let alone multiple ESPsdanternal resources.
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Ambrose and Underwood (2004) identified nine key magement

responsibilities that must be addressed whether o:mmemanaging a single

supplier or multiple suppliers and these are debed as follows:

Program Management maintains overall contract controls and
monitors change over time. It focuses on managihg@ strategic and
change activities related to service sourcing, comg both internal
and external delivery sources in a multisourced tpohio. Program
management provides visibility across projects aseérvices, and

addresses the interdependencies among service deosi

Performance management ensures adherence to performance
standards and commits to improving performance. fBemance
measures are critical to the success of managing sklrvices, but
require a plan for capturing, analyzing, reportingnd improving
service performance. Performance management esihbl the
approach and processes to oversee how a servicevigeo's
performance matches the commitments in its servieeel agreement.
Performance management should be applied to servpreviders

whether the service is sourced internally or extaltg.

Strategy managementaligns the IT organisation with the company’s
business strategy. It ensures that the deliverylbfservices follows
the defined business, IT and sourcing strategy. ebttracts on a
regularly scheduled basis the changes in the bussnstrategy from the
IT organisation’s business counterparts and managdgbhs IT and
sourcing strategies to respond to business, markatdl technology
changes. Strategy management validates the sourdinginess case
and ensures that value measures of sourcing perdome meet

company value requirements.
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Demand management maintains a consistent approach and
standardized processes for meeting the demands d&f tIT
organisation’s internal customers. It focuses onstouner satisfaction
and ensures the adequate delivery of IT to meettemer needs. It
does so through attentive management of customeiorpiies and
adherence to reliable customer delivery metricspttoritizes customer
requirements and manages the flow of demand fronteinal and

external business and IT sources.

Service managementensures the successful delivery of contracted IT
services. Most likely, the service providers willebresponsible for
managing the sourced delivery functions. Service n@agement
oversees service delivery activities covering thervace portfolio from
operational projects (support, maintenance and peoab management)

to change projects (transfers, exits and transijion

Finance managementaddresses the financial implications of service
delivery. It focuses on the financial activities imnhe sourcing
portfolio, such as service funding, pricing, intern chargebacks,
financial assessments, and price and performancecbmarking. It
ensures that the organisation realizes all of theahcial implications

of the sourcing contracts.

Human resource managementoversees the people-related issues and
processes resident in the sourcing management asgdion. It
provides change management, training and recruitimeand retains

organisation competencies and design.

Relationship management ensures that the organisation and its
service providers achieve the strategic objectivefs their sourcing
agreements while maintaining the long-term natufetloeir established

sourcing relationship. It measures the alignmentodfjectives, makes
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sure adequate relationship controls are in placed drives the service
relationships to achieve a balance between trust aantrol across all

service providers and the company.

= Legal managementoversees all sourcing-related contract development
and contract administration activities. These indéuservice scope and
delivery model changes that may be required as ault of ongoing
changes in the market, changes to the organisasolmisiness needs
and changes in technology. Legal management alsentdies legal

risks that may arise during the sourcing arrangetmen

Key outcomes of all these processes are ongoingngkamanagement, the
inclusion and realization of innovation, and the sasance of delivered

services that add value to your organisation.

2.10 INTEGRATING THE MANAGEMENT OF KEY PROCESSES

Each of the above mentioned processes must be ptese any outsourcing
relationship and applied across multiple provider¥isibility of these
processes across multiple suppliers is accomplishedly when the
multisourced organisation follows an integrated ap@ch to management

across service providers.

Create an integrated approach, namely, develop atismurced management
strategy and accompanying standards to manage mhetisuppliers; form

governing bodies (committees) that identify and owee standards-based
approaches to the methods used in developing cansra performance
metrics, value return measures and interactionsoasrmultiple suppliers,
create a sourcing office that serves as a compeyeaentre for sourcing
management standards and processes, and has daciaiwthority for

overseeing service providers; use a process maplign key processes with
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management functions, between service providers hrtiveen the company

and its service providers (Ambrose and Underwoo@02).

The process map can then be used to identify keycpss interactions
between service providers, critical process handoffey points of potential
conflict and failure, and redundancies in processanagement; create a
sourcing management matrix that identifies key pesses, key process
owners and the resources that have management nsspdity for those
processes; and establish a sourcing managementhaskl that provides an
integrated view across all service providers, byrwdee line, of the key
operational and business performance measures (Asdédrand Underwood,
2004).

2.11 SUMMARY

It has become apparent that in order for outsougcito be success, it
requires effective leadership. Outsourcing is redy@d as a strategic tool that
is being used by managers in a quest for the acémeent of sustainable
above average returns. Ambrose and Underwood (20i@4ntified nine key
management responsibilities that must be addredsethis regard, and these
were program management, performance, strategic,mated, service,

financial, human resource, relationship, and legelnagement.

In addition, the public organisation managers hdweebe well capacitated to
deal effectively with the new roles of assessing timpact of outsourcing
employees, monitoring risks associated with outsmng relationships and
management of the whole outsourcing process (e.gntkacts or service
level agreements). Both the public and private s@&ctan learn a great deal
from each other in terms of the way outsourcing atébnship should be
handled, even more so for them to engage each otheroutsourcing

partnerships.
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Strengthening of the SLAs by using proper methods @aools will save the
management from being absorbed in negative situatidthat can be out of
control. Therefore, failure to achieve the desirendd results can lead to the
cost prohibitive process of terminating an unsucsfei$ relationship and
finding another service provider. To develop a st effective business-
based service level agreements (SLAs), Maurer, 8oar and Young (2004)
advises that organisations must use a prescribedvise-level selection
methodology which is based on clarity, rigor andnsostency. The selection
methodology includes, namelyrunctions - defining functional application
categories that will be measuredctivities — clearly describing activities
in the functional application categoriesService-level components —
identifying and defining service level key comporten and Service-level
examples — identifying common service levels seen in varsoautsourcing

engagements.

Goolsby and Whitlow (2003) suggested the followidigamework that will
assist organisations in their decision making prege namely, the
intelligence phasefor problem identification or opportunity seekinghe
design phasefor the planning of alternative solutions, tltdoice phase(or
strategy selection phase) is involved with selegtian alternative or course
of action from those availableAction phase reveals the weaknesses of
Goolsby and Whitlow (2003) model shown in Figure &ove (that is,
activities of this phase are missing in Figure 23nd evaluation and
monitoring phase allows for regular reviews, a feedback mechanismd a

monitoring of progress.

Stewart (2005) states that reliable industry resdasuggests that the way to
win and retain business-to-business (B2B) customens today's highly
competitive marketplaces is to give them qualityrwsiee delivered with

passion, rather than focus excessively on price.
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3. CHAPTER 3 - METHODOLOGY

This chapter provides an overview of the stratedwatt was used to conduct
the research and collect data necessary to answerresearch questions as
outlined in Chapter 1 (i.e. in the introduction giter). In essence, this
chapter will consist of four main parts, namely, aththe researcher is
intending to do (i.e. aims and goals of the resdgrcdescription and
justification of the research design (i.e. paradigmesearch method, data
collection, and data analysis), description of th@search procedure
followed, and finally a brief summary of the researdesign and procedure.
The chapter concludes by acknowledging delimitagcand limitations of the

study.

3.1 RESEARCH AIMS AND GOALS

The aim of this research is to evaluate the procasd impact of outsourcing
information technology (IT) services of Eastern ®apreasury Department
(ECTD) to State Information Technology Agency (SIT.A

This aim will be achieved by addressing the follomgi research questions,

namely:

(1) How did they go about outsourcing?

(2) Was it a strategic decision or not and if smas it an appropriate
strategic decision?

(3) Did SITA help refine the defined need?

(4) Did Eastern Cape Treasury Department (ECTDdade an
appropriate partner?

(5) Does SITA have the capability to provide thergice?

(6) Are SLA targets clear and reasonable?
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(7) What has been done to manage the relationsim@ how effective
has it been? Both the drafting of the contract andts
implementation will be considered.

(8) Has there been implementation according thewtcact and SLA?

(9) How and what benchmarks were used in the outsing process?

3.2 RESEARCH PARADIGM

The research paradigm adopted is a constructivippraach (Guba and
Lincoln, 1994) because its main concern is the oifdls’ experience, that is,
Eastern Cape Treasury Department (ECTD) and SITAthe IT outsourcing

in terms of the process and implementation. The odagical position

adopted assumes that the reality is multiple. Whenmluating a particular
project from SITA’s side and ECTD’s side the answeare expected to be
different but the researcher will have gained a m®mocomprehensive
perspective of that particular project (Van der Mas, 2002).

3.3 RESEARCH METHOD

This study makes use of the evaluation research hmdt The evaluation
research type chosen is assessment of programmeectffeness and
efficiency suggested by Rossi and Freeman (1993)isTtype of evaluation
focuses on the degree to which a programme produbesdesired outcomes.
The impact assessment gauges the extent to whicpr@agramme causes

change in the desired direction.

There are four types of evaluation suggested by lBaband Mouton (2001),
namely, the evaluation of need (i.e. needs assessmsetudies), the
evaluation of process (i.e. programme monitoring/pess evaluation), the
evaluation of outcome (i.e. outcome and impact eansdlions), and the
evaluation of efficiency (i.e. cost-benefit and ¢eastility analyses). For the

purpose of this study, the researcher will focus the earlier mentioned
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evaluation type suggested by Rossi and Freeman 3)199That is, the
researcher will develop criteria by which to evataathe process and impact
of IT outsourcing by ECTD.

There will be a collection of data by means of dotent analysis and
interviews (Babbie and Mouton, 2001). The evaluaticesearch will involve
a qualitative approach. Qualitative studies possette following key
features, namely, the research is conducted in mla¢ural setting of social
actors, qualitative research emphasises proces$eratthan outcome, the
actor’'s perspective is emphasised, the primary asmin-depth descriptions
and understanding of actions and events, and redeaprocess is often
inductive in its approach resulting in the generatiof new theories (Babbie
and Mouton, 2001).

3.4 DATA COLLECTION METHODS

The interview is one of the data collection methotdsbe used in this study.
In these interviews the researcher used open-endgérview which will

allow the interviewee to speak for himself/herselAn audio recording
system was used to record all the interviews. Tewm that the information
provided ensures research quality, the copy of ttranscript was made
available to the interviewed officials for the canhation of the interviews
(Babbie and Mouton, 2001).

Separate open-ended questions for SITA and ECTDewstructured in such a
way that it would be easy to extract themes desiorgbthe details of a
particular question. Refer to appendices for th@seestions. The researcher
made use of thematic analysis (Boyatzis, 1998) whhicnvolved three
distinct stages and for the purpose of this resbdathe specific thematic
type used was theory driven. The theory-driven apgah was very attractive
to the researcher because the researcher startwd fris own theory (that is,
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literature review) and proceeded to develop his oWrematic code which

related back to his theory. (Boyatzis, 1998).

Document analysis involved those documents that evepertaining to

specific topic, which was the subject of and foretlpurpose of scientific

research (Strydom, Fouche and Delport, 2002). Addéong to Hitchcock and

Hughes (1995), these documents should reveal whatytare unambiguously
about, not what they might be about, or what hiddeeep messages they may
contain. The document analysis was conducted bagedhe records which

will be sourced from the both SITA and ECTD. Sucéacords will include

Service Level Agreements (SLAs), and other relevanntracts.

3.5 POPULATION AND SAMPLE

A purposive sampling method (Babbie and Mouton, 2pGvas used during
the interviews. This method can be described asypetof non-probability
sampling method in which the researcher uses hisnojwdgments in
selecting the sample members. Key personnel orrapda from SITA Eastern

Cape and ECTD were interviewed.

The population used was that of SITA Eastern Capel #CTD. However, it
should be noted that the researcher’s focus to EAd3DIue to the fact that it
is the main link between SITA and other Eastern €dfreasury Department
(ECTD). There were specific interview guestions €sappendix A and B)
which were derived from the literature review, whiavere given to the four
officials of both organisations before the actualterview take place, to

help them to apply their minds in the interview.

From the ECTD, the researcher was able to secuneetifor the interviews
from Mr Martin Trerise (IT Director — Treasury Depanent), Mr Sam Bosire
(Chief Information Officer - Treasury Department)he reason for choosing

these officials from the ECTD side were that theyerne on daily basis
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directly involved with IT related issues and inteteons with SITA. That is
why Professor Kusi as the ECTD Head of Departmeaquested the officials
to assist the researcher with the information. Frdame SITA side, Mr
Ntshongo (Account Manager for all Eastern Cape Dep@nts) was very
important to interview as it is his duty to monitdhe relationship of SITA
and ECTD and Mr Johnson Tshobonga (Senior Manageofdssional
Services) provided the strategic view of where SITiA and where they

would be in future.

3.6 RESEARCH PROCEDURE

The researcher requested the director of Rhodesimass School to provide
a letter requesting permission and obtain documeattsSITA and at ECTD.
The letter was sent to SITA and ECTD immediatelyeafthe approval of the
research proposal by the Higher Degrees CommittaeMarch 2007. The
interviews and document analysis took place durithge period of July to
October 2007.

The interviewer had to be open to the officials’ petience attempting to
“putting myself in their shoes”. The researcher pyrdtuck to the interview
schedule and further probing questions. All fourfiocfals interviewed took
on average 48 minutes per official. When introdugibhe researcher to the
interviewees, the researcher had to clarify thats hiole was that of
researcher and not that of a representative of SIGFAECTD and that the
researcher had permission to conduct the interviéd. interviewees agreed

to be recorded.

All this was done to assure the interviewees thla¢it most honest answers
were necessary and would not prejudice them in amgy. Finally, the

researcher had to make sure that he was polite,rtemwus and sensitive
during interviews, thanking the officials for thetime and participation at

the end of every interview.
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At the end of each interview, the researcher colbakcthe documents which
were recommended for further analysis. The procesfs data analysis
outlined in section 3.7 below commenced wherein ulés and discussions

thereof have been explored in chapter 4 below.

3.7 METHODS OF ANALYSIS

The data collected from the interviews and docunsemtas transcribed from
the recordings and the notes into Microsoft Wordspectively. In essence
the researcher followed Kvale's (1996) seven stagmcess, which was
described as follows, namely, thematizing: clariigi the purpose of the
interviews and the concepts to be explored; desmgni laying out the
process through which the research will accomplteb purpose, including a
consideration of ethical dimension; interviewingoithg the actual interview;
transcribing: writing a text of the interviews; alyaing: determining the
meaning of gathered materials in relation to therpase of the study;
verifying: checking the reliability and validity ofthe materials; and
reporting: telling the researcher’'s supervisors abahe experience, and
once all interviews have been finished, the devehemt of theory-driven
code will take the form of three stages as suppdrby Boyatzis (1998) and

as follows:
Stage I: Sampling and design issues
The sampling and design issues have been gearedhto literature
review. The number of units of analysis or themeppeopriate or
sufficient has also been geared to the literatuegiew.

Stage Il: Developing themes and a code

There are three steps which will be used in devehgpthemes and a

code: (a) generating a code, (b) reviewing and senvg the code in the
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context of the nature of the raw information, and) (determining the

reliability of the coders and therefore the code.

Stage Ill: Validating and using a code

The researcher began the inquiry to generate untdemsing, obtain
insights, or build on the work of others. In effecth this stage the

researcher validated the code and then interpretedneaning.

With regards to the document analysis, the follogimdocuments were
sourced from ECTD and SITA officials and their resyiive websites,
namely, Supply Chain Management Guidelines, SITAtA¢0.38 of 2002,
National Treasury Regulation, Service Level AgreemhgSLA), 2006 and
2007 SITA Annual Report, and Contract document f&oftware and
Hardware (Hitchcock and Hughes, 1995).

The documents have been studied and the researclk@arched for links

between the data obtained through the interviewd &lme documentation.

3.8 LIMITATIONS

The limitations of the research are the fact thhe tstudy only concentrated
on the senior managers of the affected organisatigine. SITA and ECTD)
instead of the end users in those institutions d&ektern Cape citizens. The
guestions posed to the officials of these organisas were open-ended, in
which case the respondents had to provide his/hen oanswers to the

guestions.

The fact that the researcher had to attempt to beeomore than just a
participant listener and make a deliberate attemeptput himself “in the
shoes of the interviewees”, was a challenging exeece.
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The process of evaluating a contract as to whethtewas correct or not,
posed numerous challenges for the researcher. Thecidic evaluation of
these contracts required a researcher with a famoant of legal knowledge.

3.9 ETHICAL ISSUES

Both organisations have agreed to the publication tbe research report
provided prior notification from them has been obtad.

3.10 SUMMARY

This chapter has provided a firm basis of what ttesearcher was intending
to do, namely, the aim of this research is to ewdhithe process and impact
of outsourcing information technology (IT) servicesf Eastern Cape
Treasury Department (ECTD) to State Information Taology Agency

(SITA).

The research paradigm adopted is a constructiviggpraach and the

ontological position adopted assumed multiple reiel$.

The research method used in this study is the eathn research method.
Key to the research procedure was the fact thatrfeanior officials were
interviewed using audio recording, wherein two werach chosen from SITA
and ECTD. The researcher used document analysid mrterviews as a
means of collecting data. Separate open-ended qaestfor SITA and ECTD
were structured in such a way that it would be ea®y extract themes
describing the details of a particular question.eThesearcher made use of
the thematic analysis. The theory-drive code deyeh@nt process was key

in the research analysis.
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The preceding discussion of the research methodpldppas provided a
thorough framework for the gathering, processingdaanalysis of the data.
A detailed discussion and interpretation of the ukds will be provided in

the following chapter.
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4. CHAPTER 4 — RESULTS AND DISCUSSION

4.1 INTRODUCTION

This chapter provides an analysis of the data cotéal through the methods
outlined in Chapter 3. In essence, this chapterlwidmbine the information
gained from the interviews conducted with the SI'eAd ECTD officials and

documents analysed (e.g. Supply Chain Managementd&uSITA ACT as

Amended No. 38 of 2002, Service Level Agreementson@act 398, and
SITA 2007 Annual Report).

The results will be presented according to themesl ahese will be outlined
in the following structure, namely, description afhat has been outsourced
and how this has been done, evaluation of the psscef outsourcing, and
the evaluation of the impact of outsourcing. Theemhes mentioned above
will be presented with a view to address researcimsaand goals outlined in
section 3.1 above.

The interviews took the form of an open-ended typé questions (i.e.
discussed in Chapter 3), which were directed at Aldnd ECTD officials.
The interviewed officials directed the researcherthe relevant documents
that needed to be analysed. Separate and specifiesgons to SITA and

ECTD were asked and the following answers were ieed:

4.2 WHAT HAS BEEN OUTSOURCED AND HOW THIS HAS BEEN
DONE

All officials interviewed concurred that what hagén outsourced to SITA is
within the services such as provision or maintenanof a private

telecommunication network (PTN) or a value-addedwark (VAN) service
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in accordance with the Telecommunications Act, 199Act No. 103 of

1996); provision or maintenance of a transversalormation systems such
as Personnel and Salaries System (Persal), BasicoAoting System (BAS)
and Logistics Information System (LOGIS); provisiaf data-processing or
associated services for transversal information teyss; training in
information technology or information systems; ajpgdtion software
development; maintenance services for informati@ecthnology software or

infrastructure; data-processing or associated seesi for departmentally
specific information technology applications or $gms; and technical,
functional or business advice or support, or resda regarding information
technology; management services for informationheclogy or information

systems.

All the above mentioned correspond with the litered review chapter
above, wherein it was stated that IT Outsourcingvdlves application
service providers, applications outsourcing, busisg@rocess outsourcing,
Infrastructure outsourcing, internet service proerd, IT utility services,
offshore services, managed and professional netwsakvices,
network and internet services, software maintenancend support,
solution implementation services, outsourcing redatships,
communications services, consulting services, depeient and
integration services, hardware maintenance and suppThis, according to
Sprague and McNurlin (1993) means turning over amgamisation’s
computer operations, network operations, or perhapther information

systems functions to a vendor for a specified time.

Trerise was categorical that they use the Supplyal@hManagement (SCM)
Guide and SITA ACT when pursuing IT outsourcing. Heated that ECTD
had to abide with the SITA ACT and as a result ¢fat any IT outsourcing
had to go via SITA and only SITA could facilitaté&eé tender process. There
were different types of tenders mentioned, suchapglication development,

hardware procurement, and network installation amathers were sent out
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for tender. Therefore, SITA acts as ECTD’s agenclgewein they, according
to the SITA Amendment Act No. 38 of 2002, have tave a certified
database of companies to be used by the departmehsswas indicated in
table 1 above, SITA performs both mandatory and smandatory services.
Every time SITA has to act on behalf of a particuldepartment they charge

a markup fee of 7% of the goods and services reede(Bosire).

The Integrated Financial Management System (IFMSpjpct is a multi-

stakeholder programme of National Treasury workinglosely with

provinces, Department of Public Service and Admination and SITA, to
consolidate and renew government’'s back office apations. The scope of
the project covers Financial Management, Human Re&ses Management,
Supply Chain Management, Asset Management and Bassnlintelligence
across both national and provincial departments asdsuch constitutes the

biggest integrated business solution undertakingSouth Africa.

The IFMS project will in time replace old systemsuch as the Basic
Accounting System (BAS), the Personnel and Salapst&ém (PERSAL), the
Logistics Management System (LOGIS) and many othémat are found in
government departments. Thereforeahe IFMS is an integration and
migration of government finance, human resourcessed management,
logistics and other line-of-business solutions, dnta single distributed
transversal system, across SA's provincial and om@al government

structures.

SITA says government will spend no more than R4lioih in initial capital
on the entire IFMS project, while the life cycle stois estimated at R10
billion over 10 yearsand could eventually affect more than 200 000 wssBr
about 185 national and provincial government depeahts. Therefore, this
implies that the project is so big such that a lof caution in this

outsourcing relationship needs to be taken into ideration.
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Czernowalow (2007) has reported that SITA has fastcked the issuing of a
tender for the human resources (HR) module. SITAtially indicated that

the tender for the HR module would be publishedtla¢ end of June, and the
agency now anticipates the development and testoighe HR module will

be completed by the second quarter of 2008. Durthgs period, the module
will be deployed at the Department of Public Serescand Administration
and the Free State Department of Education, andepotprovinces like the

Eastern Cape will follow, says Ndlazi.

SITA spokesman Sifiso Ndlazi says the HR modulebising fast-tracked to
"help government remedy some of the problems thed hampering service
delivery, such as resource allocation, eliminatioh'ghost workers', and the

provision of better planning information, among etis".

During the financial year 2006/7, two tenders weikssued for the IFMS,
namely the Integrated Development Environment temdehich is for the
open standards platform on which the system willeopte, as well as the
Procurement Module tender, which is intended to o government’s
reformed procurement processes. As was noted irs thection above, the
IFMS is a project programme of the National Treapworking closely with
provinces (e.g. ECTD), National Department of Puwbli Service,
Administration (NDPSA) and SITA.

The IFMS project has been implemented following t8€M guidelines (see
Figure 4 below), namelyPemand Management: This is the beginning of the
supply chain where a needs assessment to ensuregda@ads or services are
acquired in order to deliver the agreed servicedisne; specifications are
precisely determined; requirements are linked toe tlbudget; and the
supplying industry has been analysed. This phasH lwing the supply chain
practitioner close to the end user, to ensure thatlue for money is
achieved.
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Figure 4: Supply Chain Management Model with Elements ofpply chain
management

. B
Gy o
—

_ i

Source: SCM Guidelines

Acquisitioning Management: Traditionally, almost all the focus of
procurement activity has been given to this stage the almost total
exclusion of the other aspects of SCM). The procedwonsiderations are to
decide on the manner in which the market will bepapached; to establish
the total cost of ownership of a particular type a$set; to ensure that bid
documentation is complete, including evaluationteria; to evaluate bids in
accordance with published criteria; and to ensureatt proper contract
documents are signed.
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Logistics Management: This aspect addresses the setting of inventory lsye
receiving and distribution of material; stores, whaouse and transport
management; and the review of vendor performanceont these processes,

the financial system should be activated to generpayments.

Disposal Management: At this stage consideration should be given to
obsolescence planning; maintaining a data base eflundant material;
inspecting material for potential re-use; determmgia disposal strategy; and

executing the physical disposal process.

Supply Chain Performance: This is a monitoring process, undertaking a
retrospective analysis to determine whether thep®emoprocesses have been
followed and whether the desired objectives werehiawed. Some of the
issues that may be reviewed are compliance to nomlansl standards; cost
efficiency of SCM process, that is, the cost of tipgocess itself; and
whether supply chain practices are consistent w@bvernment’'s broader

policy focus.

SITA maintains the list from which Enterprise ComteManagement (ECM)
products can be procured by departments and govemal bodies. The ECM
solution requirements consist of certain core comeots and supporting
components. To ensure that the needs of any govemtmdepartment or
public body can be addressed the ECM solutions wgreuped as follows:

CLASS A: Total ECM Solution - where the total solution cxsts of:
imaging; document management, digital asset manag#em web-content
management and collaboration; records managemedtiategrated document
archive and retrieval systems; portal managementysibhess process
management (workflow); biometrics and digital sigoees and certificates;

search and retrieval; e-mail archiving; and formamagement.
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CLASS B: ECM Core — consists of: imaging; document managaem digital
asset management, web-content management and cmlédion; records
management and integrated document archive andigeal system; and

business process management (workflow).

CLASS C Stand-alone components are any or all of the daling
components: biometrics and digital signatures areftidicates; Search and
retrieval; e-Mail archiving; Forms management; Partmanagement; and

Business Process Management (workflow).

The individual client requirements will be mappedyaanst the products’
functions in subsequent acquisition processes toabda the clients to
acquire the necessary solution to support the regmients. The components
covered by contract 398 are clear and are as followmaging, Document
management, Digital asset management (DAM), Webteoth management,
Collaboration, Records management, Integrated doemm archive and
retrieval systems (IDARS), Portal management, Bwess Process
Management and workflow, Biometrics and digital BsBegures and
certificates, Search and retrieval, e-Mail archigin and e-Forms

management.

4.3 EVALUATION OF THE PROCESS OF OUTSOURCING

Both Trerise and Bosire contend that IT outsourciig motivated by the
imperatives of their annual strategic plan for tlwhole department. This
strategic thinking process has also been utilisggdSHTA. SITA strives to be
recognised as a thought leader on information andmmunications
technology (ICT) for the public sector. As the odfal ICT agency for the
government of South Africa, it is imperative thatstomers acknowledge the
value of the strategic insight, expertise and advihey provide to enhance
their technological capability. Since they occupyaique cross-government

market position, they possess a broad insight inbhe@ ICT objectives and
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strategies of the various government departmentsyttserve. Therefore,
SITA is exploiting this strategic position they hblto develop their thought

leadership credentials to the collective benefittbhe state (Pedlar, 2007).

Bosire alluded to the fact that they were not usiamgy framework or model,
but only concurring with the researcher’'s undersdarg of outsourcing
wherein he described it as services that they sér®kn the outside that are
not done in-house (i.e. ECTD) within the IT domaihe then concluded by
saying that IT outsourcing within ECTD is guided khe SITA ACT and

SCM guidelines and these were used as a model ramework.

For the purposes of illustrating the salient poinds contracts entered into
between SITA and their clients (e.g. ECTD), the eascher will make use of
Contract 398 supplied to him to show how it has beesed as a guide for
other contracts. The researcher acknowledge geneired from the above
mentioned contract because Trerise has mentionext SITA uses standard
contracts and only make minor modifications to sug specific project. The
said guidelines will ensure operational efficiencywith respect to the
procurement of enterprise content management (EGMIlutions and services

delivered to SITA clients.

The process used in executing the components oftraot 398 is shown in
the engagement model of contract 398 representedrigure 5 below. In
summarising what Figure 5 entails, SITA clients Wwisg to procure from
Contract 398 must have a detailed Business Case andser Requirement
Specification (URS) for the need, in order to agswsth the identification of
the solution/products that support the user crigerif so requested then
SITA can develop a URS on behalf of SITA clients atproposed cost. If so
requested by a department or public body, SITA wéNaluate the URS for
completeness and correctness regarding the funatliontechnical and

procurement requirements.
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Figure 5: Engagement Model — Contract 398: ECM fBublic Service

(Contract 398: Enterprise Content Management for Public Service)

1. SITA account manager and/or 2. Client requires

2. SITA ECM team and/or additional ECM 3. Client request
3. Suppliers on contract 398 licenses or ECM pilot

functionality

Business Case E

Client deals with?
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Source: ECM for Public Service
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The URS must: Specify the functions to be supported by the sobut,
contain an analysis and design of the processeddomplemented, specify
the criteria and standards of the client techni@lvironment, specify the
number of end-users, records managers, scanner aipes, specify the
demographics of the solution, specify other critenequired by the client.
SITA clients may include terms additional to, bubtncontradictory to the
mandatory clauses of the tender specification.

The client may request SITA to facilitate the RFQopess, or engage
directly with the suppliers for quotations. The RAQay request suppliers to
submit the following, namely, confirmation on howhd product(s) will
support the client’s requirements; projected timecakes; minimum
performance standards; specification of the reqdirservice and SLA’s
where applicable; detail pricing. The duration, sing date for the
delivering of quotations and evaluation criteria stube supplied by the

client.

In addition to the RFQ evaluation process the fallag may be requested
from the suppliers, namely, demonstration on produtunctionality,

presentations to clients on project approach, pradfconcept, and pilot
costs. Where SITA is requested to facilitate the RFprocess or the
purchasing, the SITA procurement process will béléawed such that clients
purchasing via SITA can fax the order through torplasing division.
Where SITA clients procure directly from the supgis the clients’ own

procurement guidelines will be applicable.

Using SITA, clients can request SITA’s services Wwithe URS; clients
requests SITA send RFQ to vendors; SITA requestsotqtions from
suppliers; SITA and the client evaluates quotatipnSITA and client
negotiates with supplier; Client places order onT&|] SITA places order on
supplier; SITA invoices client; Supplier invoicedTA; SITA pays supplier.
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Buying directly from supplier would mean client regsts quotations from
suppliers; client evaluates quotations, SITA canibeited to participate, at
the cost of the department, to assist with the enaaion process; client
negotiates with supplier; client places order onpplier; supplier invoices

client; and client pays supplier.

All officials from both SITA and ECTD agree with eh other that
monitoring mechanisms/processes are done in ternmismonthly PGITO

Council meetings wherein Provincial Government Infmation Technology
Officers (DGITO) and SITA representatives meet. Thmeembers of this
council are bound to abide by the code of condudiiah regulates their
behaviour. Account Managers act as mediators betw&dTA and ECTD

although issues can be taken to higher levels soallstalemate exist at the

level of the Account Managers.

Trerise contends that the tendering process is ussda last resort and
especially for very big projects which exceed thalwe of R 200 000
stipulated by the SCM guidelines. These companies already listed in the
SITA databases. Bosire concurred with Trerise amdleed by stating that the
benefits of IT outsourcing to SITA has enabled themmsave time they would
have spent to follow the procurement and/or tendgriprocesses. However,
Bosire highlighted the fact that they still had toanage certain projects
jointly with SITA and this to them was beneficialebause they were able to

leverage (i.e. make use of) the skills of their expenced partner.

Standard SLAs are provided by SITA. If the SLA i®tnadhered to, then
there will be a verbal interaction, formal interaehn, and/or further
consultation (Ntshongo). However, SITA Amendment AQNo. 38 of 2002
provides for the dispute resolution process and qtompliance with
regulation. The Act provides for any department, bpe body, or other
interested person to report any alleged non-commpdiea with any provision

of regulation to the Minister or an official of th®epartment of Public
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Service and Administration (DPSA) designated by tiManister for that

purpose.

The dispute resolution process provided for in tAet can be described as
follows, namely, a department and SITA must makerenyreasonable effort
to settle a dispute between them amicably througbnaliation and

negotiation within 30 days after the aggrieved pagave written notice to
the other party; if a dispute cannot be so settbedthe subject-matter of the
dispute necessitates settlement before the endhef 30 day-period referred
to above, either party to the dispute may refer thatter to the Minister for
mediation; if mediation fails, either party may eaf the dispute for
arbitration to the office of the State Attorney, ielh is closest to the
department’s head office; and the State Attorneysmact as arbitrator and

his or her decision will be final and binding onetlparties.

4.4 EVALUATION OF THE IMPACT OF OUTSOURCING

Bosire stated that what they were looking for in amtsourcing company
was the experience and knowledge, and project manment skills of which

these attributes would be contained in the projspecification.

However, there are four key impacts of outsourcingalized within the
relationship of SITA and ECTD, namely, transformanti of government
procurement and provisioning practices into an igrn@ted SCM function;
introduction of a systematic approach for the appoient of consultants;
creation of a common understanding and interpretatiof the preferential
procurement policy throughout the Eastern Cape Pmoe and South Africa;
and the promotion of the consistent application o¢lbest practices’

throughout government’s supply chain.
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4.4.1 TRANSFORMATION OF GOVERNMENT PROCUREMENT
AND PROVISIONING PRACTICES

The introduction of the concept of an integratedMsGystem for government
has contributed significantly towards the improvemie of financial

management in the broader public sector (TrerisA).the same time, this
has created a consistent framework for achievingv&omment’'s preferential
procurement objectives. It should be recognised,wbwver, that the gap
between the current procurement and provisioninggedures and practices
and those contemplated in the policy adopted by i@ab is substantial.
Hence there is an attempt to address this in theMStlicy wherein a three-
phase strategy to move from the current positionth@at desired has been
devised. These phases can be categorised as, nanhiebtly, the pre-tender
board abolition or preparation phase; secondly, tihmemediate post-tender
board abolition or full implementation phase; andstly, the monitoring

phase.

This transformation has enabled the government thiave the ideals of
good governance and to address deficiencies in Sypmhain management.
These reforms need to promote efficient and effeetiprocurement and
provisioning systems and practices that enable gaweent to deliver the
required quality and quantity of services to commtu@s. The establishment
of uniformity in procedures, policies, documentaticand contract options
and the implementation of sound systems of contaald accountability form

the cornerstone of institutional reform.

4.4.2 APPOINTMENT OF CONSULTANTS

Consultants should only be engaged when the neagssskills and/or
resources to perform a project/duty/study are novaihable and the
accounting officer/authority cannot be reasonabkpected either to train or

to recruit people in the time available. The rekatship between the
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accounting officer/authority and the consultant shsd be one of
purchaser/provider and not employer/employee. Therkvundertaken by a
consultant should be regulated by a contract. Theccoainting
officer/authority is, however, responsible for maoaoiing and evaluating
contractor performance and outputs against projesgecifications and

targets and should take remedial action if perfonoa is below standard.

The procedures outlined herein apply to all contsacfor consulting
services. In procuring consulting services, the aeceting officer/authority
should satisfy himself/herself that, namely, theopedures to be used will
result in the selection of consultants who have thecessary professional
gualifications; the selected consultant will carrut the assignment in
accordance with the agreed schedule, and the scopethe services is

consistent with the needs of the project.

Consultants should observe due diligence and priemgi standards in the
performance of the assignment. The accounting offiauthority should
evaluate the performance of consultants appointedifair and confidential
process. In the case of repeated poor performantdeg firm should be
notified and provided an opportunity to explain theasons for it and the

remedial action proposed.

4.4.3 INTERPRETATION OF THE PREFERENTIAL
PROCUREMENT POLICY

The impact of IT outsourcing on SITA and/or in tuoompanies existent in
their database has enabled the government especEBUTD, to overcome the
flaws associated with the Preferential Procuremélicy Framework Act
(PPPFA) and its regulations, it was necessary tmm@da more integrated
approach. This has sought to leverage governmergigeferential policy
objectives both directly and indirectly — directin respect of, for example,

contracting directly with black owned enterprises here legitimate
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opportunities arise and indirectly through, for exmle, granting preferences
to non-black owned enterprises for achieving Gowaent's preferential
policy objectives within such enterprises.

4.4.4 PROMOTION OF THE CONSISTENT APPLICATION OF
‘BEST PRACTICES’

The provision of information technology, informatiosystems and related
services such as those mentioned in section 4.2vapon a maintained
information systems security environment to depaetrts and public bodies
by SITA has enabled the government to concentraterenon their core
business of improving service delivery to the pufjliand that has in turn
promoted efficiency of departments and public bodidrough the use of
information technology (Bosire). Tshobonga concwgh Trerise on SITA’S
capability that it is not where they would like tb be. He states that some
ECTD officials are happy with them whilst other EOT officials are
disgruntled. This statement is supported by thetfalcat SITA initiated a
comprehensive customer survey to provide a baselsthedy for measuring
customer satisfaction and tracking over time. Thitsdy revealed that there

has been a 20% customer satisfaction improvement.

The adoption of the standard service level agreeim@&LA) has been one of
progressive practices employed by SITA and ECTD.STEBLA generally has
the following critical components, namely, scopeefthitions, parties to the
SLA, service elements, service levels and delivdesh warranties and
disclaimers, responsibilities, penalties, and vaityd The scope involves a
clear description of what the SLA is about, whickegulations and/or
guidelines are applicable and what are the limibats to that particular
service. The definition of key terms becomes extedyn important for
avoiding any ambiguities during the implementatioof that particular
service. Key terms such as who the client is, wh tservice provider is,
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who SITA is, what we meant when referring to equigmi, what SLA is

among others.

Furthermore, the practice of making use of relevaagulations has been the
hallmark of outsourcing parties. For example, actiolg to Trerise, they
used SITA Act Section 7-3 on procurement which etatthat despite any
other law to the contrary, every department musibject to subsection (4),
procure all information technology goods or servscehrough the Agency. A
department that wishes to acquire the service frdm SITA must do so in
accordance with business and service level agredsiemr procure that
service through the Agency if the Agency indicates writing that it is
unable to provide the service itself. Parties fulbntact details need to be
included. Service elements such as time and materaamd software
maintenance on all information and communicationcheology (ICT)
infrastructure, equipment audit and asset managdmeand upgrade of
devices to the maximum of the original equipment nmafacturer (OEM)

specification are some of the issues to be stipatlain the SLA.

4.4.5 INFORMATION SYSTEMS SECURITY ENVIRONMENT

Information systems security environment is definem section 1 of the
SITA Act No.38 of 2002 as to preserve the availabji] integrity and
confidentiality of Information Systems and Informah according to
affordable security practicesPasswords, firewalls, encryption, two-factor
authentication and access-control lists are amoing tools available to
information security professionals. Other optionaciude system audits,
patch management, network traffic monitoring andnperation testing. There
are a range of information security training progra and certifications to

best use these tools.
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4.4.6 IMPROVING SERVICE DELIVERY

A key spin-off for the IFMS programme is anticipatein future

contributions towards creating capacity and susiagn South Africa’s

technology skills base. However, it is important eésnphasise that the later
statement has not yet been realized. One of thetmboting factors to the
impact of this outsourcing relationship is the céplaty of SITA to carry out

the tasks or projects presented by ECTD and thesejgrts have been
outlined in section 4.2 above. Related to this issis the fact that a key
highlight in SITA’s 2007 financial year report wabke overall staff turnover
of 9,11% which was well below the current average 2% for the ICT

sector (Pedlar, 2007).

The improvements in service delivery which have oced as a result of the
impact of IT outsourcing have been demonstrated 8VTA’'s balanced
scorecard results (i.e. learning and growth, fineaic business performance,
and customer perspectives) reflected in their 208@nual Report. SITA’s
balanced scorecard has been highlighted intentibn&lecause even though
the partners in the relationship are important, BIfTA’s contribution and
success impacts positively on ECTD. For the purppo®d this research and
relevance to the impact of outsourcing, the SITAdalanced scorecard has

been highlighted as follows:

It is also pleasing to note that locally empoweredT players continue to
benefit from contracts awarded by SITA on behalfgdvernment. These ICT
players are the ones mentioned by Trerise which Alhave in their

database, and these players are such companiesGikenaAST, Arivia.com,

Vhuwani, Amava Information Technologies, Advocatechnologies, etc. A
total of 65 contracts worth R1 527 billion were amdad during the financial
year 2006/7. Of these, 86% were awarded to blaclnemic empowered
service providers. Notwithstanding the above men&#d successes, it is
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SITA’s contribution in developing the indigenous TCindustry where they

would expect to see progress in the future (SITAn@al Report, 2007).

From a financial sustainability perspective, SITAash exceeded their
expectations. Management has delivered strong ghowft 15,6% on revenue
and 76,4% on surplus for the year, which bears iteashy to the underlying
robustness of the organisation and impact of IT smurcing (SITA Annual
Report, 2007).

The objective of this research is to develop andilenate a decision-making
framework suitable as a guide for public organisats managing IT
outsourcing. The results to this effect show tha@TD use SCM guidelines
and SITA Act No 38 of 2002 provisions as tools fdecision-making. The
results of outsourcing a project such as the IFM&/é& proved to be complex
and had diverse circumstances and as such it idiclft to evaluate, as
adequate outcomes and feedback will only occur ooaé¢sourcing has been
implemented and been operational for a period omdi as Groveret

al.(1995) have alluded. However, for the finished pgojs which Pedlar
(2007) has reported on in the SITA’s annual repottiere has been a 20%
customer satisfaction improvement (i.e. customertisfaction survey

increase from 43% to 63%).

ECTD have opted to outsource the IT services to AI3o0 as to ultimately
achieve the superior service delivery quality degir It is through this
pursuit of excellent service delivery that variopsiblic organisations have,
according to ECTD officials interviewed, embarked 6T outsourcing as one
of the ways of achieving their goals by engagingethservices of
organisations like SITA (Lawther, 2004). In emphsisig the importance of
outsourcing relationships between public sector adments and SITA,
Webb and Laborde (2005) and Niven (2006) agree wgB@8TD and SITA
officials interviewed that the attention of bothealoutsourcer and the client

must be focused on the client’'s customers and thsatisfaction. It is for
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this reason that the use of Account Managers andvBArcial Government
Information Technology Officers (PGITO) Council fom have been
employed and established solely for that purpose.

In corroboration of the above Pedlear (2007) stat&€Bhis, in part, can be
attributed to our efforts to attract and retain teccal skills and motivate our
best performing staff”. SITA trained 96% of theitasf as per the training
requirements to fill core competency gaps in thexisting skills base.
Furthermore, they concluded a study to identify tleitical workforce
segments in SITA that need to be acquired, or reeai and developed
(Pedlar, 2007).

4.5 SUMMARY

ECTD outsourced to SITA the following IT servicess aeported earlier,
namely, provision or maintenance of a private tedeanunication network
(PTN) or a value-added network (VAN); transversafaormation systems and
its data-processing or associated services; tragnim IT/IS; application
software development; maintenance services for IToftware or

infrastructure; data-processing or associated seesi for specific IT

applications or systems such as website developmant IT support.

The interviewed officials from ECTD contend thateth used the SCM Guide
and SITA ACT when pursuing IT outsourcing for preis such as those
listed above. One of the key projects outsourcedSid A is the IFMS, which
is a project programme of the National Treasury Wiong closely with
provinces (e.g. ECTD), National Department of Puwbli Service,
Administration (NDPSA) and SITAThe IFMS project has been implemented
following the SCM guidelines. The key SCM Guide cponents are demand,
acquisition, logistics, and disposal management.
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The engagement model used by SITA to guide them the process of
engaging in an IT outsourcing relationship has, @uadng to officials
interviewed, been a success. SITA uses a standardtract wherein other

specific contracts get minor adjustments.

The impact of IT outsourcing has shown increasescustomer satisfaction
improvement, transformation of government procuremeand provisioning
practices, appointment of consultants, interpredatiof the preferential
procurement policy, promotion of the consistent &pption of best
practices, information systems security environmeahd improving service
delivery.
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5. CHAPTER 5 — CONCLUSION

This chapter serves to highlight the main findingsf this research.
Thereafter, the researcher makes recommendatiomsmfanagement practice

purposes and future research.

5.1 MAIN FINDINGS

The list of those projects which has been outsourte ECTD to SITA has
been found to be similar to that of IT outsourcimgithorsreviewed. This
has greatly strengthened the pursuit of evaluatihg processes and impact

of outsourcing.

The reasons advanced by ECTD for embarking on ITsourcing have been
found to be firmly grounded on strategic plans, dginig policies such as
SCM and relevant regulations such as the SITA ARtojects such as IFMS
have successfully been guided by these documentse €ngagement model
used by SITA to guide them through the process afgaging in an IT
outsourcing relationship has, according to offigalinterviewed, been
successful. SITA uses a standard contract wheretimeo specific contracts

get minor adjustments.

The impact of IT outsourcing has shown increasescustomer satisfaction,
transformation of government procurement and proeonsng practices,
appointment of consultants, interpretation of theeferential procurement
policy, promotion of the consistent application obest practices,

information systems security environment, and impirog service delivery.
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5.2 RECOMMENDATION FOR MANAGEMENT PRACTICE

It would appear that ECTD officials are solely dewent on the
abovementioned SCM guide and that is strongly canéid by Goolsby and
Whitlow (2003) when they state that good planningdaan adherence to this
plan by the parties to the contract is key to thecsess of any outsourcing
initiative. Goolsby and Whitlow (2003) emphasiseathit is important that
buyers of any IT service should have a clear undamsiing of what they
want done and declare upfront their (i.e. buyersppabilities and
responsibilities so that the provider knows cleathe extent of the task to
be done rather than to rely on the SCM guidelinasl &ITA Act.

Goolsby and Whitlow (2003) suggest the followingafmework that will

assist organisations such as ECTD in their decisnoaking process, namely,
the intelligence phase for problem identificatiom opportunity seeking, the
design phase for the planning of alternative sodunts, the choice phase (or
strategy selection phase) is involved with selegtian alternative or course
of action from those available, Action phase reweahe weaknesses of
Goolsby and Whitlow (2003) model shown in FigureaBove and evaluation
and monitoring phase allows for regular reviewsfeedback mechanism and

monitoring of progress.

It has been noted above that few organisations cdhord to develop
internally all the technologies that might lead tmompetitive advantage
(Hitt, Ireland, and Hoskisson, 2005). By making usé external vendors
such as SITA as is encouraged by SCM Guidelines aidA Act in
outsourcing those activities in which the buyer e(li. ECTD) lacks

competence, organisations can concentrate on carsEn®ess.
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Therefore, organisations look to outsourcing becausis seen as a way to
reduce costs, especially the labour costs which associated with employee
benefits, as well as the training and capital co@@sucker, 1995).

5.3 RECOMMENDATION FOR FUTURE RESEARCH

The current research concentrated on the sampléoaf senior officials who

had wide knowledge of IT outsourcing within SITA@ECTD. However, the
views of these officials were supplemented with daents such as the SITA
Act, SCM Guide, National Treasury Regulations (NTR9tc. In hindsight,

the current study could have been more effectivadhhe researcher also
used end-users of these IT services outsourced raag be citizens as well.
The addition of the end-users’ and communities’ wee on the impact and
process of outsourcing IT services by ECTD to SITAuld have enhanced

the research study and had given it more credililit
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AppendixA

7. APPENDIX A: QUESTIONS FOR SITA STAFF INTERVIEW

1. Is there any model or framework that guides yolhroughout the
outsourcing process?
How did you go about outsourcing with ECTD?

3. Were you able to help refine the stated neece.(idid you have to
simplify the specification)?

4. Did Eastern Cape Treasury department (ECTD) «eahe correct
outsourcing option/type?

5. Does SITA have the capability to provide thatswvéecided upon?
Did you jointly participate in the drafting ofhe SLA and in its
implementation?
How were the SLAs arrived at?

8. What has been done to manage the relationshig laow effective has
it been?

9. Has there been implementation according to tbatcact and SLA?

10. How and what benchmarks were used in the outsiong process?

11. What are the differences between your relatioips with the various
Government departments?

12. What are the best practices you used duringdbgtsourcing?
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Appendix B

8. APPENDIX B: QUESTIONS FOR SITA CLIENT INTERVIEW

1. Is there any model or framework that guides ydue. ECTD)
throughout the outsourcing process?

How did you (i.e. ECTD) go about outsourcing?

3. Was it a strategic decision or not and if so,swd an appropriate
strategic decision?

4. How are decisions arrived at regarding IT Outsong? Describe the
process. (i.e. what are the underlying causes otfsourcing?)

5. Did Eastern Cape Treasury department (ECTD) «eoahe correct
outsourcing option/type?

6. Does SITA have the capability to provide the wiee?

7. Did you jointly participate in the drafting ofhe SLA and in its
implementation?

How were the SLAs arrived at?
What has been done to manage the relationshig laow effective has
it been?

10. Describe the process, what happens if the SEAot adhered to?

11. How and what benchmarks were used in the outsiowg process?

12. Could you please explain how did you go aboué¢pgaring and planning
for outsourcing? What was the outcome? Did impletesgion occur
according to plan?

13. What are the key attributes you are looking fofrom the
outsourcing/vendor organisation?

14. What benefits have you gained in outsourcingl arhat risks, problems
have you encountered?

15. What are the best practices which are being duskey you in
outsourcing?

16. Who is managing the relationship and what peaxbt encountered?
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