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Abstract

The practice of outsourcing Information Technology (IT) functionsin private indudtry is not
new and has been in existence, in various forms, since the late 1960's. The outsourcing activities
of private industry over the past decade indicate that the trend of outsourcing IT functions
continues to gain momentum. Recent research indicates that “ by the year 2002, most large
organizations will be outsourcing 25 to 30 percent of their IT budget.” (Wilcox). So too, the
public sector appears to be following this trend — this has become evident over the past five years
especidly. “Fiveyearsago, IT played a support role in government, now, I T has become a
cornerstone for new processes and an enabler in government, just asit hasin business.

The Federa Government has taken significant steps towards outsourcing I T functions.
According to one research firm's predictions, “the federd 1T outsourcing market will surpass $3
billion in 2003, up from $2.3 hillion” in 1998. “Key outsourcing aress for federd agencies will
include desktop and network management, as well as bus ness-operations outsourcing, which
entailsturning over IT for an entire business function to athird party.” (Governments Opt)

Even dtates are getting into the act with the well- publicized negotiations between the State of
Connecticut and computer giant EDS, to outsource the states I T functions— aded which
potentially would have amounted to about $1 billion over a 7-year contract. Additiondly, the
State of Pennsylvania successfully negotiated and recently findized its strategic outsourcing
contract with Unisys Corp., agreeing to have the company consolidate up to 20 state agencies
data centers into a single centraized data center and provide management and operationa
support. The seventyear ded isvaued at about $500 million and is“the most extensive data

center outsourcing contract of itskind at the state level.” (CIVIC.COM.



civic_8261999 paoutsourcing). Although the negotiations to outsource Connecticut failed, it is
clear that public agencies are looking more and more towards outsourcing — aggressve
outsourcing - as an dternative.

In the case of the San Diego Superior Court, outsourcing has become aredity. On December
13, 1999, barely over year after court unification, the San Diego Superior Court transitioned the
entirety of itsIT functions to an outsourcing vendor. This bold move was done in tandem with
the outsourcing of the County of San Diego'sIT functions. The 7-year contract between
outsourcing vendor Computer Sciences Corporation (CSC) and The County of San Diego and
The San Diego Superior Court was for $644 million; the Superior Court’s portion of the contract
was $72 million.

The sgnificance of thisis great, marking the largest technology outsourcing pact among
locd governmentsto date. Needlessto say, the progress of the San Diego County/Superior
Court outsourcing will be closely watched by outsourcing vendors, the public sector and
interested public in genera. From the perspective of the County, Superior Court and CSC, the
dtakes are high and their desire for this new venture to succeed is paramount.

San Diego County’s and San Diego Superior Court’s move to outsource it’s I T services has
driven home the fact that outsourcing isavery red option for loca government leadersto
congder. This paper provides recommendations on how to go about determining whether or not
an organization should outsourceits I T functions and outlines processes involved should the
decision be made to go forward with I'T outsourcing.

The modd produced by the County of San Diego and the San Diego Superior Court was used
asa“rea world business’ example for this paper. Indeed, local government leaders can learn

from their experience and can gain vauable inaght if they are consdering outsourcing. The



decison to outsource I'T servicesis not asmal one and the implications and ramifications of
outsourcing are sgnificant. The more information Court leaders have before making the
decision, the better.

This paper uses the County of San Diego Superior Court’ s recent experience with I'T
outsourcing to discuss the question “Was the outsourcing of itsentire I T function the best
dternative for the San Diego Superior Court and the County?’

This paper concludes that, outsourcing of IT functions— total outsourcing — was the correct
solution for the San Diego Superior Court and the County. By partnering with the County, they
were able to increase their appeal to world class vendors and to leverage their negotiating power
with those vendors.

In one regard, being one of the first loca governments to negotiate atotal outsourcing
contract of this magnitude was an extremely risky move on the part of County and Court
leadership. But in another regard, it ensures that the County, Court and contracting vendor will
make the success of the outsourcing partnership amgor priority. Essentidly, thereis no turning
back on the decision to do total outsourcing without incurring tremendous expense — both
monetary and politica. The only desirable option for County and Court leadership, at this point,
isto commit to making the partnership with the contracting vendor a successin order to redize
the short- and long- term benefits that were identified during the outsourcing process.

The fact that the County and the Court now have one common vendor, and therefore one
focal point for steering I'T direction, increases the likelihood of collaborative IT solutionswithin
the County and between the County and the Court. Thisis a different modus operandi from the
old “each agency and entity marching to the tune of various IT drummers’ that used to exist

within the Courty.



Public organizations can derive benefits through collaboration, especialy in the area of
technology, where integration, compatibility and open systems are critica to maximizing the
effective use of technology. The court’s willingness to partner with the County to outsource I'T
functions established a foundation for future cooperation and collaboration with their IT

solutions.



Introduction

“During the Industrid Revolution, good government was measured by how well bridges,
roads and sawer systems were built. During the technologica revolution, good government will
be messured by how well government uses technology to better the lives of itsresdents’. These

are the words of Rondd Lane, a Manager of Information Services for San Diego County.

The sentiment is reiterated by J. Douglas Walker, Senior Technology Associate, National
Center for State Courts, in the on-line bulletin, “Reflections on Technology in the Courts’, where
he states that the “public is rapidly adopting the expectation that information will be available
dectronicaly via the Internet. Citizens growing accustomed to shopping, banking, renewing
automobile regigrations, and filing tax returns on line will expect to be able to use thar
computersto pay atraffic tickets, determine and reschedule an appearance date, respond to juror

summonses, and conduct other routine court business” (Reflections 24)

With growing public expectation, the fast pace of technology and increasing workload, court
leadership is faced with the chalenge of implementing technology thet will engble them to meet
expectations. With technology growing more complex, the breadth of knowledge required to
implement new technologiesisincreasing. The ahility for a court to keep up with the technology
and cover dl bases— hardware, software, operating systems, programming languages, network,
telephony services and internet — has become increasingly difficult.

This daunting chalengeis clearly depicted in the following excerpt from The Warner
Group's, a consultant firm, strategic assessment of San Diego County’s Information Technology:

“During thistime of explosve growth in technology, the County has falen behind.

Communications networks are fragmented and often unrdiable. Critical software

gpplications are aging and need replacement. Severd large systems projects are underway,
but technica methodologies, tools, and practices are inconsistent and often not industry-



gandard. The County is experiencing significant difficulties in the hiring and retention of
quaified technology gtaff, aswell asin the reengineering of kill sets of exiging Saff. The
County’sIT organizationa gructure, which limits the CIO' s ability to make enterprise-wide
decisions, does not lend itsdf to provide the governance and decision-making to promote
County-wide integration and standardization. With abudget of approximately $98.5 million
in 1998-99 for technology, the County does not have effective ways to measure and manage
its technology investments. These chalenges, and others, impeded the County’ s ability to
deliver high qudity service to cusomersin a cos-effective manner.” (The Warner Group i-

i)

The key recommendation of The Warner Group assessment was that the County should
outsourceits I T functions. One definition of insanity is*to keep doing the same thing over and
over again, yet expecting adifferent result eech time’. Indeed, if different and better results
were the desired outcome, continuing to manage their IT the same way was not the answer for
the County. To carry on the same way, in light of The Warner Group’s assessment, would have
been, inasense, “insang’. 1t was clear that a change in the County’ s gpproach to managing their
I'T was necessary and the county had a huge decision to make on whether or not to go forward
with The Warner Group's recommendation.

The County, after careful consideration, did eect to go forward with The Warner Group's
recommendation and, after along outsourcing process, the San Diego Board of Supervisors
approved the $644 million, seven-year contract with outsourcing provider CSC, on October 26,
1999.

The San Diego Superior Court participated in The Warner Group assessment and was found
to be facing the same I T challenges as the County (see Appendix E, San Diego Superior Court
Decison Paper, IT Outsourcing, for more details). In addition to the I T challenges identified by
The Warner Group, the court was aso undergoing significant structura and organizationa
change brought about by court unification in December 1998. Prior to unification, each of the

County couts had itsown IT divison. Asaconsequence of unification, the court was faced
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with bringing together 5 separate I T departments, a chalenge made more difficult by the
differences - some extreme — in the types of desktops, Local Area Networks, case management
sysemsand IT philosophiesamongst itsold IT divisons,

Approximately 3 monthsinto the court’ s unification efforts, the County offered the Court the
opportunity to “piggyback” onto the County’ s outsourcing contract with CSC. Court leadership
recognized that outsourcing was an dternative that had to be consdered, especidly in light of
such apivota timein the Court’sIT history. Aswith the County, the court had to carefully
weigh whether the risks of outsourcing were worth taking. In late February 1999, the court
formally announced that it was evauating the outsourcing dternative and, in September of that
year, the final vote was cast and the announcement made that the court would be joining the
County in outsourcing its entire I T operations.

Using the recent San Diego County and San Diego Superior Court outsourcing experience as
amodd, thisreport will andyze IT outsourcing as a possible option for other courts to meet thelr
automation objectives. The advantages and risks of outsourcing are also discussed.

1. Definition of Outsourcing

The term “outsourcing” can be defined as the use of externd agents to perform one or more
organizationa activities (e.g. purchasng of agood or service). Although outsourcing can apply
to afull spectrum of organizationa activities, including payrall, facilities management, human
resources management, and procurement, for the purposes of this paper, the term outsourcing
refersto Information Technology (IT) outsourcing specificaly.

Thereisavariety of IT outsourcing practices. In Outsourcing Information Technology,

Systems & Services, three main categories of outsourcing are presented:
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Body shop—management uses outsourcing as away to meet short-term demand. The most
common type of body shop outsourcing is the use of contract programmers/personnd that is
managed by company employees.

Project Management—management outsources for a specific project or portion of 1S work.
Examples of project management outsourcing include the use of vendors to develop anew
systemn, support an exigting application, handle disaster recovery, provide training or manage a
network. In these cases, the vendor is responsible for managing and completing the work.

Total Outsourcing—the vendor isin total charge of asgnificant piece of ISwork. The most
common type istota outsourcing of the hardware (e.g. data center and/or telecommunications)
operations. The newest outsourcing strategy is to turn over the entire hardware and software
support to an outside vendor. Some have gone so far asto euphemidticdly term this type of
outsourcing, turning over the “keysto the kingdom.” (Lacity 2-3.)

Thefirgt two definitions, “Body Shop” and “Project Management,” are more commonly
referred to as* Sdlective’ outsourcing. Asthe category title implies, selective outsourcing isthe
practice of identifying specific IT functions to be outsourced. Totd outsourcing, obvioudy, is
the practice of outsourcing dl (or amgority of) and organization’s I T functions.

Tota outsourcing transfers most equipment, saff, and responghility for delivery of
information services to a vendor, while sdective outsourcing identifies specific functions or
services to outsource.” (Klepper 76) In the definition used by Lacity, Willcocks, and Feeny,
1996, if 80% of your organization’sinformation systems budget is being used for outsourced

SErVices, you are engaging in total outsourcing.
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2. Outsourcing Trends

Recent market research indicates that outsourcing services are on the upswing. “Dueto a
shortage of skilled labor and the prospect of lowering costs, companies of al szes are expected
to increase their gpending on outsourcing in the years to come, according to a recent study from
International Data Corp, (IDC) in Framingham, Mass. The research group expects that
outsourcing spending will increase a a compound annua growth rate of 10 percent in the United
States, creating a $75 billion market by 2002 [...] The most sought-after outsourcing services
are data center, network operations, desktop, application services, help desk, and disaster

recovery.” (Infoworld)

State and local governments are increasingly looking to the vendor community for expertise.
The total externd services segment of the state and loca government market -- of which IT
conaulting is a component -- is estimated a $10.1 hillion for 1999, and is growing at arate of
14.5 percent annualy. (Buying Strategies)

“In government, outsourcing isincreasing, but is gtill behind the rate of private industry. At
the State of Cdlifornia, most departments have consolidated data center operations in centraized
facilities such as Tede Data Center and the Health & Welfare Data Center. Further data center
consolidation is planned in the future, and the outsourcing of statewide telecommunications and
wide area networks is underway. Data centers were consolidated in Pennsylvania, and are
underway in Michigan. Orange County, Cdifornia has been outsourcing al teecommunications
and IT services, including gpplications, since 1972; Solano County has outsourced itsIT
operations aswell. Examplesrange from the large (e.g., State of Connecticut in progress, City of
Indianapolis aready completed) to the smdl (e.g., many locd municipdities, including the Cities

of Irvine and Fullerton).” (The Warner Group V)
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3. Tempering the Trend Reports

In their book, “Information Systems Outsourcing, Myths, Metaphos and Redlities’, Mary C.
Lacity and Rudy Hirschheim bring up the point that, “taken as a body of information, public
sources on outsourcing send a powerful message to organizations: outsourcing will become the
standard practice for managing information systems. The reports may become a self-fulfilling
prophecy unless the overly optimigtic reports are interpreted with a more balanced view.” (22)

Their andlysis points out that public information sources about outsourcing are often
optimistic because: (a) reports are made during the honeymoon period [of outsourcing
negotiations], (b) only projected savings are reported instead of actud savings, and (c)
outsourcing fallures are under-represented.” (22) They attribute the under-represented failures to
the fact that “no company wants to report afalure. Thissmply may be acharacterigtic of
human nature. After dl, who wants to offer a personal failure for public scruting?” (22)

They ds0 identified two other information sources that influence the organizationd decison
makers. 1) Outsourcing seminars—* which are typicaly conducted by outsourcing vendorsin
conjunction with alarge consulting firm or research indtitution. Participants [in their sudies] felt
the conaulting firms give the audience an illusion of objectivity, but vendors actudly seem to
provide most of the information.” and, 2) Vendor solicitations- “Participants[in their case
dudies] clam that vendors flaunt long client listsin front of their CEOs. Theligt is particularly
impressive when the prospective client’ s competitors gppear in print. Once avendor enters an
industry, they call their client’'s competitors to offer them smilar dedls. The vendors clam to be
expertsin thisindustry and can therefore offer progpective dlients big savings. Another client

comes aboard, thus perpetuating the bandwagon effect.” (21)
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In short, dong with dl the other factors to consider when considering outsourcing,
organizationd leaders must also consider how they are being influenced by public information
sources. “The ultimate god is “smart-sourcing” — companies retain strategic applications while

farming out only those services that vendors can provide more efficiently.” (2)

|. Making the Decision to Outsource

Cutting past vendor marketing tactics and inaccurate I T trade journd reports on outsourcing,
the fact remains that outsourcing is something many organizations are consdering and doing --
“...customers continue to seek the flexibility and cost savings that outsourcing promises. This
quest is not dways fruitful, but in the words of one of the top consultantsin thisfield, it is clear
that outsourcing continues to be “the least worst dternative.” (Halvey Preface).

Whether one views outsourcing as "the answer” to an organization's I T problems or as “the
least worgt dterndtive’, the decision to outsource should be weighed carefully, especidly if total
outsourcing is being consdered. While outsourcing yields benefits, there are dso costs and

risks. The following sections discuss some of those benefits and risks.

1 Reasons Why Organizations Outsource

In their book, “Outsourcing Information Technology, Systems & Services’, Robert Klepper
and Wendd| O. Jones discuss the reasons why companies outsource and the risks involved.
They’ ve broken down the reasons for outsourcing in mgor categories of meeting busness
objectives, cogt savings, organizationd finances, information services, technology and kills,
personnd issues, organizationa change, and organizationa politics. The mgor benefits

outsourcing has to offer are summarized below:
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A. Motives Involving Business Objectives

In terms of business objectives, outsourcing is consdered because it offers opportunities for
organizations to leverage and enhance business functions through the use of an outside vendor.

Through outsourcing, organizations can use a vendor to manage an information systems
dependent business process with the specific objective of improving businessresults. An
organization can aso reengineer busness processes with the help of a vendor who offers best
practice methodologies for managing key business functions. Outsourcing also can enable an
organization to link information systems service ddlivery and different kinds of business values
using outsourcing as away to postion the enterprise for ongoing business and technica change.
Through this, customer satisfaction, business options are increased and core business processes

I'T processes can be improved.

B. Motives Involving Costs

Codt savingsis one of the more frequently cited reasons for outsourcing. Outsourcing offers
the possibility of providing services a less cost than the internd I T department and making costs
more predictable and better controlled when services are contracted for with a vendor.

Some organi zations use outsourcing as a vehicle for transdforming information services from
afixed assat with fixed costs to amore variable cost so that information services can be more
eadly ramped up in times of business increase and profitability and cut back when business
conditions dictate. Additiondly, it may enable organizationsto bring IT budgetsin line when

the rapid increase in the performance relaive to price of computing is not reflected in codts.

C. Motives involving Organizational Finances

16



In certain circumstances, outsourcing can enable an organization to transfer equipment and
other fixed assets to the vendor in exchange for cash as away of dressng up the organization's
balance sheet. This can free up capitd funds for investment in areas that are important to
drategic success. It can dso improve the financia measures routingly scrutinized by the
investment community by diminating the need to show return on investment in non-core areas of
the firm.

Some organizations elect to outsource the capita-intensive aspects of information systems as
away of avoiding discontinuous or lumpy capita investmentsin the future. For example, having
to purchase new desktops every few years can create investment spikes.

In firms that experience large year-to-year fluctuations in busness and in firmsthat are
downsizing, outsourcing offers the ability to convert afixed cost businessinto a variable cost
business. Finally, some organizations outsource to get cash for aportion of a business unit that

otherwise might not create value when sold or divested.

D. Motives Involving IT Services and Responsiveness

In some instances, where the . T. functions are integra to the core functions of an
organization, outsourcing of the mundane and routine information services functions enables the
I'T department to better concentrate on the activities and applications that dlow it to contribute
red vaue to the organization.

An organization can outsource old technology and the functions and applicationsit supports
to avendor (for example, legacy mainframe systems) to alow concentration on amove to new
technology that better serves customer needs (for example, client-server applications).
Performance of in-house IT saff may improve when there is greater focus, achdlenging and

cutting edge project, and less hierarchy in IT sructure allowed by outsourcing part of the
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information services burden.  The new challenges may be Strategic to the organization and alow
it to focus on core competencies supported by or delivered by information systems technology.

Organizations can elect to outsource in cases where vendors can provide better qudity
service than in-house information systems resources. Vendors may have the edge because of
their greater range of services, more skilled and/or motivated staff, better technology, or superior
management. Outsourcing part of the IT function may aso increase the motivation of in-house
IT saff through reorganization and a sharper focus.

In some Stuations, outsourcing can increase an organization’ s flexibility and the ability to
handle fluctuations in workload. An organization can outsource when the demands on
information services rise and peak, and cut back on outsourcing when demands fall. Inthis
Stuation, an organization can maintain acore IT gaff, and use vendors to absorb the fluctuations
in demand on the information systems function. Thistactic will incresse responsiveness if the
hiring and releasing of vendors or vendor saff can be accomplished more rapidly than smilar

fluctuationsin internal resources.

E. Motives Involving Technology and Skills

The term technology connotes new knowledge and new ways of doing things. Outsourcing
IT functionsis often driven by the fact organizations have difficulty kegping the skillsand
knowledge base of internd 1T staff and technologica resources in synch with the fast pace of
technology. Through outsourcing, an organization can regp the benefits of accessto cutting-edge
technology and skills and gain the skills afirm cannot attract in the marketplace on its own
accord.

An organization can gain access to resources available to outside equipment and service

providers through the contacts and aliances established by these vendors that otherwise would
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not be available to or not as accessible to the I T department by outsourcing. In addition, afirm
can share the risks of new technology with avendor or transfer the risks entirely to the vendor.

One other benefit of outsourcing isthet it enables you to shift the risks inherent in
obsolescence of technology and skillsto avendor for dl or part of the organization’s
technologica and human resource infrastructure. The potentia gain isin access to resources and
the ability to change these rapidly and flexibly, as conditions require. It enables an organization
to concentrate on only those areas of technology and skillsthat create real value or offer

competitive advantege.

F. Motives Involving Organizational Change and Politics

Outsourcing vendors offer resources and skills that can enhance an organization’ s ability to
ggnificantly restructure its business processes or to offload non-core functions. Outsourcing can
be usad to implement and accelerate organizationa change.

Some start-up companies outsource their information services as away of reducing theinitia
investment and removing one potentia headache from an dready overloaded agenda. Other
organizations outsource to facilitate mergers, acquisitions, and corporate restructurings by
contracting some or al of thework to vendors. Vendors may have experience and specid
capabilitiesin what are one-time-only experiences for the client company and its saff. Vendors
are often immune from internd political pressures that stand in the way of structura change.
Reiance on vendors can diffuse, deflect, or nullify the politics that accompany mergers,
acquisitions, and restructurings.

An organization can dect to outsource to facilitate decentraization and corporate
reengineering as a particular kind of restructuring that often involves information systems.

Outsourcing offers the potentia to both provide the information systems resources and
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cgpabilities that underlie reengineered ways of doing business and of moving around politica
obstacles to the restructuring thet reengineering often involves. Outsourcing in a partnership
with avendor can boost business performance while sharing the gains and risks of outsourcing
with the vendor.

Outsourcing can aso be used as atactic to keep the IT department motivated and on task: an
organization can benchmark the internd IT department againgt externa standards and outsource
(perhaps for alimited period of time) a portion of information syssemswork in order to compare
quaity and efficiency againgt an externa source of service,

Outsourcing is aso done to completely remove amismanaged and ineffective I'T function.
Entwined in al organizationd restructurings and chenges are the political motivations for
bringing about organizationd change. If done right, outsourcing may aso be a career-enhancing
move for the senior IT or generd manager who champions and motivatesit. (47-51)

2. Risks of Outsourcing

Given dl the advantages outlined above, why have not more organizations outsourced? The
answer liesin the fact there are risks inherent in outsourcing. It is of course the responsbility of
management to weigh the risks againgt the benefits before deciding to outsource. “The risks of
outsourcing are many, and as a result, the anticipated benefits of outsourcing may not come to
fruition. It is necessary to andyze therisks, and if they are unacceptably great or can't be
managed, outsourcing should be avoided. If the risks are not too great or can be managed

outsourcing should be considered.” (Klepper 55).

A. Loss of Control

The firgt and most fundamental risk of outsourcing isloss of control. When you outsource,

the employees of an outsourcing firm don't report directly to you. (Klepper 56)
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Outsourcing can involve some loss of control over the timely ddlivery of services and the
quality of services. It may be that the high service level and quick response that the vendor was
expected to provide do not materidize; and in some instances vendor service may be worse than
IT service before outsourcing.  This problem often arises when the client firm does not
understand that outsourcing economics dictates that the vendor make money. Vendors have the
incentive to dosely control costs and only deliver what the contract cdlsfor. They centrdize
functions, sometimes at long distances from the Stes of dlients; they standardize equipment and
software to gain economies of scde; and they run minima staff to meet what they see asthe
anticipated demand for thelr services.

Costs may creep. Clients are surprised when vendors present bills for extracharges. In some
cases cogt savings may not be redized if user-customers use discretionary money to go around
the vendor and get information services from other sources. These costs may be largely hidden,
so that it gppears that outsourcing is saving money when it actudly is not.

Up-front infusions of cash as vendors take over information services equipment and purchase
company stock are often gained at the expense of long contracts... Asthe contract runs,
technologica change continues to cause the price-to- performance ratio to continue to plunge.
The company that outsources pays the same flat fee to avendor year after year and failsto enjoy
the improved economics of information technology.

Information systems costs may not be lower with outsourcing. Usudly, it’s the unforeseen
and unaccounted for changes that result in higher cost. Some areas that escalate the costs are
discussed below:

= Employees are transferred to vendor, but unaccounted for vested pension and insurance

benefits must be paid out resulting in aded that costs more than it saves.
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= Software license fees get passed to your organization as acost of upgrading and

continuing to run software that was handed over to the vendor to run.

= Thetime, effort, and labor necessary to manage the outsourcing arrangement with the

vendor islarge and only partidly anticipated.

= Youcreate ahig hill to dimb if you ever decide to insource and take it al back in the

future. The longer the outsourcing contract, the more difficult it will be to insource, as
your I'T management capabilities may arophy, and your organization develops a cultura
dependence on the vendor as well as one based on services provided by the vendor.

It may be that an organization elects to outsource the whole of the IT function with the
assumption thet it is a utility, and so the organization can focus on core competencies. But later
itisredized that IT has vauable, srategic contributions to make.

Corporate secrets and confidentia information may be accessible to vendors and their
personnd. And an organization’sintellectud property can adso be at risk in outsourcing

Stuations.

B. Losing the Edge Internally

An organization that eects to outsource a significant amount of its 1T risks losing “touch”
with how technology can enhance the business processes. In effect, the link between the
business and its technology can become weakened or separated when the IT functions are
outsourced.

Outsourcing, crestes an “extraordinary paradox” in that outsiders (outsourcing vendors)
become involved in some of the most important, intimate, and vulnerable agpects of an
organization. The computer systems that are tied to an organization’s core functions — that dlow

them to do their work isthe lifeblood of every organization. Core business functions may be
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totally dependent on these outsourced systems. Automation and telecommunications are often
vita components of the most critica work of an organization. (Ripin 12)

The outsourcing company may assume the vendor will share new technology as it comes
aong, only to find the vendor continues to offer what is now outdated equipment and service
technologies.

Another risk isthat by outsourcing, you cut your organization off from learning about new
developmentsin technology and the gpplication of technology in your business.

The information sysems world is congtantly changing — thereis “endemic uncertainty” in
the IT industry. Technology keeps charging ahead and takes directions that are not well
anticipated. The business environment aso changes in unpredictable ways. When you
outsource, you run the risk of losing the capacity to innovate in ways that the business requires

because the business and the IT functions have been separated somewhat by outsourcing.

C. High Expectations, No Clarity, No Defined Deliverables

Outsourcing atroubled, poorly managed, and poorly understood I'T function dmost dways
leads to disaster. Outsourcing success demands that the outsourcing relationships be managed,
S0 that the failure of management is like to be carried over to management of the outsourcing
relaionship aswell. And without a clear understanding of the function to be outsourced, it is not
possible to structure and manage a successful outsourcing relationship with avendor. Get
information systems under control, then consider outsourcing.

Outsourcing to get around the congraints of staff with outdated and ingppropriate skills may
boomerang. The vendor may not provide superior staff and superior skills. Infact, the

outsourcing agreement that moves much of the client” staff to the payroll of the vendor may
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result in the same people, who are now disgruntled former employees, providing the service from

the vendor’'s side.

D. Victim of the Vendor
Risks arise from the nature of specific vendor firms and their behavior. In outsourcing, your
organization depends on a vendor but does't have control over the behavior of avendor in the
way your organization has control over the behavior of its own employees. Thefollowing are
fundamenta sources of risks related to vendors, and must be mitigated in tight contract language,
to limit exposure and risk of the outsourcer:
= Vendor in aposgition to take advantage of you once you outsource al your staff and
equipment.
= Ensure the vendor’s culture and ways of operating are Smilar to those in your
organiztion. If theré samismatch, it may result in conflict and inefficiency.
= Vendor firm isyoung and unseasoned or doesn't have the right mix of resources. It may
make big mistakes while servicing your account in the process of learning or building up

its resource base.
= Ensure the contract limits the ability of the vendor to outsource part of your work to a

third party.

E. Loss of Flexibility

Because of the contractua obligations with outsourcing, the flexibility an organization has
can be hampered. Any change in requirements must be accomplished through and with the
consent of the vendor. 'Y ou lose short-term flexibility, you lose adaptability, and the ability to
evolve your technology depending upon the nature of the outsourcing contract and the
rel ationship with the vendor.

Y ou may aso lose the ability to rapidly scale up or down in information systems operations
or movein new technologica directions depending on the nature of the vendor and the nature of

the contract that defines the rd ations with the vendor.
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I1. Court Environment
1 Differences from Private Industry

Courts have additiona consderations and challenges that private organizations do not
normaly have to dedl with when looking at outsourcing their IT functions. Because they serve
the public specificdly and ultimately, they have abigger chalenge in justifying the decison to
outsource and have atougher set of parameters to work with during the outsourcing process.
Since the measurement of success for a court is not defined in terms of profit margins, but rather
in favorable public opinion and improved sarvice, i.e., intangibles, the decision to outsource can
be detrimentd to its“ success’ if the outsourcing is percelved asineffective, codtly or if it Srikes

apalitica nerve. Some of the outsourcing challenges specific to courts are discussed below.

A. Not an Independent Entity — “Linkage’

Courts are linked paliticdly, legdly, financidly to other agencies and must consider how
their decision to outsource impacts not only the immediate entity, i.e., the court itsdlf, but also
how it impacts other agencies. If not gpproached carefully, a court’ s efforts to implement new
technology (or to outsource) may be delayed or stopped if outside agencies fed the decision will
impact them negetively. Courts are generdly in the middle of the justice process and are linked
to the County and other agencies. Thereisawide range of levels of independence State to State.

In hisarticle“ Critical Factorsin Technology Success,” John Peay writes, “Agencies and
offices externd to the courts can aso be affected by a court’stechnologica decisons. If given
fair warning and the opportunity to plan for a new process, as a consequence of anew
technology, external agencies will be more cooperdtive. If, on the other hand, achangeis
dictated to them, the courts can then expect the word to spread about the problems their project is

cregting. Taketimeto look for win-win opportunities when introducing technology. They can
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pay huge dividends down theroad.” (6) The article drives home the fact courts exist in a
politica arenawhere “pay offs’ comein the form of good relationships with other agencies (that

can either support or block a court’s move to outsource).

B. Regulations

Courts are dso more vulnerable to state and federa regulations that can often significantly
delay an outsourcing process. In an article about the outsourcing negotiations between the State
of Pennsylvaniaand Unisys Corp., it was identified that federd and state agencies had
involvement in the approva process. “The contract was announced last September, but both
date and federa agencies needed to review it to ensure it met various guiddines and
requirements. The state agencies that run the current systems needed time to evauate the change
facing their departments, and federal agencies reviewed the dedl because it affected state
programsthey are involved in, the spokesman said.” (CIVIC.COM.
civic_8261999 paoutsourcing).

“Regulations make the process of finding and implementing an outsourcer longer and more
costly for the public sector” (The Push) “Asde from gtaffing, other unique circumstances exist
in government outsourcing dedls, primarily because the politics involved with government
initiatives generdly cause dedsto take longer to close. For example, Connecticut’ sunion of IT
managers opposed the state' s plan to outsource, which created controversy. The state wound up
postponing the announcements of itsfind decison severd times, eventudly waiting to disclose
it choice until December 1998, a month after November’'s statewide dections.” (Governments

Opt 6)
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It isamogt impossible to do amagjor outsourcing in less than a year because of the time-
consuming documentation required by government procurement rules. Normdly it takes 18

months to implement the process and sometimes longer. (The Push).

C. Budgetary Congraints

The budgetary and purchasing processes for courts is not geared for keeping up with the fast
(and expensive) rate of technology. “Many courts find themsalves bound by cumbersome
purchasing policies that were designed to purchase beans and asphdlt, not technology.

Fregquently, the timelines associated with traditional RFP (request for proposal) procedures are so
long that the technology being examined has been replaced by more current solutions. (Peay 7-8)

In addition, courts do not have 100% autonomy over their IT budgets. The direction of how
IT budget isto be spent is often influenced by the State, therefore making planning for
outsourcing, or any large scde I'T project, more difficult. The outcome is that the County (and
court) invest piecemed in itstechnology infrastructure, which has resulted in investment

“goikes’, infragructure fragmentation and inefficiencies. (The Warner Group ii)

D. Risk Averson — Politica

Courts are usudly dow to adopt to change and take risks. The palitica ramifications and
risks of outsourcing can be numerous — and the more extreme the outsourcing, the higher the
political risk. From the standpoint of the Judges, who are dected officids in many sates, a
failed outsourcing attempt could risk their re-election. “For state and locd I T officids, the
decison to hire a consultant is fraught with worry. From the outst, there is concern about
whether a situation warrants the expense of taxpayer money for an outside expert.” (Buying

Strategies) Public opinion, or the fear of negatively impacting it, can significantly impact a
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court’sdecison to outsource. The failure of the State of Connecticut’s outsourcing dedl with

EDS was caused primarily by “backlash and political pressure from the unions’ (Straight A’s)

E.  Structura

Outsourcing is abold idea— especidly if the court is congdering tota outsourcing. Because
most courts are run by a committee of judges, the decision to outsource will be dow in coming,
if & al. Thisisno reflection of the decison-making prowess of judges, but rather, of how
committees function when a decison of great magnitude and complexity isa hand - no bold idea
or move ever comes out of acommittee. The idea of outsourcing may very well get discussed to

its death, and never leave the conference room.

F. Personnd

Outsourcing involves the layoff of long-term court personnd. Thisis atough decision for
court leeders when they consider the impact of their decision on the livelihoods of the I T staff
being outsourced. And, unfortunately, staffing problems can worsen for dready-stretched
government I T shops while they’re in the process of outsourcing. The uncertainty about jobs
causes many 1T people to jump ship.

Outsourcing aso impacts non-IT gtaff. Not only will they have sympathy for, but aso an
empathy with, the IT gtaff being outsourced and may seethe I T outsourcing as asign that their

function may be consdered for outsourcing a some point.

1. Key Steps A Court Should Take Before Deciding to Outsource

Theintimidating complexities of information systems technol ogies have fed the trend of
outsourcing. Some executives and organizationa |eaders may believe outsourcing to be the

“easy way out” —away to let an outside vendor ded with the heedaches of managing their IT.
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Outsourcing can be avery useful strategy but it can aso be ahigh-risk endeavor. Before
deciding to outsource, there are afew fundamental and key steps that should be taken in order to
ensure thet the decision isagood one:

1. Define Your Organization's Goals

Y ou must know first what you want for your organization asawhole. Know the technology
trends of your counterparts, competitors. “ Technology is useless unless it serves a pecific
purpose. Thisholdstrue for both the private and public sectors. Always start by defining your
gods and then reach for the technologies that will hep you attain them.” (Reflections 4)

In the article “Reflections on Technology in the Courts’, John D. Ferry Jr. points out that the
“chdlengeis not in the technology but rather in understanding how to make the best use of the
technology and its gpplications|...]” (5) “Courts need to firg pay attention to fundamental
design of court processes to meet the needs of their consumers, and then determine the type of
technology applications that fit those needs. We see too often the drive to acquire the latest or
the best technology without any thorough understanding of the need to evolve the misson and

supporting functions of the courts to meet the changing needs of their communities.”

2. Assess Where You Are

The second step is to know the current condition of your IT environment; outsourcing a
problem IT divison may not resolve your problem. It is hard to improve on something if you're
not sure exactly what iswrong with it. In short, define your requirements and godsfor IT within
the context of your organization's srategy.” Thisinvolves afeashbility sudy and athorough

andysisif the best decison isto be made regarding I T outsourcing. (Klepper 81-82)
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It is ds0 necessary to look beyond your own world. Identify current technology trends being
implemented by counterparts in your industry to improve their operations. Consider what

resources will be required and what changes have to occur within your organization.

3. Peaforman Anadyss

Thisisatime-consuming step, but it is critica that you get a true picture of the strengths and
weeknesses of your IT operations. At this point, it may be wise to hire a consulting firm to assst
with the analysis, especidly if you are consdering amgor outsourcing. Asthis may be avery
expensive and time-consuming endeavor, you should be prepared to dedicate the monetary
resources, the personnel and the timeto the task. The andysis should help you szeyour IT
problem and provide you with information that will enable you to weigh the benefits againg the
rsks.

Risk evauation should be part of the analys's phase before the decision to outsource is made.
Risk evduation consgts of (a) identifying risks, (b) analyzing the Sgnificance of each identified
risk, and (c) prioritizing the risks identified and analyzed. Again, the use of aprofessiond
conaulting firm is beneficid in this evauation process — epecialy when consdering tota

outsourcing.

4. Make the Decision to Proceed Or Not

Once you have identified your IT goas and assessed your current Situation through careful
and thorough analys's, you can then make an informed decision on whether to outsource (and
what to outsource). It should be clear that getting to the point of being able to make the decision

can be avery chalenging endeavor in, and of, itsdlf.
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If the decision is made to outsource, it is recommended that you hire assistance from an

experienced conaulting firm.

V. THE OUTSOURCING METHODOLOGY

A sample methodology described in Outsour cing Information Technology, Systems and
Servicesinvolves 6 stages of outsourcing. Thisisjust one method or process; there are others
that can befollowed. The key point isthat as systematic approach to the outsourcing processis
crucid to the success of the outsourcing. A court can increase their chances of succeeding by
hiring an experienced consulting firm to lead them through the labor intensive, expensive and
risky process of outsourcing. The 6 stages are summarized below:

1. Feashility and Planning Phase: The phase in which the objectives and scope of the
outsourcing idea are defined and scrutinized and made to pass various criteria or screens
before adecison is made to proceed. The ensuing effort is planned in terns if time, budget
and resources needed.

2. Andyss Phase: Basdlines are congtructed, if needed, and the service levels required of
vendors are pecified. Rdationships between the informeation systems functiong(s) to be
outsourced and other functions thet will remain in-house are also clarified so that contracts
with vendors are certain to include proper interfaceswith IT performed in-house. The
Request for Proposal (RFP) is devel oped, responses are collected from vendors and anayzed
and avendor is chosen.

3. Desgn Phase: Negotiations go forward with the vendor and contract is developed and signed.

4. Implementation Phase: The trangtion from in-house provison of information system services
to outsourcing is made.

5. Operations Phase: The outsourcing relationship with the vendor is managed and any
maintenance or changes in the outsourcing relaionship are negotiated and implemented.

6. At theend of the contracting period the cycle begins again and the decison must be made
whether to negotiate with the existing vendor, a new vendor or to bring the I T function back
ingde the organization.

V.GOLDEN RULESTO FOLLOW...
1. When Exploring Outsourcing

There are some actions that will help the success of your outsourcing endeavor. They are

outlined below:
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Identify persons who will take the leadership responshility, do the andysis and make the
decisons. Determine the gppropriate level of management for the job. For larger
outsourcing initiatives, top management must play arole. An executive sponsor or champion
is necessay if the Stuation cdls for involvement in organizationd politics and/or if the
outsourcing congderations are of great magnitude.

Form ateam that has representation from the manegeria and technica perspective dong
with representatives form user areas directly and heavily impacted by the outsourcing under
congderation. Keeping in mind though that smaller teams are more effective. It isbest that

those members on the team be able to devote the time necessary to get the job doneright.

If Y ou Decide to Outsource

Identify personsin the IT department who will be given responsibility for oversight and
management of the outsourcing arrangement and vendor relations after the contract is sgned.
These managers should be part of the team that craftsthe contract. Ther inclusion is critica
for severa reasons. Firdt, thereis no better way to understand the issuesinvolved in
outsourcing than to be involved in dl aspects leading up to the dedl. Second, relationships
with vendors gart a the moment discussions begin. Being on the ground floor and having
continuity in the relationship with people in the vendor organization contributes to success.
Cavest: If outsourcing is being considered because of high costs or poor performance of the
IT department, it may not be possible to rely on internal sources for accurate estimates of
internal cogts or internal effectiveness. Under these circumstances, bring in objective

outsiders to do some of the assessment work (Klepper 76).
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Never outsource al of IT Management. It may be obvious, but it isimportant enough to
emphasize that at the outset of total outsourcing, no organization should outsource its
capability to manage outsourcing and information systems technology strategy. Don't
outsource dl information systems responsibility to avendor. Retain asmdl group of IT
managers who: (a) manage ongoing outsourcing relationships with vendors, (b) oversee and
pass on vendor technical decisions, () develop experience with outsourcing and help make
future outsourcing decisons, (d) negotiate and enforce future outsourcing contracts, (€)
develop the information systems technology strategy of the organization for the future as it
relates to support of business needs, and (f) keep overdl information systems strategy in

alignment with overal corporate Strategy as it evolves over time (Cronk and Sharp 1995).”

The retention of strategic control by the customer is often key to a successful outsourcing
relationship because it ensures that the customer has control over its technology direction,
which is“corée’ to the cusomer’ s business even if the actua implementation of such
direction may not be.” (Halvey 50).”
Make sure you count al costs. For example:

The number of information technology and telecommunications positions working within
the scope of this proposa was 347 staff years for Fisca Year 1998-99. Approximately 300
of the positions werefilled at thetime. In addition, there were approximately 25 employees
filling non-information technology support positions impacted by the proposal. Thus, the
total was approximately 372 saff years. The County created gpproximately 37 positions to
monitor the contract, provide departmenta critical support functions, focus on a smooth

trangtion and ensure that the County retains critica expertise.
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=  Management/\VVendor Relaionship is criticd.
= How the relationship between customer and vendor is framed and managed is another
critical lement.
= Vendors can bring extensve expertise to atechnology project. However, they are going
to want to minimize ther risk and maximize their profits. Court officids need to
acknowledge this redlity and work to acceptably digtribute the risk between the vendor
and the customer while dlowing the vendor to make a reasonable and judtifiable profit.
= A solid contract between a court and the vendor can go along way to reducing conflict
during the course of the project. However, it isimportant to redize that problemswill
arise. How the courts and the vendor have established their working relationship will go
along way in determining how problems will be resolved. Vendors become frustrated
with customers who have severd people representing the court’ sinterest. Ultimatdly, the
courts need to designate asingle individua who will represent the court when interacting
with avendor during atechnology project. Ultimately, the vendor needs the court as
much as the court needs the vendor. A successful project is to the benefit of both, and
that redization should be kept in the forefront of the relationship with the vendor.” (Peay
5-6)
= Communication with the Customer and the Staff regarding the events of the outsourcing is

critical.

3. The Contract Isthe Thing
Regardiess of the reason for outsourcing — retiond/palitica/financid surviva — outsourcing

clients must negotiate a sound contract to insure their outsourcing expectations are redlized.”



(Lacity 242) “Thefirgt step to asuccessful outsourcing arrangement is to redlize that
outsourcing vendors are not partners because profit motives are not shared.” (Lacity 243) [...]
“The danger in viewing the outsourcing vendor as a partner isthat the cusomer may sgn avery
loose agreement.  After the agreement goes into effect, the vendor may not provide the level of
service the customer expects. Instead, the vendor may refer to the written contract as the only
source of obligation. Customers may subsequently be charged excess fees for services that they
assumed were in the contract.” (Lacity 243) The authors state that you should aways consider
yourself the customer of the outsourcing vendor, not a partner of [...] *Once potentia
outsourcing customers redlize that vendors are running businesses and are therefore motivated to
maximize profits, they can protect themsdves by Sgning an airtight contract. The contract is the
only mechanism that establishes a balance of power in the outsourcing relationship.”

From their andysis of 13 organizations that went through a formal outsourcing evauation,
Lacity and Hirshheim documented the “Lessons in contract negotiations’ learned by the
organizations. Their findings are summarized below and should prove to be most hepful to
those who have decided to go forward with outsourang:

Lesson 1: Discard the vendor’s standard contract.

Vendors will offer their stlandard contract to progpective clients. These contracts
typically obligate the vendor to perform the same level of service that the company’ sinternd
|S department provides during a basgline period. These contracts, however, neither set
performance standards nor include pendty clausesif the vendor fails to meet requirements.
The authors recommend that a Site-specific contract be created.

Lesson 2: Do not sign incomplete contr acts.
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Because the process of going through outsourcing negotiations can be taxing, both parties
are often anxious for the relaionship to begin and the temptation to close negotiations swiftly
isgsrong. The outsourcing vendors, in particular, may convince clients to sgn the contract
before items are clearly specified. “They assure their clients, “we'll take care of the details
later.” But since the vendor is not legally bound to ater the contract “a posteriori,” they may
never agree to supplement the origina contract.”

Lesson 3: Hire Outsourcing Experts

Vendors will use ahost of their technica and legal expertsto represent thalr interests
during negotiations. These experts thoroughly understand the way to measure information
services and how to protect their interests. In order to counterbalance the vendor’ s power,
customers should hire expertsto represent their interests.

Two types of outsourcing experts are recommended- atechnica expert and alega expert.
With regard to timing, Lacity and Hirshheim found that “customerswill typicaly wish to
hire alegd expert at the final stages of negotiation. A technica expert, however, istypicaly
needed much sooner, particularly during the measurement of basdline services” (Lacity 246)
Lesson 4. Measure EVERY THING during the basdline period.

“During contract negotiations, the customer’s current information services are
documented during the baseline period. The basdline period becomes the yardstick that
determines what services the vendor is obligated to provide to the customer. The outsourcing
vendor will charge afixed fee for ddivering this bundle of services, but will charge an excess
fee for services above and beyond the basdine. Therefore, customers must measure every
service during the basdline period to ensure that these services will be included under the

fixed fee obligation.” (247) Basdine measures must be monotonoudy detailed. Thelength
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of the basdine period is aso an important consderation. Since service volumestypicaly
fluctuate with the tax season, seasona business oscillations, end- of-year processing, etc., a
basdine period of Sx months is recommended.

If the outsourcing arrangement encompasses the entire 1S department, customers should
measure data processing, telecommunications, gpplications development, applications
support, and residua services such as user consultation, training, report distribution, and
office moves.

Lesson 5: Develop service level measures.

The basdline period discussed above identifies what services the vendor must provide the
customer. Along with defining the exact services to be provided, the customer should
“unequivocaly express’ the level of required service for every service that the vendor is
expected to provide.

A subset of Lesson 5isto * Specify 100% service accountability.” For example, if the
vendor agrees to process 90% of al service requests within 3 days, then make an additiona
requirement that specifies the remaining 10% be completed within a set period of time, e.g.,
5days Require that the exceptions be fully documented and reported.

Another subset to Lesson 5 is*Know the basic Laws of Probability.” Vendors may
dilute measure by exploiting some smple laws of probability. The example given by Lacity
and Hirschheim best explainsthisadvice: The firm’s* consultants agreed to the measure, as
long as the service was ddlivered correctly. The vendor countered with a proposal to
implement two measures. The first measure specified 95% of the service is completed by the

target date. The second measure specified that 95% of the service will be accurate. By
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proposing two measures, the vendor attempted to dilute the service level since the probability
of the sarvice being ddlivered on time and accurate is only roughly 90%.”
Lesson 6. Develop service level reports.

During outsourcing negotiations, companies may spend a sgnificant amount of time
developing measures, then fail to require the vendor to report on these measures. Service
leve reports should document the agreed upon service leve, the service performance for the
current time period, exception reporting for missed measures, and atrend anaysis of the
performance from previous reporting periods. These reports are criticad since service level
measures cannot be monitored without service level reports.

Lesson 7: Specify escalation procedur es.

The vendor and the customer should negotiate and agree upon problem escaation
procedures and determine how they will handle Situations when service levels are not met
and “fault” — either the vendor’ s or the customer’s— for not meeting the service level must
be identified.

Lesson 8: Include cash penaltiesfor non-performance.

In cases of severe service degradation, the customer may insst on cash compensation and
they may wish to escadate cash pendty amounts with frequency. Cash pendties motivate the
vendor to perform. Conversaly, cash incentives motivate the vendor to exceed requirements
— for example, negotiate an incentive payment if the vendor completes implementation of
your disaster recovery system 1 month earlier than the target delivery date — both parties win.
Lesson 9: Determine growth rates.

Most outsourcing contracts include a growth rate where the customer gets a certain

amount of growth for free. The reasoning is that the cost of a unit of processing decreases
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every year, so the customer deserves to share the benefits of price/performance
improvements. The problem, however, is that the vendor understands growth rates much
better than the senior executives with which they negotiate. The customer iswarned that if
growth is under-estimated, they may be charged excess feesin the future.

Lesson 10: Adjust chargesto changesin business.

Customers should dso include a clause for savere volume fluctuations caused by
acquisitions, mergers of sde of business units.

Lesson 11: Select your Account Manager .

Although thisis not dways possible, the cusomer should have input on who manages
their account. A clause should be included that alows the customer to specify who their
account manager is.

Lesson 12: Include a termination clause.

Mogt lawvyers will ingst that atermination clause be included in the contract. The dlause
protects both parties, since the desire to terminate by one party will severdly affect the other
party. Most contracts require either party to notify the other within a specified time period.
Failure to give adequate notice may result in a severe pendty charge.

The customer should take care to consder that it will typically require more than 3
months to find an dternative to meet their information needs. Negotiations with another
vendor may take six months; rebuilding an internd |S department may require ayear or
more. Therefore, vendor assistance should be specified as a requirement for termination:
regardiess of the initiating party.

Lesson 13: Watch out for “Change of Character” Clauses.
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A “Change of Character” clauseisaprovison that states the customer will be charged for
any changesin functiondity. Customers should carefully specify what changes will trigger
an excess charge and what changes will be included in the basdline fee.

An example of a“change of character” issuefollows. “At FIRM7, [...], the vendor wanted
to charge FIRM7 for changing their word processing software. The vendor arguesthat a
change in software represents a change of character since the new product was not supported
during the basdline period. FIRM7 argues that thisis not a change of character sncethe
function word processing- has not changed, only the software.” (254)

Lesson 14: Take care of your people.

Companies have a socid responshility to treat the IS dsaff who are being outsourced
farly. Tha incudes informing them of the decison to outsource as soon as possble and
helping them secure pogtions dsawhere. Commonly, the same IT daff who dect to
trangtion to the outsourcing vendor will be the ones sarving you after they have been
outsourced. If done conscientioudy and carefully, there is opportunity to make the trangtion

less traumatic for your organization and for the IT gtaff.

V1. SAN DIEGO COUNTY AND SUPERIOR COURT MODEL

1 Big Risks, Big Decisions

The magnitude and seriousness of risk the County and Court took in their decison to do totdl
outsourcing is emphasized by the following excerpts from the article, “Information Technology:

The Lifeblood of an Organization”, written by Ledie Wilcox, of the Oxford Ingtitute of
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Information Management in London and Mary Lacity, :associate professor of management
sysgems a the Universty of Missouri:

Evidence “indicates that most companies that outsource their IT choose sdlective
outsourcing, which congtitutes 15 to 20 percent of their IT Budget. The study shows 82 percent
of United States' companies choose sel ective outsourcing.

Totd IT outsourcing, which congtitutes 80 percent or more of totd I T budget, is much less
common, Willcocks says. In the U.S. only 8 percent of companies have gone the tota-
outsourcing route.” The numbersfor totd 1T outsourcing are low for a good reason; they are
very risky deals. Data collected from 29 of the 120 pluslargest total- outsourcing dedlsin the
world shows a 35 percent failure rate, Willcocks says. Overal, according to Willcocks, selective
outsourcing seems to be the most effective approach to outsourcing and is why it is done most
often.”

“If you keep more in-house capability you inherently maintain some understanding of your
technology and control of your IT destiny,” he says. “If an organization chooses tota
outsourcing, those abilities are eroded over time.” Nonetheless, the County and the Court
elected to do total 1T outsourcing. The rationae and process used to come to this decision is

discussed in the following sections.

2. Why They Outsourced:
The court took a deep, hard look, with the help of consultants, at their current IT satusto
determine whét it would take to reach their vison of being the best court in Cdifornia Their
andysis came to the conclusion that there was no way they could, with current saff and leve

of funding, and the current Sate of their IT, accomplish their IT gods.
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Likewise, they conducted an analyss of the County’ s outsourcing initiative and
determined that through outsourcing its I T, their gods could be achieved. This concluson
was reached in part because outsourcing would:

1) Allow for aninfusion of capita right away, which would spread the cost over 7 years.
Thiswould facilitate a much needed upgrade to the County’ s and court’ s network
infrastructure, telephone systems, desktops, etc.,

2) dlow forits5 separate I'T operations to be combined into a Single, common drategy,

3) Allow the court to partner with the County to achieve common IT gods such as
sandardizing network infrastructure, E-mail systems and office gpplications. The
partnership aso opened up future possibilities of implementing common human resource
and financid management systems, dong with developing and integrated crimind justice

sysem.

A. The “Big Bang” Approach

The County and court chose a*“Big Bang” approach to outsourcing, i.e., they opted for tota
outsourcing, which included data center operations, local area networks, desktops and end-user
support services. While thisis not the only way to do an outsourcing, they elected to do so for
the following reasons.

=  One prime contractor dlows for asingle point of accountability

= Economiesof scde

= Paticipation of aworld-class IT vendor and best in-class subcontractors

= Achievement of contract leverage

= Closintegration of services.
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B. How the Court Outsourced

Asdiscussed earlier in the paper, the RFP and contract phase is the key to successful
outsourcing. The County and court invested significant funds and hired the best consultants,
including the Gartner Group, PricewaterhouseCoopers and the Gordon and Glickson law firm
to assg in avery quick, yet intensve year-long RFP process. The process included the
following main components
1. RFSQ Process-- A Request for Statements of Qualifications (RFSQ) was issued which

required interested outsourcing vendors to demondrate their ability to meet the County’s

and court’ srequirements. A Source Selection Committee made up of representatives
from dl of the groups, County Counsel, Chief Financia Officer, and the Department of

Information Services was formed to review the responses from the vendors.

2. RFP Phase — Thiswas the most |abor- and time-intensve phase wherein the detailed
requirements of the contract were identified. The RFP aso identified the sdlection
process and the process for negotiating a contract with the outsourcing vendors.

3. Proposal Review Phase -- Each of the vendor proposas was reviewed and ranked by a
s ected committee of experts that included, but was not limited to consulting firm
experts, representation from key groups, selected departments, County Counsd,
Purchasing & Contracting, and the Department of Information Services.

4. Best and Final Offer Phase— After theinitid review of the qudified vendor proposdls,
the qudified candidates were given one more opportunity to address key issues identified
during the Proposal Review Phase. Asthe term implies, thisis the find opportunity for

the service provider to prove that they are the best candidate for the outsourcing contract.
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5. Cogst Comparison Phase-- As specified by a County of San Diego’s Board Palicy, a
“Finding of Economy and Efficiency” was required. This meant the County had to do a
financid andydsto determine whether the cost of the proposed contract was more
economic and efficient in comparison to the County performing the same functions
identified in the contract.

The Auditor and Controller was made responsible for the preparation of the cost
comparison. The Warner Group, PricewaterhouseCoopers, and the Department of
Information Services provided assstance in the cost comparison study. The cost
comparison was reviewed and vaidated by an independent CPA firm. The andysis
vaidated that outsourcing costs would be no more than the costs would be to perform the
functions “in-house’.

6. Contract Negotiations Phase— Asthe title of this phase implies, thisiswhere the
vendors and the County and court came together to negotiate the details of the proposed
contracts. Again, aswith the other phases, key players were identified in this process. It
isin this phase that the outsourcing vendor is selected.

7. Implementation Phase— The County and court wanted a very quick implementation
phase — (60 days from signing of the contract) — during which key processes and
procedures for obtaining vendor services were implemented. The key god was to avoid
any disruption of service to the customers.

8. Transtion Phase— A sx-month trangtion phase was scoped out that identified the

milestones for trangitioning key I T functions over to the outsourcing vendor.



9. Transformation Phase— The County and court, in conjunction with the outsourcing
vendor, defined a 2-year plan that would enable them to redize their IT outsourcing

gods.

3. The Things They Did Right

In reviewing “how to” literature on outsourcing, and comparing it to the processes followed

by the County and the court, it became clear that they took careful measure to do the outsourcing

right. Thethingsthey did right are discussed below briefly. More detailed background can be

found in Appendixes A, B and C:

The Chief Adminidrative Officer of the County of San Diego championed the outsourcing
effort, and hired professond, experienced consulting firms were hired to assst and guide the
County through the critical phases. In addition, the County garnered support from outside
entities impacted by the outsourcing. 1n short, the effort had executive-leve backing —which
is key to the success of any organizationd initiative.

The Court leveraged its negotiation power by piggybacking off the San Diego County
Contract. This essertidly was a Win/Win arrangement for the County, Court and the service
provider.

The County and court were careful to address the regulatory requirements, paying careful
attention to Union issues and Board policy requirements, such asthe “Finding of Economy
and Efficiency” study.

A tight contract was negotiated — again with the use of professond, experienced
consultation. The required “Minimum Acceptable Service Levels’ (MASLS) were defined

(see Appendix E) and included both disincentives and incentives in the contract.
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A Best and Find Offer Phase was included with the procurement process to maximize
competition, and ensure the best solution to the functiona requirements.

The County and court recognized that implementing a management structure to govern the
outsourcing vendor and to manageit's I T direction was critica. The County and court
created the necessary number of positions that included managers, technica subject matter
experts and contract managers to oversee the service provider. The management structureis
shown on Page 14 of Appendix B.

They recognized the importance of solid change management processes to keep Staff
informed and to minimize the trauma of the outsourcing.

They recognized the value of the IT staff who were being outsourced and developed an
Employee Retention Strategy (See Appendix D) and established an Employee
Communication Plan (See Appendix C, Pg. 12). They made sure to have continua
communication regarding the outsourcing with the IT staff and County and court saff and

with the public.

An internd technology employee review team was assembled to provide the outsourcing

team with input throughout the procurement process.

They reengineered. The County and Court redized that reengineering business processes

and the revamping of automation sysems go hand-inrhand. In short, a bad business process

can be automated just as well as a good business process. The County and court were wise to

reengineer their business processesfirgt - prior to bringing in new automeation systems.

. The Things They Could Have Done Better
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A. Set More Realistic Employee Expectations

The use of terms such as“world class’ and “best of class’ to describe the potentia
outsourcing vendors created a high leve of expectation of what the new outsourcing vendor
could immediately ddiver. Inredity, the implementation and trangtion phases of an
outsourcing can be an especidly difficult time for everyone involved. The County and Court
could have set amore redistic expectation level by making it clear to the customer that they
should expect some trangtiond difficulty. The customers sometimes have an eesier time
accepting difficultiesif they are forewarned.

One seasoned executive, Norman Haighton, explained in that you should “ Expect the qudity
of service to worsen in the few months following the change over,”[...] You can expect it to get
worse because new managers come in and introduce new systems and new ways of doing things.
It typicaly takes three to Sx months to get the services back where they started, and then you

typicdly start seeing very significant improvements.” (The Push)

B. There is a Need to Measure

Most government agencies do not adequately measure the cost of their IT functions, nor
do they measure performance levels of their IT saff. The County of San Diego and The San
Diego Superior Court were no different. The consequenceisthat it will be difficult to determine

whether outsourcing is actudly saving the County and court money.

C. Too Much Change Going On

In many ways, the timing was right for total outsourcing within San Diego Superior Court.
As mentioned earlier, the recent unification of the San Diego Courts crested a very red and

tremendous I T management chalenge and, after careful andyss, totd outsourcing was the best
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answer for the court. Although the County and the Court made the right decision ultimately, i.e,

the decison to do total outsourcing, it should be noted that there were key factors during the time

the decision to outsource was made, that made the outsourcing exceptionally risky for the court

and the County. :They are discussed below:

= Although the County and court were confident that their Y 2K readiness efforts had prepared
their systemsfor Y 2K, outsourcing exposed both the County and court tolosing
knowledgesble Systems saff a such acriticd time.

= The Court wasin the process of tremendous change. The unification brought about the
reorganization of mgor departments and divisons — which included management shifts. The
outsourcing activity added more difficulty to what was areedy a difficult time.

= Thecourt had plansto bring in a new case management system in the near future. Perhapsit
should have considered delaying the outsourcing of their applications Saff in order to have
in-house expertise readily available to assst with the evauation of the new case management

system.

VIl. OUTSOURCING — AN ALTERNATIVE FOR ALL COURTS?
1. What Other Cdlifornia Courts are Doing

A short survey was done to determine the outsourcing profile of afew Cdifornia Courts (see
Appendix | for survey questions). The survey was digtributed via FAX to arandom group
Cdifornia courts and a response rate of 44% was redlized. Of the courts that responded, the
results of the survey indicate that:

= All of the courts are currently utilize a combination of in-house court I'T gaff, County IT

staff and outsourced IT staff, to address their current IT requirements.

= 75% of the respondents had a sgnificantly higher (by more than 50%) percentage of

court IT staff supporting their systems as compared to the percentages of County or
Vendor gaff.
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= 75% of the respondents reported satisfaction with the I'T support provided by their
County, but only 50% felt that they were getting good vaue for the service.

= 75% felt that ther current court IT saff has the ability to kegp up with the evolution of

technology as it gppliesto their court.

= 50% fdt that they were a |least even with other government agencies with regard to I T;

and 50% felt they were ahead of other government agencies.

= 100% of the respondents have consdered outsourcing asignificant part of their IT; 25%

have taken steps to outsource support of their case management systems, 25% indicated
they outsource mgjor IT projects..

= With regard to what would maost concern them about outsourcing, responses covered the

whole spectrum of the listed concerns and no pattern of could be determined.

The results of the survey implied very strongly that the courts that responded had avery
positive outlook on meseting future IT demands. All of them felt they were“inthe I T running” in
comparison to other government agenciesin their area. One common factor in the respondentsis
that they represented the larger Cdifornia courts. This positive outlook perhaps can be attributed
to the fact that these larger courts have had to put more emphasis on their IT operations — out of
necessity more than likely - than smdler courts, which has consequently made them more
progressive and optimistic about their IT management.

Additiondly, the fact that no pattern of “concerns about outsourcing” could be determined
indicates that each of the courts has a different set of palitica, technologicd, budgetary, staffing,

etc. concerns. In short, each court, if considering outsourcing, must evauate the option in the

context of their “culture’ and environment.

2. New Possihilities

Tota outsourcing is new to the court arenaand it is too soon to determine whether the
outsourcing IT gods of San Diego County and the San Diego Superior Court will come to
fruition. There isno doubt that their decison to do tota outsourcing was a bold move that will

perhaps serve as acatdyst for other courts and counties to begin exploring crestive and bold IT
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outsourcing possibilities that will help them accomplish their misson. Some ideas for how

courts can use outsourcing follow.

3. Posshilities for Smaller Courts

The size of the San Diego County and San Diego Superior court contract, and the fact that it
was one of the firg of its Sze within the loca government/court arena, drew the interest of
prominent outsourcing vendors.

For obvious reasons, smaller courts and counties are not as appealing to large outsourcing
firms. Asan dternative, smaler courts can explore the possibility of partnering with severa
other courts within the same geographical areato negotiate a“group” outsourcing package with
outsourcing vendors. Needless to say, the logistics and contractua complexity of accomplishing
this may prove to be difficult, but it should be explored to determine whether new outsourcing
aternatives could be created for smaler courts.

It is foreseeable that, as more and more counties and courts outsource more and more I T
functions, outsourcing vendors will become adept at providing services tailored specificaly to
court needs. They may consder developing different outsourcing packages that can address the
needs of the smaller courts that will till enable the outsourcing vendor to redize a profit. In

effect, experience may gain efficiency.

4. Role of the AOC

The AOC can play avitd rolein helping to expand the outsourcing adternatives for courts by
cregting a steering committee of technicd representatives who would oversee the devel opment of
a“network” of outsourcing vendors. The AOC would serve the role of educating both the

outsourcing vendors and the courts on the desired technicd direction of court IT from a
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statewide perspective. Additiondly, the AOC can research the possibilities of developing a staff
of outsourcing experts who would be available for courtsto utilize. They can dso guide the

development and publish a*“best practices’ outsourcing guidebook for courts.

VII. CONCLUSIONS

The focus of what is caled the Second Industria Revolution is much more on facilitating
decigon making, innovation, and service (in contrast to manufacturing efficiency). (Ripin 15) In
this day and age, the effective goplication of information technology is key to organizationa
success — it can expedite decison-making, enable innovation, and enhance service.

Unfortunatdly, managing information technology — keeping up with the dmogt blistering
pace of hardware and software advances, keeping I T saff adequately trained and maintaining
exiging sysems— has become increasingly difficult. More and more, private and public
organizations look to I T outsourcing as an dternative that will enable them to manage this
monumenta respongbility.

If done right, outsourcing can be used in avariety of ways to improve an organization's
effectiveness and to perhaps save money. The leadership of each court mugt carefully andyze
their own sat of IT circumstances to determine which outsourcing route is best for their court. In
the case of San Diego Superior Court, the option to outsource it’s entire I T operation was chosen
and, for them, it was the right thing to do. Both San Diego County and San Diego Superior
Court took the necessary steps to determine whether total outsourcing was the best dternative for
their given Stuation.

“Outsourcing efforts are not smple or easy. Careful planning, strong leadership, and

speciaized expertise are required to make outsourcing work. However, awel-conceived and
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structured partnership with private industry represents the best strategy for technology services at
the County in the future[...]” (The Warner Group) The relationship between the County and
court and the outsourcing vendor isits infancy, and there will no doubt be chalenges aong the
way. The commitment of the County and court leadership to have the right people, with the right
kills— technologicd and adminidrative skills - in key positions to oversee, and lead the
direction iskey to the future success of their outsourcing contract. The partnership with the
outsourcing vendor must continue to be developed and maintained.

If thereisaclear vison, athorough knowledge of the business and goa's and a commitment
to establishing, providing and maintaining the level of resources necessary to sustain an
outsourcing relationship, successful outsourcing is possible. This drives home the fact that an
organization can outsource its I T functions, but it can never relinquish the responsbility of
managing and steering its technologica direction.

The courts must push forward to creste new ways in which to leverage the ability to bring
about new technologies -—faster, chegper and better. The lessons learned from San Diego
Superior Court can serve as a catayst for other courts experiment with different ways of molding
statewide court technology partnerships.

Outsourcing is definitely atrend emerging in both the Public and Private sectors, as
technology becomes more and more an integrd part of providing services. It isincumbent upon

the Nation’ s court systems to consider outsourcing as an option to achieve their operationa

goals.
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Appendix A - San Diego Strategic Assessment of Technology
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Appendix B — Sample Board Letter for Outsourcing



Appendix C — Information Technology Questions and Answers
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Appendix D —Information Technology Proposed Retention Plan
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Appendix E — Superior Court —Decision Paper on | T Outsourcing
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Appendix F—IT Details— San Diego Superior Court
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Appendix G — Superior Court Presentation on Outsourcing
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Appendix H — Foreword to San Diego County’s Outsour cing RFP
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Appendix | — Example of Survey Questions
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