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Ms Helen Donaldson

Secretary

Senate Finance and Public Administration Committee

The Senate, Parliament House

CANBERRA  ACT  2600
Dear Ms Donaldson,

Senate References Inquiry into the Government’s IT Outsourcing Initiative.

Thank you for the opportunity to provide input into the Senate References Inquiry into the Government’s information technology outsourcing initiative.

Our submission is enclosed and addresses the following matters:

· Length of tender process;

· Focus on cost savings;

· Transition from current centralised administration;

· Concerns regarding management and contracts; and 

· Industry development.

While we have raised a number of issues of concern, we would also note that the outsourcing program has provided numerous benefits to the Australian information technology industry,

We would readily welcome the opportunity to appear before the Inquiry.  The Sausage Group’s position as an Australian information technology firm priming a response for outsourcing contracts provides us with a unique perspective on these matters.  

Yours sincerely,

JOHN GLENN

Principal – Strategic Development

The Sausage Group

Submission by the Sausage Group
to the Senate Inquiry into the 
Whole-of-Government Outsourcing Initiative

Background

The Sausage Group is currently not an outsourcing incumbent but is leading a response to the Group 11 RFT. SMS Consulting, the professional services element of The Sausage Group, has been seeking to enter the outsourcing/prime-contracting arena for several years.  Until Sausage and SMS merged in May 2000, the professional services group had insufficient capitalisation despite $150m revenues and 40% annualised growth, to assume the corporate responsibilities demanded in Commonwealth contractual arrangements. 

We have chosen to enter the market now because of the opportunity presented in the out-of-scope industry development and the imprimatur that we, as an Australian SME, would gain from a world-class reference site. Our vision for our Company is aggressively expansionist and international. With the right conditions we believe that we will be a major competitor in the world’s information economy. We perceive the Group 11 outsourcing initiative as being one of those watershed opportunities that occasionally present. 

This submission does not seek to justify the value of outsourcing.  We believe that the world-wide adoption of outsourcing, of IT and non-IT functions alike, as a means of business delivery provides sufficient proof of its value.   Costs savings are but one potential value proposition, as are access to expertise and the removal of distractions from core business are both valid outcomes. 

While there shortcomings in the OASITO process the positive outcomes should also be recognised.  Our willingness to obligate to hundreds of Australian industry jobs, tens of millions of export dollars with a consequent national engagement in the international economy is testament to the potential success of the industry development program.   

A Perspective on Shortcomings

A long and arduous tender process
The Government tender process poses a burden on the tenderer to prove the mitigation of all risks to the Commonwealth prior to entering contract negotiation. A faster process of source selection based on an appropriate level of comfort would be more cost-effective to all parties. The Humphry Review, the consequent changed arrangements and the Senate Inquiry are further destabilising the process 

Government should be seeking ways in mitigating the costs of tendering, especially if it is seeking the engagement of Australian SMEs.  A large tender will cost several million dollars to mount, all of it at commercial risk.  This is generally untenable for SMEs and even the largest can afford to mount but one bid at a time. 

An alternative would be to offer tax breaks or funded processes.  For example one could enter into a preferred supplier negotiation quickly and through competition and then engage the contractor to produce, in parallel with the negotiation process, much of the planning documentation and early deliverables.  This approach shares the risk of tendering, reduces the costs of bidding and minimises the contractual and transition risks by having clearly articulated relationship and delivery plans prior to contract signature.   

Focus on Commonwealth cost savings

The focus on cost savings has skewed the evaluation criteria.  It precludes the establishment of a service delivery model that is structured to achieve successful business outcomes for both parties. 

Unlike systems integration and development, Federal Government outsourcing is technically a relatively simple process.  The Departments have already deployed the technology and it is its rationalisation and operation that provides cost savings.  There is no magic bullet or significant competitive edge in this – the technology and the labour costs will be comparable across the competitive market for the same scope of work.  

The Government process forces cost minimisation through service minimisation and at the expense of relationship management.  Consequently we see most outsourcing arrangements in relationship difficulties, for the low level of contingency denies flexibility by the supplier to meet changing demands or remedy shortfalls.  

A better alternative would be to establish the value proposition of the proposal. Greater clarity in the achievement of the other desirable outcomes including good management, enabling a focus by the Commonwealth on core business, industry development and cost-effective implementation of emerging technologies would provide a better guide to the outcomes.  Cost must be reasonable and certainly no more expensive than in-house delivery, but they should not the driver. 

Hasty transition

We observe that the transition processes are hurried with the aim to move accountability from the agency to the Outsourcer as quickly as possible. This tends to end with the regrets of haste, yet speedy transition is a laudable goal. An alternative approach might be to enter risk mitigation contracts for pre-planning and process establishment at the time of the announcement of preferred supplier. These could be little more than consulting contracts where documentation and processes are jointly finalised so that on the effective date of the main contracts many of the pre-conditions for successful transition have been established. 

Inappropriate constraints in managing delivery

The contractual structure and service delivery model sought by the Commonwealth is ersatz outsourcing. The Agencies and OASITO, through management intervention, seek to control the technology, consolidation and business operation of the outsourcer. Some examples of this are the demand for technology refresh or Agency approval before application server consolidation. Under outsourcing the contract need only reflect the business service delivery and the sanctions applied when an interruption to business results. They should not control the technology direction – that becomes the responsibility of the outsourcer.

Constrained Commonwealth management structures

We observe great angst by the Agencies already in outsourcing about their professed loss of control and their difficulties with the outsourcers who rail against inappropriate constraints to business. This is largely due to the Agency outsourcing management remaining within the purview of those who operated in house services. The outsourcer has no strategic engagement with the Agency, denying a partnering approach, and the Commonwealth management tends to reflect the mores of the past rather than embracing the future. Management needs to be elevated from a contractual, commodity based management within the lower echelons of the IT Departments to a higher business engagement. Agencies will not gain the benefits of partnering if they hold the Outsourcer at arms length from the business. 

Onerous contractual obligations

The Commonwealth terms and conditions could be considered more than onerous, but derived through duress and pressure in negotiation.  We believe that the Commonwealth position is achieved through market position and power derived from market size and pressure applied to agree in such a way as one could claim duress if ever tested. The more unfortunate result is that the commercial party will enter the contract having “lost”. A pre-disposition to poor relationship, especially when the sanctions that can be applied could destroy the business.

Security and Business Risk

The discussions on security and business risk as a difficulty in Government outsourcing both stem from the same counter-productive discussions that seek to destabilise any process that is not operated in-house.   Outsourcing is a business model that is patently accepted as an industry best practise.  This is not to say that business risk and security are not issues to be managed, but that they are manageable. Industry is well versed in ensuring such protections and potentially provides a better mitigation model than the Commonwealth can achieve internally. 

The implementation approach provides a business risk where relationships are onerous, outcomes are subject to onerous contractual relationships, punitive arrangements are sought without corresponding incentives and an adversarial relationship is initiated at the earliest opportunity.  To be successful in any business relationship it is necessary to understand the imperatives, needs and business constraints of each other. These have been ignored to date in the quest for cost savings.     

Industry Development

More should be achieved through the wise expenditure of Government operating costs than simply sound business delivery. The industry development agenda is one such outcome. We believe the fundamental approach to be sound: grouped agencies providing scale with a central Agency providing the co-ordination and drive for the whole of Government agenda. Some balance is needed to ensure relationship and delivery outcomes and we believe this could be addressed by ensuring appropriate priorities of the Agency.  The fear now is that without a central agency the wider value propositions will be ignored.  Department heads will focus solely on the outcomes of their Department, risk minimisation and budget protection. 

Value of industry development should not be measured in simple dollar terms.  The outcomes to be sought for Australian Industry should be primacy in the relationship, national level reference sites, and support for international export and expansion.  To date the industry development has seen market share owned by multinationals with Australian companies relegated to subordinate partner.  Over time the Australian SME declines in its involvement with the Outsourcer, for it is of low level to the outsourcer.  Further should the SME have been previously engaged with the Agency then those relationships tend to be cannibalised over time by the Outsourcer by virtue of predominance in the Department.

The criteria for selection of an outsourcer should be on a sound technical solution, an acceptable price to be no more than that required to operate internally; and then on the value of the industry development package to Australian industry.

Finally we note several comments that suggest that the break up of Groups into smaller tenders by Agency will assist SMEs in competing for business. We doubt this to be true, other than for low-end suppliers who will have more opportunities to compete for smaller, commodity business.  The real value to Australian Industry is in leading such relationships as prime. Established incumbents will be able to offer incremental solutions based on their existing business, while new entrants will have to amortise start-up costs over a smaller contract, making them non-competitive.  This is likely to be an impediment to entrants.  

