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This article concerns the investigation of management issues in the execution and termination phases within information 
technology outsourcing (ITO) contracts.  The ITO life cycle is used as the flow structure for the investigation.  The user 
expectations that occur in the execution and termination phases of the ITO life cycle are identified.   The “Coetzee 
solution framework” is used to ensure that the identified management problems are addressed in a structured approach.  
The execution and termination phases of the ITO life cycle, with its expectations and problems, are discussed in the 
context of the solution framework. 
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BACKGROUND TO THE MANAGEMENT ISSUES IN THE EXECUTION AND 

TERMINATION PHASES 

 

This is the fourth article in the series of articles around the management issues that arise 

in information technology outsourcing (ITO) contracts.  The first three articles focused 

around the initiation phase, the due diligence and contracting phase and the transition 

phase.  It was clearly positioned that the first three phases set the foundation and user 

expectations on which the future success of an ITO is based.  Since organisations now 

view ITO as a vehicle to increase competitiveness in combination with the traditional 

drivers of IT outsourcing namely to reduce operation costs, improve information systems 

(IS) flexibility, focus on core competencies, and increase operational efficiency, it is 

critical that the foundation phases (initiation, due diligence and contracting, transition) are 

properly executed (Casale 2001:3).   

 

There are essentially five main phases in an information technology (IT) outsource 

contract life cycle as is depicted in Figure 1.  Each of these phases will be briefly 

described in order to give context to the ITO life cycle phases.  This article will only focus 

on the execution and termination phases of ITOs to describe the management issues, 

user perception problems and the relevant solutions that are available to address the 

management and user perception issues. 
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PROBLEMS THAT ARISE WITHIN THE EXECUTION AND 

TERMINATION PHASES 

Execution phase 

Entering the operations or executions phase is extremely difficult as the user 

expectations are dropping radically and the organisation essentially enters a trough of 

disillusionment; refer to Figure 2 (execution and operations phase).  At this stage 

everything in regard to the ITO starts being reviewed.  The main issues normally arise 

around price and the related service levels.  Since many organisations have not planned 

the initiation well and not done their homework regarding their expectation on the 

environment, in terms of costs and what the actual service levels are that they were 

experiencing prior to the ITO, they assume they are being overcharged and are not 

receiving an equivalent service level.  Research (GartnerGroup 1999:10) has shown that 

while many organisations make a huge one-time effort at the time of outsourcing, a 

tendency is then to relax, assuming that what is a good deal now will be a good deal in 

the future. As cost and technology change rapidly, this is very often not the case. 

  

The question of what value is being added is brought up as an expectation, but not 

necessarily understood by either the organisation or the vendor.  This is not a weakness 

of IT outsourcing; it is the failure of management to place outsourcing in context with the 

type of value it can deliver (GartnerGroup 1999a:5).   

 

Expectations by the organisation on assistance by the vendor with technology direction 

and business IT alignment is huge, which often leads to completely unrealistic or non-

defined expectations.  Expectation management and user perception’s become more 

and more difficult as operations progress and as the gap between initial user 

expectations and actual delivery grows.  Communication is scaled down as the vendor, 

and for that matter the organisation, assumes everyone knows exactly what the 

outsource is about which is a critical mistake as there is normally a constant churn of the 

people, and the management, that was part of the initial decision, but that might move to 

different areas or leave the organisation taking the initial contract understanding with 

them.  The same occurs on the vendor side, and slowly the contract starts taking a form 

of its own, which might have nothing to do with the initial intent of the contract.  
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It is important during all stages of the execution or operations phase to enforce and 

adopt formal and detailed governance and operating structures, as this is the only control 

and audit ability that can be given to the initial contract, and will ensure that the initial 

intent or changes there-to is well documented and agreed to in a formal forum for future 

disagreements or disputes.  The vendor and the organisation very often neglect 

governance and end up with disputes due to verbal agreements not being honoured or 

confusion caused by misunderstanding and no documentation to back decisions or 

agreements.  This leads directly to scope management problems within the contract 

where verbal agreements are made, and it is assumed that this forms part of the default 

contract scope.  Even though most of the contracts specify a change control procedure, it 

is very often not enforced or managed formally leading to further scope confusion at later 

times during operations. 

 

Another essential element that is also not always well thought through is what metrics is 

to be measured and how these measurements tie in with the service levels the business 

requires.  Without proper measurement elements and targets it is also difficult to actually 

benchmark the services which creates internal mistrust in the accuracy and market 

relatedness of the services and pricing being delivered by the vendor.  Internal 

antagonists of the original IT outsourcing decision start to verbalise their original 

concerns surrounding the outsource contract and internal politics can become rife if not 

controlled.  Gartner (GartnerGroup 1999:6) has found that two years into a deal, 

organisations are facing: 

 

���� the implications of inevitable post-contract discoveries 

���� business units that have forgotten about the deal and just want lower costs 

���� difficulties in integrating multiple suppliers or in-house and main vendor teams 

���� rapidly changing business requirements 

���� difficulty in getting and evaluating vendor proposals for new requirements 

���� a contract that is getting significantly out of date 

 
In many cases the problems two years into the execution phase lead to contract 

renegotiations (formal or informal), as shown in Figure 3 and Figure 4, or cancellations 

due to user disillusionment (GartnerGroup 1999:6).   
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This is an ongoing activity that will encompass the day-to-day operations of the ITO.  

This includes the delivery of the defined services according to the given SLAs and the 

strict adherence to the contract.  The important facet of this step is the consistent high 

quality delivery and follow-up on commitments given by the vendor staff to the 

organisation users.  Absolute service focus and customer orientation is required by these 

staff members and the end goals and scope of the contract should be fully understood by 

all delivery personnel.  Constant reinforcement of the contract scope and contract goals 

should be discussed with the delivery staff and their incentive structures should be 

aligned to the achievement of these goals.  Their individual roles and responsibilities 

should be defined in detail in the context of the contract to ensure that they understand 

the part that they play with the associated dependency on them. 

 

Step 2:  Measurement and performance management  

This is a critical element to be performed by both the vendor and the organisation.  

Gartner (GartnerGroup 1999:10) indicates very clearly that if you don’t measure IT, then 

you cannot manage it as illustrated in figure 7. 

 

Figure 7   Gartner measurement model 

 

Source:  GartnerGroup 1999:10 
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The measurement criteria, as defined in the contract, should be rigorously updated and 

the data has to be collected from the start of the contract in order for successful 

measurement to be possible.  The organisation and vendor need to verify the data and 

ensure that the integrity is always correct (GartnerGroup 1999:11).  Proper measurement 

is the basis for good performance management.  Performance management should be 

implemented at the start of operations and maintained throughout the ITO life cycle.  

Performance needs to be measured and managed holistically in terms of SLA 

adherence, people management, customer satisfaction and goal achievement. 

 

Step 3:  Reporting and communication  

The agreed reports should be generated consistently and the organisation and vendor 

should jointly evaluate the source data to check integrity and to build a level of trust in 

regard to the reporting early in the contract.  This goes a long way to satisfy the 

organisation that the vendor is performing according to agreement.  Gartner 

(GartnerGroup 1999:10) says that organisations and their vendors must acquire the 

monitoring and measurement tools to keep their outsourcing agreements technically and 

financially on track, and also to demonstrate that they are on track. The reporting must 

be the basis for constant communication with the organisation users.  A regular 

communication plan needs to be implemented communicating the service performance, 

SLA achievement, problems, successes, plans and progress against previously set 

plans.  This will control expectation through association with visible proof that the data 

provided is correct and that plans are delivered on as promised. 

 

Step 4:  Staff development and culture change 

Attention need to be given to the development of the transitioned staff from all facets: 

training, education, contract content, methodologies and procedures.  The vendor should 

also consistently reinforce their culture in terms of values and delivery expectations to 

ensure that the transitioned staff members become part of the vendor culture and 

community as soon as possible.  Rotation of staff to other vendor contracts, or even 

internal vendor work, should be considered as soon as possible as this expedites the 

culture change process.  These staff members can cause major perception damage in 

the organisation if they are unhappy as they would typically know many of the influential 

users in the organisation and discuss the internal vendor issues with these users.  The 

opposite effect is also however true, which is why it is important to have relevant culture 
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change and developmental programmes in place to ensure that all efforts are made to 

influence the staff positively, which will in turn be felt by the organisation.  

 

Step 5:  Change management  

Many elements of the service changes during the contract due to technology changes, 

new business requirements, additional services, revised service level requirements, 

assets refreshes and many other elements associated with the contract.  It is critical to 

keep track of all these changes and to implement a governance forum to evaluate each 

of these changes, decide on the financial and service impact, and prepare and sign-off 

the documentation (change requests) in order to keep a comprehensive audit trail of all 

changes.   

 

No verbal changes or agreements should be acted on in order to prevent setting a 

precedent of any sorts.  This is one of the downfalls in many contracts as both parties 

view it as a nuisance and want to operate on a gentleman’s agreement basis.  This 

works well until something goes wrong, then it becomes the reason for many disputes 

and vagueness in scope. 

 

Step 6:  Continuous improvement  

Continuous improvement is something that must be a constant priority as this is where 

the vendor adds additional value to the customer and ensures the business relevance of 

the contract remains.  Many ITO contracts are questioned due to the lack of business 

benefit or business alignment, so every effort should be made to look at all aspects of the 

contract continuously to ensure relevance and suitability.  Gartner (GartnerGroup 

1999:16) has found this fact in their research as shown in Figure 8. 

 

Figure 8 shows that the most contract renegotiations are initiated by an unhappy 

organisation and least renegotiations are initiated by the vendor.  49% of respondents 

have never renegotiated their ITO contracts.  For the 49% of organisations that have 

initiated renegotiations the reasons stem from a lack of proper attention to detail in the 

initial phases, and stringent governance and control during the execution phase.  Many 

of these problems can be overcome by utilising proper frameworks and doing upfront 

analysis of what the organisation would like to achieve by outsourcing. 
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Figure 8 – Gartner business measurement model 

 

Source:  GartnerGroup 1999:16 

 

Contract renegotiation should not be seen as a threat by the organisation or vendor as 

technology evolution and changes in the business environment forces constant 

renegotiations and revisiting of the foundation and vision of the ITO contract to ensure 

relevance and acceptance.   

 

Contract renegotiations should be a permanent agenda item when the contract strategy 

is reviewed or discussed.  This will give both parties the comfort that the benefits are 

understood and relevance is maintained.  It also shows goodwill.  Gartner (GartnerGroup 

1999a:8) says that contract renegotiations in the IT outsourcing market are becoming 

commonplace. This trend is not only driven by an increasing number of agreements 

approaching the end of their term; it is equally a reflection of the complexity of 

outsourcing deals coupled with the pace of business change and IT development. 

 

It is important to note that throughout the operations phase meeting SLAs does not equal 

satisfying the organisation. Outsourcing vendors must consider the broader aspect of the 

customer relationship, including careful listening, prompt follow-through on commitments, 

and ensuring that a true partnership model is the basis for the agreement (Harris 

2002:30). 
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These steps are in essence the same as the transition model, but reversed between the 

organisation and vendor.  Depending on the state of the asset register and the audit trail 

of the technical environment and the level of the organisation involvement in the 

management of the contract, it is sometimes recommended to do a reverse due diligence 

process where the organisation fully evaluates the environment that they will be taking 

back. 

 

It is important for both parties to jointly define the termination plan to ensure cooperation.  

The termination fees also have to be agreed before the termination begins to ensure that 

there is no dispute regarding this during the termination handover.  The termination fees 

are normally a formula based on asset value, staff costs, service time, third party 

contract termination penalties, legal fees, forward profits and overheads.   

 

The activities, as per figure 9, are: 

 

Step 1:  Staff take-over  

In some cases the contract allows for staff utilised on the contract at the time of 

termination to be transferred from the vendor to the organisation.  Once again this 

involves a full benefits, incentives and staff position mapping.  

 

Step 2:  Asset take-over  

Some contracts allow for the assets to be bought back by the organisation.  This can be 

a disruptive exercise if agreement cannot be reached on the assets required for the 

organisation business continuity. 

 

Step 3:  Third-party contract take-over 

The third parties used by the vendor should either be transitioned to the organisation or 

the vendor should assist the organisation in setting up new contracts to ensure unbroken 

service continuity.  The full extent of the third party contract terms and conditions should 

be understood as this normally forms part of the termination calculation.  The 

organisation should fully understand the services that are being delivered by the third 

parties and the impact it would have to cancel versus cession of these contracts. 
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Step 4:  Operational take-over  

Here the services are transitioned back to the organisation.  Care should be taken to 

understand all the shared infrastructure and technology that the vendor utilised to get 

economies of scale between its contracts.  This can amount to a costly investment for 

the organisation to recreate these shared services if the technologies or shared staff 

were not included in the termination deal.   

 

Step 5:  Communication  

Communication should intensify on the part of the organisation to keep users pacified in 

that major service disruptions will not occur and what the plans are to ensure this.  This 

will give comfort and assist in cooperation by all to ensure a smooth termination. 

 

Termination need not be complex if an agreed plan is developed and disputes are 

handled according to the original contract termination process definition.  The termination 

to a large extent depends on the maturity by which both organisations are approaching 

the issues.  The vendor should at all costs ensure a smooth termination as this ensures 

good market perception for future deals.  The organisation should assist in this process. 

 

CLOSURE 

The execution or operations phase of the contract is one where user perceptions start 

dropping due to unfulfilled expectations.  The constant churn of staff and management in 

both the organisation and vendor often clouds the original intent of the contract.  The 

mechanisms to manage the execution phase is all about formal governance, managing 

change, developing staff, measuring service and improving efficiency, and continuous 

improvement to adapt the changes in technology and business requirements. 

 

The termination phase is dependent on having a proper termination mechanism agreed 

during the due diligence and contracting phase and is further dependent on 

professionalism and maturity to enable the organisation, and for that matter the vendor, 

to survive the termination and not cause major business disruption.  In essence the 

termination is a reverse transition process from the vendor to the organisation.  
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