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Practical Guide for IT Outsourcing 

LLiicceennssee  ffoorr  TThhiiss  DDooccuummeenntt  

The “Practical Guide for IT Outsourcing” has been developed 
over several years by the consultants and principals at Janco 
Associates, Inc.  It is intended for use by senior business 
managers and Information Technology professionals who are 
evaluating outsourcing for their own enterprises.   

The contents of this document are the property of Janco 
Associates, Inc. and M. Victor Janulaitis.  The possession of this 
book in no way gives any individual or firm the right to 
duplicate, extract or copy any of this material without the 
expressed written permission of Janco Associates, Inc. and M. 
Victor Janulaitis.  A reward of $5,000 will be provided to any 
individual or firm that provides information that leads to the 
conviction of any individual or firm who violates the copyright 
of this book. 

UUNNDDEERR  NNOO  CCIIRRCCUUMMSSTTAANNCCEESS  IISS  TTHHIISS  BBOOOOKK  OORR  AA    
DDEERRIIVVAATTIIVVEE  OOFF  IITT  TTOO  BBEE  MMAARRKKEETTEEDD  OORR  RREE--SSOOLLDD..  

TThhee  ppuurrcchhaassee  ooff  tthhiiss  bbooookk  iinn  eeiitthheerr  ppaappeerr  oorr  eelleeccttrroonniicc  ffoorrmmaatt  pprroovviiddeess  
tthhee  uusseerr  wwiitthh  tthhee  rriigghhtt  ttoo  uussee  tthhee  ccoonntteennttss  ooff  tthhiiss  bbooookk  ffoorr  oonnee  ((11))  
eenntteerrpprriissee  iinn  oonnee  ((11))  llooccaattiioonn  ((ii..ee..  ddaattaa  cceenntteerr))..    IInn  tthhee  ccaassee  ooff  aa  mmuullttii--
llooccaattiioonn  oorr  mmuullttii--ddiivviissiioonn  eenntteerrpprriissee,,  oonnee  ((11))  lliicceennssee  mmuusstt  bbee  ppuurrcchhaasseedd  
ffoorr  eeaacchh  ddiivviissiioonn  aanndd  llooccaattiioonn..  

TThhee  oowwnneerrsshhiipp  ooff  tthhiiss  mmaatteerriiaall  rreemmaaiinnss  wwiitthh  JJaannccoo  AAssssoocciiaatteess,,  IInncc..  aanndd  
MM..  VV..  JJaannuullaaiittiiss..  

Individual enterprises that purchase this document from Janco 
Associates, Inc. or one its approved agents are granted a license 
for the INTERNAL use of this document by the single enterprise 
that has acquired that license.  This document can be re-printed, 
edited and distributed only if it includes an attribution to Janco’s 
copyright.  In no case is any part of this document to be 
disclosed to other parties via the internet or without a signed 
release form by the other party (typically an outsourcing vendor 
that the enterprise is working with) stating this document 
remains the property of Janco Associates, Inc. 

The use of this document by consultants who are using this 
document in any way for enterprises other their own or for their 
clients is prohibited except by those who have obtained a re-
seller’s license from Janco Associates, Inc. 
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For more information on how to obtain such a license please 
contact Janco Associates, Inc. at 435 940-9300 or 
information@e-janco.com.  
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OOuuttssoouurrcciinngg  MMaannaaggeemmeenntt  SSttaannddaarrdd  

Overview 

Outsourcing does not remove the enterprise’s requirement to 
manage the process.  A comprehensive outsourcing arrangement 
requires Service Level Agreement (SLA) monitoring and 
redefinition, as well as strategic management and other retained 
functions. (see outsourcing approval standard under retained 
costs – Page 13 for a listing of frequently retained functions). 

Standard 

Service Level Agreements (SLA) 

The Service Level Agreement (SLA) is the central instrument for 
managing an outsourced function (See page 57 for sample SLA).  
The Manager of Outsourcing (see page 52) will track SLA (See 
Service Level Agreement Report Package section – page 17) 
fulfillment and enforce the contract terms if an SLA is not met.  
The Manager of Outsourcing must also take an active role in 
defining and redefining SLAs in order to take into account 
changes in the operating environment.1 

Problem Responsibility 

The efficient assignment of end-user complaints to the 
appropriate entity is critical to maintaining high service-levels.  
IT will ensure that the all staff are trained in order to identify 
whether a problem lies with IT or a particular vendor2.  In a 
multi-vendor environment this task becomes even more critical, 
if one is to avoid a constant reassignment of problems. 

The Manger Outsourcing or a role similar to that should perform 
this function. 

                                                      
1 Additional information and examples can be found at http://www.e-janco.com/ in the Internet and Information 

Technology Metrics HandiGuide®. 
2 Each vendor must sign a non-disclosure agreement see page 46 for a sample agreement 

http://www.e-janco.com/


ENTERPRISE logo here  
 

 © 2005 Janco Associates, Inc. – ALL RIGHTS RESERVED Page 11  

OOuuttssoouurrcciinngg  AApppprroovvaall  SSttaannddaarrdd  

Overview 

The decision to outsource a segment of the IT function is a 
complex and ongoing process that requires a good deal of 
expertise in its own right.  Approval of an outsourcing agreement 
requires the implementation of Service Level Agreements, an 
initial analysis of outsourcing scope, base case analysis, vendor 
identification, request for price quote, vendor bid appraisal, and 
contract negotiation.  Each of these steps must be performed 
successfully in order to achieve a positive outsourcing decision. 

 

Figure 1 Outsourcing Process Chart 
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SSaammppllee  SSeerrvviiccee  LLeevveell  AAggrreeeemmeenntt  

SERVICE LEVEL AGREEMENT 

SLA ________________ 

BETWEEN 

ENTERPRISE, 

IT Department 

And 

ENTERPRISE ____________ Department 

 

 

IT Department 

 

_____________Department 

Date: _____________________ Date: _____________________ 
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SERVICE LEVEL AGREEMENT 

1. Service Level Agreement 

This service level agreement is between the IT Department, (the PROVIDER), 
and the Enterprise ____________________ Department, (the CUSTOMER). 

1.a. This service level agreement is effective as of the date of the signatures 
below. The CUSTOMER and PROVIDER shall review at least semi-
annually to determine if any modifications or amendments are needed to 
reflect the CUSTOMER’s support requirements and PROVIDER’s 
services provided. 

1.b. The purpose of this service level agreement is to document the services 
that the PROVIDER shall furnish the CUSTOMER. The PROVIDER 
shall deliver the services set forth in this document. The CUSTOMER 
shall pay for the services covered by this Agreement in accordance with 
billing and payment terms incorporated in the referenced Basic 
Agreement. 

1.c. Both parties understand that the PROVIDER retains sole discretion 
regarding the operation and allocation of the aggregate Information 
Processing capacity at its disposal, including the capacity covered by this 
Agreement. The PROVIDER agrees to allocate sufficient capacity to 
meet the processing requirements of the CUSTOMER. 

2. Applicable Documents, Terms and Conditions 

The Basic Agreement (BA) will contain the policy, procedures, terms, and 
conditions related to implementation, execution, and administration of this 
service level agreement, as well other aspects of the relationship between the 
PROVIDER and the CUSTOMER. 
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Appendix A - Services 

Data Center processing 

1. Applications to be processed: 

1.a. Critical Applications to include: 

1.a.1. LIST OF APPLICATIONS 

1.a.2. Etc. 

1.a.3. Etc 

1.b. Other CUSTOMER Applications 

2. Measurement and reporting  

PROVIDER will provide the CUSTOMER with the following reports in the intervals 
indicated (monthly, quarterly, semi-annually, and annually): 

Report name Reporting interval Delivery method 
List reports here; for 
example, system uptime, 
system downtime, number 
of CUSTOMER incidents 
reported, resolved, 
unresolved, etc. 

  

3. Hours of Availability. 

3.a. Interactive: Monday-Friday18      07:00-17:00* 

3.b. Saturday, Sunday, & Holidays Not Applicable 

3.c. Batch: Not applicable 

3.d. Maintenance: Monthly, 3rd Weekend of every month 

4. Standard Processing/Service Requirements. All of the systems/applications listed in 
first paragraph above are required to be operational 98% of the total time listed 
paragraph above. The PROVIDER will support a method for the CUSTOMER to 
monitor operational percentages. 

5. Processing of data will be limited to the functionality/processing that was being 
conducted at the time of assimilation into the PROVIDER. 

                                                      
18 ______________ Application will be a web-based 24 x 7x 365 system 
with the exception of the scheduled maintenance periods 
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SSaammppllee  MMeettrriiccss  ffoorr  SSeerrvviiccee  LLeevveell  AAggrreeeemmeennttss  

Metrics that have been used in Service Level Agreements are defined in the tables that 
follow.  They are categorized in the following 13 areas and can be used to create specific 
service level agreements: 

o Financial 

o Staffing 

o Internet – Electronic Infrastructure 

o Competitive/Comparative 

o Productivity 

o System Development 

o Reengineering – Office Automation 

o Quality Assurance 

o Help Desk 

o Computer Operations 

o Communications 

o Other Technology 

o Enterprise/Industry Specific 



ENTERPRISE logo here  
 

 © 2005 Janco Associates, Inc. – ALL RIGHTS RESERVED Page 77  

Financial 

Report Metrics 

Key Measures All data is captured for a rolling 13 months 
Expenses - Period Actual (Dollars) 
Expenses - Period Plan (Dollars) 
Staffing - Period Actual (FTEs19 
Staffing - Period Plan (FTEs) 
On-line Availability20 - Plan (%) 
On-line Availability - Actual (%) 
Billing Performance - Plan (Dollars) 
Billing Performance - Actual (Dollars) 

Expense Performance 
Summary 

All data is captured for a rolling 13 months 
Current Period - Actual (Dollars) 
Current Period - Plan (Dollars) 
Year to Date - Actual (Dollars) 
Year to Date - Plan (Dollars) 
YTD Variance from Plan - Period (Dollars) 
YTD Variance from Plan - YTD (Dollars) 

Expense Variance by 
Category 

All data is captured for current fiscal year by budget 
category 

Current Period - Plan (Dollars) 
Current Period - Actual (Dollars) 
Current Period - Actual (Variance Analysis) 
Cumulative YTD - Plan (Dollars) 
Cumulative YTD- Actual (Dollars) 
Cumulative YTD - Actual (Variance Analysis) 

Expense Variance by 
Cost Center 

All data is captured for current fiscal year by Cost Center 
Current Period - Plan (Dollars) 
Current Period - Actual (Dollars) 
Current Period - Actual (Variance Analysis) 
Cumulative YTD - Plan (Dollars) 
Cumulative YTD- Actual (Dollars) 
Cumulative YTD - Actual (Variance Analysis) 

 
Financial Metrics - Part 1 of 2 

                                                      
19 FTE is Full Time Equivalents) 
20 Some users prefer man hours or revenue lost due to failure of system availability.  This is a negative measure and we 

have opted to show only positive metrics in this set of metrics. 
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Competitive/Comparative 

Report Metrics 

Revenue & Capital All data is captured for a rolling 13 months 
Expense as Percent of Revenue - Plan (Ratio) 
Expense as Percent of Revenue - Actual (Ratio) 
Expense per Customer - Plan (Dollars)23  
Expense per Customer - Actual (Dollars) 
Capital as Percent of Revenue Plan (Percent) 
Capital as Percent of Revenue Actual (Percent) 

Expenses & Staffing All data is captured for a rolling 13 months 
IT vs. Company Expense 3 Month Trend  
 Plan (Percent) 
 Actual (Percent) 
IT vs. Company Staffing 3 Month Trend 
 Plan (Percent) 
 Actual (Percent) 
IT Cost per Company Employee 3 Month Trend 
 Plan (Dollars) 
 Actual (Dollars) 

Competitive  
Application  

Matrix 

All data is captured for at a point in time 
Key Industry Applications 
 Enterprise Status and Staffing 
 Competitor Status and Staffing 
Technologies Used 
 Enterprise 
 Competitors 
IT Metrics 
 Enterprise Focus 
 Competitors Focus 

Technology 
Penetration Trends 

All data is captured for last 5 quarters 
Devices vs. Employees (Number) 

Competitive/Comparative Metrics 

                                                      
23 In the case of a company that has 30,000 customers, cost would be Expense per Customer.  Some enterprises will use 

a measure associated with the service provided.  In the airline industry a measure used is cost per Revenue Passenger 
Mile. 
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BBuussiinneessss  aanndd  IITT  IImmppaacctt  AAnnaallyyssiiss  QQuueessttiioonnnnaaiirree  

This questionnaire is the basis for documentation necessary to 
understand the business impact and risks associated with each 
physical location, business function, and IT application.  

A “BEST PRACTICE” is to complete this questionnaire for each 
physical location, application, business function, department and 
organizational entity annually.  In addition as conditions change (i.e. 
event like 9/11) to alter the operating environment, at least the risk 
component should be reviewed and actions taken to mitigate un-
acceptable levels of risk.  

Impact - Risk 
Once these forms are completed, a summary of the major functions 
with the Impact to ENTERPRISE should be prepared33.  

 
Function 

Application 
Metric Key User(s) Risk Score 

Sales Status Units and  
Dollar Volumes 

Executive Management 
Sales 

1 
1 

Inventory On Hand Balances Distribution 
Sales 

Customer Service 

2 
2 
2 

Corporate Offices Head Count CEO 2 
Manufacturing 

Plant 
% of Finished Good 

Produced 
VP Manufacturing 1 

 
Customer Data A/R Balances Credit 

Sales 
3 

Liquid Assets Treasury Balances CFO 2 
Supplier A/P Balances CFO 3 

 
Scoring  

1. Catastrophic – as a result ENTERPRISE could cease to exist and/or 
would be placed in material legal and/or financial jeopardy.   

2. Very High - as a result ENTERPRISE would not be able to meet its 
material contractual and/or service obligations.   Or do material 

                                                      
33 Impact is defined as the risk the ENTERPRISE if that function or application 
became unavailable. 
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The purpose of this questionnaire is to determine the criticality of the applications used at ENTERPRISE.  The information 
provided will be used to develop a Application Inventory that can be used in the Disaster Recovery Plan that minimizes 
the impact of the loss of this application in the event of a disaster.   (PLEASE USE ADDITIONAL BLANK PAPER OR 
ATTACHMENTS WHEREVER NECESSARY) 
 

Facility / Business Function / Application 
 

Name:                
 
Provide a brief description/purpose – mission:          
 
               
 
               
 
               
 
What are the main functions?            
 
               
 
               
 
               
 
               
 
               
 
Was this developed in-house or purchased from a vendor?  If purchased from a vendor, do you hold the plans,  
source code etc.:             
 
               
 
If the application is a purchased package, are there extensive modifications to this application (briefly describe 
modifications):                
 
               
 
               
 
               
 
What programming language was used to create the application?         
 
               
 
How old is this application (maturity):           
 
Who is the owner of this application (i.e. Joe Smith of Accounting):       
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