APPLICATION DELIVERY

HOW TO MANAGE
THE OUTSOURCING RELATIONSHIP
FOR MAXIMUM BUSINESS VALUE

EXECUTIVE SUMMARY
Whether your company sees IT as a strategic weapon or simply as a
“business enabler” or cost center, the outsourcing model has tremendous
appeal. By outsourcing IT projects such as quality and performance
testing, your company can increase the strategic value of its internal IT
organization and cut IT operations costs at the same time. That’s why,
according to Gartner, global outsourcing deals will rise 30 percent by
2005 and the global business process outsourcing market will soon
exceed $130 billion.
Yet along with the benefits of outsourcing come added complexity and
risk. And when it comes to application quality and performance, any
amount of risk must be carefully understood, measured, monitored, and
mitigated. The cost savings achieved from outsourcing testing and other
processes can be more than offset by the business cost of frustrated
customers and end users due to poor-quality applications.

TABLE OF CONTENTS
Executive Summary …………………………………………………………………2

Model 3: Third-Party Validation ……………………………………………………6

The Benefits — and Risks — of Strategic Sourcing ………………………………3

Advantages ………………………………………………………………………6

Model 1: Outsourcer Validates Quality and Performance ………………………4

Limitations ………………………………………………………………………6

Advantages ………………………………………………………………………4

Model 4: Integrated Model …………………………………………………………6

Limitations ………………………………………………………………………5

Critical Role of the Center of Excellence ……………………………………7

Model 2: Client Validates Quality and Performance ……………………………5

Advantages ………………………………………………………………………8

Advantages ………………………………………………………………………5

Limitations ………………………………………………………………………8

Limitations ………………………………………………………………………6

What to Look for in an Outsourcer ………………………………………………8
Summary ………………………………………………………………………………9

APPLICATION DELIVERY

To reap the rewards of outsourcing without compromising on application quality and performance, your
company will need to address a host of issues, including:
• Who owns responsibility for quality and performance — the client or the outsourcer?
• How do you ensure that outsourced IT initiatives are tested and deployed to meet the same quality
and performance standards as in-house applications?
• How can you govern a mixed portfolio of in-house and outsourced IT projects and keep them in
alignment with business goals?
• How can inconsistencies and redundancies in processes be avoided?
• Who determines the service-level agreements (SLAs) and how are they measured?
This paper helps you answer these questions and provides guidance about how to establish “strategic
sourcing” relationships that deliver maximum business value. It presents four basic models of
outsourcing and describes the benefits, trade-offs, and limitations of each. The paper is intended as an
overview of your options for establishing a relationship with an outsourcing partner, not an in-depth
examination of the many organizational, contractual, and implementation issues that will need to be
addressed subsequently.

The Benefits — and Risks — of Strategic Sourcing
As IT budgets shrank in recent years, many enterprises turned to outsourcing IT projects and business
processes to reduce costs. Many of these companies found that outsourcing not only delivered the
financial benefits, but also offered strategic advantages. For example:
• Outsourcing can reduce the burden on overworked, overstressed IT staff, resulting in better results
on critical projects.
• Outsourcing can enable the internal staff to make the transition from “fire-drill” mode to proactive
mode, allowing them to focus on higher-value applications and services.
• In some cases, preparing a project for outsourcing can actually serve as a catalyst for “getting your
house in order,” requiring the IT staff to formally define and document processes, metrics, and best
practices.
• In other cases, outsourcers can help improve internal IT operations by introducing industry best
practices and processes.
• Outsourcing can allow certain distributed development projects to proceed at an accelerated rate
due to time zone differences: There’s always someone working on the project.
As a result of these benefits, more and more companies have been experimenting with “strategic
sourcing” — optimizing the mix of outsourced, offshore, and in-house applications. According to IDC,
“slightly more than half of U.S. executives, including CXOs and VPs of operations, expected to procure
IT and business services from offshore in 2004.”
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However, as many enterprises have learned the hard way, outsourcing can also add complexity and risk
to application projects, and the advantages of outsourcing can backfire if the new challenges aren’t
addressed up front. For example:
• New skills: Managing the outsourcing relationship requires additional skills and processes beyond
what’s required for internal projects. Defining performance metrics, escalation procedures, and
change management processes can be difficult — particularly in the face of language barriers,
cultural differences, time-zone differences, and communication issues.
• Garbage in, garbage out: Outsourcing a problem in hopes that the outsourcer can fix it often results
only in a worse problem for the outsourcer — and higher costs, longer delays, and lower quality for
the application.
• Tracking SLA performance: Keeping projects on time and on budget requires that the outsourcer
meet critical service-level agreements, but it can be difficult to determine who is responsible for
defining and measuring them.
• Immature offerings: Many outsourcing service providers are new to the market and are relatively
untested and unproven. You need to make sure their capabilities truly match your requirements.
The next sections of this paper examine four models or alternatives for working with outsourcers to
achieve the benefits, minimize the risks, and deliver high levels of application quality and performance.

Model 1: Outsourcer Validates Quality and Performance
Since one of the primary goals of outsourcing for many companies is to reduce the burden on the
internal IT staff, it is not surprising that these companies often look to the outsourcer to assume
responsibility for virtually all aspects of the project, including testing and validation of application quality
and performance.
In this model, the client and outsourcer agree upon specific targets for quality and performance, along
with specific key performance indicators (KPIs) to be measured. Typically, the testing and validation
processes, practices, and tools used are at the discretion of the outsourcer; the client is concerned
only with ensuring that the end result meets expectations.
A growing number of outsourcing firms are more than happy to offer this model of “turnkey” service,
not only because it is straightforward but also because it gives them full control over the end results.
But for clients there are trade-offs, as discussed below.
Advantages

The key advantages for the client are simplicity and cost efficiency. Requirements are clearly defined
at the outset and the cost is contingent on the outsourcer meeting the requirements. Quality and
performance KPIs are established up front: unit testing and application-level quality metrics,
performance benchmarks, etc. In many cases specific processes are also agreed upon in order to drive
consistency between the client and the outsourcer, such as processes for handling application changes,
managing patches, and adding new modules, as well as reporting processes.
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In addition, this model provides a strong incentive for the outsourcer to deliver high-quality applications.
Since the outsourcer has complete control over the results, the value provided to the client is very
tangible. By meeting the client’s requirements on time and on budget, the outsourcer can create
additional business opportunities and build its reputation for service.
Limitations

With this model, the client company does not control quality, and there is inherent risk in turning over
such a critical element to an external organization. Since the client company does not control the
testing processes or tools used, there is also a risk that the outsourcer will develop processes that the
client will later become tied to. And what happens if this year’s outsourcer is out of business next year?
Moreover, the quality and performance results achieved by the outsourcer were achieved in the
outsourcer’s environment. In many cases there are unanticipated issues when the applications validated
by the outsourcer are actually moved into the client’s production environment, such as interoperability
or incompatibility issues in the shared infrastructure, and you may end up having to re-test and
re-validate in the actual production environment.
Equally important, outsourcing application projects may save money in the short term, but it does
nothing to build the competencies of the internal staff in terms of improving application quality and
performance.
Finally, you should be cognizant that it is not always practical from a business perspective to enforce
the penalties you’ve agreed upon for missed SLAs. In some cases, the consequences can actually be
financially ruinous to the outsourcer, and enforcing the penalty will be detrimental to your business
objectives. Therefore the risk of leaving the outsourcer in control of quality validation can be higher than
it appears.

Model 2: Client Validates Quality and Performance
In this model, the outsourcer does much of the application development work, but the client retains
final responsibility for quality and performance. The outsourcer transfers the finished code to the client
for testing and validation, and it is up to the client to ensure that it meets specific KPIs or lives up to the
same standards as other in-house projects.
Advantages

The obvious advantage of this model is that it enables the client to keep tight control over the tools and
best practices used in the testing process, ensuring consistency in validation standards, KPIs, and
expectations for the finished application.
In general, this model works best for projects that have extremely rigorous requirements, involve
complex integration testing, and have multiple stakeholders. Examples would include new functionality
for mission-critical applications, new customer-facing web services, and customizations for packaged
ERP and CRM applications.
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Limitations

In this model, the outsourcer does not necessarily have adequate motivation to provide high-quality
code since the responsibility for quality and testing costs are on the client. In addition, the outsourcer
is not taking on as much of the project workload, so the cost savings are less — yet there is still the
administrative overhead of coordinating the project with the outsourcer and transferring code to and
from the outsourcer’s team. And some of the same disadvantages of the first model still apply: The
client must cede a degree of control to the outsourcer during the coding process, and may become
dependent upon tools and processes used by the outsourcer.
In addition, errors made by the outsourcer’s development team may end up deeply coded and may be
difficult, time-consuming, and expensive for the client’s team to fix.

Model 3: Third-Party Validation
There appears to be a growing trend toward “multi-sourcing,” or outsourcing different aspects of the
same project to different outsourcers. In this model, the client contracts with one outsourcer for
application design/development, and a third-party outsourcer for testing and validation.
Advantages

Third-party validation can be a cost-effective option for companies that have poor or non-existent
testing processes, or that have very few software projects. Through this model, they can take advantage
of the specialized expertise of outsourcers and avoid the expense of developing coding/testing/
validation capabilities internally.
Limitations

This model has all the disadvantages of the first two models: loss of control over processes; risk of
dependency on the outsourcer’s tools and techniques; lack of consistency from one project to the next;
the potential for unanticipated problems once the validated code is actually migrated into the client’s
production environment; and so on. And while relying on outsourcers to deliver high-quality applications
may save money in the short term, it does not help the client company build its own competencies.
Sooner or later, growing companies will need to address the need for internal application development
and testing expertise.

Model 4: Integrated Model
For companies that wish to take advantage of the cost-efficiencies of outsourcing without handing
over control of quality and performance and without risking dependency on an external vendor, one
additional option remains: an integrated model of outsourcing.
In this model, the client and the outsourcer have joint responsibility for application quality and
performance. The outsourcer does the initial testing and validations, ensuring that the code meets the
agreed-upon standards. The client then re-validates the code, migrates it into the integrated application,
and verifies that the end-to-end business process meets all requirements.
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Critical Role of the Center of Excellence

The integrated model requires close coordination between the outsourcer and the client. Ideally, the
client’s internal team and the outsourcer would agree upon standard tools and best practices in order
to simplify and streamline the testing and validation processes. The use of the Center of Excellence
(CoE) approach can greatly simplify this effort.
Simply put, a CoE is an internal organization focused exclusively on optimizing application
characteristics such as performance, quality, or availability. It provides a management and automation
platform for processes, consulting and support services, as well as leadership and advocacy to help
the organization optimize these attributes. Through the CoE model, project teams are able to take
advantage of the all of the expertise, toolsets, and best practices the CoE has developed and
consolidated.
A CoE can also provide a central platform for asset management that will create visibility into quality
and performance parameters of the delivered application, keeping everyone informed and keeping
applications aligned with business objectives. (For complete information about the CoE approach, see
the white papers entitled “Meta Group: Maturing to Centers of Excellence,” “Best Practices for Building
and Managing a Center of Excellence,” and “Application Delivery: Center of Excellence Evolution” at
http://downloads.mercury.com)
By applying the CoE model to the outsourcing relationship, the client company can collaborate and
share critical information with the outsourcer rather than simply hand over tasks. For example:
• The client’s application delivery team and the outsourcer’s team can share a common application
delivery dashboard that presents KPIs across all quality and performance projects, providing “one
version of the truth” to all project stakeholders through real-time visibility into the health of
applications and infrastructure.
• The teams can share test assets (scripts, files, and best practices) for higher consistency, repeatable
processes, and faster time-to-market with high-quality applications.
• Each team has control over — and responsibility for — the quality and performance of the finished
application, and management has visibility into and control over the validation process.
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The Center of Excellence (CoE) Model
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In the traditional model, every project team is an island, with its own staff, tools, and practices. The CoE model centralizes the expertise,
processes, and sharable assets.

Advantages

The integrated model establishes a true partnership between the client and the outsourcer and is likely
to produce better quality and performance results than any other model. The client and the outsourcer
are able to verify that the application meets quality and performance standards with consistent use of
KPIs and validation processes, and the client is able to quantify how well the application meets the
original business objective.
Limitations

If strategic sourcing of application development and delivery is not a pervasive strategy for the client
company, the integrated model may not prove to be as cost-effective as other models of outsourcing.

What to Look for in an Outsourcer
Whatever aspect of application quality or performance you’re considering as a candidate for
outsourcing, you should evaluate each prospective outsourcer on the following criteria:
• Experience. You should examine the outsourcer’s overall business experience as well as specific
testing methodologies, tools, and procedures. Ask for specifics about which QA personnel would be
working with you and examine their work experience carefully.
• References. The outsourcer should be able to demonstrate a track record of success with your
specific type of project. In some cases, the companies who serve as references may not agree to be
contacted by the outsourcer’s prospective clients due to privacy considerations. However, you can
request to see the outsourcer’s records with metrics relating to quality improvements.
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• Certifications. Make sure the outsourcer is certified on the products they will be using to conduct
testing and validations. For example, Mercury’s certification requirements are very stringent, so you
can have a higher degree of confidence in vendors who have achieved Mercury certification.
• Privacy guarantees. The security and privacy of your data are extremely important considerations.
In the United States legislation is now in process that would mandate stricter controls in how nonpublic information is handled by outsourcers. Your company should consider creating a test data
group that provides depersonalized test data for your applications; outsourcers should in turn be
willing and able to work with the test data group and offer optional tools to help create
depersonalized test data.
• Partners. In many cases, a single outsourcing provider cannot provide every service required by the
client, and “multi-sourcing” or involvement from additional service providers is required. Investigate
the connections of your outsourcing candidate and make sure you will have access to the full
spectrum of services/providers you need.

Summary
As distributed development and outsourcing become “business as usual,” it becomes increasingly
important to understand the options for dealing with outsourcing service providers and the risks,
rewards, and trade-offs of each option.
Traditional models of outsourcing have led to “throw-it-over-the-fence” syndrome, where the client’s
team and the outsourcer’s team are focused only on their assigned tasks and their specific
responsibilities. The integrated model of outsourcing described in this paper is the first approach
focused on creating a true partnership between the outsourcer and the client; and it is the first to keep
the focus on the business process and the business requirements rather than the tools and techniques
used to validate quality and performance.
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