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Preface

Planning a re-competition for a program the size, scope and complexity of HIIPS requires a disciplined approach to crafting an acquisition strategy.  In beginning the market research initiative, Acquisition Solutions, Inc. first sought to understand the HIIPS program’s objectives and requirements.  This involved examining the existing contract for what worked and what could be improved.  Through interviews with program staff, and analysis of the existing contract, core performance objectives were understood.  We also reviewed audit and or IG reports to identify areas of concern and opportunities for correction. 

We then focused on market research to identify the state of the marketplace and contractor motivations.  One of the great advantages offered by acquisition reform is the focus on improving market research.  One on one vendor conferences, asking potential vendors to provide performance measures they are using on their existing contracts, and other effective collection methods, can identify both the “tier one” providers of the services as well as candidate performance factors for the performance based statement of work.

This report was developed primarily from information obtained through a series of meetings conducted with the leaders in outsourcing and computer operations industry.  Over a period of four weeks, a series of one-on-one market research sessions were held with Electronic Data Systems, (EDS), International Business Machines (IBM), SAIC, Affiliated Computer Services, Inc. (ACS), Unisys Corporation, Lockheed Martin Corporation, and Computer Sciences Corporation (CSC).  The meetings proved to be an exceptional forum to obtain honest and open feedback of successful strategies for computer operations outsourcing.  

Without exception the individuals representing their companies at the market research sessions were extremely knowledgeable, very open, forthcoming, and eager to share their best practices and lessons learned.  It was apparent that the participants put a lot of time and effort into their presentations and as a rule provided their top corporate experts to lead the discussions.  All participants voiced their appreciation to be invited to discuss best practices and for the opportunity to assist the Government in improving their acquisition process. We want to acknowledge and thank both HUD and the participating companies for their taking part in these very valuable discussions.
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1. Introduction

The Department of Housing and Urban Development (HUD) is in the early stages of structuring an acquisition strategy for conducting, awarding, and managing the 

re-competition of the HUD Integrated Information Processing (HIIPS) contract.  Awarded in the early 1990’s, this critical computer-outsourcing contract was at that time a leader for Government outsourcing efforts.  Now nearing its contract term limits, HUD has begun the acquisition planning process for a re-competition.

Much has changed since the HIIPS contract was originally awarded.  Acquisition reform has improved the Government’s focus on results.  Improved access to and use of market research empowers the Government to better align the acquisition process with the program objectives, and commercial realities.  Contracting and source selection processes have been changed to make the process more effective and efficient.  These tools, techniques, and contracting concepts when applied to the acquisition process can produce extraordinary results.  One such tool is market research.  

One of the main benefits of solid market research is to materially improve the Government’s understanding of current state of the marketplace.  For HIIPS, a special emphasis of the market research is being placed on commercial and industry best practices, performance metrics and measurements, innovative delivery methods for the required services, and incentive programs that providers have found particularly effective.  Another focus is to identify performance criteria that differentiate between and among high quality firms in this industry.  This information will dramatically improve the quality of the forthcoming Government solicitation as well as the resulting contract.

Good information is the key to making good choices!  Through this market research effort, HUD now has the advantage of expert advice and guidance from some of the “best in the business.”  This information is essential to the development of a sound acquisition strategy that takes advantage of both acquisition reform and changes in the marketplace.

1.1
Background

The Office of Housing and Urban Development’s current computer environment is maintained and operated under the HIIPS contract.  Awarded in November of 1990, the HIIPS contract is nearing its contractual life.  HUD’s Office of the Assistant Secretary for Administration tasked the Administration Support Division, Office of Procurement and Contracts, initiated steps to begin planning a HIIPS re-competition effort.  To assist in this effort, Acquisition Solutions, Inc., was selected to provide expert acquisition advice and guidance to assist in developing an innovative acquisition plan for the recompetition.  

As directed in the Statement of Work for the support effort, Acquisition Solutions, Inc. was tasked to provide expert acquisition support in structuring an acquisition strategy for conducting, awarding and managing a re-competition of the HUD HIIPS contract.  This task identified three deliverables.  

Deliverable 3.3.1: Report on Results of Market Research

Deliverable 3.3.2: Report on Performance Metrics

Deliverable 3.3.3: Draft Acquisition Plan

This report represents deliverable 3.3.1, Report on Results of Market Research

In preparation for the report over a four week period, Acquisition Solutions, Inc. organized and facilitated a series of one-on-one market research sessions.  These sessions were held with HUD personnel and representatives from Electronic Data Systems, (EDS), International Business Machines (IBM), SAIC, Affiliated Computer Services (ACS), Unisys, Lockheed Martin Corp, and Computer Sciences Corporation (CSC).  The meetings proved to be an exceptional forum to obtain honest and open feedback of successful strategies for computer operations outsourcing.  

2.0 Market Research

2.1 Definition 

The Federal Acquisition Regulations (FAR) defines “market research” as “collecting and analyzing information about capabilities within the market to satisfy agency needs.”  Market research is the continuous process of collecting information to maximize reliance on the commercial marketplace and to benefit from its capabilities, technologies, and competitive forces in meeting an agency’s need.  

To that end, market research includes (1) ascertaining the availability of commercial and non-developmental items that meet the need and (2) identifying standard commercial practices.  The information obtained is essential in developing the most suitable approach to acquiring needed supplies and services. 

2.2 Methodology
Contact with vendors and suppliers for purpose of market research is now encouraged.  (Formerly, some contracting activities prohibited contacting vendors prior to solicitation release.)   In fact, the FAR specifically indicates that market research is conducted—

· Before developing new requirements documents for an acquisition.

· Before soliciting offers for acquisitions with an estimated value in excess of the simplified acquisition threshold (generally $100,000).

As noted in paragraph 1 above, information is key to making good decisions.  In the past, the Government often attempted to hold group sessions to conduct market research.  These pre-solicitation and pre-proposal meetings often failed to provide much insight as vendors were reluctant to speak in a public forum for fear that their competitors would gain insight or a competitive advantage.  As such, they were not very beneficial for their stated purpose.  

Partially in recognition of the inadequacies of the more traditional approaches, the FAR was amended to specifically authorize one-on-one vendor conferences.  To take advantage of the new open communicative environment and obtain better insight into commercial best practices and lessons learned, one-on-one market research sessions were conducted with the leading companies in the computer outsourcing industry.
2.3 Identification of Market Research Participants

In conducting research into the capabilities of the marketplace, it was determined that HUD would be best served by learning from industry leaders well positioned to speak to the state of the marketplace and state of the industry.  One means of locating such sources is to identify leading companies and top performers in providing computer operations services to the federal government.  Using Government Executive Magazine’s “Top 200 Federal Contractors” list, letters of invitation were sent, under HUD signature, to the top five companies.   In addition, an invitation was offered to the IBM Corporation.  While not one of the top 5 providers of computer outsourcing contracts to the Federal Government, IBM is the leading provider to commercial companies.  In addition, Affiliated Computer Services, Incorporated (ACS), which is number ten on the Top 200 list, requested inclusion and was also invited. 

2.4 Market Research Meetings 

A total of seven market research meetings were conducted.  All of the meetings took place at HUD Headquarters.  Each meeting lasted approximately three to four hours.  To allay any uncertainties about the process, each company was assured that such meetings not only conform with the Federal Acquisition Regulations, they are actually encouraged under current acquisition reform guidelines.  Emphasis was placed on conducting the meetings in an open, informal manner to promote discussions and produce maximum results.  

All of the companies were given an agenda for the meetings, but were advised that it was being provided more as a guide, and not a rigid script.  The agenda basically included time for each company to present a brief overview of their history and capabilities, as well as why they considered their company to be one of the best information technology services firms in the business.  They were also asked to provide examples of best practices and performance metrics.  (These are discussed later in this report in Section 4, Best Practices, and Section 5, Performance Metrics.)  The companies were also asked to discuss what types of incentive provisions they would like to see included in future federal outsourcing contracts.  (Details from the meetings are provided in Attachments 1 and 2 to this report.)

3.0 Outsourcing

One concept that became clear through the market research discussions is that there has been considerable change in the size, scope and focus of the outsourcing market.

3.1. Definition of Outsourcing

Many companies began their market research session by offering a definition of outsourcing.  While differing in the specific wording, all industry definitions were consistent in identifying outsourcing as the turning over of responsibility for performing an in-house function to a contractor. 

For example, in their “Outsourcing Guide” dated February 18, 1999, EDS defines Outsourcing as “a contractual relationship with an outside organization to assume responsibility for one or more functions.  Another example was provided by IBM in a “Concept” paper authored by David C. Balsillie, in which he defined Outsourcing as “a shift in responsibility for designing, planning, implementing, operating, and maintaining information technology systems from in-house contractor supported resources to outside companies on a service level basis.

The Government however, makes a clear distinction regarding the retention of responsibility under an outsourcing concept.  Under outsourcing, the government organization remains fully responsible for the services and maintains control over management decisions.  The contractor operates the function or performs the service.”  This arrangement is also known as “contracting out”.  

The Government’s retention of responsibility to provide the service is important as it distinguishes outsourcing from privatization.  As defined by The Office and Management and Budget (OMB) Circular A-76, Privatization is “the process of changing a public entity or enterprise to private control and ownership.”  Under privatization, responsibility for delivery of the service is transferred to the contractor.  Under privatization, the Government absolves itself for the responsibility of providing that service.

What became clear during the course of the meetings was that outsourcing as an industry not only has different definitions, but that the very nature of outsourcing has evolved and is evolving over time.

3.2. Evolution of the Outsourcing Market 

3.2.1. Evolution of Services Being Acquired 

The information technology outsourcing market place is big and getting bigger.  According to the Outsourcing Institute, 50% of all companies with information technology budgets greater than $5 million are outsourcing or considering such action.  Globally, information technology outsourcing reached $379 billion in 1996 and is expected to exceed $671 billion by 2000.

In reality, the Federal Government has practiced “outsourcing” in one form or another for many years.  While not traditionally referring to the practice as outsourcing, government agencies and commercial organizations have long contracted out “blue collar” administrative and maintenance type functions such as equipment and grounds maintenance and custodial, laundry, and food services.  These functions were not considered core to the agency’s mission.  

In the private sector, the move to make America more competitive in the global markets forced corporations to focus on their own “core competencies.”  This focus led to the outsourcing of functions that did not directly add value to their competency and competitive-edge areas.  Functions being outsourced evolved to include a number of traditional “white collar” in-house type functions such as the following:

· Business Services (including business support services, electronic imaging and records management)

· Logistics (including import/export services, freight brokers, freight audit services and warehousing)

· Human Resources (including payroll management, tax administration, benefits management, workers compensation, and staffing support)

· Health Care (specialized medical departments in hospitals, support services for hospitals, clinical services, and business services)1
The result of the focus on core competencies information technology functions are being considered for outsourcing that only a few years ago was considered so critically related to the agency mission that it mandated performance by in house Government or company employees.  This includes such information technology functions as:

· Applications Development

· Applications Maintenance

· Mainframe Data Center

· Client/Server

· Training

· Local Area Networks (LANs)

· Desktop Systems

· End-User Support

· Wide Area Networks (WANs)

3.2.2 Evolution of How Outsourcing Services are Being Acquired

In addition to dramatic changes in the types of information technology services that are being acquired under outsourcing efforts, the methods of structuring the contractual arrangements have evolved.  Concepts, ideas, and approaches for contracting out or outsourcing have changed significantly over the last 20 years.  One of the most interesting and insightful aspects of the market research sessions was the discussion of the evolution of outsourcing from the practice of using facilities management contracts to “partnering.”  

The history of information technology outsourcing shows a clear evolution in both the underlying focus of both the contractual arrangement and the contractors incentive structure.  In the early 1970’s most outsourcing arrangements were for “facilities management” type services.  The facilities management approach was intended to reduce costs and provide a resource augmentation.   Under a facilities management concept, the agency retained ownership of the system and the contractor provided the bodies to operate the systems.  The structure of the facilities management “deal” was best characterized as staff augmentation.  In our opinion, the current HIIPS contract operates under this concept.  The Government owns and is responsible for providing system hardware, and software, while the contractor provides the resources to operate the equipment. 

The 1990’s saw a new focus in outsourcing arrangements with an increased emphasis on performance, or outcome-based requirements.  Under this approach, the acquiring activities focused the contractual arrangement not on buying bodies, but on the desired performance objectives.  The contract relationship was changed from computer operation services, to acquisition, management and business delivery.  This represented a significant improvement in the approach to outsourcing in that it focused both the agency and the contractor on the results of the information technology resource.  

Focusing on the results, and not the process, dramatically changed the traditional facilities management relationship.  Contractors were now free to identify and apply innovative information technology solutions to both improve performance and reduce costs.  It also recognized an important underlying truth regarding the relationship between the parties.  Namely, that the Government generally understands the problem it needs to have solved, and the contractors understand the solution.  Performance based arrangements have been a major breakthrough in allowing the contractor to solve the problem.  Under this arrangement, the contractor owns the resources and is empowered to find efficient and effective methods to improve performance.  As one firm noted, it is not the information technology it is the business results that are important.

Continuing the trend begun by performance based contracting, outsourcing, at least in the private sector, is beginning to evolve from a performance based outsourcing and “facilities management” environment to a true partnering approach.  Under this type of arrangement, the outsourcing contractor is not compensated on the performance of the information technology, but rather on the performance of the business unit.  As a true partner, the outsourcing contractor is empowered to identify and implement new business processes, information technology, and organizational transformation practices, etc., to improve the organization’s bottom line business performance.  Under this type of arrangement, the outsourcing corporations compensation can be based on such measures as increase in acquiring companies stock value, reduction in cost of goods sold, and other business level metrics.

This type of outsourcing arrangement involves more complex environments requiring a significant degree of “trust” by both parties.   In this environment, both parties must work together to establish and develop realistic “metrics” or tools for measuring the success of the outsourcing arrangement.  

Many in the vendor community feel, and some in government have agreed, that federal agencies are lagging behind in adopting a true partnering approach to outsourcing because of their reluctance to give up “control” over the resources.  This is one reason why the federal government has not made the transition (as well as has industry) from the old facilities management approach to partnering.

Electronic Data Systems (EDS) provided the following chart, which does an excellent job of illustrating how outsourcing has evolved in terms of providing increased value to customers.  
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3.3. Reasons to Outsource

In order to take maximum advantage of the benefits of outsourcing, agencies must be aware of the reasons why they are taking this action in the first place.  Once the objectives are identified, the agency can work with the outsourcing partner to optimize the return or benefits of the investment.  The market research sessions identified the following reasons, in descending order of importance, for outsourcing information systems: 

· Focus in-house resources on core functions 

· Save personnel costs 

· Improve quality of information systems services 

· Increase flexibility 

· Increase access to new technology 

· Provide alternatives to in-house costs 

· Stabilize information systems costs 

· Save technology costs 

· Re-engineer processes 

· Reduce technological obsolescence risk. 

Federal managers have similar reasons for outsourcing. These reasons can be combined and categorized as follows:

· Budget Realities 

· Cost Reduction 

· Access to Skilled Personnel 

· Improved information technology Responsiveness/ Business and Customer Service 

· Help with Legacy Systems 

· Implement New Architecture.

These reasons are discussed in the paragraphs that follow.

Budget Realities: Both the federal government and private industry are concerned with budget realities and cost reduction.  As noted above, four of the top ten private-sector reasons to outsource relate to cost issues in one way or another.  Budget restrictions are the controlling factors in the federal environment and have a key impact on deciding which functions to perform in-house versus which to outsource.  Another factor that could have a very positive impact on the Government’s decision to outsource, is the fact that under true outsourcing arrangements, the outsourcing contractor owns the information technology asset.  In many cases, the outsourcing contractor either takes title to the customer’s equipment or the customer disposes of its equipment and pays the contractor a fee for providing a total solution.  Organizations can see a real capital-planning advantage to this approach because they don’t have to expend large amounts of money up-front for equipment and facilities.  The costs are simply expensed in more even streams under a service arrangement.  This predictable level-funding requirement can be a significant advantage in today’s budget realities by eliminating the “lumpiness” that capital expenditures cause. 

Cost Reduction: Federal and private sources have determined that outsourcing is an excellent method of producing savings. The Heritage Foundation has estimated potential savings at 10 to 20 percent.  The Congressional Budget Office estimated in 1995 that between 20 to 40 percent cost savings could be achieved through outsourcing.  The potential savings make it feasible to consider outsourcing as a means of providing information technology services. As was noted during the market research sessions, HUD outsourced its facilities management years ago.  As the contracts major focus has been on cost control, projected initial savings from outsourcing have for the most part been achieved.  Potential cost savings continue to exist however, by allowing the follow-on contractor to implement improved business delivery systems and by taking advantage and leveraging their existing system assets.

Access to Skilled Personnel: Perhaps more that in any time in history, agencies need to consider outsourcing for access to skilled personnel.  Identified as the number one critical issue by the Federal CIO’s, Federal information technology organizations are experiencing a severe shortage of highly skilled and experienced personnel.  Buyouts and early retirements, hiring freezes, the loss of FTE slots, and inability to match private sector pay and benefits have combined to make staffing a critical focus for any information technology organization.  Commercial firms hire technicians and programmers skilled in the most current technology and languages (e.g., C++) at salaries significantly higher than the government can offer.  In addition, given the rapid pace of technology, remaining in-house employees may not always have the specialized skills or training to keep pace.  

Improved information technology Responsiveness/Business and Customer Service: Outsourcing is a means of improving information technology responsiveness and business/customer service.  As agencies implement the Government Performance and Results Act and the Information Technology Management Reform Act (renamed the Clinger-Cohen Act), they are taking a closer look at their core competencies and how these services can be provided to the customer in a more efficient and effective manner.  Agencies are focusing their resources on the core functions they do best — their mission.  Outsourcing some functions provides agencies with the flexibility strategically to redirect those resources to mission-critical activities. 

Outsourcing also enables an agency to improve the quality of information systems delivery by obtaining those services from an organization whose primary mission is information technology.  If correctly structured, the outsourcing contract can be a method of bringing some of the nation’s top talent to bear in identifying and applying innovative information technology solutions to the agencies business processes. An example is the current industry move to obtain Carnegie-Mellon University’s Software Engineering Institute (SEI) Capability Maturity Model (CMM) certification.  The SEI CMM rating validates that an activity has implemented repeatable software development and program management processes.  Agencies are finding that outsourcing gives them access to CMM Levels 3, 4, and 5 capabilities which they otherwise could not afford to develop in-house.  

Outsourcing can be a powerful force for change and can provide the discipline to implement agency wide standard architectures and policies.  The savings and improvements from standardized configurations and asset management can be substantial.  Though outsourcing, the “contract” can act as a management tool to force compliance with agency standards.

Help with Legacy Systems: Agencies are currently looking to outsource functions related to legacy systems. Many agencies have large systems written in earlier computer languages such as COBOL. These programs are full of “spaghetti code” -- the result of years of modifications to the code, some without adequate documentation. The programming challenges resulting from these undocumented programs are intensified by a lack of programmers skilled in the earlier languages. Although the number of legacy system programmers is limited, private industry has better access to people with these skills.  

Perhaps more importantly, outsourcing partners can continuously scour the market for commercially available solutions that can replace expensive and antiquated legacy systems.  

Implement New Architectures: Agencies are also looking to outsourcing as a solution and source to keep up with the increasing changes in technology.  Contractor organizations are seen to have more leverage in acquiring and maintaining new computing and telecommunications resources at a significantly reduced cost than can the Federal agency. Contractors are also seem to be able to implement the new technology better and more quickly because of their focus on continuous technology refreshment. 

Most large contractor organizations already have the vendor agreements in place, and the revenue volume necessary to take advantage of them to provide continuously updated technology.  The contractor can spread the cost of this technology over several customers so that one customer does not bear the brunt of the entire technology upgrade.  This leveraging can result in significant cost reductions.
3.4. Current State of the Industry

It was noted that all firms participating in the market research sessions demonstrated an understanding that today’s Federal marketplace is one that is increasingly performance-focused and performance-based.  However, with some notable exceptions, most of the companies that participated in the market research project viewed performance-based contracting as a new concept.  (The Office of Federal Procurement Policy Letter on this subject was released in 1991, nearly ten years ago.)  Many of the examples provided were of contracts begun within the last two years.  While very successful, the examples provided by the participants indicated that performance-based policies and procedures were not yet in the mainstream in their organizations.  The market research effort suggests that, again with notable exceptions, the private sector is just beginning to fully implement performance-based approaches.  This information will be valuable in developing evaluation criteria, as it will allow the Government to focus on more mature and experienced providers.

It was also apparent from the sessions that many firms have not made the transition to the partner level of outsourcing performance whereby they become the information technology business advisors.  Many presentations focused on providing what the customer “wants,” rather than providing a full service partnership solution.  For example, one firm had an “a la carte” approach to technology refreshment for desktops.  The client identifies which level of service to order.  In a true partner-based outsourcing arrangement, the service provider would identify the requirement and provide (for client approval) both the solution and the business case for technology refreshment based on a sound rationale for upgrading a desktop.  Swapping out computers involves a lot more than just buying a new computer.  It is expensive, time consuming, disruptive (including to software and applications), and a logistical challenge.  It should be carefully considered, planned, and conducted at the appropriate time.  One enlightened firm called this the cost/service continuum. 

The information on the state of the industry will prove invaluable in crafting an acquisition strategy.  On the one hand, it was somewhat surprising that industry is not farther ahead in adopting the partner approach.  Conversely, several contractors obviously “got it”.  These contractors understood and clearly articulated both the direct relationship between information technology and business results and the role of the partner outsourcing contractor 

4. Best Practices
Among the many purposes of market research are the need to identify current private sector and public sector best practices and performance strategies and measures.  In this section we identify the best practices offered during the market research meetings.  The “best practices” are grouped according to subject such as outsourcing, partnering, service level agreements, and so forth.  

Outsourcing Best Practices: Participants identified several notable recommendations for structuring the outsourcing relationship.  First it was noted that the acquiring activity must understand their goals and objectives for the function.  As noted in paragraph XX above, there are multiple reasons to outsource.  The agencies that were most successful understood their objectives and focused attention on achieving their goals.  As there are generally multiple objectives, successful agencies further prioritized their goals in a relative manner.  This allowed the contractor to focus their initial attention on the goals with the highest agency payback.

Participants also noted that in successful outsourcing efforts the Government team is experienced and well versed in crafting and evaluating these types of arrangements.  It was noted that commercial companies often hire a “gatekeeper” to manage the competition.  (They are called gatekeepers because they have the final say on who gets to participate in the competition.)  A single award is made to a single contractor who assumes total system responsibility.  The extent that the contractor is responsible for a start to finish of a process or delivery systems enhances their ability to manage and improve the performance.  It also eliminates “finger pointing” when multiple contractor responsibilities cross.

Finally, the contract vehicle is flexible in its scope with streamlined change procedures.  The recommended contract life was 7 to 10 years.  This allows the contractor to make investments in people and technology with a sufficient payback period.  
Partnership Best Practices: Participants identified partnership arrangements as perhaps the single most important factor in successful outsourcing arrangements.  It was noted that this does not happen overnight, that it requires time and effort to develop a level of trust required to act as partners.  Trust has to be built through experience.

Under a true partnership arrangement, the contractor and the agency are both focused on meeting or exceeding performance objectives.  It is well understood by the Government that contractor success is agency success.  In a true partnership, the contractor is seen as a valued member of the corporate staff, and is encouraged to identify ways to improve service delivery and reduce costs.  One best practice was to include the contractor in management staff meetings and other planning sessions.  The more the contractor understands the environment, the better they can anticipate future direction and requirements.  Through this communication, both parties work towards a mutual understanding of customer’s needs and requirements. 

It was also noted that the Government often has internal policies and procedures that directly impact contractor performance.  In a partner arrangement, the Government actively works to identify and remove impediments to contractor performance.  

Successful outsourcing arrangements also have a simplified and effective disputes resolution mechanism.  Communication is open and constant.  Problems are not held as “gotcha’s”, but provided as an opportunity to improve service.  

Finally, profit is not a dirty word, but reflects value received through performance.  If the contract is structured correctly, profit is earned through superior performance.  This performance should directly relate to business results.  When profits is tied to results, everyone wins.

Service Level Agreements: There was considerable discussion on how to identify and mange service level agreements or performance measures.  It was noted that the most successful organizations were able to identify and quantify the most critical business and technical performance issues.  Some participants recommended limiting the number of performance measures to seven or less.  It was believed that any greater number tended to water down the more important aspects of program performance.  

Discussions also emphasized the importance of getting buy-in from you constituency.  As with most information technology, it is not the technology, it’s the cultural issues.  The most successful efforts were able to quantify, measure, track, and trend operational performance as it relates to business results.  Metrics were recommended for such areas as:

· Help Desk

· Network Performance including Voice, Data, Wireless, etc

· Applications Software

· Computing Availability including Mainframes, Midrange, and Distributed, and

· Specific Business Processes enabled through technology

All too often it was noted that information technology is viewed as an end unto itself.  One contractor noted that they participated in a contract where the information technology organization itself was measured.  Based on information technology metrics, they believed they were doing an exceptional job.  It was those customers who were screwing it up!

Finally, let the contractor manage the operation, you measure the results!  Create a risk/reward system that keys to end user satisfaction.  Ensure there is an accurate means to measure the service delivery and create a risk/reward system that measures end user satisfaction. 

5. Performance Metrics
(Note that this section provides an overview of the companies’ reported use of performance metrics.  Acquisition Solutions, Inc. will address this topic in greater detail in Deliverable 3.3.2: Report on Performance Metrics.)

Critical to the success of any outsourcing contract is the identification of meaningful performance metrics that focus on results — not simply on measuring usage.  As one company noted, it is not the information technology, it is the results achieved from using the information technology that should be identified and measured.

All of the companies exhibited the ability to measure “usage” and, to an extent, customer satisfaction.  For example, the majority of firms participating in the market research provided performance metric examples for help desks.  These included applying automated tracking tools to measure the number of calls, the number of “rings” before answer, the average time it took to speak to a person, and the number of trouble calls fixed on the first call, etc.  

However, few companies were able to demonstrate that they are managing at the next level — the performance or partnering level — by showing the direct tie between their actions and improvement in the organization’s performance.  For example, while the number of calls to a help desk and measures of how quickly and professionally they were handled are important, perhaps more significant to an organization is a demonstrated reduction in the number of calls in particular subject categories over time.  This measures whether the help desk is addressing the underlying problems and educating the population.  

Only a few firms appeared to be working at the partnering level for outsourcing.  Those firms clearly articulated a focus in helping the organization achieve mission objectives through the use of an outsourcing contract that contains meaningful performance metrics.  Behavior is different when goals are shared.  This has important implications for the way that the Department states its requirements and communicates with industry in the upcoming acquisition.

All firms discussed the concept that performance metrics and service level agreements must be developed and fine-tuned over time.  Change is the only constant in this industry and the contractual arrangement must include easy-to-use procedures to accommodate change. 

As shared by the market research participants, effective service level agreements should:

·   Define and quantify the most critical business and technical performance issues

·   Quantify, measure, track, and trend operational performance as it relates to supporting the business

·   Create a risk/reward environment for the service provider

·   Provide an accurate means of measuring service delivery
· Include built-in flexibility to allow for changes in customer needs during the life of the agreement, including flexibility to incorporate new technology and requirements
· Contain the appropriate level of risk sharing
· Achieve cost-effectiveness * – contract provisions should allow HUD to take advantage of market pricing changes as they occur.  The contractor should also share in resulting savings.

*With regard to Cost Effectiveness, several participants recommended using a post-award independent third party to conduct benchmarks to ensure that the agency is still getting its money’s worth.  It is well understood that in the Government environment this information is critical to defend against auditor and Inspector General reviews.  The cost issue has changed appreciably as it no longer focuses on how much a PC costs or whether warranty is being used, but is the unit price being paid for the service level fair and reasonable.  

6. Incentive Plans

One important aspect of performance-based contracting is the use of performance incentives.  These provisions are increasingly being used to motivate contractors and to reward them for exceptional performance.  The ultimate goal of any incentive program is to establish a “win-win” partnering situation where exceptional contractor performance as measured against business results is identified and rewarded.  

There was considerable discussion on the use of incentive provisions at the market research sessions.  Most participants agreed that incentives were a very positive method to get and maintain the contractor's attention.  There was general consensus that monetary incentives have an impact far beyond the actual dollar amount.  Participating companies made it clear that their program managers are compensated and promoted based on meeting both customer satisfaction and performance measures.  This represents a very powerful tool for ensuring the outsourcing contractor remains focused on the mission critical performance metrics.

The importance of establishing a successful “partnership” or “win-win” relationship in an outsourcing contract cannot be overemphasized.  Creation of a “win-win” scenario between the government and the contractor is perhaps the most significant factor leading to the successful implementation of an outsourcing strategy.  At the foundation of the “win-win” relationship should be shared goals and objectives and, if possible, shared success in a meaningful and mutually beneficial way.  

Effective communication is essential to the partnership.  Agencies and contractors must enter into an arrangement where constant dialogue is the norm.  Agencies that look upon a contract as an inflexible and unchangeable document do themselves and the contractor a disservice.  Good communication among the parties to the contract and those most affected by it — the end users, program management staff, contracting staff, and the contractor — can be facilitated by the use of an Integrated Process Team (IPT) or a Customer Process Improvement Working Group.  These groups would meet regularly to identify and solve problems, propose innovative management and technical approaches, improve processes, and implement commercial practices. 

Agencies can provide incentives to contractors through incentive or award-fee contracts.  Another way to implement a “win-win” situation is to plan methods of compensating contractors when they produce significant improvements or savings to the agency.  These savings can be achieved through various means, such as the introduction of new technology, the re-engineering of time-consuming but essential processes, the introduction of program and risk management methodologies, and so on. 

Under such arrangements, agencies should set the additional fees to be gained by the contractor at a level that truly will reward and encourage the contractor to risk its own funds to achieve a high quality of service.  In addition, the agency will want to make sure that contractor management is aware of the incentive or award fees and the importance the government places on the services received. 

Agencies can incorporate incentive provisions in several forms, depending on what best suits their contracting arrangement.  Some examples include the use of monetary credits and/or debits, or fixed payments (award fees) that are tied directly to meeting and exceeding performance metrics, especially for customer satisfaction.  An innovative method of creating a “win-win” situation is the share-in-savings arrangement, which can be viewed as a type of value engineering arrangement.  

Under this concept, the government gives the contractor the rights to a portion of savings realized as a result of investments and changes implemented by the contractor.  While this type of arrangement is relatively new to the information technology industry, it has been used by agencies for other requirements, most notable energy savings and debt collection.

The discussion regarding the identification and application of incentive provisions was unanimously considered a best practice.  All participants viewed these provisions as a very powerful method to ensure contractor focus on results.

7. Procurement Process

Although the main focus of the meetings was on Outsourcing and Performance Measures, there was some level of discussion regarding the procurement process.  Topics discussed included:

· Contract type

· Contract length

· Source Selection Process

· Select Down

· Statement of Objectives vice Statement of Work

· Due Diligence

· Change is the Only Constant

Contract type - Fixed Price by unit was the preferred contract type.  Also referred to as a by-the-drink approach, the agency only pays for what it uses.  Cost per transaction or per seat was another example given.  There are several advantages to this type of contract pricing.  First, the Government only pays for what it actually uses.  Similar to the electric meter on your home, you only pay for the computer resource you actually use.  In addition, this type of pricing eliminates many of the cost and pricing issues related to traditional arrangements.  For example, when paying for computer resource by the “seat”, criticisms for paying too much for the PC, or not using warranties are no longer an issue.  The contractor manages that process and the Government is only concerned with the price per seat.

Contract length - Most of the companies felt that 7 to 10 years was the appropriate contract length for this type of effort.  This length would allow sufficient time for a successful transition to the new contractor.  More importantly, it allows a sufficient period of time for the contractor to recoup any up-front investments they make to accommodate the new workload.  This assists in smoothing out the budget and billing process.

Source Selection Process: When discussing how the competition would be conducted, one method suggested was what is referred to as a “Select-down-process”.  This approach, which is similar in some ways to the A-109 process, allows the agency to narrow down the number of competitors by doing an initial evaluation of proposals and eliminating all but the most highly rated vendors.  All participants recommended that this initial evaluation be focused on past performance.  

The number of remaining vendors can be reduced to as few as two, or more that would then be asked to perform “due diligence” and submit cost proposals.  Final negotiations would proceed from there.  While this process may not be used frequently, several companies felt it is fair and that it actually saves a lot of companies time and money.  If they are not one of the top ranked competitors, they don’t want to waste anyone’s time or money.  

With regard to the RFP, the concept of issuing a statement of objectives versus a statement of work was discussed.  Under this concept, instead of issuing a traditional “statement of work” for the HIIPS recompetition, HUD would issue a “Statement of Objectives.”  A statement of objectives is, as the name implies, a statement of the results the Government desires from the effort.  Generally, only several pages in length, it identifies the problem to be solved.  The offerors are asked to prepare their proposals based on the specifics of the solution they craft in response to the objectives.  Their proposal contains both a statement of work (based on their solution) and the performance metrics they intend to be measured against.  

While this approach was revolutionary to some of the participants, there were several that had responded to this process and strongly supported it use.  They noted that the use of a statement of objectives freed them to solve the problem in the most effective and efficient manner.  They contrasted this to the traditional approach where the Government prescribed the solutions in the statement of work. In the latter case, they generally have to recite the requirement and state how they will comply.  All firms noted that they are very reluctant to criticize the customer’s products in a source selection and that this approach severely constrains their creativity.  

Due Diligence: An important step in the acquisition process is for the contractor(s) and the customer to perform due diligence.  Due diligence is the process whereby the offerors are provided the opportunity to inspect and verify existing conditions.  Due diligence is performed to iron out specific details of the contract statement of work  (SOW) to ensure that it accurately defines services to be delivered and measured.  Nearly all participants believed the due diligence process for a contract the size and scope of that planned for HIIPS would require 6 to 12 weeks to complete.  Any acquisition strategy will require a period for all offerors to perform their due diligence investigations.

Change is the only constant: Several participants cautioned the panel not to develop a contractual vehicle that was unwieldy or has difficulty adapting to and incorporating change.  They noted that in the information technology world, change is the only constant!  The contract vehicle must be flexible and easily incorporate new technologies, processes, and updated performance metrics. 

8. Small Business Considerations
There are government-wide goals for the amount of prime contracts dollars that are awarded to small businesses.  In addition, each agency negotiates its own small business goal with the Small Business Administration (SBA).  This is a significant concern for all agencies in planning a major source selection.  The accommodation of small businesses was highlighted in February of this year when the SBA took the unprecedented action of rejecting agency-proposed small business goals and increasing them mid-stream for this year’s performance.  They took this action because agency aggregate goals would not have met the 23 percent government-wide small business goal mandated by law.  In the case of the Department, HUD had proposed a 24 percent goal.  It was rejected by SBA and replaced with a 26 percent goal.  

In order for an agency to receive “credit” for the small business dollars, the contract must be awarded to the small business under a “prime” contractor relationship.  Subcontract dollars, while tracked by the prime contractors for their own internal small business program do not count against HUD’s 26% prime contract goal.  A potential solution to this problem was raised with the participating companies.  

A number of firms said that they would in fact consider allowing the Government to contract directly with the small business firms that they identified in their proposals.  While the actual details of the provision would have to be crafted, several firms tentatively agreed that they would accept a Total Systems Performance Responsibility (TSPR) provision in the contract and agree to be measured against the performance standards, even if the Government held a direct contract relationship with the small businesses.  

Under this arrangement, the Government would have individual contracts with the small businesses that the prime contractor identified in the proposal.  To reduce the prime contractor’s risk, the Government would solicit advisory input into the small business company’s contract performance for incentive awards and contract administration functions.  In this manner, the government would be able to take credit for prime contract award dollars.  The prime contractor would still have some degree of management oversight over the small businesses, and as such, would be willing to accept TSPR.  

This approach appears to have the potential to improve HUD’s performance against its small business prime contract goals, while maintaining the single point of contractor responsibility that is critical to the success of the HIIPS program.  This approach and specifics for its application will be more fully developed in the acquisition plan.
9.  Conclusion:

The one-on-one market research sessions were by all measures an outstanding success.  The meetings proved to be an exceptional forum to obtain honest and open feedback of successful strategies for computer operations outsourcing.

The use of market research has quickly become an important early step in the acquisition of Information Technology services.  It has provided Federal agencies, including HUD with an unprecedented opportunity to improve its chances of conducting a successful acquisition for the HIIPS re-competition. 

While methodologies vary, we confirmed that the use of one-on-one meetings with information technology industry leaders is an excellent way of communicating directly to identify new and innovative trends in the acquisition of information technology products and services.  The one-on-one discussions provided HUD participants with a unique insight into the industry, including how they have applied best practices, industry capabilities, innovative delivery approaches, performance strategies, and performance measurement processes to existing contracts.  Without exception, industry participants were eager to share lessons learned and to assist in developing a better acquisition strategy.

In addition to discussions, the vendors provided several real-life samples of best practices and performance measures that HUD can utilize as examples for future service level agreements, which will be an integral part of any contract that is awarded to support the HIIPS environment in the coming years.  One of the samples provided includes examples that one vendor refers to as “Minimum Acceptable Service Levels” that make up service level agreements.  The agreements include pre-determined levels of service for such activities as Voice and LAN Systems, Help Desks, and Hardware and Software systems availability.  Several other vendors provided equally useful examples of their own service agreements and performance metrics.      

Anyone who has sat through a traditional session can attest to the success of these sessions.  The information and examples provided by the industry experts will help ensure the crafting of a successful and innovative acquisition strategy for the HIIPS re-competition.    

ENDNOTES:

1.  J. Collins and R. Millen, “Information Systems Outsourcing By Large American Firms: Choices and Impacts”, Information Resources Management Journal, Winter 1995.
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