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A Case Study on IT Service Innovation through Improvement of
Outsourcing Contract Structures for Information System Operations
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r Abstractj Many companies are adopting Information System (IS) operation outsourcing to focus on their core
v _J) competencies and enhance operational efficiency. However, most of them employ a headcount-based
pricing model, which often leads to exhaustive negotiations over contract costs without objective criteria or systematic
frameworks. This headcount-based outsourcing contract environment results in low motivation/incentives for both
client companies and IT service providers to improve productivity, efficiency, and quality, which poses challenges in
securing a competitive advantage. This study introduces the development process of an IS operation outsourcing
pricing model, which was collaboratively developed and agreed upon for implementation in actual contracts by an IT
service company of a conglomerate. Also, the study underscores the activities undertaken to secure IT service
competitiveness based on this model so as to deliver a practical guide for companies seeking to transition their
outsourcing contract methods.
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(Table 1) Analysis of Pricing Models for Outsourcing the Operation of Application Systems

Classification Advantage Disadvantages
* Lack of objective contract data to convince
customers.
+ Widely used and relatively clear and simple | * The structure where workforce increase
based on the number of personnel directly correlates with revenue leads to
Based on ¥ o . ;
the Head (Number of personnel * Personnel cost by lack of motivation for improving
) grade) productivity and service quality.
Inputted Counting . . -
Personnel * Almost no cost increase risk compared to | * Development capabilities are not
input costs as it is based on actually necessarily proportional to academic
inputted personnel background and experience, but contract
amounts tend to favor those with higher
education and extensive experience.
Man- + Providing an objective unit cost for the
Months man-hours worked by the inputted
(M/M) workforce.
) * Need to manage the operational staff time
* Ease of understanding the contract
- ) spent on work.
amount between the client and the service .
provider * The accuracy of man-hours inputted
FTE - . cannot be verified.
(Full Time | * Reflecting the difficulty of tasks based on ot
: ob critert « It is difficult to reach customer agreement
Equivalent) Job criteria. :
i i ) on the appropriate annual workload.
* Directly linked to actually inputted man-
hours, which lowers the risk of cost
increases relative to the input cost.
* There are many areas where subjectivity is
Based on involved.
workload * The calculation method is difficult and
Function * Objective unit price per 1 function can be complicated.
Point presented. * Professional manpower required for
contract operation and verification.
* Lack of relationship with actual contract
costs.
+ It is easy to reach an agreement because
the contract is based on the number of SRs | * Basic tasks such as customer support and
Service required by the customer. monitoring other than SR processing are
Request + Control unnecessary requests from end not included.
(SR) users. « Insufficient reflection of task difficulty
« Improved productivity of IT service according to SR type.
provider operating personnel.
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* Is this model appropriately
priced for the actual
amount of services
provided?

* Does it closely reflect the
actual cost for the IT
service provider?

Need for correlation
between workload and
contract standards

+ Can customers understand
how their actions are
reflected in IT costs?

* Is it easy for customers to
manage?

Securing objectivity and
ease of mutual
verification of IS
outsourcing pricing

Usability of customers
understanding
(business value
centered on users)

Lee, 2005
« Can the contract amount,

based on pricing criteria,
eliminate unproductive
disputes?

« Is the calculated contract
amount reliable?

Work and cost
efficiency-oriented
structure.

Bergeron, 1986a

* Does it provide cost-saving
methods for both the IT
service provider and the
customer?

* Does it motivate cost
reduction through
operational efficiency?
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{Fig. 1) Development Directions for Pricing Models in Outsourcing Application System Operations
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« A contract model is needed that can
ensure both the volume of services
(workload) and service quality.

« It is necessary to reflect the difficulty
level of each task when measuring
service volume.

« Automated management of SM task data
based on a system is required.

[2) [5)

FP (Function Point) | FTE (Full Time Equivalent)

1 FP KOSA unit price Man-hour input under the
available supervision of the person

Calculation difficulty in charge.

and subjectivity t Difficulty level of 6
verification of input man-
E;;élj‘:l‘t‘\é,l.‘nr;:‘zl‘ft\gﬂrg hours t (No difference from
Head Counting)

ratio

(System scale +SR scale) * SLA (PA)

Fixed tasks Variable tasks SLA
operation cost =~ operation cost (£2%)
(30%) (70%) -

Whether SLA
indicator target
levelis achieved

Screen
Program
Interface

Simple SR

Complex SR

Imorovement
R

Check Fixed tasks
vs. Variable tasks

Operating cost
allocation
(Fixed Variable)

+ Monthly gap verification of input cost
and SR calculation amount after
applying new SM contract model

@ Calculate changes in monthly system
size and SR size

® SR data recording accuracy through
change management

@ Gap analysis between
teams/systems/employees

[Phase 1] Model development [Phase 2] Model verification and [Phase 3] Model
change management complement/Actual contract

Calculate the size of

: SR type and numbers, man-hours
cf;]fivgg‘rtk;?ge accuracy and data realization

Calculate the size of
variable work and
check unit price

SR type classification and unit price
adjustment

« Negotiation of contract
settlement method, P/I
standards, etc.

SLA Candidate indicators monitoring

Indicators Max | Min | Buffer Zone = Current

@ Verification of billing structure
adequacy w/ICT

SRdelivery  90% | 80%

compliance rate 85%-90% | 9%

S\mp\e SR

average
processing time
compliancerate

97%  89% | 85%~90% 92%

Servicerequest
processin: 90 90~95 35 93
satisfaction

(J82)Is2¥

OFRAA 714Gl JHuf oAl Y HMx}

(Fig. 2) Development Stages & Procedures for Pricing Models in Outsourcing Application System Operations
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(Table 2) Status of Application System Operation Outsourcing Contracts for the Case Study Company & the Industry

Classification Key findings

« IS operation outsourcing contract amount = number of personnel X Unit price by personnel level
* Overall, a head-counting contract method is applied but some small organizations are applying a

pricing model and SLA based on workload calculation. (Applying charging per SR ticket for
specific tasks)

Case company

* IS operation outsourcing contract amount
= (Inputted Man-Months X Unit price by personnel level) + SLA(P/I)

* SLA is being applied as indicator of SR delivery compliance rate, VOC processing rate, and
improvement proposal implementation rate

* Changed ITSM from in-house development to JSM (Jira Service Management) for IS operation
management after 23 years.

* Withdrawal after application of FP based on SR in 2006.
* In 2023, Reviewing workload calculation methods such as unit price, FTE, SR, etc.

S company

* IS operation outsourcing contract amount
= Fixed tasks (Man-Months) + Variable tasks (SR-based calculation method) + SLA (P/I)
* Separation of task type based on SR
- Fixed tasks : monitoring/customer support/failure, etc.
L company - Variable tasks : development/improvement/design, etc.
* Global SaaS-based ITSM application
* Withdrawal after application of FP based on SR in 2007.
* SLA is being applied based on indicators such as SR delivery compliance rate, Average
processing time, and SR satisfaction level.

* IS operation outsourcing contract amount
= FTE(Basic tasks, Quality management tasks X Unit price per task) + SLA(P/)

* Withdrawal after application of FP based on SR in 2006.

* Applying SLA

* Being applied after FTE consulting due to issue of unit price difference between within and
outside the group

H company

K| A2 9K Service Level Agreement: SLA)JE 4 2 AS|HAY £ A7 A 1L Q.
SotHA AF AT A B4 T E AEHHA
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n Reflection of workload and e Quality assurance
added value for each task paiiviess
New SM -
contract method Fixed tasks 30% Variable 70% SLA
(System Scale) (SR Scale) (Penalty/Incentive)
Y
How to calculate operating costs for the new SM o Unit price based on system scale and SR type e Quality assurance
contract method
. Weight
S Classification Detalled Task Type(SR Type) F‘r_\tc(eK ;\%) Indicators Ratio Target |Buffer Zone| Current | Score
SM Organization A uni =
elivery N
complance rate 30 | 80% | 85%90% | 9% | 31
5 billion + System tasks (closing,
Fed | System settlement, inspection, Simple SR
management, etc.) 124,205 average 30 | 89% | 85%-00% | %% | 31
tasks | scale |, Infrastructure tasks (Servers, proce‘ssmg {me ’ o ’
DB, WAS, security, etc.) Gl ETEIEE
Operational cost 1.5 billion Service request
Fixed tasks (30%) + Account and Access pocessing | 40 | 90 | 90-9%5 | 93 | 20
X Simple | Management 78481 satisfaction
operating cost Unit 10.000 SR | * Troubleshooting (response to ‘ Totl 0 ol
(30%) ’ inquiries, etc.)
(System scale)
Price of unit 150,000 + Data Changes Evaluation scorel Pl Reflection of
Comple | * Data Requests criteria contract amount
+ Support Tasks (analysis, 250,075 b
o § ove 2% 2% of basic service
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, \Varisble SR ?:s;g%a‘:g ;echmca\ 95~Below 100 Incertive Incentive cost
. S| | Tasks : Above 90~ 1% | 1%of basic senvice
Operational cost 3.5 billion: + Development Support Boou® | " | e | cos
. (70%): (Planning, analysis, design, 478,051
Fixed tasks : testing, transfer) Above 80~ Normel Basic
operating cost e Below 90 service cost
(70%) + Unit price by SR type = Oporating cost R | *Program Development 1,706,326 Agno‘ve 78%~ Penalty | 1% Peralty 1% of baswtc service
by SR type/SR numbers by SR type elow s
7777777777777777777777777777777777777777777777777777777777777777777 *Program Changes 935,165 | | Under70 | Perlty | 2% Peratty | 2% ofbasiosenice

(J8 3) IS 2F OIRAY 71H Mt B
(Fig. 3) Proposed Application System Operation Outsourcing Pricing Model
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(B 3) 2FHI HHZ 0A|
(Table 3) Example of Operating Cost Allocation

Category

Details

Detailed Task Type
(SR Type)

Operating Cost
(Total Contract
Amount * Work
Allocation Ratio)

Price per unit
(Operating
Cost/
Unit count)

Work
Allocation
Ratio

Unit Count

Fixed
Tasks

System scale

* System tasks (closing,
settlement, inspection,
management, etc.)

* Infrastructure tasks (Servers, DB,

WAS, security, etc.)

* The pricing unit is based on
the deliverables (number of
programs, screens, interfaces)

30% 30 billion KRW 30,000 100,000

Variable
tasks

Simple SR

* Account and Access
Management

* Troubleshooting (response to
inquiries, etc.)

10% 10 billion KRW 10,000 100,000

Complex SR

* Data Changes
* Data Requests
* Support Tasks (analysis,

investigation, technical support,

etc.)

10% 10 billion KRW 5,000 200,000

Improvement
SR

* Development Support (Planning,

analysis, design, testing,
transfer)

50% 50 billion KRW 3,000 1,660,000

* Program Development

* Program Changes

Total Contract Amount (Labor Cost + Margin)

100 billion KRW
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(Table 4) Analysis of Service Request (SR) Counts & Manpower Allocation for Operations
Classification (New) ITSM (Old) ITSM Growth Rate
Number of Service Requests 15,763/month 31,308/month +98%
?:;iﬁ:sgjgﬁgg Time for Account Permissions/ 100 minutes/case | 47 minutes/case - 53.6%
Average Handling Time for Data Requests or Changes 148 minutes/case 138 minutes/case -6.8%
Average Handling Time for System Changes or Improvements 1,027 minutes/case | 752 minutes/case -26.7%
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Monthly cost Jan Feb Mar Dec
I (Contract amount
Classification it el b . ) § . -
year/12) asic Additional Basic Additional Basic Additional Basic Additional Basic Additional
Bas‘céz?sﬁxed 100 million 100 million 100 million 100 million 100 million 100 million
Basmc‘tayzl\s/anab\e 200 million 200 million 200 million 200 million 200 million 200 million
fopbotie ikl ‘ 2,000,000 6,000,000 5000000 -4,000,000
P/I(Annual) | TTTTTTmmmmmmmmmmommosmsmssmsosomoon emsssosssosssssooossossoosossos Score 92: Incentive 1% 1.2 billion* 1% = 12,000,000
1'st quarter = 2,000,000+ 6,00(;,OOO+(*5,000,000)=3,000,000

Penalty/Incentive (example)

Indicators Weight Ratio Target Buffer Zone Current Score Evaluation score criteria P/l Reflection of contract amount
Sl iy 30 80% 85%~90% 92% 31 Above 95-Below 100 Incentive 2% Incentive 2% of basic service cost
compliance rate
[Simple SR average Above 90~ Below 95 Incentive 1% Incentive 1% of basic service cost
processing time 30 89% 85%~90% 92% 31
CEPIEE D Above 80~ Below 90 Normal Basic service cost -
Service request
processing 40 90 90-95 8 20 Above 70~ Below 80 Penalty 1% Penalty ~1% of basic service cost
satisfaction
Total 100 - - - {81 - Under 70 Penalty 2% Penalty 2% of basic service cost

Q84 ISRF

0tR24d

| 7102 A ot

(Fig. 4) Settlement Methods for Application System Operation Outsourcing Contract Amounts
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Development ) application
P Architecture Architecture
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