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Organisational and Management Best Practice for 
Outsourcing Services Through Alliance Contracts 

 
ABSTRACT: This research project examined and confirmed that the EFM 
sector of outsourcing services in Australia and New Zealand was the largest, 
fastest growing and most successful sector when compared with BPO or IT 
&T. 
 
Benefits sought and delivered were analysed, and the study found that 86% 
of the EFM outsourcing organisations had their expectations met or exceeded, 
compared with 30% for IT&T.  The proportion of alliance contracts was 39%, 
the remainder being client/server arrangements.  In comparison with other 
outsourcing sectors, alliance arrangements were at a very high level.  
 
Alliance contracts were entered into to facilitate innovation, better 
collaboration on strategic planning and optimising skill sharing, resulting in 
better value for money and higher service levels.  There was a high degree of 
satisfaction with the benefits achieved from alliance contracts.  Through the 
case studies, the organisational and management requirement of best 
practice was established.  A hierarchy of requirements was developed, with 
the foundation requirements of trust and flexibility.  The study concluded that 
success required a collective shift by both parties in moving to a more 
complex alliance structure from the traditional client/server relationship. 
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Organisational and Management Best Practice for 
Outsourcing Services Through Alliance Contracts 

 
1. Introduction 
 
This research project seeks to analyse why EFM services outsourcing projects have 
been so successful from the clients’ perspective.  In comparison to BPO and IT&T 
outsourcing projects, the EFM sector boasts much higher satisfaction levels from 
benefits delivered as well as a much higher proportion of alliance contracts.  This 
project sought to quantify what benefits were sought from alliance contracts and 
establish a best practice organisational and management approach. 
 
New technologies and inventions have been the catalysts of change for societies in 
terms of growth, wealth and also social behaviour throughout history.  The USA 
Department of Commerce has been tracking the key measures of growth, value-added 
per employee etc for over two hundred years.  If the various measures are analysed 
when major developments occur the one measure that is perhaps the best barometer of 
change is productivity.  Significant increases occurred as rail and electricity were 
developed and annual productivity growth increased.  In both cases not only did these 
developments spawn new industries, they also facilitated major changes and 
transformations for most other industries.  Society was also changed as these 
developments altered the way people lived and worked. 
 
In the early 1990s, the emergence of a digital age was apparent and by 1995 
commercialisation of the web had begun.  Productivity prior to 1995 was 1.6%; 
between 1995 and 2000 it was 2.6%, and since 2000, it has moved up again to 3.6% 
(US Dept of Commerce, 2004).  Depending on which economist you believe, between 
40% and 60% of these gains in the USA are from information, communications and 
technology (ICT).  
 
To achieve these efficiencies across all aspects of business on a continued annual 
basis requires very high levels of skill and competencies.  For core, essential functions 
these are normally developed internally but increasingly, as global competition 
increases, non-core areas are being seen as functions where external parties could 
assist in achieving greater efficiency. 
 
A number of models and approaches from Hilmer (1994) to Christensen (2000) have 
been developed in recent times to help provide a framework.  Generally speaking, as 
we look at year 9 of the digital age, these parameters of change can be discussed 
under three headings:  Productivity, Business Transformation and the Capital 
Expenditure Paradox (Jones, 2001). 
 
2. The Role of Outsourcing 
 
Outsourcing has been one of the most important forms of organisational change in the 
last two decades.  Of course outsourcing is not new - contractual relationships 
dominated economic organisations prior to and during the industrial revolution.  From 
the late nineteenth century until 20 years ago, the internalisation of transactions 
became the dominant trend (Domberger 1998, McEntee 1985).  In the 1990s the 
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general idea of outsourcing gathered pace.  An AT Kearney study cited in Caldwell 
(1996) found that in 1992, 60% of corporations had outsourced some functions and 
this had grown to 90% by 1996. 
 
As the digital age gathers pace, an increasing trend to outsource services with 
digitised components or functions (Robinson 2004) is apparent and that even 
knowledge work can be sent overseas (Fox 2003). 
 
3. Research Project in Services Outsourcing in Australia 
 
According to Qureshi (2001), the USA and Australia lead the world in services 
outsourcing and Australia has an additional interest from a research viewpoint of 
being the USA’s second most attractive market for offshore outsourcing by US 
organisations. 
 
Although significant research - both academic and commercial - has been undertaken 
globally on IT&T outsourcing, much less work has been undertaken on EFM and 
BPO sectors.  So the initial objective of our research was to understand the size and 
growth of each sector, trends and levels of satisfaction.  This review quickly 
ascertained that the EFM sector was the fastest growing and had the highest 
satisfaction levels of all outsourcing service sectors in Australia.  
 
The outputs were as follows: 
 

1. To understand the relative importance of benefits sought and achieved from 
outsourcing. 

2. To understand the organisations’ views on future trends in outsourcing. 
3. To understand why more clients were moving from client/server contract 

management relationship to alliance contracts.  In particular, to understand 
best practice management approaches and explore whether the claimed 
improvements in innovation and access to best practice do deliver superior 
benefits.  

 
This paper will focus on the second objective. 
 
Implications of Research Findings 
 
As the digital age develops, global competition and pressure to be “world class” in all 
aspects of a business are increasing.  Cheaper and more sophisticated 
telecommunications services coupled with increasing digitalisation of information and 
data has enabled organisations to disaggregate all or part of their buying and selling 
chains, administration tasks or systems, F&A and HR.  The question that each Board 
and CEO needs to ask is: “Do I have the skills to increase productivity levels faster 
and more efficiently than my competitors?”  With average productivity at 3.6% 
overall, this is a daunting task for all business functions.  Therefore, organisations 
need to constantly assess their strategic core and essential services and determine the 
‘other elements’.  For these, if the answer is, “I don’t have the skills or the 
management time to be best in class in that function”, then getting outside help 
becomes essential.  With savings of 20% often being achieved (Domberger, 1996), 
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how does one learn the skills and develop the systems approaches and culture that are 
required to be successful? 
 
 
4. Methodology of Research 
 
The findings are the result of an independent research study by the University of 
Technology Sydney with assistance and resources provided by Transfield Services 
Ltd (TSL), The Boston Consulting Group (BCG) and the Australian Research Council 
(ARC).   
 
Following a literature review and a pilot study with some key clients the parameters 
of a quantitative market research study were established.  The questionnaire sent to 
fifty of the major users of EFM outsourcing services asking them to respond in terms 
of their major service outsourcing contract.  44 managers at operational levels in 26 
companies in Australia and New Zealand completed the questionnaire.  Returns were 
received and coded by UTS in order to maintain confidentiality from the sponsors.  
The data was analysed by the University and BCG. 
 
The survey was followed up by case studies of five companies in Australia - two 
government and three non-government.  The companies were BlueScope Steel, NSW 
Government Police Property Services, NSW Department of Commerce, Shell 
Australia and TranzRail.  For each case study the service provider manager and at 
least two levels of management in the user organisation were interviewed.  
 
5. Results of Research 
 

a) Market characteristics 
 
The Australian market for outsourcing services is estimated to be $16.5billion in 
2001/2002 with these segments: EFM ($8.8b), BPO ($3.8b) and IT&T ($3.9b).  The 
latest data for 2002/2003 indicates that EFM is growing at 16.5% pa, BPO at 10% pa 
and IT&T at 1% pa.  All outsourcing service sectors are forecast to grow at a faster 
rate than their respective service sectors in the future. 
 

b) Benefits Sought and Delivered from Outsourcing 
 
Pilot interviews indicated there were 13 key benefits sought.  These were rated for 
relative importance and correlation with satisfaction with benefits delivered.  Only the 
top four - cost savings, quality and reliability (both service level parameters) followed 
by access to best-in-class practices – correlated strongly with benefits delivered and 
overall satisfaction with contract.  Cost saving was by far and away the most 
important benefit sought.  These four were labelled ‘primary benefits’.  The secondary 
benefits were the next four in terms of importance: flexibility to change, focus on core 
competencies, innovation and providing transformational change. 
 
EFM sector customers had a vastly superior view of the outcomes of their outsourcing 
than the IT&T sector, with 86% of expectations met or exceeded, compared with 30% 
for IT&T (IDC, 2001). 
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c) Cost Savings 
 
The average cost saving being delivered to organisations in this survey is 12.1% but 
for the top 50% of the best performing contracts, the average was 17.9%.  During the 
case studies best practice organisations managed a ten element total cost model to 
achieve best results, usually working in an alliance type contract. 
 

d) Service elements – Enhanced Reliability and Improved Quality 
 
Significantly different approaches were taken by engineering organisations from 
facilities maintenance organisations. For engineering organisations, availability of 
plant/infrastructure and equipment is a predominate issue.  For the facilities 
maintenance organisations, reliability was measured by the elapsed time to fix a 
breakdown.  

Enhanced reliability is a correlative outcome of the mix of planned, routine and 
emergency maintenance along with reduced liability costs and reduced overall 
maintenance costs.  However, the case studies revealed that the mix of planned and 
emergency maintenance is not always in the control of the outsourcing provider, 
particularly not in the early years.  It is a mix that needs to be better understood by 
both the client and the outsourcing provider in terms of the client’s priorities.  

Quality is an issue that is closely related to reliability and best practice. Quinn (2000) 
segments competencies into core (where the company is best-in-world), essential 
(they form a defensive ring around the core competencies for protection) and the rest. 
All competencies except core and essential should be outsourced to maintain the 
competitive edge. Quinn (1999) cites Honda whose core competency is the design and 
manufacture of clean, efficient, small engines. Its essential competencies are design, 
parts and key equipment. The rest is outsourced to companies for whom the function 
is a core competency.  Arno Franz (2002) took this concept one step further – by 
outsourcing, the firm aims to make all its processes best-in-world standard in order to 
gain strategic competitive advantage. This line of argument suggests that continual 
improvements in quality are only possible using judicious outsourcing. ANZ Bank is 
an example to illustrate the theory. It improved its cost-to-income ratio by outsourcing 
its procurement function, worth $1.5 billion world wide in 1999. Two prior attempts 
to improve the function had failed, but outsourcing provided the strategic dominance 
that the bank required (Goolsby 2001). 

 

6. What Do Alliance Contracts Deliver And When Should They Be Used?  

Alliance/Performance based contracts are growing as a percentage of total 
outsourcing contracts.  The link between contract duration and degree of management 
tasks outsourced is significant.  As the relationship moves up the scale from in-house 
to joint venture/alliance, the duration of contracts tends to lengthen from 3 to 5 years. 
Outsourcing contracts of any sort are not often longer than 5 years.  Keeping the 
contract short and renewable is one method of keeping the relationship “fresh” and 
maintaining “constructive tension” in the relationship.   
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Figure 1: Relationship Between Contract Term and Degree of 
Management

In-
house

Shared 
Business 
Services

Schedule of 
rates

Alliance

Low

High

D
eg

re
e 

of
 O

ut
so

ur
ce

d 
M

an
ag

em
en

t Strategic 
Alliances –

joint strategic 
mgmt

Lump sum 
performance 

based

Short term Long termDuration of Contract

Internal External -
Outsourced

Joint 
ownership

Co-sourcing

 

Schedule of rates contracts are typically being used for the first generation 
outsourcing contract.  During the initial contract, systems and data management skills 
are often developed with the objective of moving to a second generation alliance type 
contract.  In this client/server situation, responsibility for management rests primarily 
with the organisation, with the outsourcing contractor providing better man 
management skills to reduce costs within agreed service levels.  Variation of volumes 
is often dealt with using a schedule of rates approach. 

Partnership, or more precisely, alliance contracts have a common currency in the 
industry as well as a common set of characteristics.  They are often structured on a 
cost plus performance based management fee model.  Trust and flexibility are 
essential elements and the provider is expected ti provide access to best practice and 
innovation.  Strategic Alliances were defined as joint management of the strategy of 
the overall function.  Shell in Engineering and NAB in Facility Management are 
examples where this approach is working well.   

 

7. Why move to an alliance contract? 

Trust and flexibility are the foundation requirements of moving to a higher value, 
closer relationship and many organisations moving up that chain would deliver 
significant benefits.  These are illustrated in Figure 2.  The qualitative reasons given 
for taking this path are to facilitate innovation, better collaboration on strategic 
planning and optimising skill sharing, resulting in better value for money.  The 
facilitators to this objective are to reduce the client/server relationship, establish 
shared risks and rewards, tie each organisation into a shared vision, and improve 
communication. 
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Figure 2: A Partnership Model Is Sought Over a Clear Cut 
Client/Server Relationship
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8. How many EFM organisations use alliance contracts?  

Alliance contracts for either services or skills were defined in the quantitative study as 
being “open book”, with profit based on performance and profit at risk. These 
amounted to 39% of the participants, with only one of these being termed a strategic 
alliance. A strategic alliance is defined as a contract where the strategic decisions of 
the function outsourced are jointly shared with the outsource provider. This contract 
had the additional elements of covering the total business of which the outsourcing 
contract was a part, and featured profit linked to total output and the outsource 
organisation having an equal say on strategic issues.  

Partnership outsourcing contracts were defined as management fee (with profit at risk 
and penalties for non-performance). Other contracts were designated “schedule of 
rates’ which made up 21% of the total, and “others” were 15% (these were lump-sum 
or fee for unit delivered).  

9. Requirements of a strategic alliance 

Shell had in place a strategic alliance contract for their second generation outsourcing 
project and during the period of this contract, their understanding of the issues and 
knowledge of their operational processes has increased to a level that placed them at 
the top of the upper quartile in world best practice for their refinery type. They believe 
they will move to world best practice within 12 months, and when asked what 
proportion of their excellent performance was due to their outsourcer’s contribution to 
continual improvement and innovation and operations excellence, they believe they 
made a major contribution of approximately 30%.  

Their strategic alliance board was made up of operations engineers, design engineers 
and the outsourcing contractor. It is interesting to note for this very mature customer, 
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they chose a design of KPI that was significantly different from the pure alliance 
model.  

As can be seen in Figure 3 below, 50% of the management fee was due to business 
drivers and 50% to alliance drivers. The alliance drivers were chosen to optimize 
purpose and intent and to share in the total business performance of operations and 
maintenance.  

Figure 3: Strategic Alliance KPIs – Achievement Equates to 
Management Fee

50%TOTAL
40%Alliance Budget
7.5%Innovations
10%Productivity
12.5%Planning & Scheduling

Alliance Drivers

50%TOTAL
10%Operations Availability
10%World Best Practice
15%NIAT
15%Safety

Business Drivers:

 
 
Quantitative and qualitative research indicates that on average, the organisations 
reviewed were satisfied with their innovation and continual improvement and saw the 
value in terms of productivity, SLAs and other valued outputs to continue to enrich or 
move towards an alliance/strategic alliance type arrangement.  

In contrast, research overseas into other service sectors (BPO and IT&T) have come 
to the opposite conclusion – namely that vendors find it very difficult to deliver on 
their promise of innovation and value-added services and are often hampered by their 
lack of knowledge about their clients’ long term business strategy (Feeny, Willcocks 
and Lacity 2003). 

10. Reasons why alliance contracts work better in the Engineering and 
FM sector 

Previous research by Lacity and Willcocks (1998), which examined over a hundred IT 
outsourcing projects, came to the conclusion that organisations were disappointed by 
the lack of knowledge management and value creation of the vendors.  

In trying to reconcile why alliancing, according to the organisations reviewed, is 
delivering significant knowledge management and value creation.  Some of the 
important elements are compared in Figure 4 below: 
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Figure 4: Analysis of Alliance Success Factors by Service Segment
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From the case studies, there is strong evidence that the Engineering and FM 
outsourcing operators are dealing with the foundation requirements of trust and 
flexibility than their IT and BPO counterparts. The organisations surveyed in this 
research, both in engineering and FM, believe that additional effort to the relationship 
and alliance would produce incremental benefits and although this trend was 
marginally stronger for engineering organisations, the FM sample was affected by the 
fact that many are government contracts and have the additional risk element of 
changing political policy. Interestingly, during the case study of the NSW Schools, 
future policy would either move towards a stronger alliance model or backwards to a 
sub-contract model with common systems, and this project is an interesting example 
of how each business situation’s opportunities may require different models to 
optimize the benefits.  

At the October 2003 BPO Conference in Sydney, Mr Peter Robson, Head of Real 
Estate at the National Bank, outlined the strategic alliance program including the joint 
development of strategy with their outsource provider. As property makes up 30% of 
the companies balance sheet, this is a significant commitment to the strategic alliance 
model.  

During discussions with the case study organisations’ executives, specialist advisers 
from Accenture and TPI and users at Westpac and ANZ, the common view that arose 
was that the lessons from the EFM sector on best practice were applicable to the other 
sectors but the situation of their application could vary. 
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11. Hierarchy of Achievements Model for Outsourcing Alliances 

For organisations where additional benefits of alliance and strategic alliance models 
are required, the case studies revealed a prerequisite of both parties meeting a number 
of essential foundation requirements (See Figure 5).  

For any outsourcing contract, the first step is that cost savings of at least 10% are 
required in most instances otherwise the efforts involved in using an outside party are 
not seen to be worthwhile. Once this level one requirement has been met, the second 
level, trust and flexibility, needs to be addressed before implementing a partnership 
model. Until this need has been met to the satisfaction of both partners it is difficult to 
meet level three requirements of setting the right culture for alliancing. Once level 
three, the setting of the right culture, is achieved joint development of process 
management and best in class visions can be achieved. Once this level has been 
satisfied, it is possible to move to level 5 where a strategic alliance can be created, and 
strategic management decisions can be entered into successfully. The companies that 
had successfully moved to strategic alliances made sure they had satisfied the four 
level requirements before sharing strategic management decisions. 

 

Level 5: Sharing of strategic mgmt and 
creation of extrapreneurship

Level 4: Joint development of 
strong data mgmt and best in class visions

Level 3: Creating a culture of joint 
partnership through alliancing

Figure 5: Hierarchy of achievements model for outsourcing 
alliances
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12. Alliance Contracts – Access to Innovation and Best Practice 

a) Access to Best Practice 

Engaging your outsourcing provider in a partnership of significant continuous 
improvements, particularly in the areas of cost and service, requires a partnership 
agreement.  The specific outputs of access to best practice and innovation were seen 
as cornerstones.  
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Access to best practice was not always clearly articulated or defined between parties 
in first generation contract partnerships.  However, during the case studies, five areas 
were nominated as being important. Of these, two, namely Access to Best IT Systems 
and to Best Contract Alliance Practices, there was a degree of satisfaction.  For the 
other three - Best of Class Benchmarking of Costs, Best Practice in 
Preventative/Breakdown Procedures and Workforce Utilisation Practice - the 
requirements were not fully met.  Obviously further focus on the issues would enrich 
alliance contracts and partnership models. 

Figure 6: Expectations of Access to Best Practice Analysis of Case Study 
Comments

1

24
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Best in class
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Procedures

Access to Best 
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Requirement 
met

 

b) Innovation and Transformational Change to Achieve Cost Savings 

Similarly, client firms view innovation and transformational change as a means to the 
end of cost reduction. In the case of transformational change, client firms look to the 
outsourcing provider to free up hidden value in the service that their own culture has 
not been able to identify and/or act upon. BlueScope is an example of a firm that 
specifically looked to its outsourcing provider to achieve better productivity through 
injection of its culture.  

“This (BlueScope) is a culture that was brought in years ago 
and people just stopped thinking and they just start doing what 
they’re told…We’re using less labour doing more work and 
just some of the innovative ideas that people have come up 
with in the last 18 months have saved BHP about $2 million. 
And those are just ideas coming from the boilermaker and the 
secretary”  

Contract manager for BlueScope Port Kembla 

Shell requires their outsourcing provider to constantly challenge the way they, Shell, 
operate on a day to day basis. 
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“If they are not challenging us then they are not doing their 
job” 

Engineering Manager, Shell Oil Refinery 

c) Innovation means different things to different organisations 

Above Average

Figure 7: Innovation Primarily Successful In Achieving 
Improved Safety And Service Delivery
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Innovation is a benefit that has a wide variety of definitions, is hard to classify and 
quantify and hard to record.  For the EFM sector the organisations researched gave 
eight different areas where they sought innovation, and these are shown in Figure 7.  
This table shows that satisfaction with innovation is at its highest when the innovation 
has resulted in improved safety and improved service delivery but is not seen as so 
effective in reducing costs, saving capital or improving process engineering and 
management.  Innovation is singled out for a lower level of satisfaction with benefit 
delivery, both in the overall score and in additional commentary. 

Innovation necessarily implies risk and must be driven culturally. 

“Sophisticated specialist suppliers can arrive at solutions that 
fragmented internal sources could never imagine – and they can 
implement those solutions rapidly without disruptive internal 
politics.”  

(Quinn 2000) 

Summary 

Judging by the relative growth and satisfaction with benefits sought by the executives 
who outsource services in the EFM sector, they have achieved a best in class 
situation.   
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Alliance contracts were defined as having a partnership approach to a number of 
higher level management issues associated with the service.  Their expectations for 
additional benefits in cost efficiency and higher levels of service from a framework of 
joint responsibility in addressing best in class knowledge, management, systems and 
innovation were met.  Whether this was through the experience of early client/server 
contracts or the development of greater understanding of the organisational, cultural, 
motivational and management skills required for success, these 
contracts/organisations are developing best in class results.  Such results are 
exemplified by Shell’s strategic alliance outsourcing contract, which in 10 years has 
moved them from lower quartile to second best out of 67 refineries in the world 
according to the Solomon index.  The EFM executives’ management approach to 
alliances were tested with senior executives in industry in one-on-one interviews and 
through an industry workshop held in Sydney in June 2004.  There was a consensus 
view that the organisational and management lessons from EFM alliance outsourcing 
were applicable to other outsourcing service sectors (IT&T and BPO) and that 
companies who had the capability to successfully deal with alliance outsourcing 
contracts have a core competence that will be of increasing importance in the future. 
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