
Issue 19 Winter 2014

CLOUD SPECIAL

Exclusive LSE/UNSW research on the cloud

PLUS: THE BREAK-UP - HOW DO YOU PLAN?
SOUTH AFRICAN MINISTER PUSHES INCENTIVES YOUR CONTRACT IS DATED
ALSO: EDUCATION, EDUCATION, SHARED SERVICES STANDING FOR HEALTH

SUPPLEMENT: BPO EVOLVES

w
w

w
.professionaloutsourcingm

agazine.net

Cloudy visions
INDEPENDENT

EDITORIAL, NOT

ADVERTORIAL.



Breaking up is 
so hard to do
In the first part of this series on outsourcing transitions, Sara Cullen, Leslie Willcocks, 
and Mary Lacity looked at the process of transitioning in a new outsourcing deal. 
Here they look at the opposite - exiting one.
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TRANSITIONING OUT

T
ransition-out, also known 
as exit, disengagement, 
demobilisation or decom-
missioning, often receives 
little attention at the time 

an outsourcing contract is formed. The 
honeymoon effect is still in play and 
everyone is keen to get the deal in place 
and up and running. Planning the divorce 
can seem rude, even “anti-partnering”. It 
certainly isn’t the most pressing issue.

But consider this – we have found next 
generations (after the first time outsourc-
ing) to be the most exciting for buyers 
and sellers alike. Very few of the truly in-
novative and breakthrough outsourcings 
we have observed over the past quarter of 
a century occurred in the first generation.

Yet, organisations tend to stick with 
incumbent providers at the end of an 
outsourcing contract more than any other 
option. For example, up to 2011 we found 
that 65% renegotiated with the incum-
bent, 30% switched providers and 5% 
backsourced.1 Moreover, the incumbent’s 
scope tends to grow. Strong relationships 
as an incumbent, when combined with 
a good track record of service delivery, 
incline a client to outsource more services 
to the incumbent provider.2 

A great deal with a great provider 
should continue, but many times this 

isn’t the case. The client can’t or won’t 
leave because of lock-in, inertia, lack 
of resources, lack of political will, or a 
plethora of other reasons. By 2014, we 
were also seeing a decrease in renewal 
rates, with up to 40% of work in some 
areas going into the cloud, back in-house 
or being switched to providers who had 
better digital capabilities. In the case 
study below, the client locked itself in to a 
lack of alternative supply.

Case study: law enforcement
The helpdesk of a law enforcement agen-
cy was outsourced to a contract labour 
company under a one-year agreement. 
The duration configuration was short be-
cause management wanted to be able to 
competitively tender frequently to ensure 
low-cost service delivery.

The nature of the calls to the helpdesk 
was very specific to the force and re-
quired detailed organisational knowledge, 
not only of the systems, but also of the 
process of law enforcement. It took about 
six months to get the new helpdesk and 
the contractor’s staff fully operational. 
Then, the client’s staff were redeployed 
and the contractor took over full opera-
tions.

During the next round of tendering, 
after an emergency one-year extension, 
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Law enforcement: Helpdesk outsourced
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the agency discovered it had created a pri-
vate monopoly because of the very specific 
nature of the knowledge the incumbent 
provider now had. The incumbent won at 
twice the original price because the agency 
had no genuine alternative.

It’s interesting to note, however, that, once 
in the cloud, clients are staying with incum-
bent providers past the initial contract term, 
as they most commonly do with traditional 
outsourcing. It is the easier path to take.
However, all contracts do terminate one day 
and it is simply good management practice 
to ensure it can happen efficiently, without 
too many surprises.

Are you ready to exit? Here’s a quick 
checklist.
l Is the transition-out plan complete and up 
to date?
l Are the right exit (and handover, if there 
is a successor3) provisions in the contract?
l Is the exit (and handover, if there is a 
successor) team formed, informed and ready 

to go?
l Have all assets, knowledge, third-party 
contracts and work in progress that need to 
be transferred from the provider been iden-
tified and the current state assessed?
l Have all practices, systems, procedures, 
etc. that need to change once the provider 
leaves been identified and are the revisions 
ready to go?
l Have the acceptance criteria for the 
successful transition-out project been agreed 
between all parties (incumbent provider, 
client, successor provider)?
l Have the contract closeout processes and 
final payment been agreed?

Action 1. Finalise the transition-out 
plan
The transition-out plan contains the pro-
cedures, processes, responsibilities and 
obligations that arise after your organisation 
gives notice of termination, or upon expiry 
of the contract. Most importantly, it specifies 

“Once in the 
cloud, clients 
are staying 
with incumbent 
providers past 
the initial 
contract term.”



28  Professional Outsourcing

Transitioning out

the obligations of the parties (three par-
ties, in the case of a handover to another 
provider) and the resources that they are 
to provide.

The table on this page gives an outline 
of both the transition-in and transi-
tion-out plans, as they are somewhat 
similar. The transition-in moves things 
into the provider; the transition-out takes 
them out. Transition-in and out are just 
business as usual processes and are the 
two “bookend projects” to any out-
sourcing deal. It is best practice in most 
outsourcing lifecycles, ours included, that 
both these transition plans are drafted 
by the client before going to tender, then 
quoted upon and revised by the bidders, 
and then agreed and signed off during 
negotiations. All that needs doing when 
the exit is imminent is an update.

Action 2. Ensure the contract ad-
dresses exit (and handover, in the 
event of a successor)
One thing we have observed, too often, 
is a severe neglect of exit provisions in 
the contract. Interestingly, we haven’t 
found mobilisation be such an issue. We 
suspect this is because mobilisation is 
the first thing that needs to be done and 
this makes it more urgent, but it’s equally 
important to make certain the exit can 
occur with minimal surprises.

In many cases, particularly first-gener-
ation contracts, the lack of forethought in 
the original contract results in the client 
needing to negotiate exit provisions 
while the current contract is in effect (and 
without much bargaining power). Clients 
have been able to “bolt them onto the 
deal” through a separate deed of disen-
gagement. This was just the situation with 
the following case study. Of course, such 
deeds come at a cost.

Case study: A late mop-up costs
A federal government department had 
begun the initial preparation work to 
retender its HRO (human resources out-
sourcing) contract. The team in charge of 
the retender didn’t expect the incumbent 

not to be successful because of a history 
of performance problems since contract 
inception, coupled with a maturation of 
the marketplace (many more providers 
now existed in the market, whereas 
there were only a few when the original 
contract was formed).

One of the first things the team 
checked was what sort of exit provisions 
were in the current contract. It was their 
expectation that it would all be laid out 
and might just need a bit of updating. 
What the team found, however, was 
nothing. Many termination options 
were there, but there wasn’t even one 
clause pertaining to transitioning-out (or 
any obligations during a retender, for 
that matter). The retender was put on 
hold and an urgent project was created 
to develop and negotiate, a deed of 
disengagement to put in the missing 
obligations and rights.

The negotiation went pretty well, 

“In many first- 
generation  
contracts there  
is a lack of  
forethought about 
exit provisions so 
people negotiate.”

Transition plan outlines

Transition-in plan 
1.      Kickoff
2.      Setup
2.1.   Relationship formation
2.2.  Accommodation required 
        (temporary, permanent)
2.3.  Access required 
        (site, technology)
2.4.  Recruiting
2.5.  Induction and training
3.      Possible transfers
3.1.   Assets
3.2.  Knowledge
3.3.   Staff
3.4.  Third-party contracts
3.5.   WIP (work in progress)
4.      Integration and re-engineering
4.1.   Current operations and 
        documentation review
4.2.   Business processes and 
         documentation to be 
         redesigned or created
5.      Acceptance
6.     Costs
7.     Project management
7.1.   Mobilisation teams and roles
7.2.  Meetings and communication
7.3.  Timetable

Transition-out plan
1. Party obligations
1.1. Incumbent provider
1.2. Client
1.3. Successor provider 
 (if applicable)
2. Disengagement
2.1. Deliver-up
2.2. Vacation of premises
2.3. Redeployment and 
 redundancies
3. Handover to a successor
3.1. Asset sales or transfers
3.2. Knowledge
3.3. WIP (work in progress)
3.4. Offers of employment
4. Contract closeout
4.1. Documentation
4.2. Finalisation of accounts
4.3. Final meeting
4.4. Acceptance of closeout
5. Costs
6. Project management
6.1. Exit teams and roles
6.2. Meetings and 
 communication
6.3. Timetable 
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in the department’s view. Many of the 
needed provisions were obtained as 
the incumbent didn’t want to adversely 
influence the relationship during the 
upcoming retender. But these didn’t 
come free. A separate price schedule 
was knotted out, at quite high rates. The 
client knew it wasn’t in a strong position 
and decided to pay the price rather than 
drag out negotiations. 

The retender did eventually occur, 
and the incumbent wasn’t successful. But 
the exit did go fairly smoothly and the 
parties actually left with greater goodwill 
towards one another than they had 
during the contract.

It is entirely up to the provider to 
agree to such a deed, and they are free to 
dictate under what conditions. Better to 
have it in the contract in the first place. 
Some of the key things to address are 
listed below.

1. Duty to continue – requires the 
provider to continue to provide the ser-
vices, maintain service levels, maintain 
personnel levels and so on. Service deg-
radation is a common occurrence during 
transition-out.

2. Deliver-up – requires the provider to 
deliver to the client items the client owns 
or needs such as:

a. its data (including problem-tracking 
and resolution data, performance data, 
etc.) in a specified form and medium;

b. specified documents necessary to 
continue the services by a successor; and

c. assets and other property, owned by 
the client but in the custody of the pro-
vider (note: requires an up-to-date and 
accurate asset register and can include 
provision for a condition assessment 
regarding fair wear and tear).

3. Asset sales/buy-backs – specified 
provider-owned assets to be made 
available for sale to the client including 
the price (typically fair market value as 
determined by an independent valuer) 
and the period in which the transaction 
must occur.

4. Offers of employment – whether the 
parties will permit offers to be made to 

the provider’s staff and how that will be 
managed.

5. Third-party contracts – transfer, 
cancellation and extension provisions re-
lated to third-party contracts entered into 
by the provider as part of the services. 
May include:

a. novation or assignment4  if there are 
subcontracts, licences or other agree-
ments to be transferred to the client or 
successor; and

b. liability for costs if expiry dates for 
third-party contracts aren’t aligned to the 
end date of the provider’s contract with 
the client (either too early and need to 
be extended, or too late and need to be 
cancelled).

6. Handover assistance – specific 
duties to assist the successor within a de-
fined period to enable them to take over 
operations. Includes things such as:

a. review procedures, operations, doc-
umentation, etc;

b. conduct training;
c. participant in testing; and
d. answer successor queries.
7. Vacating client sites – if the provider 

has staff or equipment at the client’s sites, 
this provision states the requirements 
regarding vacating the sites, removing 
equipment, surrendering all access 
mechanisms (e.g. security passes, com-
puter links) and making good.

8. Contract closeout – obligations 
for closing out in accordance with the 
transition-out plan, final invoicing and 
payment.

9. Post-exit services – clients tend to 
realise they need the provider’s help 
too late, after the provider has left. 
This provision helps by obligating the 
provider to supply what is known as 
post-exit services, for a specified period 
after termination and at specified rates, 
including:

a. answer questions as needed;
b. turnover of any remaining client 

assets, data, or documentation still in 
possession;

c. provide staff augmentation; and
d. provide access to any information 

“Clients tend to 
realise they need 
the provider’s help 
too late, and the 
provider has  
already left.  
Provide in a  
contract for 
post-exit services.”

Handover assistance will help

Transitioning out
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and records in connection with any litiga-
tion to which the client is a party.

Sometimes, these post-exit (also known 
as post-termination) services never end, 
as in the next case study.

Action 3. Determine the exit team
In part one, we discussed the transition-in 
team to consider. The same teams should 
be considered upon exit, but looking at 
it in reverse. So the setup team becomes 
the pull-out team and the integration 
team becomes the separation team. If 
there is a successor, many of these teams 
may be tri-party.

The effort required for executing exits 
appears to surprise many clients, partic-
ularly first-generation ones. Underesti-
mating this is a common problem, as the 
next case study demonstrates.

Action 4. Manage transfers to 
successors
In part one, we discussed the transfers 
from the client to the provider regarding 
transition-in. These are nearly the same 
for transition-out from the provider to a 
successor, comprising asset, third-party 
contracts, work in progress and knowl-
edge.

The handover process to another 
provider is loaded with inherent disin-
centives to work together in the client’s 
best interests. The former provider may 
have some motivation to retain goodwill, 
but this can be exhausted quickly. The 
successor has motivation to create good-
will, but will have many opportunities to 
obtain out-of-scope charges if the former 
provider isn’t cooperative. The next case 
study tells the tale of this happening at a 
water utility.

Case study: Water palaver
A contract was awarded to a new provid-
er for relatively complex services. This 
successor didn’t have any handover pro-
cedures, nor was it asked to provide any 
by the utility. The handover meeting with 
the former provider took 15 minutes and 
comprised a brief conversation whereby 

the successor asked what the former had 
prepared for them. The former provider 
just gave an overview of the configura-
tion although it had prepared other items 
quite at length in anticipation of an ex-
tensive handover process, but it quickly 
realised the successor didn’t know what 
it was doing and chose to let them learn 
the hard way.

Over the course of the next six 
months, there were so many repeated 
operational failures that the systems 
were exceedingly unstable. The cus-
tomer threatened to sue the successor 
for breach of contract. The successor, 
in turn, threatened to sue the former 
provider. The former provider was able 
to prove to the customer that it had left 
an effectively operating environment, a 
clean and functional site (including time- 
and date-stamped photos) and through 
its comprehensive backup was able to re-
store the system as at the handover date. 
The successor had to pick up the costs 
of the restoration and of the re-entry of 
six months’ company data, which were 
significant. It spent the remainder of the 
contract attempting to recoup those costs 
through out-of-scope charges.

There are certain basic steps necessary 

“A handover pro-
cess can be load-
ed with inherent 
disincentives to 
work together in 
the client’s best 
interests.”
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to ensure a smooth transition between 
providers.

Snapshots of departed operations 
– sealed, dated and stored for use to 
resolve conflicts if the successor blames 
current problems on the former provider 
including:
l comprehensive backup of all data and 
systems at handover date;
l key documentation; and
l photographs of client locations prior 
to the successor taking over (if there are 
onsite operations).
Detailed handover plan – agreed 
between all parties to ensure all parties 
know what is to be done and who is to 
do it. This should contain a:
l comprehensive project plan and list of 
tasks;
l responsibility matrix for all three 
parties; 
l handover testing and acceptance pro-
cedures and approvals; and
l contingency and restoration plans.
Active management – by all parties, 
including:
l a steering committee or oversight 
board comprising key personnel from all 
parties and chaired by the client;
l a handover management team com-
prising all parties; and
l joint problem-solving workshops and 
planning sessions.

Action 5. Re-engineer
Outsourcing often creates a hybrid 
organisation – a melding of parts of the 
client and parts of the provider into a 
somewhat blended bi-party enterprise. 
Now it’s over. Expect to have to re-engi-
neer everything that involved the former 
provider, ranging from the technical 
(e.g. systems, workflows), to procedures 
(e.g. payments, signoffs), to the personal 
(e.g. communication channels and  
relationships).

Action 6. Accept and closeout
This isn’t a difficult thing when the transi-
tion-out is just ending a contract, or when 
the successor is the client. It’s merely 

a matter of ensuring completion of all 
things that were to be done prior to final 
payment. A simple checklist that both 
parties sign off usually suffices.

It can be quite difficult, however, when 
the transition-out project involves a han-
dover to a new provider. In this case, an 
experienced successor will have its own 
handover acceptance criteria and testing 
processes. These are often more exten-
sive and tough than what a client might 
have created. If both the new and former 
providers are charging for exit and han-
dover work, which is often the case, the 
client’s budget tends to be hit hard. We 
know of handovers that have taken over 
a year to complete because the successor 
refused to take “bad data and dodgy 
applications” into its operations, or take 
over systems that weren’t developed or 
documented to its standard.

Outsourcing today typically involves 
many providers from all over the globe 
supplying a client. The ability to rapidly 
set up and integrate providers coupled 
with the ability to rapidly exit and switch 
is all part of being an agile enterprise. 
Enterprises that do this well – profession-
ally and efficiently, while maintaining 
good relationships with new and old 
providers – can truly leverage market 
capabilities as a core competence.

The authors’ latest book is Outsourcing  
– All You Need To Know (White Plume 
Publishing),.
1 Willcocks, L., Cullen, S. and Craig, A. 
(2011) The Outsourcing Enterprise:  
From Cost Management to Collaborative 
Innovation, Palgrave, UK.
2  From a 2007 Everest Research Institute 
private analysis: Scope Aggregation in  
Outsourcing: Why the Strong Get Stronger.
3 A successor is the provider that will be  
taking over from the incumbent. This can  
be an external/third-party provider or an 
internal one (a group within the client).
4 Novation has the successor stepping into 
the contract as if it were the original party; 
assignment has the successor stepping in  
as at a specified date.

“An experienced 
successor will have 
its own handover 
acceptance  
criteria and testing 
processes, which 
can be tough.”

Closing out can be difficult
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