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An Empirical Study on Contract Model for
IT Outsourcing Application Operation

Heungshik Kim* - Soah Park**

B Abstract ®

The study suggests a contract model of application operation through case study of A bank’s IT outsourcing
application contract based on workload. The IT outsourcing order form has a problem in that the scope of work is
ambiguous due to the integration of operation and maintenance. In this study, application operation and maintenance
were separated by referring to application operation history provided in ISO/IEC15504-5 standard. The scope of the
IT outsourcing service was clarified by organizing the definition and detail activities of the application operation
business. Application operation contract method has generally applied estimation method by the number of input
manpower and period by agreement between buyer and client. As there is no activity to calculate the number of input
manpower based on the operational work history and based on the standard workload per activity. In this case is
not guaranteed due to the simple agreement between the contractors. In this paper, we propose an application
operating cost estimation model that measures the size of the operating software using function point analysis that
is the basis of application operation tasks. In order to verify the validity of the application operation cost model, we
verified the correlation between the application size and the labor cost through regression analysis using SPSS.

Keyword - IT Outsourcing, Application Operation, Application Maintenance, Function Point Analysis,
Software Size Estimation, Service Level Agreement, Fixed Cost, Variable Cost
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(Table 1) The Difference between Head count and Work size Method and Pros & Cons

Division Head Count Method Work Size Method
* Service boundaries are ambiguous and infinite | * Perform services on the items specified in the
Service service to customer requests service catalog
Range * Unclear boundary of operation & maintenance | * Clear boundary of operation and maintenance
* Unclear responsibilities * Clear responsibilities
* Selection of service improvement items and
» Concentrate on control of attendance’s work management by service level agreement
Service time * Penalty & Incentive operate by Service Level
Control * It is easy to manage because it is only paid * It does not control attendance’s work time
based on the number of input manpower. « It is time-consuming and complicated to manage
SW size measurement, verification and approval.
* Head Count Method ’ FunC.tIOI’I. Point Methgd . .
Cost . . * A objective scale estimate based on international
R * A non-objective estimate based on the agreement . .
Estimating between buver and seller standard(ISO12207) size measurement technique
Method « Price = l\/ﬂ\/}[IXUnit rice of IT EngineerxPeriod * Price = Application FPxUnit Price of FPx
b & Adjustment FactorxOperation Weight
* Profit-sharing portion of cost reduction for
Cost * Reduction of cost through control of attendance’s| productivity improvement by long-term contract
reduction work time * Increased administrative work volume by year is
subject to an additional fee
Contract B . . .. * 3 to b-year long-term contract to improve
Duration One-year contract without business continuity business continuity and service level
Contract . * Operation : Fixed Cost
Type Fixed Cost only * Maintenance : Variable Cost
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50 Heungshik Kim - Soah Park

PM = Cx(KDSD"

PM : Person month

C : a constant, (Organic mode : 2.4)

KDSI : thousands of “delivered source instructions”

n . a constant (Organic mode : 1.05)

<Figure 1> COCOMO | Model
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Definition
Application maintenance refers to all activities necessary for the modification, addition,

supplementation, disposal, improvement of use, and documenting of the delivered

including operational planning and management, application monitoring, testing, and user
software after the completion of development.

support, except for functional changes to the delivered software after completion of

Application operation refers to all activities required for normal operation of software,
development.

(Table 2> The Definition of Application Operation and Maintenance
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Table 3> Application Operation Detail Service List
Division Medium Division Define Details Reference
Reporting
Operati Mecting ISO/IEC 15504-5
ration . . B ~
Management Operat%on serv.lce planing OPE1
Operation quality management
Operation support application System management]
Application Application monitoring ISO/IEC 155045
Continuous Application failure preventive activity OPE.1
Management Application failure diagnosis activity .
Applicati Data analysis & support
pplication _
Operation Application User | User response ISO/%ICDElifm 5
Support User tralrnng FIPS’
User authority & account management
Batch job
Test job
Application System performance enhancement support & ISO/IEC 15504-5
Operation Job application effect analysis OPE 1,
Management Configuration management ISBSG
Release management
New application take over management
32 7|8 7Igte] ofZE|AHo|M2Y thrt Al A dAlE APANE AbEdeh o i o
MY 2 A BN 295 FAnF Ty
A8e Tl LA fAus Aol =
A 7] A7 A gt kel Astel Wi, & 5918 oA £glge] w
AapAelrt. & ArelMs o]24 nEE F oyl <l#n|EL A3}
AF AN &4 FESAYHS IFPUG(2010)
o sAs W4 BAE Adstel A et
ALao] TG0l WEe] AT ol =2l A o] Apl?hcatlon Operat(100/n) fee = (SW Develop.ment Fe(:
+
M oeoust AEnae axegoel Aol gshat Maintenance Rate(%)+Expenses)xOperation Weight
A Folol A AAEIL Q= QeA] 4A T - SW Deyelopment .Fee :.SW Apphcatlon Sizex
o ~ Unit Price of Function PointxAdjustment Factor+
g Fg3to] AFAEE AN T AEHL P
rofi
<Figure 5>9} % Zg Aol 97l 4
o & QLI_E;} g qa] tH] ] D}—r 8 t - Adjustment Factor : Application Type, Language,
R % 7 % 1__71 RIA . 2 \_a p —\_‘__:‘ 3| —_, . . . .
17:” i Eq Ti—o:] - H 7:”} EWOIJ_ Application size, Quality
A oEFg Al BE 7|Rto = e . .
” R (?1 L‘j/] ] ]# ° A? 0.0 ! 3 ] - Maintenance Rate : Maintenance count, Number
= A} =3 Z g Ao X 5
2 AdEd ofEeAed 49 T 715 of data Processing, Interface of other system,
g 2= = 513 B 22 710 A} =3
A ks w3 5 47HA BAAST ghs kst Practical knowledge, Distributed processing
S = \r _9'_ 0/\O. yHlal = ﬁ\_ 3L . . .
o Wl el ‘_‘(10 25%)& Wrgste] 22 - Operation Weight = Operating Man Month/Total
Edlo] NS AEdith 7 WA D= 5714 Man Month
FA%E ol BB Pkl WA 29 39
ALXEJY fAHSF 28(10~15%)S &3] <Figure 5> Application Operation Contract Model
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(Table 5) Operational definition
The Size of software owned by customers measured using function points

Operating cost calculated by unit price of technician grade

Item
Application
Operation size
Application
Operation Fee
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