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It has been long acknowledged that IT outsourcing become crucial for the operation of small businesses.
However, recently even large companies have begun to perceive these kind of cooperation as a huge
opportunity to build competitive advantage and enhance business effectiveness. Even though the basic definition
of outsourcing is “the purchase of goods or services from an outside source,” today we can distinguish its
numerous forms. The forms of IT outsourcing differ in regard to e.g. scope of cooperation, pricing models and
software development methods.

Scope of cooperation: Total and selective outsourcing
Total IT outsourcing consists in outsourcing the whole IT activity to a third-party provider. Therefore, it applies to
the complex management of databases, telecommunication networks, micro-computers, application
development and maintenance as well as system design and integration. It is a comprehensive agreement in
which management responsibility for delivery of IT services transfers from internal IT functions to the outer
company. Total outsourcing is characterized by long-term cooperation and cost reduction is the main benefit of
such a solution. However, numerous experts emphasize also its illusive effectiveness. Total approach often
equals standardization to the extent that is no longer beneficial for the customer. For example, when an IT
application is standardized, it may indeed result in reaping economies of scale but at the same time turns out
unsatisfactory for the customer. Its usefulness is limited as the final product is not sufficiently adapted to the
client’s business needs.

Selective outsourcing means allowing an outside company to control given types of IT outsourcing. It usually
concerns the management of given applications, network environment or Internet infrastructure. In other words,
this type of outsourcing constitutes very targeted approach which allows to delegate only carefully selected
processes off-premise and manage others in-house. Thus, it gives a possibility for a business to optimally adjust
the performed services to its actual needs. Selective outsourcing is usually chosen in short-term contracts. One
of its most significant aspects is the fact that the customer’s needs are met while minimizing the risks connected
with total outsourcing solutions.

Pricing models: time-and-materials and fixed-price contracts
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Taking into consideration a cooperation model, IT outsourcing services can be divided into two categories –
time-and-material and fixed-price contracts.

In time-and-materials contracts, the contractor and the client have to establish (usually) hourly rates for the work
of the contractor’s employees. This model enables flexibility of the work schedule. The contractor conforms to
the client’s evolving business needs. The tasks are performed at the client’s premises who is able to carefully
control particular stages of the project. The risk is minimized due to the fact that project development can be
altered or cancelled at any stage. This type of pricing model is recommended for complex realizations where the
final costs are difficult to establish and the client’s needs can shift depending on various aspects.

In fixed-price business model, the client knows the final costs of the project before it begins. Therefore, he knows
exactly when the projects will be finished and is aware of the required budged for its realization. The final product
ought to be consistent with the original assumptions. This solution is recommended for clients with clearly
specified needs and those who value pre-scheduled time-frame. Projects implemented in this manner enable for
providing the exact development plan and technical documentation. It is important to choose an appropriate
model for a particular client. Therefore, before deciding on any of them, the contractor and the client should
perform previous examination of the project specification.

Software development methods: agile and waterfall
IT outsourcing services are delivered either using agile or waterfall development method. As the very name of
the method suggests, agile methodology equals quickness, ease of movement and awareness. Agile software
development requires intensive collaboration with the client incorporating highly flexible approach. In 2001, the
agile manifesto was written. It constitutes a combination of approaches of seventeen independent practitioners
of several programming methodologies. The manifesto goes as follows:

“We are uncovering better ways of developing software by doing it and helping others do it. We value:
Individuals and interactions over processes and tools. Working software over comprehensive documentation.
Customer collaboration over contract negotiation. Responding to change over following a plan.”

Its assumptions remain vital for today’s IT businesses. How do these words translate into IT practices
nowadays? Agile programming means primarily dynamic adjusting of solutions to a given situation. It results in
full scalability of the project and facilitating changes rather than trying to avoid them. Professional Scrum
Masters, who manage the project teams, make sure that the team works according to Scrum values and
practices. Due to so-called sprints, determined periods of time which usually last from 2 to 4 weeks and during
which a given task has to be finished and prepared for review, the team is able to quickly react and adapt the
project to changing customer’s expectations . All kinds of businesses frequently face unpredictable
circumstances and thanks to the agile methodology, they can be effectively dealt with.

Waterfall model, on the other hand, is less flexible but at the same time assumes highly predictable work
schedule and closed budget. In this method of software development, there is a determined plan with precisely
established stages that start and finish in a given time. We can distinguish four stages: establishing
requirements, system designing, implementing, testing and maintaining. Each of them begins only if the previous
one is finished. We have to remember that nowadays there are numerous variations of this traditional waterfall
model introduced by Winston W. Royce in 1970. They can even assume returning to given phases if needed.
The advantages of this methodology consist in the model structurality, well-defined working procedures,
naturalness and intelligibility, as well as possibility of choosing either structural or object-oriented methodology.
However, there are also some limitations connected with this system. Primarily, it is recommended for projects
with less complex objectives and high predictability. Moreover, in the waterfall model, each modification requires
going back to the previous stage and it is often very hard to achieve requirements stability which is demanded in
this model.

In general, IT outsourcing assumes usage of resources from the outer IT companies. The main goal is to receive
IT services that are cheaper and more effective than those performed in-house. The experience of IT specialists
hired in outsourcing companies can translate into business success of our own company, giving us a possibility

2/3



to focus on the activities that we are experts in. However, without prior analysis of our needs, these assumptions
may turn out inaccurate in case of our business. Deciding on IT outsourcing services, it is very significant to
precisely determine our needs and requirements. Only then we can wisely choose total or selective, time-and-
materials or fixed-price and agile or waterfall outsourcing model.
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