
www.manaraa.com

88 VIKALPA •  VOLUME  44 •  ISSUE 2  •  JUNE 2019

Creative Commons Non Commercial CC BY-NC: This article is distributed under the terms of the Creative Commons Attribution-
NonCommercial 4.0 License (http://www.creativecommons.org/licenses/by-nc/4.0/) which permits non-Commercial use, 

reproduction and distribution of the work without further permission provided the original work is attributed as specified on the SAGE and 
Open Access pages (https://us.sagepub.com/en-us/nam/open-access-at-sage). 

Security Management at 
the National Institute 
of Management: To 
Outsource or Insource? 
Cases (A) and (B)

Narasimhan Ravichandran and Sundaravalli Narayanaswami

KEY WORDS

Decision-making

Business Strategy

 Corporate Strategy

CASE (A)

In April 2014, Swati Bhargava, Dean of the National Institute of Management 
(NIM), suggested to Col S R Rao, VSM (Retd.), the Administrative Officer (AO) 
of NIM that a comprehensive review of security contracts of the last four years 

of NIM be conducted. A number of administrative and operational issues were 
plaguing the management of security services at NIM. Swati suggested that Col 
Rao find an innovative and effective solution to this problem.

National Institute of Management

NIM was setup in 1996 by the Government of India (GoI) to impart quality education 
in management. In a short span of time, NIM established itself as a premier institute 
of management in the central part of India. In 2014, it had a student strength of 1,500. 
A team of 400 staff and 80 faculty contributed to the administrative and academic 
activities of NIM. Its residential campus (193.4 acres) was adjacent to an industrial 
park and was 20 km away from the city.

The campus topography was in three inter-connected concentric levels. The top 
level was used for academic and administrative activities. The middle level housed 
residential facilities (for faculty and staff families). Fifty faculty members and an 
equal number of staff and their families lived on the campus. The student hostels 
were spread between the middle and base levels. The base level also provided space 
for utilities, a sports complex and two ancient temples.
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The support services included multiple student mess 
facilities, multi-cuisine restaurants, a children’s park, 
power utilities, a water storage system, a laundry, 
automatic teller systems, a dedicated branch of a 
nationalized bank, and a shopping complex including 
a barber shop.

A seven bedded hospital supported by a 24 × 7 
ambulance on campus was also operational to respond 
to any medical emergency. The campus was accessible 
by two separate gates—one to the residential area and 
the other to the academic area. On an average, 100 
practitioners visited the campus in a week for short 
duration executive education programmes.

The campus was residential, therefore, safety and 
security of the NIM community was the paramount 
responsibility of the Institute.

Security Agency: Experiences

NIM identified an agency to manage the security 
aspects of the campus by following a tendering process. 
Usually, this contract was awarded for a year, renewable 
for an additional period of up to 2 years, based on the 
performance review of the agency and the requirements 
of NIM. Appropriate wage escalation (as approved by 
the GoI payable to security staff) was incorporated in 
the contract. NIM required the agency to adhere to the 
terms and conditions stipulated in the contract since 
it was an institute funded by the GoI. Exhibit 1 list 
the typical features of a contract between NIM and a 
security agency.

Exhibit I. Salient Features of the Contract Between NIM and a 
Representative Agency

1. The validity of the contract duration is explicitly 
mentioned in terms of the beginning and end date.

2. The agency shall provide security service for the 
entire campus of 193.4 acres. Security of property, 
men and material, prevention of sabotage, access 
control, movement of personnel (employees, visitors, 
vendors, service providers, contract labour), materials 
movement (incoming and outgoing) are all the 
responsibility of the contracted agency. In addition, 
visitor gate pass, labour entry/exit and vehicle pass 
should be administered.

3. The agency would deposit 10% of the contract amount 
with NIM as bank guarantee.

4. The service provider shall prevent entry of 
unauthorized persons or vehicles or objects into the 
premises of NIM.

5. The service provider should provide at its own cost for 
the guards on duty, appropriate neat and clean uniform 
and equipment, such as full-sleeved shirt, belt, coat, 
cap, shoes, socks, name badge, identity cards, lathi 
(stick), licensed gun, whistle, and winter clothes.

6. For all legal and other purposes, the service provider 
shall be the employer of the security guards. It is the 
sole responsibility and liability of the service provider 
to carry out the obligations arising out of various labour 
legislations applicable from time to time. The security 
provider should ensure that it deploys a stipulated 
percentage of ex-servicemen as security staff.

7. The service provider shall assume complete liability 
for whatsoever claims arise out of this engagement. 
NIM holds a total indemnity against all such claims.

8. Any deviation in the execution of the security contract 
with reference to specifications in the terms and 
conditions of the agreement would attract a penalty.

9. Termination of the agreement can be initiated by either 
party by giving a one-month notice.

10. The service provider shall furnish (a) the names and 
addresses of all ex-servicemen engaged by it at NIM 
and (b) ESI and PF contribution, payment challans of 
all security staff on a monthly basis to NIM.

During the years 2010–2014, four different (security) 
agencies had worked for NIM. None of the stake-holders 
(security staff, security agency, NIM, Col Rao, and the 
community members) seemed to be satisfied with the 
quality of security services. The agencies routinely 
invoked the arbitration clause in the contract to settle 
real or imaginary disputes. The senior management, 
Col Rao and Swati, spent a considerable amount of 
time and energy in dealing with such situations. Some 
representative incidents are:

•	 Agency	 1: The agency claimed the differential 
amount arising due to revision of minimum wages 
by the GoI from NIM. As per the tender clause, NIM 
did not entertain this claim. Usually such disputes 
were settled through mutually agreed arbitration. 
However, the agency approached the court of law to 
address this dispute. The Institute responded to the 
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situation by consulting legal experts. Subsequently, 
this claim was settled out of court, after two years, 
for `100,000 (against a claim of `191,000).

•	 Agency	2: Due to unsatisfactory services, the contract 
was terminated with effect from 20 September 2010. 
The agency raised a claim on NIM. The matter 
was referred to an arbitrator as per the contract 
provisions. A sum of `1,779,087 was awarded to 
the agency by the arbitrator. NIM challenged this 
in the court of law. In August 2012, an out of court 
settlement for a sum of `1,030,000 was arrived at.

Typically, the manpower agency was a small 
organizational set-up established by retired defence 
personnel. Often, the agency did not respect the 
contractual obligations in terms of benefits to security 
staff, working hours, and shift durations. Monthly 
payments to the (security) staff were delayed for 
various reasons. Any penalty imposed by NIM on the 
agency for deviation in their performance was routinely 
passed on to the security guards on a pro-rata basis.

The security staff complained of late-payment of 
monthly wages, extended duty hours, and inadequate 
working facilities. The agency paid security staff a 
fixed wage, even though the agency claimed and 
obtained from NIM, the minimum wage escalation 
applicable as per the GoI circular. While the agency 
routinely made appropriate claims on NIM related 
to the employee provident fund (EPF) and other 
entitlements, the benefits were not passed on to the 
individual security staff.

It was believed that, in order to be enrolled and to stay 
associated with an agency, a security staff paid a sum 
of `500 per month to the agency. The security staff 
worked under the perpetual risk of losing their job. 
At the slightest provocation, the agency discontinued 
their services. Their literacy skills were also low, and no 
periodic training was given to the staff.

Apart from these issues, according to Col Rao of NIM, 
the security guards were found inadequate on the 
following dimensions:

1. They were found to be sleeping while on duty.

2. Often, they did not wear the complete uniform.

3. The guards were on duty without flash lights and 
communication devices (walkie-talkies), due to 
inadequate supply of equipment from the agency.

4. They were unable to effectively prevent thefts and 
infiltration on the campus.

5. The registers on the visitors’ entry, material 
movement and vehicle movement were not updated 
accurately and maintained properly.

6. The agency deployed fewer security guards than 
what had been stipulated in the contract and 
attempted various unscrupulous means to save on 
operational costs.

Security Agencies’ Business Model

NIM appointed a security agency based on a tendering 
process. Therefore, in order to secure a contract, the 
agencies usually quoted (against the tender document) 
low service charges. They operated under the 
assumption that the security guards could be recruited 
and deployed at the minimum prescribed wages in 
the tender document. In reality, (after the contract was 
awarded) they found that this assumption was not valid.

The security staff market consisted of ex-servicemen 
and locally available unemployed youth with modest 
education and no training. The security staff who retired 
from defense services were competent and qualified. 
However, given the demand-supply imbalance of 
manpower, ex-servicemen demanded premium wages. 
On the other hand, security agencies were unable to 
meet the expectation of the qualified security staff on 
premium wages.

Therefore, in order to ensure operational profitability, 
the agencies recruited and deployed semi-skilled, 
unskilled and unemployed youth at minimum wages. 
Often, these semi-skilled youth looked for employment 
when there was a lean period in agriculture-related 
work in their native villages. Such security staff worked 
for a meagre salary and treated the job opportunity as 
a stop-gap arrangement. Consequently, the manpower 
turnover in security agencies was high. In view of the 
high turnover, the agencies were unable to recruit and 
deploy minimum staff as per the contractual term. This, 
in turn, attracted penalty as per the tender agreement.

Often, the service provider attempted to deploy 
stipulated manpower by provisioning overtime to 
guards. Deploying security staff on overtime on 
a routine basis was a violation of the contractual 
agreement. Further, security staff deployed on overtime 
were required to be paid twice the normal wages. 
Consequently, the security agencies were caught in a 
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bind of violating the contractual obligations or incurring 
additional expenses on account of appropriate wages.

As a trend, most security agencies usually seem to have 
only a regional presence, with the scale and scope of 
operations being limited to one region. Ad hoc systems 
characterize their mode of operations. Information 
technology adoption is modest. Further, these agencies lack 
professional and service orientation. They are essentially 
commercial establishments exploiting an opportunity 
arising out of the high demand-low supply scenario.

Challenges

Swati, based on the experience with four different 
agencies over a period of four years, was keen to 
develop an arrangement which would ensure -

• Fair, accurate, and timely payments to the security staff

• Strict compliance with the terms and conditions of 
the contract by the agency

• Minimized extended duty hours of the security staff 
deployed

• An alert system which could respond rapidly and 
adequately to emergencies

Col Rao had prepared a comprehensive note outlining 
an option of insourcing security services. Swati was 
considering the pros and cons of this option before 
presenting it to the Governing Council of NIM (please 
refer to Exhibit 2).

Exhibit 2. A Proposal for Providing Security Cover to the NIM 
Campus

Background

• NIM, through an open tendering process, had been 
engaging agencies for providing security cover to the 
campus. The lowest bidder was awarded the contract 
subject to fulfilling the terms and conditions laid down 
in the tender document.

• To provide round-the-clock security (on a three shift 
basis), 130 security guard needed to be deployed on the 
campus. The monthly payment to the agency for this was 
approximately `13.50 lakhs including all obligations.

• Based on the previous experience with various security 
agencies and the challenges in executing the security 
agency contract, it was proposed that the current system 
of contracting out the service to an outside agency may 
be discarded.

• Instead, with the available nucleus of an advisor 
(security) and the security supervisors directly hired 
by NIM, the overall security responsibility may be 
administrated by NIM. This would require recruiting 
qualified security guards directly by NIM based on 
market wages.

Manpower	requirement

Given the current situation, the total security guards 

(including supervisors) required was 152. This number 

would increase to 200 in the next two years when the new 

hostels, visiting faculty accommodation, administrative 

building, and faculty accommodation which were under 

construction became operational.

Security supervisors: Total requirement was 12. Eight were 

already available. Four more were to be hired.

Security guards and ex-servicemen guards: 128 were 

required. As many ex-servicemen as available were 

to be hired. Approximately 60 ex-servicemen guards 

could be recruited through the Army Welfare Placement 

Organization (AWPO). The balance would have to be 

recruited from locally available manpower.

Lady Guards: 12 were required; they were to be hired 

locally.

Material	requirements

• Materials such as 30 walkie-talkies, 2 hand-held metal 
detectors, 2 under carriage mirrors, 4 pedal bicycles, 
1 motor bike, 20 rechargeable torches, 30 helmets, 40 
lathis, 20 rain coats, 10 hand-held fibre shields needed 
to be purchased.

• An annual budget towards providing 3 sets of uniform, 
2 pairs of shoes and 2 pullovers for winter to each 
person, needed to be provisioned.

Financial	implications

•	 One-time	 expenditure—`10 lakhs* (Departmental 
Store: ̀ 6 lakhs, Miscellaneous/Contingency - ̀ 4 lakhs)

•	 Recurring	annual	expenditure	–	`3.2 crores** (Wages: 
`3 crores, Uniform: `12 lakhs, Maintenance Store: `2 
lakhs, Miscellaneous/Contingency: `6 lakhs)

* 10 lakhs = 1 million 
**1 crore = 10 million
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While preparing for the discussion in the board 
meeting about insourcing security services, Col Rao 
briefed Swati about the alternative initiatives that 
NIM had explored to manage its security effectively. 
These included (a) exploring the option of using Home 
Guards/Central Industrial Security Forces (CISF) to 
manage the security cover and (b) to encourage national 
players to participate in the bidding process.

Option (a) turned out to be exorbitant since it required 
a monthly budget of `2 crores against the current 
budget of `20 lakhs. Option (b) did not materialize, as 
no national player had a branch in the city where NIM 
was located.

According to Col Rao, another option that NIM could 
consider was promoting a separate not-for-profit 
company which could provide professional security 
services to a number of higher educational institutions 
in the central state of India.

Swati and Col Rao recognized that insourcing 
security services by NIM would require additional 
administrative bandwidth. The cost of services 
would increase. A one-time administrative action was 
necessary to recruit staff and train them. Investments 
on necessary equipment and related accessories 
would have to be provided for. On the positive side, 
the security staff would be paid the promised fair 
wages and benefits. The quality of services would be 
acceptable and could be continuously improved. Issues 

related to overtime, absenteeism and turnover would 
also be easy to address.

The business environment in the city in which NIM was 
located was not conducive to support quality conscious 
security agencies. This was demonstrated by NIM’s 
experience with multiple agencies so far. However, 
insourcing security services was not in line with the 
existing industry trend.

Further, Swati understood the gravity of the situation 
and realized that an arrangement needed to be made at 
the earliest. She wondered how she could convince the 
BoG, NIM to support the option proposed by Col Rao.

CASE (B)

The Board Meeting in June, 2014

In the board meeting held in June 2014, an important 
agenda item was to discuss and seek the Board’s 
approval to integrate the security management of the 
campus with the overall administration of NIM. A 
comprehensive note outlining the terms and conditions 
of the proposal, the experiences so far, challenges in 
administering the contract by NIM, alternative options, 
cost implications, administrative realignment (refer to 
Exhibit 3) required for the new proposal was circulated 
to the members of the board. The conversation between 
the dean (Swati Bhargava) and members of the board 
(BoG) is reproduced next.

Exhibit 3. Security Services Organizational Structure at NIM



www.manaraa.com

VIKALPA •  VOLUME  44 •  ISSUE 2 •  JUNE 2019 93

SB: We had four different agencies providing security 
cover for us in the last 4 years. This is rapid churning. 
There have been a number of complaints; lack of 
compliance by the agencies is common. A range of 
administrative challenges in managing outsourced 
security services surfaces on a day-to day basis. Based 
on ground realities, Col Rao, the AO, has proposed 
insourcing security services.

BoG: This seems to be a dramatic decision and is out 
of tune with general management principles—non-core 
activities are usually outsourced for cost efficiency 
reasons. NIM is an educational institution, providing 
security services is not our competency. Therefore, it 
appears reasonable to outsource this service. However, 
the board will be happy to consider the recommendation 
based on its merits.

SB: The financial outlay on security when it is 
outsourced is about `2 crores per year. When security 
is managed by NIM, it would require an expenditure of 
`3.2 crores. This is a 50 per cent increase in the overall 
budget.

BoG: Apart from the industry trend, the cost is also not 
favourable to NIM. Therefore, it is not clear as to why 
this option is being pursued.

SB: NIM is located in a tier-II city. There are not many 
quality conscious, service oriented, professional, 
national level players (security agencies) represented 
in this city. There are only a handful of regional 
agencies that operate in this state. Their primary 
motivation is to run a commercial establishment by 
recruiting semi-skilled security guards and manage 
the contractual obligation to the minimum required 
extent possible. Often, they quote commercial terms 
which are unrealistic. To ensure a reasonable surplus, 
they resort to multiple ways of cost reduction including 
non-payment of wages and benefits to security guards. 
Often contractual obligations are violated. It requires 
tremendous administrative effort to oversee the 
contract administration and compliance.

SB: We have had four agencies in the past four years. 
Our experience is that that none of the stakeholders 
(agencies, security guards, administration, community) 
were satisfied. Often the security guards were exploited 
by the agencies to satisfy their commercial interests.

BoG: We do appreciate the challenges in managing 
the security contract in an environment where NIM is 
located. However, the cost of the option proposed is 50 
per cent more than the base option. It is not clear how, 
as a GoI institution, NIM can justify this increase.

SB: We can certainly use cost minimization as a decision 
criterion, by resorting to a tendering process. While the 
visible cost is known, the invisible cost of supervision, 
managing the litigation, ensuring compliance etc. are 
not recognized. While on paper, awarding the contract 
to the most competitive bidder is correct, should a 
GoI institution be a mute spectator when the security 
guards are commercially and economically exploited 
by the agency? (Uncertainty related to employment, 
delayed and denied payments.) The situation is serious 
and requires urgent redressal, especially when NIM 
pays the agency wages and benefits as per the GoI 
norms and tender conditions, which in turn are not 
passed on to the security guards. In effect, the agency 
is taking undue advantage of the need of NIM and the 
vulnerability of the security guards. In the absence of 
national level professional agencies, we have no option 
but to find innovative solutions to our situation in the 
context of the environment in which we operate. The 
proposal by Col Rao should be seen in this perspective.
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