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I The Current State and Future of Outsourcing
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Let’s first define what we mean by “outsourcing” and “offshoring

Models for Outsourcing and Offshoring

I. Outsourcing Il. Nearshoring lll. Offshoring

Outsou rcing = the 2| » Traditional outsourcing | » Outsourcing to a third party | » Outsourcing to a third
external Sourcing of = to onshore third party provider in Canada or party in emerging centers
- : © providers in the US Central America to take like China, India, Czech
Services fr_om third- = advantage of language, Republic, Poland to take
party prowders = time-zone and labor advantage of labor

arbitrage arbitrage and advanced

capabilities

Offshoring = the
global sourcing of
services, both from
third-party
providers and
internally (captive)

V. Insourcing IV. “Captive”

» Establishing a company owned and operated shared
service center to leverage labor arbitrage and
advanced capabilities

Who does the work?

Company

u.S. Nearshore: Canada, Offshore: India, China,
Mexico, Costa Rica Eastern Europe
Where does the work get done? Geographic
examples

assuming US-
based

For convenience, we'll refer to both as “outsourcing” in the rest of

this document
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Outsourcing is, at its core, no more than an extension of a broader
movement towards an allianced enterprise model that has been
gaining momentum since the 1980s

The Integrated Monolith The Allianced Enterprise

“We have to be in the center of a winning network”
Solution driven capabilities

Investment in knowledge networks

Solution and relationship excellence mindset
Competing for relationships

“We have to do it ourselves”
Product driven capabilities
Investment in production assets
Product excellence mindset
Competing for end customers

vV vV Y vy

Inbound Operations Outbound Sal
Logistics Logistics Mark

Supply Chain Planning

Procurement

Information Technology

Finance & Accounting

ya
ya
£

Human Resources

Management & Administration

4
/J

Insourced / retained Outsourced overhead and
Services and line functions

Sourcing COEs
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Outsourcing is currently a US$362 billion market — IT outsourcing
IS the largest segment

Worldwide Outsourcing Market Size
(Total: $362B)

CUSIOMERESS™ | | | e e e

Logistics

Industry
Specific
Processes*

IT Infrastructure

$128 B ITO
$233B
$I?LZ§B _General & Admin (64% but
(36% of Total (includes HR, F&A Growing

and Procurement)

$52 B At 10% CAGR)

But growing at
25% CAGR)

IT Application
Development &
Maintenance
$105 B

Note: Includes Claims, Banking, Settlements/Payments Processing
Source: IDC Research, Booz Allen analysis
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While offshoring does not yet dominate spend on global services
sourcing, it is growing steadily

60 600

. Economic 500
recession 2
@ s 3
= =
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£a Burst dot.com =7
o9 bubble 3 £
&2 30 300 @ =
(OIS = @
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= : C
=) T
=F i ' Y2K 200 S
3T =====_Functional Implementations 9
Firms Pursuing Offshoring §

10 100

0 B —— 0

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Source: Duke University / Booz Allen Offshoring Research Network 2006 Survey
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Business processes and technologies have been outsourced and
offshored successfully by marquee companies across their value

chains

®

Express

Operations
» Order tracking services

Marketing/Sales

» Customer analytics

BRITISH AIRWAYS -

Customer service
ADella. DAL

: i GE Capital » Customer Tier 1 support
m > Clalms processing . (ot - _ » Market research » Advanced technical support
BRITISH AIRWAYS = Credit card processing - @4_]1___ » Outbound » Complain resolution
» Airline reservations processing telemarketing » Customer fulfilment
e » Loan processing BaslcofAmesica, » Sales graphic design » Dispatch support
BERESS -
> Account mgmt PG > Loyalty program » Collections consumer & B2B
» Securities processing - : assessment
HSBC <O Microsoft
@GlamSmhﬁKlim Product Inbound Outbound
. Sales & Customer
‘T » Discovery Development/ Supply Operations Supply Marketing Care
» Clinical Research Engineering Chain Chain
—— | » Clinical Development
ann ' VLSI deggn .
FRIEPEP ) DSP chip design
» Avionics
BOSCH » CAE Financing and Accounting ‘
» FMEA
CATERPILLAR . )
» Simulations HR
@ » EBom/PDM
» Graphics
@ » Vehicle build plans )
support @ vwisensis HR SEIVICES Prudential @ Financial Technology Services
» Prototype » Payroll processing % Finance & Accounting T Software development
Kﬁ development . » Eér:][;)é?yee contact » Accounts payable -@@!Eﬂf m » Custom applications maintenance &
sanofi aventis B e Bengfit @&.m.». » General ledger accounting management
—— B i » agrr:]?nlisstration . » Fixed asset accounting wertite 2 » Hosting & maintenance
+ Recriting @Ahlgg_[nalg » Accounts receivable A=l 72", Customer technology support
administration ~» Cash management @anﬁ_ » Package/enterprise applications
 Employee data ohmonafohmon > Billng - support & installation
maintenance ]’Aema » Network infrastructure management
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The BPO and ITO outsourcing supply base can be generally
segmented into three broad categories

External Service Providers for BPO and ITO

Finance

Procurement

Customer Care

End-to-End Integrated

Solutions Providers

» Global reach and experience
across multiple IT and Business
Process domains

» Able to manage long-term
complex sourcing deals with
consultative and outsourcing
expertise

» Global service delivery models

» Focus on multiple industries

Best of Breed Providers
(Mainly US Based)
» Functional specialists focused on

a single process domain e.g., HR,

Benefits, Call Centers, Claims,
Procurement
» Focus on single process deals
» Global service delivery models
» Focus on targeted industries

Offshore Pure Plays

(Mainly India Based)

» Predominantly Indian outsourcers

» Focus on multi-process deals but
on a much smaller scale

» More focused on “lift and shift”

» Largely focused on US/UK
operations of clients

Boo
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But these categories are blurring as the integrated giants expand
their global footprint and the offshore pure-plays expand beyond

India Size of Outsourcing Market by Country and Key Locations Picked by Vendors

o Helsinki
Leeds
Belfast ® War. o (=S
Dublin Kralg
Cork €2 .
OO0 a
“s)ialifax Glasgow Bud%pesmx utharest
.Little Rock Lisbon e o @ ‘Dalian
PhoSMXSRe Barcelona Tianjin
Mexico JualeZed Monterrey e Shanghai
Guadalajara ¢ o\iontego " . © Guangzhou
Mexico Ci Bay Mumbal eYeolka fanoi Philippines
San Jose Bangalore\( Chennai \ ? PP

. KOChI
S A

Latin America S|ngapore
San Paulo
)

()
Santiago e Curitiba Johannesburg
C)
Buenos Aires

Offshore Presence of Leading US Service Providers

Offshore India-Based Offshore as % of | India as % of Total
Vet AmpleyEes Employees Employees Total Employees Employees

Accenture 133,354 29,300 19,400 22% 15%
ACS®@ 55,000 N/A 2,000 N/A 4%
CapGemini 63,680 6,250 4,670 10% 7%

CSC 78,000 6,800 4,900 9% 6%

EDS © 129,000 27,000 15,000 21% 12%

IBM Global Services “ 200,000 N/A 38,000 N/A 19%
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More generally, the industry is also beginning to move beyond its
Initial cost focus to becoming an enabler of innovation and growth

as well

Ar +«—Genl1l—

Sample Functions

» IT: Helpdesk,
Infrastructure

» BPO: Helpdesk,
Transaction processing

Sample business model(s)

» Traditional long-term
contracts

» Conventional (onshore)
outsourcing

Relative Value to Companies

Sample Functions

14

14

Sample business model(s)

14
14
14

Value

>
>

Evolution of Outsourcing

+——Gen. 22—

IT: Applications »
development /
maintenance (mature)

BPO: HR, Finance

Shortened contracts
Targeted offshoring
Targeted captives

Transformation
Focus

4
4

Specialization
Process transformation
capabilities for G&A functions

14
14

Sample business model(s)

< Gen. 3

v

Sample Functions

IT: Applications development /
maintenance (leading edge), new
technology development
KPO / BPO: R&D, Growth and
Analytics. Engineering, Innovation
Marketing, Legal Focus

Aggressive multi-
sourcing

models

Value

Increased capability levels

Lower cost and higher value for “core”
functions (e.g., R&D)

More discretionary projects

Greater emphasis on innovation

v

Scope of Functions Outsourced/Offshored

10
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This is particularly true of offshoring, which is now increasingly
about powering growth through sourcing talent and accelerating
speed to market

Reasons Driving Companies to Offshore
2004 2005 2006
2% 91%

Labor Cost Savings 76%

Other Cost Savings 72% 76%
Access to Qualitied Personnel
Growth Strategy

"""" Sa—— P BEE o e

Improving Service Levels

Business Process Redesign

Increasing Speed to Market
Adopting an Industry Practice

Enhancing System Redundancy

Access to New Markets

Source: Duke University/Archstone Consulting Offshoring Research Network 2004 and 2005 Surveys;
Duke University Booz Allen Hamilton Offshoring Research Network 2006 Survey11 BOOZ | A”en | Hamllton



The value proposition of offshoring is expected to continue to shift
away from cost reduction over time

Overall Offshoring Value Drivers Across Study Sectors
(2006 — 2015)

100% -
. Lower cost will be less
80% + of a main driver in time
(96% for 2005:; 70% for 2010-2015)
% : ]
S 60% - . '
© '
c 1
o 1 .
o ]
(n 1
& ' ]
e 40% 4 1
o 1
o ! 1
20% H :
0% L—

Lower Cost Market Access  Quality of Supply Gowvernment Time to Market Support Customer/ Increasing Growing Capacity
Incentives End-user Productivity
Footprints
Bl 2006 I__1 2010- 2015

Source: Booz Allen / NASSCOM study 2006
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Product development is emerging as the next frontier for
offshoring

Cumulative Percentage of Firms Initiating Offshoring by Function

50%
45%
40%
i —— T
5 2 35%
= 5__3 —e— Product Development (R&D, Engineering, Product Design)
= 9 : .
§ o) . Admin. Business Processes (F&A, HR etc.)
o O
% L2600 Call Center / Help Desk
@®©
=
‘—_i,‘ S 0% —{+ Procurement
%)
EE
3 =
O 15%
10%

5%

0%
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Source: Duke University / Booz Allen Offshoring Research Network 2006 Survey
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Global spend on engineering, research and development is
projected to exceed $1 trillion by 2020 ...

Engineering Spend By Sector Engineering Spend By Sector
(2004) (2020)

» Pharma » Pharma
» Chemicals » Chemicals
» Technology » Technology
» Industrial » Industrial .
» Defense . » Defense Hi-Tech/
Hi-Tech/ Telecom
Telecom 34%
30%
Automotive
19% Automotive
- 17%
Utilities
2%
Const./ Const./
Indus. Indus.
4% 4%
Total = $746 Billion Total = $1,100 Billion
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... and the spend is under pressure to produce increasing returns

Strategic
imperatives
(I

Tactical
opportunities
to...

Strategic Drivers

Universal
» Reduce cost
pressure to...

» Get access to high quality
talent and capabilities

» Cut time-to-market

» Increase productivity

» Grow engineering capacity
» Get access to new markets

» Provide direct support to
customers and end users

» Exploit government
incentives

15

» Top-line growth
» Return on R&D investment

» Product Development speed
& efficiency

» Higher margin / higher value
products and services

Booz | Allen | Hamilton



Consequently, R&D global sourcing is on the rise —a number of
major players have established sizeable footprints outside of their

ho

me base

% » Clinical trials and clinical

research related to cancer
M) meraroca

» Software development and chip

designing

Pizer

7w L PN

» Clinical trials in India in the seg%
of psychiatry, cancer, ophthalmolo
infectious diseases

» CDMA technology & create new
platforms for technology transfer

» Development of indigenous technologies
for major drugs, process improvements,
technology absorption

Bangalore

» Development and testing of Cisco I0S&

Cisco SrsTEMs software, Network Management

Software, ASICs, ATM (asynchronous
. Transfer Mode), VoIP & Optical
Internetworking

T » Chemical design & synthesis (medicinal

5 AINT{J@ ~ chemistry), analytical chemistry, semi-automate

bioassay & IND-driven ADMET studies

AstraZeneca e » Development of new drugs for the treatment of

GEC

tuberculosis and clinical trials

_ » Boundaryless, global R&D laboratories and facilities spread over
apl tal 25 acres of land that leverage GE'’s six sigma quality process

Technology R&D Outsourcing to India

Delhi

Gurgaon

methodology with an e-engineering / “digitization” focus

Source: ValueNotes Research

» Works on WebSphere, 02, Lotus, Tivoli and Rational
» Has added middleware and business intelligence

> ERICSSON Z  » Networking solutions, YoIP

» Emerging technologies such as 3G wireless and UMTS (Universal
et Temslagies 0 Mobile Telecommunications System), Internet, broadband, data
F—— networking and other emerging technologies

» Development of newer versions of Windows Services for Unix & Windows NT versions

Microsoft » Inter-operability of Microsoft's Windows NT server OS & its back-office products with
non-Microsoft platforms

» Development for components for COM+ technologies

ORACLE » Customized product development for global clients

[ﬁﬁ] » Totally dedicated to high-level research on futuristic technologies, with special focus
n X on emerging markets
b Texas » Electronic Design Automation (EDA), software Integrated Circuit (IC) design
in » Hardware & software design, validation for Intel's microprocessing,
t semiconductors & memory technologies
Sun » Asynchronous computing & innovative interconnect technologies, designing Sun’s multi-

headed computing initiatives (including its Niagara processor)
PHILIPS » Embedded sofware, patenting intellectual property and standards

Wl » Data mining & data engineering for handling terabytes of data, e-commerce applications,
- " search algorithms, enterprise portal software development

16 Booz | Allen | Hamilton



Things to expect in the coming years

» Companies will increasingly broaden their outsourcing and offshoring lens and consider less and less
to be “off-limits”, fuelled by

— Growth in supplier capabilities
— Increasing comfort with the concept and practice of outsourcing
— Continued margin pressures and the difficulty of triggering sustainable organic growth

» Supplier business models will continue to converge

— Bigger Western-economy-centric players (e.g. IBM) building significant offshore capabilities, otherwise
can’'t compete with lower-cost offshore players

— Conversely, Asian offshore players will build global footprints themselves to meet multinational clients’
needs for broader coverage and to mitigate their own supply chain delivery risks (e.g., geopolitical risk,
labor shortages)

— As in any growth industry, there will be a further wave of consolidation

» Cost will cease to be the primary differentiator
— Partially driven by converging vendor business models

— And by companies’ growing sophistication of how they view outsourcing — i.e., the need to achieve the
balance between cost, service effectiveness, culture, and risk

» And of course, there will continue to be “failures” of outsourcing caused by any number of factors — but
the belief that this is because the concept of outsourcing is fundamentally flawed will disappear

17 Booz | Allen | Hamilton



I Getting It Right: Outsourcing Best Practices
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Outsourcing benefits are not a slam-dunk — many companies are
unable to capture the full value of outsourcing

BAH Survey on the Relative Importance to Outsourcing Failure

Provider Customer
3.8 -I : 7.2 T
. | Vendor could not deliver SLAs
—— Disagree
3.7 ' Poor governance 6.7 l

78 I Expectations unrealistic 6.7
6.8 I No outsource strategy 6.3
6.0 Missing change management 6.1 Agree
5.8 : Lack of process standardization 6.0
6.7 ﬁ Inadequate vendor management skills 55

Too many eggs in one basket 5.0
Incorrect partner selected 4.6
Complex contract 44 Less
Important
Poorly negotiated contract 34
5o | Set up internal shared_ services before 20
outsourcing v

Source: Booz Allen Hamilton
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Senior management must be clear on the rationale for outsourcing
—there must be a genuine and shared “burning platform”

Value Creation Potential

Short-term cost reduction
and margin
improvements (e.g., labor
cost savings)

Rationale for Pursuing Global Sourcing
LS

Increasing Reliance on Worldwide Sourcing for Value Creation

y
Transformation

Transformation of
business with virtual
operating model of who
does work, when to be
most effective and efficient
(e.g., global talent pool)

Innovation / Growth

Revenue generation
from innovation and
focus on core business
(e.g., speed to market,
24x7 operations, access
to strong talent pool)

Scalability

Operational flexibility
and rapid scalability
(e.g., economies of
scale, cost
variabilization, capital
efficiency)

Quality

Improved business
quality (e.g.,
productivity, service
access to stronger
capabilities)

Value Creation Levers
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Leadership must determine what processes are outsourcing
candidates based on a logical, fact-based approach ...

Sourcing Decision Tree

Key Filters Sourcing Options Example Processes

. ignifi Forecasting and Budgeting
Does the process provide Yes Is significant contextual Yes REENGINEER WITHIN Management Reporting

competitive advantage? O THE FUNCTIONS Testing

v v

\ 4

v

interaction required? No
\_ J \_ J
vy O v No
e A e A
Do credible external suppliers g 5 ngflggggi%ﬁ;ﬂaim ng{/g]nltow ‘( Can transition and geopolitical CO)\IOIE D=\ IR » R&D / product development
. . Ll " > . g 7 . .
exist for this process expertise? Yes L risks be adequately mitigated? Yes AN @A Eapl/=e=\Rp=sl | » Business Analytics
\_ J L J
Yes
A
e A
Is the process sufficiently stable | "\° SIASIEIZE PRIORTION RN e
to outsource? OUTSOURCING
\_ J
Yes

HR Comp and Benefits Admin
AP, Payroll and GL

Tier 1 Customer Calls
Procurement

Analytics

Facilities management

IT ADM

IT infrastructure management

OUTSOURCE

(improved efficiencies and

Will outsourcing generate value ) Yes
capabilities)? J

v v vV v v v v Vv

No

RETAIN AND
IMPROVE

Source: Booz Allen Hamilton
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... as well as whether to pursue a “straight to outsourcing” route
rather than a “fix it then ship it” path

Strategy: Fix it then Ship It Strategy: Outsource once you know how your
., processes can be fixed
@ poiresys G é““"@ ouss [ EEIEY
K&ISER PERMANENTE S dlg.
MCKESSQISW M %WH%Q‘FWW} Youo i good hands 1:rudpnlllal ;i_t_:,] |na51c:al
¥Aetna -

» “Lean out”, simplify, consolidate, automate using six » Understand what it will take to fix sub-optimal process, the

sigma design techniques cost to fix and the potential benefits
» Establish and monitor service levels and » Work with outsourcer on a clear plan to reengineer and

performance metrics share the benefits while making the outsourcer finance the

. up-front costs
» Then pursue outsourcing P

» Embed reengineering economics into the deal structure

~nlliy o B

desire to realize savings nor share them with vendors . .
» BPR requires leveraging scale and factor costs that

» Willingness to invest in resources, expertise and capital are challenging to access in current business model

to reengineer internal processes , , , o .
» Facing an immediate profitability crisis, and costs need

» Recognition that processes are unstable and require to be radically reduced over the next 18 to 24 months

adequate controls prior to outsourcing ) _ o
» Company does not wish to be distracted with internal

» Desire to become “mature buyers” by learning how to reengineering of non core processes

manage internal services capably first . . .
» No skill sets or experience internally to make the to run

» Concern that loss of company process knowledge to a a remotely located operation and manage effectively
vendor may result in loss of competitive advantage
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Definition

Initial Investment

Control

Management
Effort

Operational Risk

Financial Risk

Scalability

Potential delivery models for in-scope processes must then be
determined...

Do it yourself

High

High

High

High

High

Medium

ESP build,
operate and
transfer

Low

Initially medium,
high after transfer

Medium initially,
High after transfer

Medium initially,
Low after transfer

Medium

Low/Medium

23

Split investment and
revenues between
client and ESP

Medium

High (if the client
has a majority stake)

Medium (depends
on the share holding
pattern)

Medium (majority
stake) / Low (small
stake)

Medium

High

Enter into a | fee-
based contract
with an ESP

Low

Medium with the
right governance

Medium

Low

Low (could be high
with small pure

plays)

High
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... as well as potential locations for the future service delivery

footprint

High

Infrastructure And
Environmental Reliability

Low

Source: BAH research and analysis

Relative Attractiveness of Countries As Viable
Offshoring Supply Bases

5
Think
° dynamic, not
Ireland © y static!
) Canada o
Australia (Inflation
° levels; political
4 N. Ireland risk; turnover
trends...)
3 Mexico .
Brazil ‘
Eastern Europe ¢ o Hungary India
Russia
. Philippines
2 _
China
Size Of Circle Corresponds To
1 Approximate Size Of Labor Pool
T T
1 2 3 4 5
Opportunity For Leveraging
Low Labor Arbitrage Without — High

Compromising on Labor Quality
24
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The eventual decision on whether / what to outsource should rest on a
rigorous business case based on realistic internal costs and solid
vendor economic forecasts / benchmarks

Example Breakdown of Offshore Savings Opportunity
(in $SMM)
350 -

300 | - }0 --------------------------------------------
“Potential Savings ™| T T ST T
250 - | | from Internal Potential Savings @)
Cost to Efficiency from Outsourcing
IAr1Ct2ir(ra1\$ 2 Improvements Contract outsourcing
O
200 H Best Case e advantage
@ 2
7 3 2
S =) O ~ |Vendor Mgmt/
150 | = a 50 Retained [
o 0 g @ | Internal Costs = Ubia i
= S o 3 ) outsourcer can
O 0 =) b
100 H Q 5 O c eat your
(8] (%) ,
c O = > internal
5 ©
@ owm reference case
-% o by a significant
50 ~ (04 Z margin, don’t
outsource
(0]

Source: BAH analysis
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v v v v

Once scoping decisions have been made, structure an outsourcing
program that recognizes that meaningful change will occur over
years — not months — particularly for large programs

Typical Global Sourcing Program for Best Practice Companies

3-5 Y AT O I LT -

\ \ Wave 3: Long-Term Projects (12-24 Months)
\\ / Blueprinting, detailed Contract negotiation &
Assess N N Sl v business case & action M. Piloting & scale-up
. \ Set PI’IOI’ItIeS / trancition nlanninag
Potential / Wave 2: Mid-Term Projects *12-18 Months)
P~ Blueprinting, detailed o
/\/\I: business case & action \X C?itraﬁt. ne?‘?ﬂ‘aﬂ?ﬂ &\ Piloting & scale-up >
Select scope » Establish targets Wave 1: Short-Term Projects (12 Months)
BenChmark cost & Capablhtles ' Sreolggtsglegsh/ %%tﬁmlv?ilns Blueprinting, detailed Contract negotiation &
Craft a high-level business case p v business case & action transition plannin Piloting & scale-up
Develop transition roadmap » Launch, learn, build planning P 9
confidence & scale-up
12-14 weeks 12-16 weeks 4-9 months

Typical Value Capture Profile from a Global Business Process Sourcing Program
\

$100+ Typical A pNave 1 ! Wave 2 ! Wave 3
@ payback = s . | e
$80.L_ 15102 years : i i
360 1717 |
! @ : Steady State
S $40 - : : Savings
=3 ! ! = $80-$100MM
(-3 $20 T @ ’ :
1 "= 5
-$20 - | |
-$40 - Year 1 Year 2 i Year 3 Year 4 i Year 5 Year 6

[] NetSavings [B One-Time Costs ===== Net Cash Flow
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Then, execute with speed and precision — it takes 8+ months to
select vendor(s) via an RFP process, negotiate the contract, plan
transition and go live

MONTH 1 MONTH 2 MONTH 3 MONTH 4 MONTH 5 MONTH 6 MONTH 7 MONTH 8 MONTH 9 MONTH 10 MONTH 11 MONTH 12

Scope Definition &
Business Case '
Development (8 Weeks)

RFQ Creation

* Confirm / finalize (6 Weeks)
Scope * Select & notify  vendor Response
» Baseline current cost vendors invited (4 Weeks)
+ Estimate steady state to bid « Formal
offshore costs * Draft statement response Vendor Selection
+ Estimate transition of work (5 Weeks)
costs & risks e Draft & send Eval REP
» Prepare business RFPs LS Contract Negotiation & Due Diligence
case S Drate sehd EpllEEs (12-16 weeks)
strgwmgrfr:\/ISA « Conduct vendor ERELELLLERERY =
Q&A Orals » Negotiate contract price, solution, Transition (Typically
» Document i service levels, terms, & duration
Process & « Conduct site . up to 6 Months)
. . A » Vendor conducts formal due diligence
define metrics visits, where A - - - « Transition Plannin
_ appropriate activities & detailed solution design / g
Draft risk mgt architecture « Infrastructure set-
. process * Perform transition planning up
n stage P S . ini
07 e « Finalize risk management process lg‘;‘g? /' knowledge
addltlonkal 6-8 « Piloting
e » Ramp up

 Parallel processing

27 Booz | Allen | Hamilton



Drive the vendor selection process through informed choices
based on capabilities, economics and risks

Best Practices during Vendor Selection RFP Assessment Summary: Process #1

» Understand strengths and weaknesses of High
vendors across a range of criteria (e.g.,
process capabilities, geographical coverage)

» Assess early whether a single or multiple
vendor can provide the “best” Solution

» Evaluate cultural fit of vendor to minimize
service issues

Vendor Vendor
2 3

Vendor

3 - Vendor

Vendor 8 Shortlist

Vendor

» Evaluate vendors ability to scale in order to
support strategic goals (acquisitions, spin 2 | Vendor
offs, etc.) 5

» Investigate possibility of vendors’ ability to
internalize your own staff in order to Vendor
minimize one time — severance and parallel 1 - 6

operation cost T T T T
Low 1 2 3 4

Economic Value
~

» Understand market positioning of the
vendor to assess risk, if any, from future
vendor consolidation and disruption

Low High
Capability

Note: Bubble sizes are proportional to risk mitigation ability
Larger bubbles represent superior ability
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Consider selective bundling of multiple processes to a vendor,
particularly if you do not bring a lot of volume in any one

function to the table

Impact of Bundling Two or More Functions to a Single Provider

Best-Of-Breed Sourcing Bundled Sourcing

PROS CONS PROS CONS

» Better pricing from
pure-play offshore
providers

» Access to deep
domain expertise

» Diversification
provides balance and
competition

» Improved controls
from physical
separation of
processes by vendor

» Decreased
integration between
IT and business
processes

» Increased complexity
in vendor
management - more
complicated startup
due to large number of
vendors

» Lack of
accountability:
multiple hands in the

pie

» Increased scalability
and better initial
pricing

» Clear accountability

» Better integration
between IT and
business processes

» Reduced vendor
management
complexity

» A single vendor may
not have deep domain
expertise in each tower

» All eggs in one basket

—Loss of negotiation
leverage

—Increased risk

—Potential governance
and control issues
due to conflict of
interest

Booz | Allen | Hamilton




But resist mega-contracts — the traditional outsourcing model of
large and long-term monolithic contracts has outlived its usefulness
because of dramatic evolutions in the supplier landscape

Traditional Outsourcing Model

» Complex, long-term contracts New Outsourcing Model

» Bundled service offering - opaque » Flexible, short-term contracts and
economics works statements with greater

transparency of benefits

» Single vendor or prime vendor _ _
» Movement towards multi-sourcing for

» Long term contracts: 7 to 10 years with more experienced clients

some as long as 15 to 20 years _
— Vendors operating under an

» Commoditized Sourcing —low bidder wins umbrella strategy and blueprint—
“Outsourcing Architecture”

_ » Multiple sourcing models (nearshore,

offshore, captives)
» Robust sourcing and demand

» Lost control and flexibility management capabilities retained

» Benefits and value evaporation » Win-win economics

» Contract restructuring after the
honeymoon

30 Booz | Allen | Hamilton



Recognize that outsourcing transitions take at least 18-24 months
before steady state savings are generated

High Level Transition and Ramp-Up Approach
2006 > < 2007 ><— 2008 —>
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Source: Booz Allen Hamilton client experience
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Ensure that appropriate governance and strong retained
organization capabilities are in place to drive and sustain positive
results

Example Governance Structure Characteristics of Best Practice

Governance & Retained Organizations

E ive B .
xecutive Board » Strong governance bodies ensure that

Technology Business . .. .
Council(s) Council(s) outsourcw_]g decisions support business &
Management IT strategies

1 Review Board [

[/

» Retained organizations are led by senior
staff with enough authority to enforce
Example Retained IT organiza;.ion performance standards

Strategy & Planning

Outsourced Services » Roles and responsibilities of the retained

Application Development, organization are clearly defined...

BU relationship management Testing & Deployment

Help Desk » ....and delineated from expectations of the

Cust Rgmts Mgmt outsourcer

Management

Desktop Services

Design: Architecture and standards

=
=
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=
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=
Q
ad
-
@
=
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» Retained organization staff is skilled in
Infrastructure Services relationship management, not just contract
administration

Delivery mgmt: Apps, Networks, etc.

1
Retained Outsourced I:I '
X - Governance
functions functions :

______________________________________________________
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In summary, outsourcing can drive tremendous shareholder value
— if done with care

“Engineer the arrangement to meet
“Do the deal to get rid of the headache” % the overall business need”
PRACTICE
» Sourcing of entire sets of capabilities and systems Start with an understanding of business
(including all the complexity) requirements - internal and external customer needs
» Source immature and unstable processes » Know your processes, their performance and their

» Specify soft and fuzzy service levels stability — then decide which ones to source

: : . » Clearly establish and communicate business case
» Little understanding of cost structure and drivers . : .
for outsourcing, based on fact-driven logic

» Little visibility into the cost structure of the provider .
» Secure executive consensus and advocacy

» Threat process and technology outsourcing as a

: ) . . .
“commodity” strategy Make the supplier selection process competitive but

not a large “beauty contest”

» De-emphasize the human factor — the far-reaching
changes in people processes, leadership, culture
and communications

» Select suppliers with alignment between buyer /
supplier cultures, capabilities and philosophies

» Establish contracts with service level agreements,

» Assume that we will fix adverse user behaviors by : :
penalties and credits

shifting work outside the four walls of the company
» Build the internal capabilities around contract ,

» A response to frustration at the workforce o
vendor and transition management

» Effective measurement, with both the outsourcing
team and supplier accountable for results
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Further resources

To view the article, “How to be an Outsourcing Virtuoso”, please
use the following link:
http://www.strategy-business.com/press/article/06304?pg=0

To obtain copies of the book, Outsourcing Thought Leaders, o
Managing Business without Borders, use the following link on the FREEEEIIFTES

strategy+business website: |
http://www.strategy-business.com/oasreader

Slides and recording: A recording of the event and slides will be
posted within 48 hours at:
http://www.strategy-business.com/webinars

Contact Information:
Vinay Couto, couto_vinay@bah.com
Ashok Divakaran, divakaran_ashok@bah.com
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