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Setting the Scene
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The evolving business environment is driving rapid change within
organizations

Shared Services / De-centralized G&A Offshore Captives / Full-scope Outsourcing

Outsource non-core processes and focus

Downsize back-office processes :
on business-value

Invest in a robust ERP backbone

Old World

Outsource infrastructure and applications

New World

Best of Breed Common Standards (HR-XML)

Single-country strategies Global strategies

Hire new talent Retain and develop new talent

HCM is a core management skill facilitated
by HR
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HR is a siloed department



Developing and retaining young talent is critical

Percent of total workforce
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Scope of the generational transitions in the workplace

* Workforce growth will slow to only 0.7 percent per year
In the period 2000 to 2020.

Sectors that will be hit hard:
» Aerospace and defense
e Chemical
 Discrete manufacturing
« Government agencies
 Oil and gas
o Utilities

*This problem is not going away:
* In 2000, approximately 605 million people were
60 years or older.
» By 2050, that number is expected to be close
to 2 billion.
At that time, seniors will outnumber children 14
and under for the first time in history.
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Source of content: The Fischbowl Blog
http://thefischbowl.blogspot.com
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Outsourcing Strategies and Dynamics in Today’s
Global Enterprise
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Outsourcing: Key trends

* CEOs recognize the need to change to compete and integrate on a global level
* Need for greater synergies between the worlds of the CIO, CFO, CHRO and CSCO
«It's really all about globalization with outsourcing as a vehicle

» Global sourcing management reviews are now commonly required of the CFO

* Application outsourcing driving many broader sourcing decisions among buyers

* Bundling of applications and those business processes they support becoming
increasingly evaluated

* Vertical BPO Solutions becoming increasingly evaluated
* F&A BPO becoming a major driving force behind new BPO adoption
» Market for Knowledge Process Outsourcing (KPO) taking shape

« Companies more willing to transform processes onto suppliers’ solutions and away

from captive models

« Competitive BPO adoption forcing buyers to evaluate options
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Typical Global Sourcing Engagement Models

Optimized Onshore Resources Wage arbitrage
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The Captive / Outsource Scenario

* |Is the work truly core to our business, or could we move it over to a third party?

 How much risk are we exposing to our business by transitioning the
management of these processes over to an outsourcer, rather than maintain
ownership ourselves offshore?

« Can we work with an outsourcer to manage the transition of people, processes
and technology?

* What is our future option-value if we want to take some of these operations
back in-house?

» Which scenario is more easily reversible in the case of future business
changes?

» How severe is the attrition rate for each scenario, and how does this impact
running costs and quality?

» Are the offshore processes to be truly a part of our global organization, or are
they going to be more of a support center that doesn't play a core role in our day-
to-day business operations?
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The Captive / Outsource Scenario (cont.)

« How much management time, and how much cost, will we spend — in each
scenario - flying senior executives over to offshore locations to oversee low-value
processes such as accounts payable, help deck support etc.?

 How much experience with offshoring do our firm's senior executives currently
have, or will they learn it by trial and error and substantial cost to our
organization?

 How complex is it to transfer knowledge from our parent operations over to our
offshore operations? Wouldn't it be cleaner and easier to move the work to a
third party outsourcer, who will take on the work they are contracted to do?

* How effectively can staff respond to procedural changes in the business in each
scenario?

* Is there really a major difference in performance levels in either scenario? Can
we dictate service levels with an outsourcer that guarantee quality and process
rigor?

« Cost-variables: how will currency fluctuations, wage inflation, foreign tax
regulations (i.e. India’s STPI tax scheme) impact each scenario?
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The BPO Value Spectrum

Transactional Business Value

Decision-Making

Benefits Admin Recruiting

Compensation

Payroll Compliance

Management
Reporting

Statutory v
Reporting 4

Intercompany
Accounting

Business
Analytics

Talent

Business
Intelligence

F'ncl Planning

& Analysis

Procurement

Standardized Semi-customized
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How HR BPO relationships work

Provided by Outsourcer

Retained by
Company or
Company 3 Party

- Shared

k& AMR Research

Strategic
HR

Planning

Resource Benefits
Planning Planning

Organization
Planning Planning
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F&A Processes outsourced in multi-scope engagements
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Sample size:  All current F&A BPO contracts Source:AMR Research. 2008
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Core / Non-Core to the

Enterprise

Business Differentiators &
Criticality

Business Impact of Mistakes

Future Business Flexibility

Impact on Customer Relationships

Staff Development

Associated Financial Risks

Intellectual property

Regulatory Restrictions

AMR Research
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What’s core, what’s ready and what’s the impact to the business?

Readiness to Offshore /

Qutsource

Stability

Degree of standardization

Level/quality of documentation

Application commonality in place

Degree of performance
management measures, knowledge
of performance

Source: AMR Research, 2008
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The Critical Role of Human Capital Management
across the Outsourcing Lifecycle
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Top Human Capital Priorities

Top priority for improvement over the next 12 months

Base - Total Respondents, n=237

Talent acquisition 159

Employee portals/employee self serviee [T ] 14%

Employee performance management [ ] 14%

Human resource management | """ 1%
Workforce management [ ]10%
Workforce development [ 9%
Workforce analytics _ 8%
Professional services automation [ 6%
Travelandexpense [ 6%
Enterprise incentive management [ 50
Source:AMR Research, 2008
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Focusing on critical HR: Where HR can deliver

Importance versus Performance Gap between
Importance
&
Performance
9 -11%
Human resource management 549 65%
Employee performance 64% @
management 43%
Talent acquisition 20% 60% @
[o) 130
Workforce management 44% 58% 13%
Employee portals/self-service = S7% -16%
41%
()
Workforce development 350% 53%
Enterprise incentive management 3895 50% -12%
Travel and expense 4g§}3/° -1%
Workforce analytics 30% 43% -13%
Professional services automation 339% 42% 9%
Contingent workforce/services 40% 10%
procurement 30% - 0

O Importance
B Performance

Base - Total Respondents,
n=237

Source: AMR Research, 2008
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HR must provide leadership with visibility
Into Enterprise Performance

HR Data — The “Hub” of
Project Organizational Data

Management

* Profile
» Skills

HR Data
* Profiles
* Headcount Procurement
* Skills
» Open Positions » Org Structure
» Org Structure * Profile
e Comp / Benefit Costs

Finance

» Org Structure
» Headcount

» Open Positions

e Comp / Benefit

Costs

Manufacturing

* Org Structure
* Profile
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Employees are affected in several ways during
outsourcing or offshoring

New Tools /
Technologies

New
Interfaces

New
Processes

New Help
Desk

FUTURE

New Job
Responsibilities ORGANIZATIO

New Metrics
New Skills

New
Reporting
Relationships

New Cultures

s AMR R&S&al‘(:h © 2008 AMR Research, Inc. | Page 22



The worst mistakes enterprises make when they evaluate
offshoring / outsourcing

* Poor communication to key staff

» Explain that jobs are not on the line, and you want their support
* Failing to weed out the dissenters

* Not involving IT in business process assessments

* [deal time to approach process re-design and standardization to maximize IT
investments

* Not seeking peer advice

 Learn from other enterprises’ mistakes!

* There is no defined curriculum for outsourcing
* Not using a good advisor
* Failing to grasp globalization and manage careers of key staff

* Not involving HR from the get-go...
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HR’s role in preparing the Enterprise for Outsourcing

Human Capital Focus HR’s role in preparing for

HR'’s role in preparing the retained

Area transition

organization

Employee Alignment Employee uncertainty Unplanned attrition; correctly identified

critical workforce

Negative PR (internal and Alignment, change management

external) and rumor mill

Communications

Knowledge Critical knowledge flight Knowledge transfer; managing distributed
talent networks; getting more with less

Culture Career Opportunities Cultural Integration

Skills/Talent Acquiring/retaining talent Service provider resource skills; new and

different skills (multidisciplinary/specialized)

Process Management Operational effectiveness and Vendor governance and SLA management

efficiency
Compliance HR and legal compliance SAS 70, SARBOX, etc
Performance Compelling employment Vendor relationship management,
Management practices/performance indicators escalations

§ 11111111
§ 31118111

Source:AMR Research, 2008
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HR needs to be intimate across the entire (Out)sourcing
Lifecycle

Go/No-Go Decision

Go/No-Go

Sourcing

Evaluation

Phase 1

*Define strategic objectives
*Conduct internal business case
eInterviews with key staff
*Conduct market analysis
*Review comparative case studies
eCommunicate plans with middle-
management

*Engage HR to discuss potential
people and compliance issues
*Attend peer forums / networking
groups with other enterprises
*Evaluate options (inhouse vs
outsource vs captive vs hybrid)
*Conduct workshops with key
stakeholders

eConduct exploratory discussions
with expert analysts and advisors
*Gain internal consensus for initial
“Go/No-go Decision

Source: AMR Research, 2008
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Decision

Go/No-Go Decision

4

Solution
Design

Phase 2

*Select analyst / advisor support
*Conduct detailed collection of
baseline data to develop financial
model

*Conduct detailed operational
review of processes in-scope
eConduct detailed IT-business
process impact review

«Distribute initial “Request for
Information”

eConduct initial round of workshops
with potential outsourcing vendors
*Review progress and potential
business impact with IT and other
functional leaders

eDraw-up vendor shortlist
Distribute RFP to selected vendors
*Begin transition planning

Phase 3

eConduct detailed workshop reviews

with vendors

*Down-select vendors

*Negotiate best pricing

*Refine solutions

*Refine SLAs

*Engage corporate legal council
*Align key stakeholders and seek
leadership approval

eImplement transition action plan
*Revisit corporate communications
plan

*Ensure SAS-70 and SARBOX
compliance

Finalize initial roles for retained
organization

Select vendor or vendors
eFinalize contract

Phase 4

eImplement new roles and
responsibilities for retained organization
*Develop ongoing working governance
plan

Effect vendor relationship and SLA
management

eDaily meetings with vendor / vendors to
implement knowledge transfer activities
*Deploy issue escalation procedures
*Hire new personnel for identified
governance roles

eImplement rapid talent retention
strategy

*Conduct internal workshops with
middle management and operating
teams

*Define strategy and objectives for
continuous innovation: ongoing cost
containment, ongoing quality and
ongoing best practice

*Ongoing change management
*Ongoing cultural integration
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Critical activities for an Outsourcing PMO

Contract Management

» Contract Budget and
Invoicing

» Baseline Scope Adjustments

» Contract Document
Management

» SOW'’s

» Annual Contract Audit

Financial & Risk Performance & |
Management Program Management

Facilitating the development
of an effective response

-

SLA Monitoring & Reporting
SLA Adjustments

>
>
strategy I » Performance Analysis
» Proactively monitor risk O u tS ourcin g » Financial Reporting
throughout the life the of the P M O » Change Request
project Management
» Budgeting / Forecast » Issues Management and
» Invoicing Resolution

v

Manage Invoices, Annual
Budget and Forecast

v

Quality Management
Schedule, Scope & Cost
Management

v

» Communications
Management

» Human Resources
Coordination

» Organizational Design

» Compliance

» Acquiring / retaining talent

» Managing knowledge
transfer

» Training / development Source: AMR Research, 2008
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Designing and Structuring the Retained Organization

CHRO /CIO/CFO

Outsourcing

PMO

""" K Program
| Assistant

Service
Delivery
Manager

SLA Monitoring & Reporting

SLA Adjustments

Issues Management & Resolution

Performance Analysis

Business Unit Satisfaction

Financial Reporting

Change Request Management
Issues Management and Resolution

Quality Management

Schedule, Scope & Cost M'ment
Review / Approve / Prioritize Service

Requests

AMR Research
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Strategy &

Planning
Manager

Communicate
Requirements
Evaluate Supplier
Proposals

Review and Approve
Solutions

Demand Management
Review / Approve New
Business Proposals

—=|-====4

Transition
Manager

Review / Approve
Transition Plans
Track Execution
vs. Plan

Resolve Transition
Issues

Obtain
Acceptance Sign-
offs

Program
Office
Manager

Review / Approve
Policies & Procedures
Procedures Manual
Facilitate Process
Implementation
Audits
Communications
Management

Human Resources
Coordination
Organizational Design

Finance
Administrator

Facilitate the
development of an
effective response
strategy

Proactively monitor
risk throughout the
life the of the project
Budgeting / Forecast
Invoicing

Manage Invoices,
Annual Budget and
Forecast

Contracts
Administrator

Contract Budget and
Invoicing

Baseline Scope
Adjustments

Contract Document
Management

SOW's

Annual Contract Audit

Source: AMR Research, 2008
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The Rapidly-Evolving Outsourcing Landscape



HR services dominate global BPO markets

Global Business Process
Managed Services Market, 2007

Total Market: $739 Billion

Finance &
Accounting HR
$27 Bn $55 Bn I! 50 -

Procurement
$2 Bn

Customer
Care
$57 Bn

. Industry-
_ specific BPO
Outsourcing $35 Bn
senices,
$550 Bn Knowledge
Process
Outsourcing$
Other BPO 0.7 Bn
senices, $12
Bn

AMR Research
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Global Managed HR Processes

Market, 2007

|Total Market: $55 BiIIion|

Other Managed HR Services

Performance Management
Recruitment Process Outsourcing
Multi-scope HR BPO

Benefits administration,
Life & Penstions

Payroll & Compensation

Source: AMR Research, 2008
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Total Contracts

The F&A BPO market has seen 424 multi-scope engagements to-date, with a
compound annual growth rate of 40% over last 5 years

140 70%

Sunlife

65% 2007 saw a 40% - ~o
Growth in TCV, —» S Yamaha

35% in number of deals

120 A -- -+ 60% Hertz

Coors Brewing

Tetra Pak

Phillips

ICI

Colgate

Microsoft

Nestle

Office Depot

British Telecom

Kimberly-Clark

AmBev

GlaxoSmithKline

P&G/Gillette

Cadbury Schweppes

Georgia-Pacific

0 I I . . . I 0% Thomas Cook
2002 2003 2004 2005 2006 2007 2008 (Q1)

100 A

+ 50%
Il Total F&A BPO Contracts

80 + 40%

T —— Growth in Contracts (%)

+ 30%
51

40 + -+ 20%

Year-on-Year Growth (%)

31

2
20 S

+ 10%

Sample size:  All current and expired Multi-scope F&A BPO contracts (includes 2
or more core F&A processes bundled over $1m TCV) Source:AMR Research, 2008
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Business Process Outsourcing supplier landscape (selected firms)

Multi-tower IT-BPO Providers Pure-play BPO Providers

ADP
Accenture Ceridian
ACS Convergys
Cap Gemini E?(L Service
Hewlett-Packard (EDS) Fidelity
IBM Genpact
Infosys Hewitt Associates
TCS ICG Commerce
Wipro Mercer

BPO
ndustry.

Outsource Partners Intl.
Vengroff Williams & Assocs.
WNS

Niche Specialists

Aditya Minacs

IT Outsourcing

market entrants

AON
Cognizant BancTec
CsC Cambridge Solutions
HCL Hexaware Technologies
KPIT Cummins Hubwoo
Patni iGate
Perot Systems Mellon-SourceNet
Steria (Xansa) NCO
Satyam Sutherland Global Services
Source: AMR Research, 2008 Veritude
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Shift towards hybrid BPO/IT engagements driving new
corporate behavior

Financal System Strategy with Existing F&A BPO Engagements

100% -
Customers are
taking advantage of B New System
technology "wrap-
gy p 80% - Implemented

around” layers to
enable better ———|
integration of data in
an outsourced 60% -
environment.

W Existing System
Upgraded/Enhanced
40% A
°5% 49%
20% A 38%
O No Change to F&A
System
0% ! . .
Large F&ABPO Mid-sized F&A Small F&A BPO
Engagaments: BPO Engagaments:
75+ FTEs Engagaments: <30 FTEs
30-75 FTEs
Sample size:  All Current F&A BPO contracts Source:AMR Research, 2008
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Wrap Up

*US companies are caught in a global talent qguagmire and need to
refine their strategies to develop and retain this talent

* CEOs recognize the need to change to compete and organize
themselves on a global level

*The challenge is how to drive that change and re-skilling existing
managers to embrace global business dynamics

« Outsourcing provides both strategic and tactical options that can help
drive global change, as long as it is adopted in the right way and
governed by the right staff

s However, it takes two to tango: outsourcing provides a vehicle, but
you need to drive it

 Human capital strategy has a major role to play
*What is your company doing to globalize?
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Q&A
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