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Today’s presenter

Mr. Sawchuk has over 17 years of
experience in supply management,
working directly with Fortune 500 and
midsized firms around the globe and in a
variety of industries to improve all aspects
of procurement, including process
redesign, technology enablement,
operations strategy planning,
organizational change and strategic
sourcing. Mr. Sawchuk is a regular
contributor to business publications, a
frequent presenter at industry events, and
co-author of ePurchasingPlus. He has
been recognized by Supply & Demand
Chain Executive magazine as one of its
“Pros to Know.” Mr. Sawchuk’s
background includes engineering and
operation roles with both United
Technologies and IBM.
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» 2012 Key Issues Study Results
" Q&A
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Two primary enterprise key issues

1. Striving for profitable growth amidst uncertainty

A. Emerging markets revenue B. Volatility has C. Resulting in greater caution in
growth continues, a more become Europe and overall, a renewed
targeted approach required in business as focus on productivity
domestic markets. usual

2. Achieving global operational excellence
...and enabling decision making agility

A. Globalization is no longer a question of
whether to do it, it's how well you globally
execute it.

B. Leaders recognize they will thrive or die
on information quality, access, and speed.
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2012 enterprise key issues

“What is the importance of each of the following objectives in your enterprise

strategy for 20127?”
Accelerate revenue growth 92%
Improve operating margin 90%
Improve customer service/satisfaction 81%
Enhance employee/talent retention and development 80%
Reduce overhead cost 75.3%
Reduce total supply chain cost 74.7%
Increase operational agility and flexibility 74.6%
Improve cash flow/working capital 72%
Grow emerging market presence 68%

Achieve non-financial, social responsibility and

0
sustainability 57%

B Market opportunity focused "l Operational excellence focused

% of Companies Ranking Extremely important or Important)
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Follow the money (East)
Net global GDP growth by region (US$ billion)

$2,500
$2,000
$269
$1,500
$1,000
S500
S417
5- $(22)
$(541)
$(500) .
2010 GDP numbers (trillions)
Euro zone + UK $14.3
$(1,000) $(692) Japan $ 54
North America $16.1
$(1,500) Brazil, India, Russia $ 52
China $ 59
$(2,000)
2006 2007 2008 2009 2010 2011 2012 2013
B China m Brazil, India, Russia ™ North America HJapan Euro zone + UK

Source: International Monetary Fund
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Emerging economies expected to register higher revenue
growth in the coming years

2011-2012 Revenue Growth Rate by Region

What is your estimated annualized revenue growth rate for the next 2 years?

10.1%
6.8%
6.0%
5.3%
North America EMEA (Europe, Middle Latin America Asia-Pacific
East, Africa)
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Volatility will be growing alongside revenues.
Input cost volatility trumps the others. Are you ready?

How would you assess the level of volatility for your enterprise?
(Average annual level of variance relative to baseline budget assumptions)

290, 30%

22% 22%

Demand volatility  Volatility of | Volatility of prices| Exchange rate  Cost of and/or  Available talent

market prices of| of our inputs: volatility accessto pool to meet the
our outputs raw materials, financing workforce
resources (incl. headcount plan
energy)

m Current Year (2011) = Next Two Years
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Business globalization is here and now

How global is your business?

Current In 2-3 Years
Development and Development and
management of product e 22 26% management of product EEEZY 210 39%
and/or service lines and/or service lines
Go to market strategy - Go to market strategy -
(Customer 6%  17% QAR (Customer e e 32%
Sales/Marketing) Sales/Marketing)
Supply Chain 4 04  22% Supply Chain KL 24% 37%
Organization Culture ZEA</ 17% Doubling  organization Culture EZ 200 32%
Internal Operations -
Backoffice support to SNT
e T 0 13%  Nearly Tripling! intermnal Operations  EER <10 34%
Procurement, Finance, etc

B Maximum global level achievable (over 80% global)

[ Predominantly global (51%-80% global)

Globalization focus is internal — and not customer-facing — aspects of the business
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Percentage of FTEs currently globalized in a low-cost
geography

Currently (Year-end 2011) Projected (Year-end 2013)
0 to 5% 59% 0 to 5%
6 to 25% 6 to 25%
26 to 60% 7% 26 to 60%

More than 60% 5% More than 60% 8%

L3 B
R B

What percentage of your FTEs is currently globalized in a low-cost geography and what percentage will be globalized in two years? Include internal and outsourced FTEs.
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Enterprises are shifting towards global process ownership.
24% of procurement organizations have it now. 43% in 2-3 years.

Cross-functional
end-to-end process level

Current state 2 - 3 years from now

Functional level
(Finance, HR, IT, Procurement)

17%

Current state 2 - 3 years from now

Process group / category
level

19%

Current state 2 - 3 years from now

@ All or mostly owned by global process owners

@ [ittle consistency between business units/geographies

& Even balance between global and local process owners

@ All or mostly owned by local process owners

Please indicate the prevalence of global process ownership at your company at different levels in the functional or process hierarchy.
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Procurement globalization takes many forms

52% 51%

Technology Procurement
platform master data
supporting
procurement

53%
47%

44%

40% 40%

40%

34%

30%

Procurement Procurement Procurement = Management of
process design  policy/strategy operations procurement
and build standards talent

® Current state =2 - 3 years from now

Please indicate the global nature of your company's procurement function by responding to the following statements.
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Procurement FTEs globalized in a low-cost geography

Procurement FTEs currentl
28% od ) Y
globalized in a low-cost geography

25%
22% 22% -
19% 19%
17% Currently (Year-end 2011) Proj(z::(t::rjg nzdyze(?:g) time
11% 11%
8%

6% 6%

II 3% 3% 3%
H B

0% 1to 5% 6 to 15% 16 to 25% 26 to 40% 41 to 60% 61 to 80% More than
80%

® Currently (Year-end 2011) = Projected in 2 years' time (Year-end 2013)

What percentage of your Procurement FTEs is currently globalized in a low-cost geography and what percentage will be globalized in two years?
Include internal and outsourced FTEs.

g2 The Hackett Group

© 2012 The Hackett Group, Inc. All rights reserved. Reproduction of this document or any portion thereof without prior written consent is prohibited. Source: The Hackett Group 2012 Key Issues Study



Procurement primary “process sourcing” strategy

65% _
Information

Governance
&
Organization

Service
Placement

Procurement
Service

Skills & Del =y Process
Talent Model Sourcing

26%
24% °

Enabling Process
Technology Design

9% 9%

0 0
. 0%  wm --

I |

More than 90% captive Between 60 and 90% Even mix between Between 60 and 90% More than 90%
(insourced) captive; rest outsourced captive and outsourced outsourced; remainder outsourced
(40 to 60% for each) captive

® Currently (Year-end 2011) ® Projected in 2 years' time (Year-end 2013)

What is the primary sourcing strategy that you use for globalization of your Procurement resources?
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Offshoring is driving down procurement labor cost and
thereby increasing FTEs faster than budgets

Estimated percentage change in procurement operating budgets

3% 3%

Procurement operating budget Number of staff (FTES) in the procurement function
® 2011 compared to 2010 = 2012 compared to 2011

What is the estimated percentage change (ranges provided below) that you expect in procurement during 2011 and 2012 for:

g2 The Hackett Group

© 2012 The Hackett Group, Inc. All rights reserved. Reproduction of this document or any portion thereof without prior written consent is prohibited. Source: The Hackett Group 2012 Key Issues Study



Globalization at the enterprise level is also funded with
productivity gains

Estimated percentage change

7.9%

5.3% 5.4%

-0.69 -0.4%
0.6% -1.1%
Company revenue FN/HR/IT/PR Number of staff (FTES)
operating budget in the FN/HR/IT/PR
function
Il 2010 compared to 2009 I 2011 compared to 2010 M 2012 compared to 2011
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Procurement is still delivering high service levels,
especially relative to other corporate services

Acquiring and Developing Skills | 50%
Unlock Full Potential from Technology Investment _ 45%
Retaining Key Talent | 43%
Employee Engagement _ 37%
Performance KPls | 33%
Technology Fragmentaton 32%
Data Integration 31%

28%

Interpreting Performance Information

. . o ]
Annual Budgeting/Forecasting 26% Q: “To what extent is

your function facing

Potential with new Technology hall ..
challenges requiring a

Difficulty getting enough value from 3rd party 21% greater level of service
vendor relationships from these areas?

Difficulty getting enough value from Procurement 16%
% of Companies Ranking Extremely Important or Important HR Supported B Finance Supported
Z® The Hackett Group & 1T Supported B Procurement Supported
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On to the 2012 Procurement Key Issues!



Procurement 2012 key issues. After the usual
savings/influence focus, innovation comes next, then risk.

Procurement 2012 — key issues (performance)
(% of respondents citing the issue as ‘major’ or ‘critical’)

REDUCE AND AVOID PURCHASED COSTS to take out costs and mitigate 720
price inflation 0

EXPAND PURCHASING'S SCOPE/INFLUENCE - support new catagories, 53%
new value drivers, etc. 0

DEEPEN INFLUENCE ON COMPLEX INDIRECT SPEND categories, drive 51%

t value beyond sourcing

INNOVATION and Product/Service support (e.g., tap supplier innovation, A4%
early procurement phase-gate involvement) 0

REDUCE SUPPLY RISK (e.g., supplier risk, regulatory compliance, CSR / A2
ERM support, etc. 0

FREE UP CASH (e.g., working capital improvements, fixed cost 40%
variabilization, etc.) 0

P2P IMPROVEMENT. Driving more value out of the transactional P2P 39%
process 0

GROWTH ENABLEMENT BEYOND INNOVATION via M&A support, JVs, 3204
new market entry, demand generation programs, capacity expansion, etc. 0

REDUCE COST OF PROCUREMENT operating expense - via improved 250%

process efficiencies . o
Q: “What is the strategic priority of

L the followi fi -related
ENVIRONMENTAL SUSTAINABILITY or SUPPLIER DIVERSITY initiatives 20% oy 185065 o the Procurement
agenda for 20122 *
PREPARING FOR A DOUBLE-DIP RECESSION via scenario planning to 13%
prepare the playbooks for various business scenarios 0

0% 20% 40% 60% 80%
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In terms of capability building, after the usual strategic
sourcing focus, category management and SRM

STRATEGIC SOURCING to increase spend influence, aggregate spend,
establish preferred contracts, and reduce purchased costs

tCATEGORY MANAGEMENT to drive more value out of existing categories
than sourcing alone (e.g., consumption management, specification...

tSRM programs and processes to drive more value from existing key suppliers

tVALUE CONTRIBUTION VISIBILITY via savings tracking, compliance,
metrics monitoring, etc.

‘JPGRADE OF TALENT/SKILLS through traditional talent management (e.qg.,
hiring, training)

tCONTINUOUS IMPROVEMENT programs and techniques (e.g., Lean, Six
Sigma) internally and/or at key suppliers

‘SUPPLY MARKET INTELLIGENCE capability upgrade (processes,
resources, tools)

‘UPGRADING TECHNOLOGY tools (e.g., SAP SRM, Oracle iSupplier, Ariba,
niche applications, etc.)

PROCUREMENT SHARED SERVICES / COEs / BPO / GLOBALIZATION for
globalizing and transforming the Procurement Service Delivery Model (SDM)

KNOWLEDGE MANAGEMENT to acquire/re-use knowledge outside of hiring
FTEs. Includes BPO, on-demand knowledge service, ‘virtual shared...

UPGRADING INFORMATION capabilities via emerging information-based
solutions for intelligence and analytics

PROCESS SOURCING/PLACEMENT' Support enterprise outsourcing,
offshoring, and shared services / COEs

g2 The Hackett Group

71%
58%
53%
52%
43%
38%
34%
32%
26%
23%
Q: “What is the strategic priority of
the following capability-related key
19% issues on the Procurement agenda
for 2012?
17%
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Growth-related procurement support will take many forms

What growth-related initiatives will you focus on in 2012?
(% of respondents - multiple answers allowed)

Product/service development (including lower-priced

V)
value offerings) o8%
SRM efforts to tap suppliers for revenue uplift ideas _ 56%
Building supplier capacity and capabilities to execute
I /5%
growth plans
M&A activity (e.g., merger integration; identifying _ 44%

supplier targets, etc.)

Improving sales and marketing programs (e.g.,
campaign effectiveness)

38%

Other 8%

|
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Strategy for technology applications supporting
procurement

Establish data stewardship, standardize master
data and cleanse data

70%

Implement Business Intelligence / analytics

0
applications 65%

Information is a key
0
53% component of
Procurement’s Service
Delivery Model

Roll out Web-based and self-service tools

Move more procurement processes and/or

. : 50%
business units to the common core ERP platform

Maintain existing technology platform and
minimize new investment

Implement extensions to the common ERP lllinay

platform

Governance
&
Organization

Service
Placement

Selectively source applications through a software
as a service (Saas) model

25%
Procurement
Service
Skills & Delivery Process
Talent Sourcing

Enabling Process
Technology Design

As it relates to your strategy for applications supporting Procurement, please indicate which of the following statements are applicable.
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Summary

» Global revenues will increase, but so will global volatility

» Procurement agility is the antidote to supply volatility and is multi-faceted

— Hedging against input cost volatility, starting with demand-side (e.g., Sourcing
scenario planning)

— Supply risk management — especially in the supply chain
— Developing a more agile procurement service delivery model (SDM)

» Best defense is a good offense.
— Indirect: complex category management influence
— Direct: innovation & SRM top the list in capability building

» Talent management still important, but data / information / knowledge
management (e.g., Market intelligence) and analytics also being pursued

» Other than industries that “bookend” the supply chain, sustainability still
wallows at the bottom of the list.

» Procurement process cost reductions efforts are generally leveling off.

= Procurement looking outside the traditional sourcing toolbox, and even beyond
category management and SRM to other domains (lean-sigma, competitive
intelligence, ideation, “CRM” approaches, web 2.0, etc.)
£2% The Hackett Group
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Demographics — large, high level, global

What is your level in your company?

C-level

VP (includes
VP, SVP, EVP)

Director

Manager

Other

l5%
I -

| =
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In which geographies is your
company present?

USA 85%

Europe 79%

Asia-Pacific 72%

Middle East,

Africa 64%

Other North

America 59%

South America

54%
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Questions?



Contact information

Chris Sawchuk

Principal, Global Procurement Advisory
+1813.994.1822 | o
csawchuk@thehackettgroup.com

1-888-SHACKETT
advisor@thehackettgroup.com

Amsterdam | Atlanta | Chicago | Frankfurt | Hyderabad | London
Miami | New York | Paris | Philadelphia | San Francisco | Sydney

g2 The Hackett Group

© 2012 The Hackett Group, Inc. All rights reserved. Reproduction of this document or any portion thereof without prior written consent is prohibited. 2012 Key Issues Study | 27


mailto:pmitchell@thehackettgroup.com
mailto:advisor@thehackettgroup.com

Za The Hackett Group

World Class Defined and Enabled

www.thehackettgroup.com

Statement of Confidentiality and Usage Restrictions

This document contains trade secrets and other information that is company sensitive, proprietary, and confidential, the disclosure of which would provide a competitive
advantage to others. As a result, the reproduction, copying, or redistribution of this document or the contents contained herein, in whole or in part, for any purpose is strictly
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