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Background ; MI(EARNEY

A.T. Kearney's 2008 Assessment of Excellence in Procurement is the
latest and largest edition in our series of in-depth studies

History of A.T. Kearney's Assessment of Excellence in Procurement

295+Total
Participants

(665 registered)

275+Total
Participants * Participant Profile:

— 149 Europe

— 111 Americas

— 35 Asia-Pacific

147 Total
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162 Total

e | * Participant
Participants
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— 84 Americas — 46 Asia-Pacific
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— 25 North — 26 North America EG Asia anl\c/ll K
America merging Markets

Source: A.T. Kearney 2008 AEP Study
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Study participation is balanced among Manufacturing, Services, and

Process Industries
295

Source: A.T. Kearney 2008 AEP Study
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AEP Participants were evaluated across eight dimensions of
A.T. Kearney’s House of Purchasing and Supply Management ™

House of Purchasing and
Supply Management ™

Alignment of corporate and
procurement strategies

Strategic Procurement organization structure
Direction and agenda for addressing near-term
and long-term goals

Supply
Management
Strategy

Organizational

Alignment
SOITETE ST ORI Value Methodologies and tools for achieving
Category Relationship Process Adding efficiency and effectiveness in the
Management | Management |Management Processes procurement process
Performance ﬁ?g\rlvnlgzi%%/
Magagsment Management Key Infrastructure that supports the
Enablers  strategic and tactical activities of the
Human Resources procurement organization
Management

Source: A.T. Kearney 2008 AEP Study
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In the individual feedback reports, the participants performance is
shown as relative performance against all participants...

Example Inc.

Example Inc. — Quartile Performance
by Dimension of the House of Purchasing and Supply Management TM

Relative Performance Against
all Participants

Quartile Ranking

B 15t Quartile
] 2n Quartile
[ 3 Quartile
Bl 4" Quartile

Organizational Alignment

Sourcing &
Category
Management

Human Resources Management

Source: A.T. Kearney 2008 AEP study
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... as well as absolute performance with the Overall and Dimensional
scores against the different peer groups

Example Inc.

The Example Inc. Numerical Scores by Dimension

DIMENSION Your Score OVXLE‘ellrggdy T%pvgrcatilre Indli\svtéyr/a(;;oup PrimA%y”Iigzg;stry Region Average
Overall Performance 1.67 1.25 2.82 1.37 1.36 1.20
Eﬂg’ﬁ;‘;ﬁgﬂigﬁ‘gggg 2.00 1.17 3.00 1.32 1.28 1.05
Organizational Alignment 1.72 1.41 2.67 1.55 151 1.37
f’ﬂ‘;‘#;ég%gérﬁategw 1.03 1.08 2.88 1.13 1.09 1.00
fﬂl;rﬂgeé Relationship 1.66 112 2.92 1.34 1.32 1.05
I\Pﬂzfggggﬁqngﬁ 2.29 1.47 3.00 1.72 1.72 1.40
Kﬂg%ggegn%‘; r/] t'”fOFma“O” 1.68 1.30 3.00 1.33 1.31 1.28
,\H/Igrr‘:‘:é‘eﬁq‘?n‘;“rces 1.14 1.14 2.54 1.17 1.20 1.09

Note: (1) If there are no values in this column, your company belongs to a primary industry with an insufficient number of participants in the original benchmarking

group to make meaningful comparisons
Source: A.T. Kearney 2008 AEP study
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Example Inc. scores better than the average of the companies in its

peer industry group

2008 AEP Study

B Highest Dimension Score, All Companies®  x Average Score, All Companies

A Average Score, 15t Quartile® Companies ¢ Example Inc.

Example Inc.

3.0

2.0 ~—

1.0
0.0
Supply Organizational Sourcing & Supplier Operating  Performance  Knowledge/ Human
Management Alignment Category Relationship Process Management  Information Resources
Strategy Management Management Management Management Management
Note: (2) This line shows the highest score achieved in each dimension of the companies in the industry group

(2) The 1%t Quartile is comprised of the top companies in the industry group
Source:  A.T. Kearney 2008 AEP study

© Copyright 2008 A.T. Kearney, Inc. All rights reserved. No part of this work may be reproduced in any form without written permission from the publisher.



Procurement at a Crossroads

© Copyright 2008 A.T. Kearney, Inc. All rights reserved. No part of this work may be reproduced in any form without written permission from the publisher. 10



Procurement at a Crossroads s : MI(EARNEY

Leaders are evolving procurement practices across all key dimensions

House of Purchasing and
Supply Management ™ 2008 Insights

Broader Mandate

_ » Strategic Alignment and Higher Level of
Strategic Reporting

Direction Greater Organizational Flexibility

Increase in Strategic Focus and Influence
over Spend

Supply
Management
Strategy

Organizational

Alignment
VA Dynamic Value Creation Strategies
Sourcing & Supplier Operating Addi » Above and Beyond Strategic Sourcing Basics
Category Relationship | Process NG . supplier-centric Collaboration
Manaosment L allanagement Liianacement Processes . proactive and Visionary Differentiation
Performance 'ﬁ#g‘r"’n'%?i%i/ Robust Capability Enablement
Management Management Key  Leadership and Accountability through
Measurement
Enablers :
Human Resources * Leading Edge Technology
Management * Winning the War for Talent

Source: A.T. Kearney 2008 AEP Study
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Leaders are more involved in development of corporate and business
unit strategies

Procurement Involvement in Development of Procurement Strategy Elements
Corporate and Business Unit Strategy (% Companies Selecting ‘Plans in Place’)

(% Companies Selecting ‘Agree’ and ‘Strongly Agree’)

Il Leaders Il Leaders
100% [ Followers [ Followers
94% 94%
89% 89%
r
43%
T 1
Proactively Actlvely Mutually agree Reallze synergles Integrate
Invited to contribute to with across Business  procurement with
discuss Business Unit stakeholders Units BU to drive value
Business Plan  strategles on expenditure creation

Source: A.T. Kearney 2008 AEP Study targets
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Leaders more actively collaborate across organizational boundaries

Extent of Internal Collaboration Initiated by Procurement
(% Companies)

[ | Leaders
|:| Followers

100%
88%

2%

62% 59%

28%

Cross-functional declslon Cross-enterprise and Cross- Sourcing process carrled out
making functional Teaming out by cross-functional teams

Source: A.T. Kearney 2008 AEP Study
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Leaders see an increase in both the level of procurement’s market
share of spend and involvement in other functions

Procurement Involvement in Other Functions
0 . =
(% Companies Selecting ‘High’) B Loados

[ Followers

72% 72%

R&D Engineering Product & Transportation IT Manufacturing
Service /Logistics
Development

Source: A.T. Kearney 2008 AEP Study
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Leaders more systematically apply traditional Strategic Sourcing
strategies

Sourcing and Category Management Strategies for Achieving Cost Savings @ Leaders

(% Companies Selecting ‘Systematically Used’) Followers
Leverage Oriented A.T. Kea}‘rney = . Relationship Oriented
Procurement “Gemstone
* Pool volumes across organization 78% » Conduct value analysis through
» Consolidate number of suppliers product performance testing

* Bundle sub-categories and source 27%  * Harmonize specifications or adopt

s : e
e Sp.. /0 industry standard specifications
QOO iy e ey ’ P
(\\.‘ 'O/'O CQ[
e Vey, 'On
o)
¢ @/)[
» Compare “total” costs/ total 949 ! P Joint @ * Optimize material flow
b _ . . :
Jalue (TCO) Best Strategic process ; Streamiine ordering process
-line bidding and auctions price SoulE improve- onduct training to minimize
* Model “should-costs 74% evaluation g ment 23% product waste and maximize
* Introduce new suppliers ! N service efficiency
:
1
! .
G/ i ‘ 5‘(\‘\‘)
So U/-(Z.l.)a / 6\6"\'\0:\,\\)‘ \(\Q
/]
» Expand geographic supply base @ g ‘es“ @ + Examine strategic make vs. buy
» Develop new suppliers in emerging » Employ strategic alliances/ partnering
markets 33% 47% « Develop corporate point of contact and
 Exploit global supply/demand supplier governance
iImbalances Demand
Management

@ 25%
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Leaders also stretch traditional Strategic Sourcing strategies

Sourcing and Category Management Methods
(% Companies Selecting ‘Systematically Used’)

The Purchasing Chessboard ™

€0% Leverage = nvention o
Innovation demand
21% Network
78% ] \/enicat
Product integration
29, Teardown 5
=
(@]
a
>
o .
\/ Sourcin
22/0 g— commun%\/
Procurement h
Outsourcing
€%
Pro
0 0
Compliance
33% Mega mana%emem
Supplier
22% Strategy =
|
Low

Design for
soureing

Political

Mega

supplier

strategy

Contract

management

I Value chain
Functionality . ) !
reconfigu- Profit sharing
assessment ration
Prod Design for Sustainability Value based
eardo manufacture management sourcing
Composite Collaborative Total life KSR
benchmark capacity cycle 5
management concept |,
; Vendor Supplier
%Ziﬁgg;ﬁy managed fitness
inventory program
Cost data RFIRFP Total cost of
mining process ownership
Spend Reverse D Unbundled
transparency auctions |8 prices
. Cost
Supplier Make .
L regression
consolidation or buy analysis
. Linear
Bundling LCC 0
across sites sourcing p performance
A pricing
Demand Power g

Source: A.T. Kearney 2008 AEP Study
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Il Leaders
[ Followers

Collaborative 60%
Cost

Reduction 21%

78%

Price
Benchmark

39%

Make 22%

or Buy
6%

Cost based 33%
22%

Price
Modeling
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Dynamic Value Creation Strategies: Supplier-centric Collaboration ATKFEARNEY

Companies that collaborate across the value chain realize greater
benefits

»
>

High | 6% of
: Participants

c : 1
= : :
S i 77% of i
T : Participants !
A : Includes over :
= | 70% of |
D | | Leaders :
c ! ! 1
(] : : I
Participants | i :
Low : : :

Not Integrated Integrated Collaborative

Degree of Collaboration

Relationship * Arms-length * Opportunistic pursuit of joint goals + Shared common goals to improve existing
_____________________________________________________ within bounds of existing relationship ___business and find new opportunities
Information « Low level of joint information sharing ° Information sharing to improve the « Open access to relevant information
Sharing curentbusiness
Degree of « Low participation of cross-functional * Ad-hoc participation of cross- * Involves full participation of cross-
Teaming teams functionalteams functionalteams
Use of « Use of traditional procurement tools ¢ Use of electronic and on-line » Systematically use on-line collaboration
Tools & technologies collaboration technologies technologies

Source: A.T. Kearney 2008 AEP Study
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Collaborative partnerships with suppliers lead to improved market
advantages for leaders

Extent of Supplier Collaboration Activities
(% Companies ‘Meeting’ or ‘Exceeding’ Goals)

Il Leaders
[ Followers
84%
63% 3%
45%
33%
28%
Supplier contribution to Faster time-to- Increasing the level of
product/service market for innovation from our
innovation products/services supply base

Source: A.T. Kearney 2008 AEP Study
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Leaders proactively address sustainability concerns by setting
strategic goals and by monitoring supplier compliance

Corporate & Procurement Strategy Goals for Meeting the Sustainability Requirements
Sustainability & Social Responsibility (% Companies Selecting ‘Systematically Used’)
(% Companies Selecting ‘Strongly Agree’)
Il Leaders
Il Leaders [ Followers
94% o [ Followers
- 8%% Scorecards to monltor 83%
’ suppller performance 359
58% requirements are deflned
and consldered 44%
Sustalnabllity KPIs 78%
deflned, measured &
tracked 34%
Ensure emerging markets
. support Sustalnabllity
Corporate Goal Procurement Goal :

“Our commitment (to Sustainability) is part of our consumer promise, our corporate

values and our supply strategy” — P&G

Source: A.T. Kearney 2008 AEP Study; P&G
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Recent A.T. Kearney research identified five dimensions of successful
sustainable supply management

A.T. Kearney’s Framework for Success

» Formal Corporate Sustainability Strategy in
place

* Formal documented Sustainability Strategy
for Procurement exists and is visible

» Sustainability Strategy for Procurement is
holistic with objectives ranging from regulatory
compliance to driving green innovation, brand
differentiation and cost efficiency

in Sustainable Supply Management

ATKFARNEY
“Supply Leaf”

* Programs have been mapped to
systematically assess sustainability
practices of 1st to n-tier suppliers

* The Supply Base formally leveraged
for Sustainability Innovation for
products and services; margin
implications are understood

» Suppliers are rewarded for

Green

“Green” skill set is formally
assessed and capability gaps
understood

Sustainability training offered
Relevant policies/ buying guidelines
in place and documented

» Access to sustainable sources of critical
input materials secured based on long
term scenarios

“Green and Ethical” sourcing at
manageable cost achieved for direct and
indirect materials & services spend

Low Cost Country sourcing network is
sustainable and ethical

Organization has a clear understanding
of the availability of green features for the
different spend categories

Source: A.T. Kearney 2007 Sustainability Management Survey

© Copyright 2008 A.T. Kearney, Inc. All rights reserved. No part of this work may be reproduced in any form without written permission from the publisher.

implementing good sustainability
practices

Partner
trategy Management

Capabilities

Green Target
Metrics

Critical
Commodity
Sourcing

* “Green” targets have been set

» Relevant supplier evaluation metrics
and certification processes in place

« Staff MBO metrics are set

* Resources assigned to investigate
sustainability performance of suppliers

20



Robust Capability Enablement: Leadership and Accountability through Measurement ATKFEARNEY
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Leaders make significantly greater use of traditional measures and are
far ahead on adopting new metrics/methods

Traditional Metrics & Methods for Measuring
Procurement Performance

(% Companies Selecting ‘Agree’ and ‘Strongly
Agree’)

[ | Leaders
a Followers

Dellvered vs. Identifled 100%

Beneflts

Financlal Audit of 94%

Procurement Benefits

0
Procurement Profit/Loss 89%

Impact

Productlvity KPls

Source: A.T. Kearney 2008 AEP Study

New Metrics & Methods for Measuring
Procurement Performance

(% Companies Selecting ‘Agree’ and ‘Strongly
Agree’)

[ | Leaders
a Followers

Risk & 83%
Supply Chain
Security 38%
78%
Sustainability
78%
Innovation
0,
Predictive 2%
Measures
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Leaders use more comprehensive metrics and approaches — beyond
simple cost reduction and service level KPIs —to measure suppliers

Metrics for Measuring Supplier Performance in Supplier Scorecards
(% Companies for Strategic Suppliers)

Il Leaders
[ Followers
Supply 89"
risk | ° Additional Observations
L)
:e:ﬁ'nrsnt‘jac::: 85% B 81% of leaders have supplier scorecards in
?nltlatlves 359 place vs. 39% of followers
) 839 B 61% of leaders conduct joint two-way
Sustalnabllity evaluations with suppliers for most
35% categories vs. 23% of followers
) 78% B Poor supplier performance triggers
Level of communications with suppliers for 86% of
Innovation 38% leaders compared to 58% of followers
) 67% B 86% of leaders involve internal users to
Total Cost of — evaluate suppliers vs. 53% of followers
Ownership 40%

Source: A.T. Kearney 2008 AEP Study
© Copyright 2008 A.T. Kearney, Inc. All rights reserved. No part of this work may be reproduced in any form without written permission from the publisher. 22



