The Purchasing Chessboard™

Tapping hidden opportunities in procurement
for financial service providers
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ATKFARNEY
Focus of today’s presentation is the A.T. Kearney

Purchasing Chessboard™

Topics for today

B What is it?

B How does it help financial service provider?

B What benefits can be achieved by applying it?

Source: A.T. Kearney
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ATKEARNEY

From a profitability perspective, purchasing is one of the
major levers for cost reduction

Profitability Crisis — Key Considerations

Strategic Objective Initiatives Value Levers Key Themes

Grow
Profitability

Internal
Improvements

IT and infrastructure
Sourcing / Purchasing

Cost Reduction
Measures

|apo\ BunelsadQ 10b6.ie| maN

1 Focus of the
following discussion

Source: A.T. Kearney analysis
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Purchasing combines short-term implementation with
rather high cost reduction potential

Efficiency Levers and Savings Potential Estimates
Short-term
Sourcing / Purchasing
c
2 Business P
= . usiness Process
8 Overhead Cost Reduction / o , o
S Org. Rationalization Q Re-engineering / Optimization
iEJ /\
o
S Centralization /
'c_; Capacity management
)
E
- Q IT and Infrastructure Off-Shoring / Outsourcing
Medium- to
long-term
Limited Cost reduction potential High

O Bubble size = Addressable scope

1) Based on A.T. Kearney experience

Source: A.T. Kearney analysis
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An A.T. Kearney survey shows that CEOs see purchasing
unfit for the challenges of today’s market

200 CEOs survey on their company’s purchasing

Adequate information systems 3.3
One voice to the supplier 3.2
Adequate representation in S&OP planning 2.9

Differentiated approaches to reduce cost _2.7

Appropriate staffing

|
|
|
|
|
|
|
|
Regarded as a cross-functional task 29 :
|
|
|
l
l
|
|

Adequate use of analytics _2.5

1= Fully 4= Fully
disagree agree

Source: A.T. Kearney
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We found that an ancient concept works best to describe
the challenges of today’s purchasing

Understanding demand and supply

Key drivers then Key drivers now
* Demand power * Demand power
* Supply power » Supply power

1,000 years

Source: A.T. Kearney
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The correct positioning of commodities in the Chessboard
requires detailed insights

Positioning of commodities in the Purchasing Chessboard

Factors driving supply power Factors driving demand power

Number of credible suppliers Client’s share of relevant demand (in the region)
Split of market shares among suppliers Growth perspectives offered to suppliers by client

Merger and acquisition dynamics in the supplier » Opportunities for suppliers to further develop
market competencies through working with client

Entry barriers for new suppliers Opportunities for suppliers to further develop image
Ease of substituting supplier through working with client

Entry barriers for new products
Availability of products

High

Supply
power

Low 1
Low Demand power High

Source: A.T. Kearney
A.T. Kearney 77/01.2009/5234w 7



ATKEARNEY

The framework of supply and demand power can be
applied for direct material in manufacturing industries....

The playing field of a large Automotive OEM

High
... buying platinum for ... buying fuel injection
catalysts systems
Supply
power
Low

Low Demand power High

A.T. Kearney 77/01.2009/5234w 8



ATKEARNEY

...as well as for the ,,production” spend of financial service
providers (FSP)

The playing field of a typical financial service provider

High

Supply
power

Low

Low Demand power High
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Standard RFI/RFP sourcing has been deployed effectively
at most companies around the globe

"Standard" situation

RFI/RFP sourcing
]
MMMMMMMMM I

e

....................

High
i High demand
High supply
.
Supply ‘Standard’ 111 T
power situation
L:r\:\é iin;slr;d High demand
power power
Low
Low Demand power High

Source: A.T. Kearney
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Being successful in the supply market requires profound
understanding of demand and supply power

Non "standard"” situations

Change nature of demand

Seek joint advantage
with supplier

...................... igh supply
o \ power

Supply power

Low demand and
supply power

wt_ky

"':""High deman e
and supply b o
power .

High demand
power

Manage spend

Demand power

Leverage competition
among suppliers
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To help buyers master the tools of their trade, we
developed The Purchasing Chessboard™

Framework to select sourcing strategies

Seek foint advantage

Change nature of demand with supplier

Leverage cornpetition

Manage spernd among suppfiers

frirrovatiorn Re- Value chrain Value
breakthrougl M-Il 1l) ] managernernt paitnership

Ifntegrated

I
Copst

Risk Technical data 5
fei operations _
managernent mining planming partnqrship
N Commercial . Supplier
Co-sourcing daia rrrirring Tendering pricing review

1
Target pricing
1

Volurre
bundling

Demand
rmanagernent

Globalization

5 Value chain
yd (;rgg;‘; 07.;71 o =% recorfigi-
177! ; r&iiorn

Vertical
smtegration  fe

Fofircal
Famework
nanagement,

7 iz
- 8 Supofier
2 kst i ﬁ[nggs
reQUCHON ; i

mpiance =
managemen. o
Contract
rrnagement

Source: A.T. Kearney

* 4 basic strategies

16 approaches

64 methods

Supported by comprehensive training material

Backed up by sanitized benchmarks from
> 500 purchasing projects in the past 3 years
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ATKEARNEY
The Purchasing Chessboard™

High
. Leverage . . R Value chain
Invention on e Functionality gSjeleldjiler1ile]y! Revenue

reconfigu- : Profit sharing
demand i assessment EEEEEREIRE) ration sharing

Strategic
alliance

Core cost Design for Product Design for STU[o]o] [T Sustainability [H{eJEIGde Rl VValue based

sourcing

analysis sourcing ICEIC[OY Ml manufacture tiering management [eETal=Iggl]o)

_ _ Intelligent Composite Process Coél:ggéﬁ;lve in\\ilertnlf[glry Total life cyclef@ellElelelg1GYS
integration [EEIRNIEIIEY benchmark Eelelalealaflg management RuEHET concept  [oleliNg:lo[¥e1ile]ly]

P Political , Visible Vendor , Supplier
S 5 [iouerbeel] ramowork WNRRAIONE CCTUTSY BRI managed PRAMMMN  finess
o 9 management organization JEEI\Y=1site]sY program
o
%: Sourcing Buying Cost data Standardi- RFI/RFP SIS Total cost of L?nveife%e
o community consortia mining zation process bidding ownership o e
>
@ p ; Supplier .
rocurement \ERERTJIy Master data peyiatiman Reverse Price Unbundled
outsourcing strategy  JuUELELENERE transparency intelligence auctions benchmark prices
Compliance Cllesee Idoop Supplier Bundling Make or buy BTSN Paaae .
spen bt across ake or buy EEEEENRIIE regression
management management consolidation generations analysis
Bundling ; Cost based Linear
Demand Contract Bundling Global ; :
: across . : LCC sourcing price performance
=e[l[aile]) I Management product lines across sites sourcing modeling pricing
Low
A B C D E F G H
Low High
Demand power
Source: A.T. Kearney P

A.T. Kearney 77/01.2009/5234w 13



S
S
3

to

les accord

ing

The frequency of levers actually pulled var

tribution

demand and supply power dis

14

A.T. Kearney 77/01.2009/5234w

d in past three years

e

Demand power

Yy
B
o
b
=

&
.

-

P A

Low

Number of times methods have been appl



ATKEARNEY

The strategy pattern for financial service providers (FSP) is
rather favorable

Client case examples

Construction equipment maker EPC company Financial service providers

1.?‘ .

@

i

@
]
@

@

P 9 [ o
C o
Fiber producer Refractory producer Automotive supplier
O '
O ®
O J e[ T [ J @

Source: A.T. Kearney
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For FSP non-IT spend typically accounts for more than 60%
of total external spend

Spend distribution profile for financial institutions lllustrative
_2EO0 * |IT- Contractors
100% ___ca 30-35% « |IT - Maintenance

» Software

* Telecoms

* Desktops, .

< - Mid.rang ,:\t%?fncy/Employed
1' e * Professional staff
| ca 15-20% !Pr;oi:]rir:}e;ion services
e Travel
ca. 20-25% « Office supplies
——— » Postage * Printing
" Fleet - Direct Mail
* Marketing
e Creati
ca. 12-17% aézﬁé}/:s - Rental (building)
- . ... - Facility Service
Mgmt
ca. 7_12%  Utilities
———  Security
Total external IT & Tele- Professional Overhead & Marketing & Facilities
spend communi- Services Support Advertising
cations

Source: A.T. Kearney experience
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Most of the typical procurement groups are ideal for spend

management and approaches leveraging competition

Application of the Purchasing Chessboard™ for selected categories

High
‘ Utilities
IT software
Leases and
rentals
Office
Media Fquipment
Supply
power
Promotional
material
Postage @
‘Travel ‘ IT hardware
IT
Telecom
Cf:g:ft Equipment
Security
Low |
High

Low
Demand power
A.T. Kearney 77/01.2009/5234w 17
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IT hardware: A.T. Kearney uses a unique benchmarking
methodology to compare specifications

Cost regression analysis

Price performance graph:

o : o Desktop parameters Weight
Comparability of different specifications PP 9
A External Client-internal Client price- Hiahl RAM (size, DIMM) 26%
Price| penchmark opportunities performance ghly
opportunities sgraph Influential CPU 16%
parameters |(speed, cache, front-side-bus)
>10%
( ) Warranty 12%
Benchmark price-
performance graph HDD 1%
(based on A.T. Kearney "Standard"
benchmark) influential Optical devices (DVD,CD,,,) 7%
Performance
parameters | o0t terms 7%
B (5%<x<10%) |
LAN/ WAN/ WiFi 6%
Eerformancelpoints Graphic controller 5%
Transition of technicals specs into performance points Low P °
Regression analysis : : . 0
Using regression analysis, client and A.T. Kearney benchmark influential Index-based pricing 4%
prices are plotted in price-performance graphs parameters _ R
Gap analysis and quantification of opportunity (£5%) Operating system 4%
Deduction of potentials on contract and benchmarking category
level Lock 2%

Source: A.T. Kearney
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IT services: Price benchmarking creates transparency and

shows savings opportunities

Price benchmarks IT temp labor

Opportunities from price reduction

Opportunities from demand shift

Low ! Scenario | Lo Med. High
skill level Client _ | | s : 9 z
en . Spend (€ mil.) 22.0 18.0 40.0 80.0
K
Bench- e . 0
mark ! Spend shift 50% <=
100 500 " 1000 New spend (€ mil.) 22.0 38.0 20.0 80.0
Daily rates 2006 (€)
. 0, 0, - -
Gap Median Savings pot. (9) 15% 8%
Gap most 3 i i - -
relepvant rate(s) Savings (€ mil.) 16 16
High : :
skilllevel | N i B Scenario |l Low Med. High >
' I Spend (€ mil.) 22.0 18.0 40.0 80.0
1
|
Eg:'fh' ! Spend shift 25% :25%
100 500 1000 New spend (€ mil.) 32.0 28.0 20.0 80.0
Daily rates 2006 (€)
Gap Median SaVingS pot. (@) 15% 8% - -
G t " - -
relevant rate(s) Savings (€ mil.) 1.5 0.8 i 2.3
o . . Most relevant Benchmark percentile corresponding
[[] Distribution for 2nd/3rd quartile - - -~ Median — rateforclient T to percentile for most relevant client rate

Source: A.T. Kearney
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IT software: Intelligent deal structure helps to achieve cost
reduction in monopolistic situations

||
Contract clause benchmarking: example SAP
Best-in class benchmark? Further practices
» Option for one single new mySAP user role * No user role licensing for mySAP (as part of "flat fee approach")
Modified » Additional discount of > 10% on Professional * Modified definition of limited professional user:
User fee - -
SAP user roles . N . One-module user
* Right to convert existing SAP users into new — Max. 5 days usage per month
user type
 Licence based pricing » "Flat fee" for all mySAP licenses based on number of employees

* Volume-staggered additional discounts beyond
standard discounts negotiated

« Standard maintenance rates based on net fees

Pricing model

» Additional staggered licence discount based on * Ex-post rebate by applying improved discount on previous
accumulated purchases for past 2 years (up to application value
7% for double-digit million € purchases) « No extended maintenance markup for 2 years

* Installation and implementation technical support

A_dd'tlonal discount of 5% (with committed volume > $ 7 mil.
discounts discount of 7%)

1) Best-in class benchmark represents company with high double-digit million € SAP business

Source: A.T. Kearney
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Car fleet: An external service provider helps to optimize the
total car fleet costs

Managed service provider (MSP) — example car fleet

* MSP puts agreed car
policy and
allowances per job
profile in system

» Enables interfaces with
multiple leasing

companies

 MSP sources eco-

system partners for:

— Petrol, Insurance
— Service

— Tires, Car glass
— Etc.

* MSP tenders each car
amongst selveral
leasing companies

 Spot pricing optimizes
savings for the
customer

» Effective cost control
uncovers hidden costs
drivers

» Consolidated reporting
increases transparency

* Avoids extra charges

contract

* Implement the MSP

» Set up infra-structure
and communicate
selected MSP

» User configures
vehicle for all approved
makes and submits

* Telephone hotline
available for questions
or help

* MSP provides

customer service with
single interface for al

requests

* Manages interfaces

with ecosystem
partners

A.T. Kearney 77/01.2009/5234w 21
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Travel: Additional demand management approaches deliver
significant savings

Demand reduction

Executive
Mandate

Zero-Based
Budgeting

Technological
INICINENES

Approval
Process

Traveler
Behavior
Analysis

Focus on
Sustainability

Top down directive to reduce all travel budgets by
x%

Embed ‘little travel’ attitude into the corporate
culture

Each cost center must plan travel budget based on
expected number of trips X average cost per trip

Based on prior year’s usage and adjusted for
business changes (bottom up)

Develop a comprehensive suite of technology tools
that enable virtual meetings
Review adequacy of technology alternatives

Require approval process for travel

Workflow based process

Technology supported back-end audits with
automated flags and exception routing
Statistical analysis of traveler behavior to supp
travel budget reduction opportunities with business
partners

Highlight opportunity cost of each trip

Virtual meetings support reduction of carbon
footprint in-line with company objectives
Cross-charge carbon footprint offset charges back
to the travelers budgets

Case Example: Advanced purchasing

< 3 Days

4 -7 Days

8-14
Davs

15+ Days

0% 10% 20% 30% 40% 50%

Il Current Behavior [ Option 1: Implement
Minimum 1 Week
Advance Booking

Policy

[] Option 2: Implement
Minimum 2 Week
Advance Booking

Savings (€ millions)

€108 €16 €238
I 1 e05
] |
1 Week AB

2Week AB

Policy Savings %’

Option 2  Potential
New Spend

Policy Savings

-

Current  Option 1
spend

A.T. Kearney 77/01.2009/5234w 22
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Cross-functional teaming between procurement and

marketing is key for savings generation

Supplier consolidation

Situation

Media agencies

* Process industry company

» € 26 mil. addressable spend in
marketing, media agency and
print

* No central coordination

* No transparency over volume

* More than 10 media agencies

* Heterogeneous pricing system

* Poor standardization of
service levels

MEDIACOM

People First »» Better Results

omd

Approach

—~———

Significant cost reduction

achieved without narrowing
creativity

|[dentification of volume in
different national and
international media

Bundling of volume by different
types of media

Concentration of volume to
few powerful preferred media
agencies

Setting of service levels/
standards combined with price

neqotiation
LI} vv‘lullvl n

Maximization of rebates and
fee volume by media

Source: A.T. Kearney
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In all, significant savings opportunities exist across all
relevant categories

Savings opportunitites for selected categories Selection
(in %)

Savings in %
Workstations & Server
Hardware, e.g. .
T & Desktops, Laptops 11-40%
System software 11-21%
Tele- Software, e.g. Y _ - °
commu- Office Software 11-17%
nicati- ] IT Consulting 9-19%
ons Services, e.g. -
Desktop Support I 19-30%
Telecommunication, e.g.  Mobile communication : 10-20%
Travel 7-15%
Overhead & . T
s&lg;oita, e.g. Office supplies | N 17-24%
Courier services
Temp labor
Professional . 7
services, e.g. Professional staff |
Non-IT Training
Printing 8-28%
Marketing & . ]
Advertisigr]lg, e.g. Creative Agencies 1
Direct Mail
L Facility service management
Facilities, e.g. _ .
Constructions
B = Average savings range 5% 10% 15% 20% 25% 30% 35% 40%

Source: A.T. Kearney experience
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The Purchasing Chessboard is the state-of-the-art roadmap
to tap significant opportunities that exist

"The Purchasing Chessboard ..."

B ... responds to most possible challenges in the supply market

B ... assigns the right method to optimize material costs in every possible supply market
situation

B ... can be used for development of purchasing strategy as well for operational optimization of
material costs

M ... is a compilation of insights and experience from more than 500 purchasing projects
performed worldwide over the past three years

B ... has been used successfully in a wide range of industries and countries

Source: A.T. Kearney
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All information are available online as well

Websites

English
www.purchasingchessboard.com

ARNEY

The Pur d™  Publications Events  Authors  Inthe Links ' ion  Login  Contact
A.T. Kearney. The Purchasing Chessboard™

o Authors
Christian Schuh Qur authors

Robert Kromoser i ]
t themselves

Michael F. Strohmer

Ramén Romero Pérez

Alenka Triplat

Methods in
The Purchasing
Chessboard™

ST stand for

Go directly
fo the
64 methods

A.T. Kearney's

profound experience

The Purchasing
Chessboard

64 Methods to Reduce Cost
and Increase Value
with Suppliers

Publications in purchasing

Contact
Feel free
o contact us

Source: A.T. Kearney

German
www.einkaufsschachbrett.de

KEARNEY

nen  Autoren [ ; ng  Login

ren Sie mehr
das Thema

Mit 64 Ansiatzen
Materialkosten
senken und
Wert schaffen

Erhaltlich ab 20.9.

bei amazon.de

(L EHELE Schuh
LR Kromoser

(UL EEINA Strohmer
LEILTY Romero Pérez
Alenka

Publikationen

Kontakt

Das von A.T. Kearney
entwickelte
Einkaufsschachbrett™
unterstiitzt
Unternehmen dabei,
die neuen
Herausforderungen
im Einkauf

zu meistern

und signifikante

Wertbeitrage

zu erzielen.
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