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Traditional & Non-traditional Services

Traditional Services
O Office Supplies

0 Office Equipment
O Promotional Items
Q0 Office Furniture
Q Janitorial Services
0 Uniforms

O Travel Services
O Wireless Services
O Signage & Labels
Q
O
O
O
Q
Q
Q

Printed Materials

Computer Hardware

Small Packages

Security Guard Services
Contingent Labor Services
Waste Management Services
Contractor Services

Non-Traditional Services

Actuarial Services
Insurance Services (P&C)
Accounting Services
Financial Services
Engineering Services

Legal Services

Health & Welfare Benefits
H&W Benefits consulting
Mgmt Consulting (Strategy)

IT Consulting Services
IT Contractor Services

IT Voice & Data Services
Environmental Services
Light Vehicle Fleet
Commercial Relocation
Residential Relocation

poodooooiioopoooo

Mgmt Consulting (Non-strategy)

Non-traditional Services may Represent large amounts of Spend
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Develop a Strategy for Non-traditional Services

Risk

% HRW Benefits

i

High
® i egal Services

¢ Accounting Services
® [tinancial Services
Med -{\65 ® [Engineering Services
\
A ® |IT Voice & Data
(¢) | |
OQQ ® Environrpental Services * H&W Jonsulting
® Insprances ® Mgmt Gonsulting
o )
® Residential Relo IT Consulting
® Commercial Relo
® Actuarial
® Light Vehicles Fleet
Low

Low Med

Opportunity to reduce cost /Demand
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Fortune top 10 Companies then and now

1954 2001 2005

1. General Motors 1. Wal-Mart v 1. Wal-Mart v
2. Standard Oil (NJ) 2. Exxon Mobil 2. Exxon Mobil

3. U.S. Steel 3. GM 3. GM

4. GE 4. Ford 4. Ford

5. Swift & Co. 5. Enron v 5. GE v
6. Chrysler 6. GE v’ 6. Chevron Texaco

/. Armour 7. CitiGroup v’ 7. ConocoPnhillips

8. Gulf Ol 8. Chevron Texaco 8. Citigroup v
9. Socony-Vacuum Oil 9. IBM v’ 9. AlG v
10. DuPont 10. Phillip Morris 10. IBM v

Source: http://www.fortune.com/lists/F500/index.html 2005

Services companies are growing in Economic importance and Impact
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Services as Component of GDP

50%b - O Other
O Senvices
459% = Mfg.
40% 1 O Comm / Info
E Trans
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o / Source: U.S Dept. of Commerce
30%+ http://www.bea.gov/
25% g
20% —/
15% V7
10% V7
5% —/
0% 1ld
1954 2000 2004
GDP GDP GDP
$381 Billion $9,817 Billion $11,734 Billion

Services have more than Doubled as Component of GDP since 1954
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SG&A / Revenue / Various Industries

F T & E Centar

x Impact of Indirect
Operating Expenses

Dnoaverage, indirect operating expenses can equal 35% of the total revenues, and represent a significant
opportunity for savings. Most companies have not addressed indirect operating expenses because the
category contains multiple subcategories of spending and low-dollarhigh-volume transactions.

Typical Company P&L

Operating expenses

*rost of goods sold 22%
*galaries & benefits 20%
*indirect operating expenses 35%
Taxes & depreciation 17 %
Het income E%

Revenues 100%

Industry Variation

YWhile indirect operating expenses may equal 35% of revenues in the "typical” company, there can be
considerable variation. & study by the Mitchell Madison Group found these average indirect operating

expense figures for the different industries:
*Automotive
*Pharmaceutical
*Manufacturing

*Financial Services

25%

S0%

30%

55%
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SG&A / Revenue / Various Industries / Companies

Company 2000 COGS| 2000 Company 2000 COGS| 2000 Company 2000 COGS| 2000
SGRA SGEA SGEA
zz:i?:nsr;ﬁﬁif;:::;ﬂ cad 63| |BUILDING MATERIALS PACKAGING & CONTAINERS
\Walt Disnay =0.4 0.4 Rayonier 66.4 2.5 wWitro Sociedad Anonima 3.8 17
e ——— 49,1 156 Yulcan Materials 68.3 2.7 Tupperware 28.5 53.9
Comeast Spedial Stock o IET IL_Janérge Morth America 232 :; Owe.ns Ilingis 68.6 24.5
. 0 Bemis 74.3 o4
?:istw median 43:_'3 33; ﬁ«rr;strong Hodldings 6a.4 18.2| |Crown Cork & Seal g2.1 4.3
Industry median 71.2 13.7 Industry median 78.2 7.4
AEROS_MCE & DEFENSE CHEMICALS FAPER & PAPER PRODUCTS
ETEEED 67.1 1390 Gigma-sidrich 453 288 |Powater 68.7 5.3
DIELEAEL2 Grumn.'|an 56.5 141 Praxair 61 14.8 VWestvaco 58.6 77
General Dynamics 78.7 ©21 [air Products & Chemicals 50.4 15.3| |kimberly Clark 546 22,5
Alliant Techsystems 6.1 821 [Int| Flavors & Fragrances 52.1 25.4| |Sonoco Products 72,2 10
Lockheed Martin Bl g Albemarle 62.4 14.1 Longview Fibre 73.4 7.9
Industry Median [t 4ol Industry Median 66.5 15.3 Industry median Fa 9.9
AIRLIMNES COMPUTER METWORKIMNG & STORAGE RETAIL
Southwest Airlines 33.8 40.8 Cisco Systems 32.6 38.5 Intimate Brands 536.5 23.6
alEs 39 78] [emc 35.9 325 [Gap 54.5 26.2
America West 45.2 4721 |Enterasys Metworks 50.4 40.1|  [Tiffany 338 40,8
Alaska Air Group 37.3 37| |acam 50.3 41| [May Department Stores B4.2 19.4
Continental Airlines 41.1 48 Storage Technalogy 52.0 8.8 AutoZone 55.2 305
Industry median 42.5 46.4 Industry median 50.4 38.5 Industry median 698 23

http://www.cfo.com/printarticle/0,5317,6625,00.html

SG&A / Revenue Ratio can Range Dramatically

I
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Inflation Impact on Non-traditional Service Spend

Scenario 1: Low Labor Content Services

Scenario 2: High Labor Content Services

$1,100 -
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4 |
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Source: * GDP Price Index www.cbo.gov

$1,100 - $33 $1,064
$31 | |
$1,000 - 1
3.1%* 3.2%*
$900 -
$MM $800 -
$700 -
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$400 - T T T
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Source: * Employment Cost Index www.cbo.gov

Inflation Impact on Non-traditional Services Can be Significant

-
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Increases in Employer Health Insurance Premiums
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1988 1989 1990 1991 1992 1993 1994 1995 1994 1997 1998 1999 2000 2001 2002 2003 2004 2005

HEALTH

— |[N5URANCE

1988 1989 1990 1993 1996 1999 2000 2001 2002 2003 2004 2005
12.0 18.0 14.0 8.5 0.8 L.3" g.2% 109%™ 12.97 13.9+ 11.2% .2
3.9 £.1 4.7 3.2 2.9 2.3 31 33 1.6 2.2 2.3 3-5
31 4.2 3-9 2.5 33 3.6 39 4.0 2.6 2.9 2.2 2.7

Source: Kaiser Employer Health Benefits Survey 2005

PREMIUMS

OVERALL
INFLATION

WORKERS'
EARNINGS

Health & Welfare Present Unusually large Opportunity
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Covered Workers by % Contribution by Firm

SINGLE COVERAGE

ALL SMALLFIRMS :

(3-199 WORKERS) M Lo i

ALL LARGEFIRMS
(200 0R MORE WORKERS)

FAMILY COVERAGE

ALL SMALL FIRMS
(3-199 WORKERS)

Rt R rERS) _
v 30%
(200 OR MORE WORKERS) . 5%

ALL FIRMS 13% 32k 9%

1% 20% 12%

3% 7k 18%

% 10% 20% 0% §0% 0% G0% 7% 0% a0% 100%

I LESS THAN 50°%

[ GREATER THAN OR EQUALTO 50%, LESS THAN 75%

[0 GREATER THAN OR EQUALTO 75%, LESS THAN 100%
100%

Note: Family coverage is defined as health coverage for a family of four.

Source: Kaiser/HRET Survey of Employer-Sponsored Health Benefits, zoos.
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Building the Plan

Procurement Planning Process

Top-Down — Identify the Target

Step 1. Develop economic forecast for upcoming year

Step 2.  Develop spend forecast for upcoming year

Step 3.  Determine recommended Cost Management Approach / Targets
Step 4.  Gain consensus agreement of Operations Leadership

Step 5.  Gain Operating Leadership approval

Step 6.  Operations leaders communicate targets to respective Organizations

Finalize — Present the Plan

Step 1. Review plan with Operations leaders.
Step 2. Gain Operating Committee Approval
Step 3. Execute Procurement Plan

Bottom-up — Develop the Strategy to Hit the Target

Step 1. Begin collaborative process with:
- Operating Entities - Functional Entities - Category Teams
Step 2. Aggregate plan

Include 2 or 3 Non-traditional Categories each year

Proqram Manaqement & Sourcinq
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Economic Outlook

TEOD S
$147
7400 4 $200 2%
3%
T200 ~ $416
F000 S
{1}
BE00 S $6?132
GEOD
Category A 4% 4% 5%
Category B 22% 9% 4%
5400 Category C 9% -13% 5%
Category D 2% 2% 2%
Senices 7% 1% -3%
6200 4 Non-traditional 11% 9% 7%
All Other 2% 2% 2%
G000 S T T T T
2004 Spend 2005 Infl. 2008 Infl. 2007 Infl. 2007 Spend

Base

Without Intervention Prices Expected to Rise 11% by 2007
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Procurement Cost Management Levers

SOURCING &
NEGOTIATIONS

v

v

Strategic Supplier
Management

e Leverage Scale

* Negotiate improved
compensation terms

e Supplier assessments

e Source alternate suppliers

* Change poor contract
terms

e Standardize compensation
terms to reduce costs

e Reduce Usage of Services

* Use company resources
instead of contractors

¢ Eliminate work

* Work process efficiency

* Reduce demand for work

* Prioritize needs

e Asset Utilization

* Optimized Inventories

e Measure supplier
performance

e Continuously improve
efficiency of work

e Reduce supplier’'s costs

» Seek opportunities to
leverage the extended
supply chain

» Seek and implement better
technology

* Challenge suppliers to
perform “Best in Industry”

 Build strong aligned
relationships with key
suppliers

Progressive Maturity of Procurement Value Delivery

Proqram Manaqement & Sourcinq
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Procurement Cost Management Levers

$MM
Annual Demand Strategic Annual
Category Spend Sourcing Management Management Totals Run Rate
Catergory A $904 @ @ O
$11 $11 $29 $51
Category B $1,110 G @ O
$8 $5 $11 $24
Category C $2,206 G @ O
$12 $7 $19 $38
Category D $1,066 @ ‘ @
$7 $59 $0 $66
Senices $713 G @ @
36 54 $4 $14
Non-traditional $714 @ O @
$25 $22 $12 $59
Totals $6,713 $70 $98 $85 $253 $90

Combination of Levers will Vary by Category

Proqram Manaqement & Sourcinq
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Total Cost of Ownership Model

Total cost of ownership = landed cost + life cycle costs + additional in-house costs + lost opportunity costs

o
(=]
2
(&)
R
5 2
2 @
£ S % : £ %
.E wn ._§ g b hj g = Eﬁ %
tst.. 2 E F owER g RS- -
I a8 o oo b ) = 5 = 2 =} Dzmﬁuu'_-,
- 3 5 F 2 53 & @&é&g%uga
E: % = c\S
=5 O H H ; = 5 L L EOA w 02 i b
Supplier
Price
100%

Landed Cost 125%

Life Cycle Cost 140%

Additional In-House Costs  165%
Total Opportunity Cost  205% |

e - I
Total Cost of Ownership = Total Opportunity Cost

TCO Provides Guidance for Cost Mgmt Opportunities
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Impact of Cost Management Strategy

7600 - - .
$147  $7476  $70 3years |
] $98

7200 3% L ik

] $416 12

$MM $7050
7000 n 6%
6800 -
6600 -
6400
6200
6000 1 T T T T T T T
? & & & © & N N
A M T SO A ORI
K S & & ¢
v S
S

Assumptions:
1. Assumes volume / mix neutral
2. Calculation takes into consideration time so the target number cannot be derived by subtracting $70,$98,$85 and $163 from $7476
3. Multi-year contracts calculated as follows:
- Second year 90% - Third year 70%

-
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Making the Business Case — Non-traditional Services

/7  Actuarial Services
Insurance Services (P&C)

7
@ Management Consulting
7

IT Consulting Services

$$ and Process Improvement Opportunity

L\
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Gaining Support & Joint Ownership

QP cCollaborate!
®-® cColaborate!

®-® cColaborate!

Present Plan in Language of the Business

L\
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Managing the Program

REVIEW TRACK MITIGATE
PDATE
CREATE PROGRESS REPORT ’
PLAN RISK -
PERIODICALLY/ o arEss

Usually Executed by PMO or Functional Excellence Org.
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