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Traditional & NonTraditional & Non--traditional Services  traditional Services  

Traditional Services 
Office Supplies 
Office Equipment
Promotional Items 
Office Furniture 
Janitorial Services 
Uniforms
Travel Services 
Wireless Services 
Signage & Labels 
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)
Mgmt Consulting (Non-strategy)
IT Consulting Services
IT Contractor Services 
IT Voice & Data Services 
Environmental Services
Light Vehicle Fleet 
Commercial Relocation
Residential Relocation

NonNon--traditional Services may Represent large amounts of Spend traditional Services may Represent large amounts of Spend 



Develop a Strategy for NonDevelop a Strategy for Non--traditional Services   traditional Services   
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Risk 

•• H&W BenefitsH&W Benefits

•• Financial ServicesFinancial Services

•• Commercial ReloCommercial Relo

•• Residential ReloResidential Relo

•• Legal ServicesLegal Services

•• Light Vehicles FleetLight Vehicles Fleet

Opportunities 

Opportunities 

•• Environmental Services Environmental Services 

•• ActuarialActuarial

•• Insurances Insurances 

•• IT Voice & Data IT Voice & Data 

•• H&W ConsultingH&W Consulting
•• Mgmt Consulting Mgmt Consulting 

•• Accounting ServicesAccounting Services

•• Engineering ServicesEngineering Services

•• IT ConsultingIT Consulting

HighHigh

MedMed

LowLow

LowLow MedMed HighHigh

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

1954 1954 
1. General Motors 1. General Motors 
2. Standard Oil (NJ)2. Standard Oil (NJ)
3. U.S. Steel3. U.S. Steel
4. GE4. GE
5. Swift & Co.5. Swift & Co.
6. Chrysler6. Chrysler
7. Armour7. Armour
8. Gulf Oil8. Gulf Oil
9. Socony9. Socony--Vacuum OilVacuum Oil
10. DuPont10. DuPont

2001 2001 
1. Wal1. Wal--Mart          Mart          
2. Exxon Mobil2. Exxon Mobil
3. GM3. GM
4. Ford          4. Ford          
5. Enron             5. Enron             
6. GE                 6. GE                 
7. CitiGroup       7. CitiGroup       
8. Chevron Texaco8. Chevron Texaco
9. IBM               9. IBM               
10. Phillip Morris10. Phillip Morris

20052005
1. Wal1. Wal--Mart             Mart             
2. Exxon Mobil2. Exxon Mobil
3. GM3. GM
4. Ford4. Ford
5. GE                      5. GE                      
6. Chevron Texaco6. Chevron Texaco
7. ConocoPhillips7. ConocoPhillips
8. Citigroup            8. Citigroup            
9. AIG                    9. AIG                    
10. IBM                 10. IBM                 

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

Fortune top 10 Companies then and now

Services companies are growing in Economic importance and ImpactServices companies are growing in Economic importance and Impact

6Program Management & Sourcing 



Services as Component of GDP 

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

1954 2000 2004

Other
Services 
Mfg.
Comm / Info
Trans

Source: U.S Dept. of Commerce 
http://www.bea.gov/

GDP 

$11,734 Billion

GDP

$381 Billion

GDP 

$9,817 Billion

7Program Management & Sourcing 

Services have more than Doubled as Component of GDP since 1954Services have more than Doubled as Component of GDP since 1954



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

http://www.cfo.com/printarticle/0,5317,6625,00.html
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SG&A / Revenue / Various Industries / Companies  

SG&A / Revenue Ratio can Range DramaticallySG&A / Revenue Ratio can Range Dramatically
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Inflation Impact on Non-traditional Service Spend  

Scenario 1: Low Labor Content Services Scenario 2: High Labor Content Services
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Inflation Impact on NonInflation Impact on Non--traditional Services Can be Significanttraditional Services Can be Significant



Increases in Employer Health Insurance Premiums   

Source: Kaiser Employer Health Benefits Survey 2005
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Health & Welfare Present Unusually large OpportunityHealth & Welfare Present Unusually large Opportunity



Covered Workers by % Contribution by Firm   
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Building the Plan
Procurement Planning Process

TopTop--Down Down –– Identify the TargetIdentify 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

BottomBottom--up up –– Develop the Strategy to Hit the TargetDevelop the Strategy to Hit the Target

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

Step 2.    Aggregate plan

Finalize – Present the Plan

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

Procurement Planning Process

TopTop--Down Down –– Identify the TargetIdentify 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 
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Step 5.      Gain Operating Leadership approval 
Step 6.      Operations leaders communicate targets to respective Organizations

BottomBottom--up up –– Develop the Strategy to Hit the TargetDevelop the Strategy to Hit the Target

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

Step 2.    Aggregate plan

Finalize – Present the Plan

Step 1.    Review plan with Operations leaders. 
Step 2.    Gain Operating Committee Approval
Step 3.    Execute Procurement Plan
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Include 2 or 3 NonInclude 2 or 3 Non--traditional Categories each yeartraditional Categories each year



Economic Outlook 

Category A 4% 4% 5%
Category B 22% 9% 4%
Category C 9% -13% 5%
Category D 2% 2% 2%

Services 7% 1% -3%
Non-traditional 11% 9% 7%

All Other 2% 2% 2%
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Without Intervention Prices Expected to Rise 11% by 2007 



Procurement Cost Management Levers

SOURCING & 
NEGOTIATIONS

• Reduce Usage of Services
• Use company resources

instead of contractors
• Eliminate work
• Work process efficiency
• Reduce demand for work
• Prioritize needs
• Asset Utilization
• Optimized Inventories

• Measure supplier 
performance

• Continuously improve 
efficiency of work

• 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

• Leverage Scale
• Negotiate improved 

compensation terms
• Supplier assessments
• Source alternate suppliers
• Change poor contract

terms
• Standardize compensation

terms to reduce costs

DEMAND 
MANAGEMENT

Strategic Supplier 
Management

SOURCING & 
NEGOTIATIONS

• Reduce Usage of Services
• Use company resources

instead of contractors
• Eliminate work
• Work process efficiency
• Reduce demand for work
• Prioritize needs
• Asset Utilization
• Optimized Inventories

• Measure supplier 
performance

• Continuously improve 
efficiency of work

• 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

• Leverage Scale
• Negotiate improved 

compensation terms
• Supplier assessments
• Source alternate suppliers
• Change poor contract

terms
• Standardize compensation

terms to reduce costs

DEMAND 
MANAGEMENT

Strategic Supplier 
Management

Progressive Maturity of Procurement Value Delivery
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Procurement Cost Management Levers

 
$MM

Category
Annual 
Spend Sourcing

Demand 
Management

Strategic 
Management Totals

Annual 
Run Rate

Catergory A $904
$11 $11 $29 $51 $18

Category B $1,110
$8 $5 $11 $24 $9

Category C $2,206
$12 $7 $19 $38 $14

Category D $1,066
$7 $59 $0 $66 $24

Services $713
$6 $4 $4 $14 $5

Non-traditional $714

$25 $22 $12 $59 $21

 
Totals $6,713 $70 $98 $85 $253 $90

 

Combination of Levers will Vary by Category
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Total Cost of Ownership Model

TCO Provides Guidance for Cost Mgmt Opportunities



Impact of Cost Management Strategy
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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 

Actuarial Services

Insurance Services (P&C)

Management Consulting

IT Consulting Services

$$ and Process Improvement Opportunity$$ and Process Improvement Opportunity
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Gaining Support & Joint Ownership 

Collaborate!

Collaborate!

Collaborate!

Present Plan in Language of the Business Present Plan in Language of the Business 
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Managing the Program 

CREATE

PLAN

REVIEW

PROGRESS

PERIODICALLY

TRACK

REPORT 

PROGRESS

MITIGATE

RISK 

UPDATE
PLAN

Usually Executed by PMO or Functional Excellence Org. Usually Executed by PMO or Functional Excellence Org. 



Q&A
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