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Background and key findings

Background:

Survey completed January 2016

Composed of 70+ questions covering entirety of outsourcing lifecycle
and market trends

Key findings:

1. Invest additional time during the initial stages of the outsourcing
relationship to ensure value is achieved throughout the process

2. Value is being achieved through the impact of innovation, ease of
relationship management, and improved strategic flexibility, not just
cost savings

3. Invest in transition, governance and vendor management
capabilities to ensure realization of benefits within and beyond the
terms of contract

4. Outsourcing is expected to see growth across all functions
surveyed, particularly IT, Finance, and HR

5. Outsourcing is becoming more important in enabling M&A deals
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Organizational profile of respondents

78% of respondents
felt positively about
: their outsourcing

~ relationship
|.| @

More than 85% of respondents are from organizations
with over $1 billion in annual revenues
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Respondents have operations in the
following regions:

* 90% North America

* 65% Europe

* 56% Asia Pacific

* 50% South America

* 40% Middle East

» 33% Africa




Functions of respondents
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Why do companies outsource?

Cost, enabling core business functions, and solving
capacity issues are primary drivers to outsource.
Leading practice organizations use outsourcing to
drive transformational change and improve business

results
Cost Cutting Tool
Enables Focus on Core Business

Solves Capacity Issues

Enhances Service Quality 31%
Critical to Business Needs 28%
Access to Intellectual Capital 28%
Manages Business Environments | 1704
Drives Broader Transformational Change = 179%
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Companies seek innovation from
outsourcing agreements, but many are
unsure how to define, motivate, and track it
(65% do not currently measure the value
created through innovation)
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How do companies outsource?

While sole sourcing is still used by
many respondents it is the least
popular method cited

...of respondents
use
sole sourcing
when a decision
is made to
outsource
services

48%...

...of respondents
sometimes use
sole sourcing
when a decision
is made to
outsource
services
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RFP is still the most popular method
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I Relationships with current providers are ‘sticky’;
! 89% leverage their current provider(s) always or
sometimes for additional services

“ Always leverage
\, .
\ current providers
AY

Sometimes leverage
current providers

used by respondents (95%)

95%

of respondents usually use

RFPs when a decision is made to

outsource services



How does innovation create value in outsourcing relationships?

58% 44% 38%

Increase level Lower cost Improve user
of quality of delivery experience
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make innovation a
key part of contracting

31%

Increase client
revenue growth
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~ see outsourcing

as a key enabler
of M&A activity

Outsourcing is a key enabler to M&A activity and has the
ability to deliver tangible benefits for savvy organizations

Use outsourcing to reduce need
for Transition Service Agreements

Use outsourcing to improve the
operating income of divestitures

Outsourcing initiatives make our
organization more appealing

Use outsourcing to speed up ability
to integrate new organizations

Use outsourcing to lower operating
costs of acquired companies



Key technologies driving innovation in outsourcing
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70% are currently
implementing or are
discussing the use of
Robotic and
Cognitive Process
Automation to
improve outsourcing
results

Currently
implementing
13%

Lowering cost
of delivery

Speeding up the
rate of change

Speeding up
implementation

Enhancing
innovation
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Cloud Computing has the ability to
affect outsourcing relationships;
respondents say it is:
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Effect of legislation / regulatory risks on outsourcing decisions
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13% Anti-Corruption
17% Tax Regulations

Likely to Decrease

Use of Outsourcing 16% Export Controls
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How are cyber security risks affecting outsourcing decisions?

of respondents
indicate cyber
risks are affecting
outsourcing %
decisions
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of respondents
are modifying
their processes

A majority of those
adjusting their
approach continue to
view outsourcing as
part of the solution,
not the problem
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Of respondents who are modifying processes, 64% indicated
that they were focusing more attention on defining security
/| protocols or sharing security risks with vendors

/ Contractual
data risk / i
security Peno@c
protocols, evaluations
39% conducted,

28%
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o risks, 1% secyrity
1 protocols
Expect SharEd,
provider to 25%
monitor
risks, 8%

We do not consider cyber
security risks




What are companies doing to manage their outsourcing agreements?
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64% are working to improve their Vendor | Nearly half of all respondents are satisfied
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10%, 35%

91% spend less than 8% on VMO

Over 10%, > 40%, 3%
2% —

43% of respondents reported
significant savings attributable to the
vendor management function
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Less Than
2%, 25%




What are companies learning from their outsourcing experiences?

Nearly half of respondents experienced challenges
with change management (46%) while over 25%

Opportunities for improvement :i reported challenges with job reassignments,
- /| retaining process design, retaining job changes,

N\,
& /| and process / service management
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How do companies respond to service provider issues?

Of the 21% using termination as a
""""""""""" -1 method to remediate issues with

The top issues with service providers: }\ providers:
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Where is the outsourcing market headed?

Respondents plan to increase outsourcing across all functions

2014 m2016

Companies are reporting fewer concerns with

provider proactivity, innovation, responsiveness,

resource quality, and service quality 26% o0t
0

"""" s 13% S Ce 15%
Poor Service Quality 4 \‘\\ Information Legal Real Estate / Finance Human Procurement
Yo Technology Facilities Resources

Ungualified Resources  36%
Finance (36%), HR (32%) and IT
(31%) present highest future
opportunities for outsourcing growth

Lack of Responsiveness 34%--

Lack of innovation 3T e

Reactive vs Proactive 49

2014

Overall, respondents are rating
more of their vendor
management capabilities as
above average
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Contract and Governance Service Transition & Change & Multi-Service  Supplier Risk Document
Financial Performance  Transformation Request Provider Management  Management
Management Management =~ Management  Management Integration
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This presentation contains general information only and is based on the experiences and
research of Deloitte practitioners. Deloitte is not, by means of this presentation, rendering
business, financial, investment, or other professional advice or services. This presentation is
not a substitute for such professional advice or services, nor should it be used as a basis for
any decision or action that may affect your business. Before making any decision or taking
any action that may affect your business, you should consult a qualified professional advisor.
Deloitte, its affiliates, and related entities shall not be responsible for any loss sustained by
any person who relies on this presentation.



Deloitte

OQ@ maravmeics  Official Professional Services Sponsor

(&

ssional Services means audit, tax, consulting and financial advisory s

As used in this document, “Deloitte” means Deloitte Consulting LLP, a subsidiary of Deloitte LLP. Please see www.deloitte.com/us/about for a detailed

description of the legal structure of Deloitte LLP and its subsidiaries. Certain services may not be available to attest clients under the rules and
regulations of public accounting.

Copyright © 2016 Deloitte Development LLC. All rights reserved.
36 USC 220506



