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What Is happening in the Canadian outsourcing market

Market Observations (as of Dec 09):
= 20009 total deal Total Contract Value more than doubled from that of 2008

ITO (Information Technology Outsourcing)
BPO (Business Process Outsourcing, e.g. HR, Finance, Procurement, Call Centres, etc)
AMS (Application Management Services, e.g. Apps Development and Maintenance)

= Cost reduction remains important, but transformation dimensions now
important to buyers as well

= New deals up 80+% vs. 2008, with 2009 renewals more than double 2008
renewals

2010 Market Outlook
= Market will continue to expand through 2010
= Number of RFI/RFP’s will go up

= |Increased adoption of global sourcing but Canada will continue to lag U.S
and Europe (10-15% of staffing vs. 20-35% in US & Europe)

Source: Centre for Outsourcing Research & Education (CORE) and IDC Canada; January 2010
Intellectual Property of CORE, IDC, PRIMA
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Recessions spark growth of outsourcing

increased demand.
(on top of 20% plus opportunity growth reported Q2 '09).

agile, cost-effective platforms to improve competitiveness.

<
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= Fueled by the need to reduce operating costs, the recession has driven
= Fall ‘09 interviews reporting further 20% to 30% + volume pipeline growth

= Recent outsourcing activity shows strong signs that companies are building
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Active Verticals in Outsourcing
e

Sectors that showed the strongest
interest of all private sectors in
outsourcing in early 2009.

~
(6]

60 - Financial Services:
Consistent trends: Over 60% TCV were
45 - renewals/renegotiations —

= FSI actions surpassed
expressed interest.

Percentage of private sector

30
= Retail/Wholesale &
manufacturing all below 15°
expectations. .
Telco & Utilities  Financial Manufacturing Retail &
. . Servcies Wholesale
Momentum entering into 2010;
positive outlook for the year O Percentage intending to outsourcing, 2009
ahead_ B Percentage of TCV signed, 2009
@ Percentage intended to outsource, 2010

Source: IDC Winter 2009 survey of 200 business and IT decision makers,
and IDC Canadian Contracts Database, 2010.
Based on Private Sector only

Intellectual Property of CORE, IDC, PRIMA 5
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The Importance of PM’s in the < Me,..

Outsourcing Lifecycle —e

® Planning, implementing and operationalizing

B The outsourcing outcome is determined by how it is managed both
before and after the contract is signed

®m Qutsourcing will be most successful when viewed as a strategy with
a lifecycle rather than as a one-off transaction

PM Focus: Project Plan, Schedule, Roles & Responsibilities
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Outsourcing Lifecycle < Ment

Four Phases and Nine Building Blocks
e

Source: Cullen, Seddon, Willcocks, *Managing Outsourcing: The Lifecycle Imperative, MIS Quarterly Executive,

PM Focus: Drive the progress through the Nine Building Blocks of the Outsourcing Lifecycle
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Phase 1: Architect

Building Block 1
Investigate

Goal

@ Veracity, not
ideology

Key Outputs

@ Gather
insight

@ Test
expectations

@ Collect
market
intelligence

@ Peer
assessment

A

Building Block 2

Target

Goal

@ Appropriate
services
identified

Key Outputs

@ Outsourcing
model/mode

@ Target
services id

@ Profiles

Building Block 3
Strategize

Goal

@ Informed, not
speculative
strategies

Key Outputs
@ Rollout

@ Strategic
“rules”

@ Program
@ Skills

@ Commun-
ications
strategy

@ Business
caserules &
base case

@ Feasibility
& impact
analysis

Building Block 4
Design

Goal

@ Well designed
future state

Key Outputs
@ Blueprint

@ Scorecard
@ Draft SLA

@ Draft price
model

@ Draft contract
@ Relationship

@ Retained
organization

@ Contract
mgmt function

Phase 2: Engage

—

Building Block 5
Select

Goal

@ Best value for
money

Key Outputs

@ Competitive
stages

@ Evaluation
team

@ Selection
strategy &
criteria

@ Bid package
@ Bid facilitation
@ Evaluation

@ Due diligence

Building Block 6
Negotiate

Goal

@ Complete,
efficient
contract

Key Outputs

@ Negotiation
strategy

@ Negotiation
team

@ Effective
negotiations

Phase 3: Operate

—

Building Block 7
Transition

Goal

9 Efficient
mobilisation

Key Outputs
@ Final plans

@ Transition
team

@ Managed
staff

@ Knowledge
retention &
transfer

@ Transfers

@ Governance
structures
setup

@ Engineering
@ Acceptance

Source: Cullen, Seddon, Willcocks, “"Managing Outsourcing: The Lifecycle Imperative

Building Block 8

Manage

Goal

@ Results

Key Outputs
@ Relationship
@ Reporting

@ Meetings

@ Admin &
records

@ Risk mgmt

@ [ssues,
variations &
disputes

@ Continuous
improvement

@ Evaluations

Phase 4:
Regenerate

N

Building Block 9
Refresh

Goal

@ Refreshed
strategy

Key Outputs

@ Next gen
options

@ Outcomes &
lessons

@ Knowledge
refresh

@ Requirements
refresh

@ Options
business case
& strategy

|




1. Investigate and 2. Target Outsourcing Scope

1. Investigate: What types of sourcing should we do? (Outsourcing,
Offshoring, consultants for projects, staff augmentation, etc.)

2. Target Services:
m  Sample Scope considerations:

Examining selected leading practices and trends in sourcing
Definition of a suitable governance and operating model
Identification of intangible benefits and costs
Identification of people change issues and strategies for change management
Identification and ranking of risks with preliminary risk mitigation strategies
Identification of potential impacts to service quality

Providing recommendations on scope and approach to sourcing (e.g., multi-sourcing)
m  Scope Assessment Process:

Organizational Readiness and Risk

Service/Function selection criteria

= Strategic importance, Frequency of Interaction, Degree of External facing, IP exposure, Operational Risk,
Confidentiality, etc.

External fit with third party service provider (s)

PM Focus: Sourcing Strategy coordination, SME input, agreement to in-scope services
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Administration

Strategic

Planning Capacity Plann

IT Finance

-rX.1111

Operations

PM Focus: Services Seectlon
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Applications

End-User Services

Help Desk

I'T: Scope of Services to consider for Outsourcing

Client Retained _ Often Outsourced




. Strategy & 4. Design

Communication Strategy

Feasibility Impact

Service Levels (SLA’s)

Competitive options:
= RFx (e.g. RFI, RFP, RFQ)
m Qualified subset of Outsourcing Service Providers (e.g. 3-4)
m Sole Source

Evaluation team:
m Who (cross functional - IT, HR, Risk, Legal, SC, SME’s, etc.)
m Roles & Responsibilities
m Project Management considerations

PM Focus: Arrange communication strategy, lead the project team activities and work plan
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Service Level Agreement (SLA) Guiding Principles

®  Build in sufficient detail, but do not provide step-by-step instructions

m  An adequately detailed SLA identifies the services to be provided, but leaves the opportunity
to add or modify additional services as necessary

m Achieve a balance in your service levels
m E.g., find a balance so that your vendor is not constantly under- or over-performing

® Include requirements for documentation and training of employees
m Ensure that a provision is listed for meeting service levels while training is conducted

m Define the most critical performance metrics, tying incentives and penalties to vendor performance

m  Ensure that you do not create too many metrics as this can enable the vendor to “mask” their
true performance

m Define the calculation of each performance metric

m E.g., precisely outlining the numerator and denominator for percentages will help ensure the
SLA is accurate

m Also, request detailed reports containing the data used to calculate the metric

PM Focus: Business sign offs on target SLA's
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5. Service Provider Selection Criteria

In today's economy, how important are the following attributes,
when selecting a service provider for IT/BPO services ?

W Critically important W Quite important 8 Nice to have ® Not important

Ability/track record to deliver standard operational services

- Financial stability

| Ablllty to focus on business outcomes, as opposed to an
---- effort-based approach, to pricing

‘ _
~

{ Global presencelscale

\

41 Ability to transform- precesses--

| Ability to provide innovation (i.e. new sources of revenue) in
the future .

’

- Brand recognltlon

—

0% 25% 50% 75% 100%

% Outsourcing Customers

The Outsc;urcsing Blog PM FOCUS: Obtain
Horses for Sources . . .
selection criteria

Source: H4 Research, 2010 I

Sample: 209 Enterprises 13
Survey conducited in conjunction with Global Services Media, and SSON, Jan 2010
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- “Merit
Elements of the Business Case et

I.  Scope of the Outsourced Activities

n Business Functions and Processes, Organizational Units, Decentralized Blended
Activity Units, Headcount, Facilities, Hardware, Software, etc.

II. Baseline Economics

n Employee Cost, Other Direct Costs-Staff Related, Other Direct Costs — General Office,
Other Direct Costs, Indirect Costs , etc.

. Baseline Service Levels
[ What Level of Service am | receiving now?
n Service Level establishment process

[ Targeted Service levels by service

V. Solution Economics
] Financial Comparison
n Needs to work for both business Partners

PM Focus: Coordinate development and socialization of the Business Case & Risk Assessment

14
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- Merit
Elements of the Business Case con’t o aE

Risk Management Considerations
-_-—-—

Transition
Operational

Human Resources
Tax

Governance

Business Model
Customer Satisfaction

e lLegal
e Regulatory

e Cultural
e Sovereign / Political
e Environmental

Business Risks

Geographic

Infrastructure

e Capacity

e Availability

e Process efficiency and
effectiveness

e Information Availability

e Physical Facilities"’

e Electronic Security

e Employee backlash
e Community backlash
e Labor union response

15
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Selection Criteria

The overall criteria (with a sample weighting distribution) is listed below.
Further discussion and validation will be necessary before this can be finalized

<,

Merit

tsourcing Advisors

A measure of the vendorgga i
solution. Includes asse
and methods/approach

Functional Fit 30%0
Measure of vendor’s system capabilities as determined by weightings

against the key business requirements

Technical Fit 20%
A measure of key technical aspects of the vendor solution including

platform, integration architecture, securlty/prlvacy, application architecture,

ASP services, and data warehouse/busines igence capabilities.

Vendor Service 20%

rt implementation and maintenance of their
rgal success, typical timing to implement,
0 configure, convert, and deliver the solution

Projection based on the information that is available during this due
diligence period.

Vendor Viability 20%0
A measure of the vendor’s stability, market position and experience

servicing clients with requirements similar to Client X.

Cost 10%0

PM Focus: Manage the selection criteria input and scoring

Copyright 2010 © Merit Outsourcing Advisors
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< NMert,..,
. Negotiate

Negotiation Strategy
Negotiation Team
Third Party Legal
Conduct Negotiations

Execute Master Services Agreement, Contract and
associated services schedules

PM Focus: Coordinate the team leading the negotiation to contract

Copyright 2010 © Merit Outsourcing Advisors

17



((OutMrceing I/;\tdvisors

7. Transition

Phase One: Planning Transition:

Stay in synch with the negotiation of the outsourcing contract to understand how and when
the responsibility for service delivery will be transitioned from customer to service provider
and what each party is contractually responsible for doing in order to complete the transition

Establish SLAs during transition (both clarification of the ‘baseline’ prior internal service
delivery SLAs in force as components of services transition and new SLAs to govern
transition activities)

Identify the rights that will transfer for software and other proprietary processes during
transition and beyond

Establish the processes for the selection and transfer of personnel
Establish the processes for knowledge transfer

Understand and formalize the means by which will maintain continuity throughout transition
(e.g. retention of key staff, data)

Creation of responsibility matrix of roles ( ad hoc project and defined retained organization
resources, provider, 3rd party) needed to accomplish transition

Establish transition governance to provide an accelerated dispute process and ensure that
nothing “falls on the floor”

PM Focus: Manage the Transition (often a different team than the “deal team”)

Copyright 2010 © Merit Outsourcing Advisors
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Transition cont.

Phase Two: “Tower” Transition Planning and Execution that:

m Develop an integrated Transition Program Plan to coordinate tasks across in-scope service
towers and entities:
= The parties’ respective responsibilities, including specific milestones by when certain activities must be
completed and responsibilities turned over
= Dedicated transition personnel (e.g., Transition Manager)
= Requirements for frequent reporting/meetings
= Description of the methods, procedures and personnel the service provider will use to complete transition
= How and when the factors of production are transitioned to the service provider
= How any costs of transition will be allocated
= What constitutes completion of transition

m  Begins with the transition of cross-functional services to ensure that:

= The service provider is owning change management to minimize disruption

= The help desk is stable prior to other changes to optimize service to end users and maintain tracking of
all incidents and problems throughout transition

= DR and Security are in place as processing transitions to minimize risks

Copyright 2010 © Merit Outsourcing Advisors
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8. Manage < Mert,
Performance Management and Governangg

Governance Framework: Management System for Outsourcing

Contract

¢ Defines who does what (roles
and responsibilities)

e Business outcomes (SOW, SLAs)

Contract Management
e Monitor performance against contracted milestones

(_ __ Operational Processes _ _ _\- Eghgr;éragpllcatlon implementation in specific

I ( Contract Service Delivery | e Maintain currency of contract: proper “papering” of
+ Management Management change orders

roblém e Manage internal contract approval process
: Change Orders Mainaqiel T I
Financial Risk M
Management isk Management Service Delivery (Performance) Management
K Governance Management j e Focus on day to day service delivery (e.g., tactical
business outcomes (SLAs), project delivery etc.)

e Focus on “what” not “how”
e Liaise with problem management

Relationship Management

( Executive Level )
( Management Level )
( Operational Level )

Source: CORE Governance and Relationship Management Executive Education

PM Focus: Ensure the Governance model is developed and documented for the operations manager
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0. Refresh

Regenerate (R* Review/Restructure/Renegotiate/Rebid:

m [t's a good practice to review every service level, every outsourcing arrangement and the
value the service provider is delivering to your organization at several points during your
contact term

m  When s the right time to plan end of term strategies for renegotiation and potential market
rebid?

m Use a systematic approach to produce a roadmap for success:

» Relationship health check

= End of term strategy

= Qutcome measurement

= Lessons learned

= Establish market benchmarks

= Scope options for re-sourcing e

BUILDING BLOCK 9 BUILDING BLOCK 2

» Renewal strategy or competitive bid REFRESH TARGET

BUILDING BLOCK 8 BUILDING BLOCK 3
MANAGE ‘ STRATEGIZE
BUILDING BLOCK 7 BUILDING BLOCK 4
TRANSITION w DESIGN

BUILDING BLOCK 6 BUILDING BLOCK 5
NEGOTIATE SELECT

PM Focus: Assemble the Refresh team to conduct the Regeneration building block and lifecycle

Copyright 2010 © Merit Outsourcing Advisors

21



((Oui}){l‘rgng If;\tdvisors

Q&A
]

Michael Hart
Managing Partner | Merit Outsourcing Advisors
Office: (905) 770-0607 | Cell: (647) 225-2626

michael.hart@meritoutsourcing.com
Www.meritoutsourcing.com

Optimizing Outsourcing Strategies and Value
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APPENDIX
ABOUT MERIT OUTSOURCING ADVISORS
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About Merit Outsourcing Advisors

m  Our services build effective outsourcing strategies, ensuring our clients are well equipped to
drive superior, sustainable benefits. We have designed a set of services and methodologies
to support clients at the material stages in the outsourcing lifecycle.

m  We support clients on projects ranging from advisory sessions to rapid diagnostic services
that provide an overview of opportunities for improvement and cost savings, to long-term
outsourcing process optimization and vendor management services.

B In-depth domain knowledge and expertise in Information Technology, Finance &
Administration, Human Resources, Procurement and other business processes. We have
played key roles in development of successful outsourcing strategies, vendor selection,
contract negotiation, implementation, vendor management strategies, contract restructuring
and renewals for over one hundred outsourcing arrangements.

®  Our unigue combination of Canadian outsourcing experience together with a strong process
orientation enables us to optimize delivery models for our client’s sourcing challenges.

B The Managing Partner for Merit Outsourcing Advisors is a Centre for Outsourcing Education
& Research (CORE) Executive Education faculty member, Research Committee member,
frequent speaker and recognized as a Canadian authority on outsourcing strategy, scoping,
contracts, trends, performance management and related advisory services.

Optimizing Outsourcing Strategies and Value
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Executive Bio — Michael Hart

®  Michael is the Managing Partner for Merit Outsourcing Advisors; a consulting firm
focused on outsourcing deal investigation, developing sourcing strategies, providing
transaction assistance, vendor management and optimization strategies. Prior to this
role, Michael was a Managing Specialist in the Technology Strategy, Outsourcing
Advisory Services practice with Deloitte Consulting. With a 25 year track record of
success, he has held various sourcing related functional roles including analytical,
sales, pricing, negotiation, transaction leadership and project management.

® Heis an elite outsourcing advisor, with in-depth knowledge and expertise in
Information Technology, Finance & Administration, Human Resources, Procurement
and other business processes. He has played key roles in development of successful
strategies, vendor selection, contract negotiation, implementation, vendor management
strategies, contract restructuring and renewals for over one hundred outsourcing
arrangements.

®  Prior to joining Deloitte, Michael was the Managing Director responsible for business
development and general management of the Canadian practice for EquaTerra, a
global outsourcing advisory firm. Michael has a Master of Business Administration in
Marketing from Schulich School of Business, York University in Toronto. He is a
frequent speaker at outsourcing industry events, including: Centre for Outsourcing
Research & Education (CORE), The Canadian IT Law Association, Outsourcing &
Service Provider Roundtable and The Canadian Institute.

®  Michael is on the CORE Executive Education Faculty, an active member of the
Research Advisory Committee and most recently co-authored the 2009 update for the
CORE State of Canadian Outsourcing research report.
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