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Strukturkosten in der Wirtschaftskrise

Die Wirtschaftskrise hat die Spielregeln grundséatzlich verandert

Meilensteine der aktuellen Rezession

Konsequenzen

=» Zusammenbrechen US-Immobilienmarkte seit
Beginn 2008

= Finanzmarktkrise seit August 2008

= Einbruch der Automobilméarkte seit Oktober 2008
= Uberproduktion von ca. 20 — 30%

= Seit Anfang 2009 dramatischer Ubergriff der
Krise auf fast alle Wirtschaftszweige

= Wenige Ausnahmen, z.B. Health Care,
Telekommunikation =» Effekte werden
abgeschwéacht und verzogert ebenfalls wirken

Heilige Kiihe werden geschlachtet

Anpassung der indirekten Bereiche an das
Kerngeschaft

Flexibilisierung der indirekten Kosten dringend
erforderlich

Mittelstand: Haufig klassische Zulieferer-Funktion
fur Automotive, Flugzeugbau, Maschinenbau, etc.
massiv bedroht

Mittel- und langfristig: Die ,fetten® Jahre sind
vorbei = Neudefinition des ,Unternehmens® und
Uberdenken des Kern — nicht-Kern Geschéfts

wachsen nicht durch ,vergoldete Turklinken“ im Back Office, d.h. Rickkehr zur flexiblen Minimallésung

> Outsourcing wird zum elementaren Bestandteil der modernen Organisationsgestaltung — Umsatz und Gewinn

09.11.2009
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Strukturkosten in der Wirtschaftskrise

...Aber: Panisch losgetretene Outsourcing Initiativen werden schnell zum
Himmelfahrtskommando

Die Anreize sind verlockend... ...Die Realitat sieht nur leider haufig anders aus...
»,Dank Outsourcing schneller und erfolgreicher durch die Krise* * IT Leiter verliert Job nach fehlgeschlagenem
(Martin Jetter, Mitglied des BITKOM Prasidiums, Marz 2009) Softwareentwicklungs-Offshoring

* Vertragskindigung aufgrund héherer Kosten
durch Outsourcing bei schlechterer Qualitat

»How to profit from the_Financ!aI Crisis + Riickverlagerung der Buchhaltung nach
through your Outsourcing Project Deutschland nach verweigertem Testat im
(SSON Roundtable, Feb 2009) Service Center in Budapest

« Karriere-Sackgasse durch Outsourcing — kein
Weg zurick in die Linie

,»30-40% Einsparung sind garantiert* . . ) )
Globaler BPO Anbieter, Januar 2009 * Quote der IT Offshoring-Misserfolge liegt bei
Uuber 60% in Deutschland

* Deutschland halt die rote Laterne im BPO —in
,Outsourcing rechnet sich immer* Deutschland nicht anwendbar

Thomas Fichtner, GF Teraport GmbH, Marz 2009) » Kosten in Mecklenburg-Vorpommern auf
ungarischem Niveau

»There is no better time for Outsourcing than now* (Beispiele aus unserer Beratungspraxis und von
(Website of Indian ITO company, Februar 2009) Konferenzen)

4 © Dressler & Partner 09.11.2009
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Strukturkosten in der Wirtschaftskrise

Was bedeuted das alles fur SSC und BPO

Bedenken gegen » Sozialpartnerschaftliches Konzept in Kontinentaleuropa: In Krisenzeiten wird

weiteren Personalabbau ungern zusatzliches Personal Uber das absolut geforderte MindestmaR entlassen

 Mitarbeiter im Verwaltungsbereich sind unterausgelastet = kein Bedarf fur

Unterauslastung Outsourcing

» Unternehmen stecken haufig in der Restrukturierung =» SSC oder BPO Projekte
Geringe Prioritat fur ' . . . o
SSC und BPO sind nicht kriegsentscheidend und werden herunter priorisiert

» Qutsourcing tragt gewissen Risiken (fur alle Beteiligten) = BPO Anbieter

Risiken des BPO Ubernehmen nur ungern ungewisse Mengenvolumnia bzw. fordern eine

Risikokompensation ein =» der BPO Markt funktioniert nicht richtig

Aber...

= Mittelfristig wird Outsourcing wieder ein Thema, insbesondere fur die Unternehmen mit zu geringen
Skaleneffekten fur kaptive Lésungen

= Die Unternehmen haben die Wichtigkeit der Flexibilitat des Back Offices (bitter) erfahren missen

= Shared Services haben Grenzen — insbesondere bei riicklaufigen Volumina

5 © Offshoring Institute 11/9/2009
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The total cost of Shared Service Centers are clearly dominated by staff cost

Pressure through
Cost structure sample of an Shared Service Center staff cost

* Usually, the personnel cost are
representing more than 60% of the
total SSC cost

* Especially in cases where SSC are
developed historically by
transforming existing centralized
administrative functions, employees
have long tenure with the firm and
relatively high salary levels

* |n these cases the staff cost are to
be seen more as fixed costs than as

65% )
variable cost

* Reducing work force is one of the
major challenges in running an
Shared Service Center with volatile
quantities of work

personnel ®IT mothers mBuilding

7 © Offshoring Institute 11/9/2009
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Flexibility in personnel costs is one key to adjust the cost to the changing quantity of work

80%

Flexible/
—temporary
labor

Case 1l

| Reqular
staff

50%

50%

Case 2

0 Outsourced
33% | ["activities

34%

Case 3

Pressure through
staff cost

* Case 1 represents the typical result

of a brown field transformation: most
of the former centralized accounting

department personnel is engaged in

the SSC (fix contracts)

In Case 2 the temporary labor has
been increased and more employees
are flexible plan according to the
utilization

Case 3 includes the opportunity of
outsourcing; parts of the activities
are handled by an third party
provider; flexibility depends on
contract details and pricing model
(important: proactive provider
management)

© Offshoring Institute
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Determining the investments required is key to develop a proper business case
and to determine the pay back period

Investments

""""""""""" T SSC/BPO Investment
Percentage of the running yearly cost; 0 0,
o o yeary >% 2% Model - Key facts

based on real case studies

________________________________________

5% * Part of the Shared

Services/ BPO
9% Assessment Framework

* Purpose: assessing the
required investments

16% * Each category is based

e s on a specific rationale and

* One time investmentare not project experiences
necessarily required at the beginning )
of the investment phase * Figures should be

[ i
! 1
: 1
. |
20% i * Certain one time investments take ! specified jointly with client
ey as many data depend on
1 .C. 1 H 1
i locations that are transferred at a 1 the company s situation
\later stage in the SSC/hub ) (e.g. severance
e -7 packages)
Shadow Severance Hiring & Infrastructure Consulting Total
Operations Training Investment
Cost

9 © Offshoring Institute 11/9/2009
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Ideally, SSC/BPO initiatives reach a pay back time of less than 26 month —
however, this depends on the migration strategy, scope, and locations

Pay Back Analysis — Ideal Case

Savings 4
3.0T ]
20+ 1.5 mill Estimated
net savings
— after 5 years:
3.55 mill. $
1.0T7
1.5 mill|
Shadow
Operations 1.5 mill.
-1.0r1
Severance
-2.01 | Hinng & 15 Mill] oo ,
9 ; .
i Assumptions: !
e | & Half of the savings in year 1 :
-3.0 [Consulting | {0.75 mil. | > _ Business Case period: 5 years __ |
-3.2mill. $

10 © Offshoring Institute 11/9/2009
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Severance regulations in specific countries and based on certain unions/ workers council
agreements can postpone pay back periods significantly — and put entire projects at risk

Savings a Pay Back Analysis — Ideal Case

20T
Real Case
1.07 1.5 mill| . Real case
70 FTE in scope
> * Locations: Germany, France,
: Spain
Claium =i + 50 FTE to be laid off
1.0+ * Average tenure with firm: 11.5
years
1.5 mill * Average gross salary (monthly):
2.0+ | Severance 3,300 EUR
+ Severance payments overall:
1.9 mill.
-3.01 [ Hiring & Lem « Extension of pay back period of
Training .5 mill almost one year
Infrastruct.
-4.0+ Consulting 0.75 mill.
-4.2 mill. $
v

11 © Offshoring Institute 11/9/2009
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Fluctuating capacities are a specific challenge for smaller scaled SSC — peak
utilization can not be managed effectively

Case example

Capacity Utilization SSCin %
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Jan Feb Mar Apr May

Jun Jul Aug
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Sep

Oct

Nov

Dec

L » =

v

Peak capacity due to
integration of newly
acquired subsidiary
Overutilization leads to
backlog of regular tasks,
e.g. tax related reporting,
payroll, reporting to
authorities with severe
consequences
(penalties!)

Planned peak utilization
at year end = typical
hockey stick effect can
be mitigated by rented
personnel

09-11-09
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Im SSC

BPO providers usually apply pool-solutions in order to manage fluctuating
capacity requirements as flexible and efficient as possible

_ Capacity Management at BPO Providers in %
lllustrative

140 o ~. Case examples

v
Above 100% capacity
needed due to
restructuring

120

100

Below 100% capacity
needed due to decrease
in demand and
subsequent decrease in
transaction volume

80

60

40

Regular, planned and
contractual agreed
capacity is by far less
expensive than pool

20

0 .
Client 1 Client 2 Client 3 Client 4 Client5 capacity
1en 1en 1en 1en 1en = HOWGVGI', provider
- = Regular client-specific capacity (contractually agreed) guarantees Capacity
- = Add-on capacity from pool peaks

13 © Dressler & Partner 09-11-09
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Large corporations can manage peak capacity through higher flexibility of its

administrative workforce

Filter:
Qualification

~ 8,000
employees

Technical
educational
backgrounds

~ 6,000 employees

Filter:

Capacity available

v

1
1
1
L
1
1
1
1
1
— |
----- > 1
1
----------- 4 ]
1
1
1
1
o i I
Business-related “| 0% | I
educational |
backgrounds 30% :
------ »
- : ~1,200
20% 1
1
1
___________ > !
|
10% 1
1
1
Administrative Suited for SSX  Suitability Capacity pool Availability Effective add-on

workforce
(non-SSC)

14

tasks

can be reached
by training

© Offshoring Institute

capacity for SSC

Real Case

This means business
professionals could
theoretically provide
50% of their regular
working time to SSC
support

Often the case if
supervision or
monitoring tasks
characterize the
regular job

This leads to lots of
lead times that can
be used up by SSC
transactional tasks
Example: IT
professionals
monitoring up-time of
systems — if no
system break downs
occur IT help desk
tasks can be worked
on

16. Marz 2009
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Would it be possible to be as flexible as a BPO provider by just using spare
capacity of the entire organization — yes, it would (theoretically...)

Methodology research on flexible
utilization model

» The Corporate Flexible Utilization Model is
currently investigated by a PhD study

= First results indicate that large-scale
corporation do have lots of spare capacity
that could be used by service functions

= However, practical application is still limited:
mainly workers council issues
(Monitoring of personnel work data)

= If model would work in reality — what does it
mean to the BPO industry?

15 © Offshoring Institute

The reality as-of-today

= Quite unrealistic assumption that
employees would indicate “spare” capacity
=>» would fear bad impacts on corporate
career, compensation and even job loss

= However, if SSC support is rewarded
appropriately identification of capacity
pockets might be possible

» Requires entire different mind-set, SSC-
specific training and IT support so people
can log-in from remote and work on a
nhourly basis for the SSC

= Again: different thinking required!
(“I do have time and capacity, | help out for
an hour, half a day or multiple days” =
requires openness, trust and transparency)

16. Marz 2009
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For IT investments the savings potential depends mainly on the utilization rate of the coming IT

system (e.g. number of invoices handled with OCR system)

Scenarios of an OCR IT solution

Quantity/
transactions
1 Target
Trajectory Best case: 1,000,000 invoices
Break Even Utilization = 100%
Realistic case: 600,000 invoices
Utilization = 60%
Worst case: 300,000 invoices
Utilization = 30%
; » Time
Investment Expected 'usefull life

17 © Offshoring Institute

Sensitivity analysis
and utilization

To get a realistic picture of the
return of an IT investment, the
utilization is one of the most
important criteria

To validate the assumptions of
the Business Case its
recommended to calculate
different scenarios with
optimistic, realistic, and
pessimistic figures

To reach reliable results, the
likelihood of the scenarios
should be included to weight the
results

11/9/2009
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Charging/ Pricing

Shared Services have become established organizational models — nowadays
the internal customers are asking for fair and transparent pricing even more

Objectives of pricing in Shared Services

Impacts on the organization

/_ \ Smart charging models provide simplicity, transparency, and fairness

Before After

Fair pricing according to the High transparency

input involved
( New ]

LPricing ModeIJ

corporate
Holding:

|

I

|

I

|

|

I

T
clobal Faa |
services |
|

T

|

I

|

I

|

I

|

Incentives for internal clients Low complexity
to streamline end-to-end
processes

Global Services
internal
perspective

iy

Imternal client perspective

\ / Lezena Commurition: £ Carging ———————————

Comprehensive and workload-based pricing models lead
to better transparency and fairness

19 © Dressler & Partner 09-11-09
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Fixed Price and Time and Material are the most applied charging mechanisms
among the services deliverered in general

Charging Mechanisms usage frequency chart

Comments
2% _ 3% : ,
W Fixed price * The graphic shows the
@ Time and material preference for each charging
mechanism among the
0 Per transaction companies interviewed
OFTE-based, prod. Cap  The percentages were obtained
_ _ taking into account the total
B Business benefit
based clients portfolio and how often
M [ncentive-based (KPI the specific charging
based)

mechanism is applied among

them

20 © Offshoring Institute 09-11-09
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Charging/ Pricing

Nevertheless, individually BPO providers prefer the Per Transaction charging
mechanism meanwhile captive centers prefer Time and Material pricing method

Charging mechanisms among BPO Charging mechanisms among SSC

providers

m Fixed price 0% 0% B Fixed price

o Time and material B Time and material

OPer transaction O Per transaction

OFTE based, prod.
Cap.

B FTE based, prod.
Cap.

'

@ Business benefit O Business benefit

based based
B Incentive-based (KPI B Incentive-based (KPI
based) based)

Note: Please refer to slide 5f for Charging mechanisms definitions

21 © Offshoring Institute 09-11-09
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Charging/ Pricing

Combination of fixed price and per transaction method is by far the most common
charging mechanism overall

Types of combinations in use Comments

Per transaction/ time .
& material 10% The graphic displays the
percentage of companies, that

mentioned a specific type of
Fixed price/ time &

material 10% combination of different

i charging mechanisms

combination refers to a fixed

Fixed price/ benefit- The most mentioned
based 20%

base fee and additional fees

Fixed price/ per )
0

changes of the transaction

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

22  © Offshoring Institute 09-11-09
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Charging/ Pricing

Most companies track their cost for products and services to accomplish cost
transparency among their projects

Cost calculation methods among services

. Comments
providers

100 0%

In order to assign the
costs Cost Center

B Cost Center

Accounting accounting is the most
B Process/ ABC costing common calculation
method among the
O Unspecified allocation interviewees
keys

The pie chart shows the
way the services
providers assign their
cost to products and
services delivered
(which has no influence
on the charging
methods!)

53% B No calculation

37%

23  © Offshoring Institute 09-11-09
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Charging/ Pricing

Simplified example of a transactional-based charging model

Baseline: ) ) Legal Entities (LE) Weighting Factor of
Same structure of invoices per LE T \ / each invoice type
Transaction type total volume | LE 1 LE 2 LE3 | WF
automatic invoices 10 2 2 6 0,1 (it
transactional invoice
manual transactional invoices 10 2 4 4 1,0
manual non-standardized invoices 10 2 6 2 3,0 - Workload 3x higher
than transact. invoice
Sum 30 6 12 12
l |
Total cost for all LE 100,00 € ‘l’
adjusted Budget LE
Transaction type volume Price per invoice |Budget LE 1 |BudgetLE 2 3
o 1 0,24 € 0,49 € 0,49 € 1,46 €
automatic invoices (10%0,1) (100/41*0,1) (0,24€*2) (0,24€%2) | (0,24€*6)
L 10 2,44 € 4,88 € 9,76 € 9,76 €
manual transactional invoices (10*1,0) (100/41*1,0) (2,44€%2) (2,44€*4) (2,44€*4)
S 30 7,32 € 14,63 € 43,90 € 14,63 €
manual non-standardized invoices (10*3,0) (100/41*3,0) (7,32€*2) (7,32€*46 (7,32€*2)
Sum 41 20,00 € 54,15 € 25,85 €

24 © Oftfshoring Institute 09-11-09
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Charging/ Pricing

Transactional flexible pricing models contain usually pre-determined
dead bands and variable charges above/below certain thresholds

Change of contract (re-

Values illustrative 4 S .
negotiation)
——————— *—-——————————————'Ceiling
Transactional adjustments,
+ 10% - 25% e.g. by number of invoices
above dead band
—————————————————————————— Upper dead band
+ 10% No pricing adjustments
z Volume baseline
-10% No pricing adjustments
————————————————————————— Lower dead band
Transactional adjustments,
-10% - 25% e.g. by number of invoices
} below dead band
———————————————————————— Floor
v Change of contract (re-

negotiation)

25 © Offshoring Institute 09-11-09
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Charging/ Pricing

Transactional flexible pricing models contain usually pre-determined
dead bands and variable charges above/below certain thresholds

Change of contract (re-

Values illustrative -~ negotiation) Case example
——————— e Ceiling
Transactional adjustments, " "
S 1.95 EUR per additional
+ 10% - 25% e.g. by number of invoices :> e abovltja 110 O:)IO
above dead band ’
————————————————————————— Upper dead band = 110,000 invoices
+ 10% No pricing adjustments
X Volume baseline = 100,000 invoices
-10% No pricing adjustments
———————————————————————— * Lower dead band = 90,000 invoices
Transactional adjustments, :> - 1.95 EUR per invoice
-10% - 25% e.g. by number of invoices below 90,000
} below dead band
——————————————————————— Floor
v Change of contract (re-

negotiation)

26  © Offshoring Institute 09-11-09
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In order to simplify charging, adjustments are required only in cases

the intervals (dead bands) are left

Case example

Ceiling
:> + 1.95 EUR per additional
invoice above 110,000
Upper dead band = 110,000 invoices

Volume baseline = 100,000 invoices

Lower dead band = 90,000 invoices

|:> - 1.95 EUR per invoice

below 90,000

27  © Offshoring Institute

Base contract data:

100,000 invoices in period
(volume baseline)
Base charge 180,000 EUR
(1.80 per invoice)

Situation A

125,000 invoices
Calculation:

Base charge: 180,000 EUR
15,000 invoices above
baseline

15,000 * 1.95 = 29,250

Charge for period overall
180,000 + 29,250
= 209,250

Situation B

75,000 invoices
Calculation:

Base charge: 180,000 EUR
15,000 invoices below
baseline

15,000 * 1.95 = 29,250

Charge for period overall

180,000 - 29,250
= 150,750

09-11-09



( OFFSHORING
INSTITUTE

Charging/ Pricing

The intervals need to be defined according to the
realistically planned volumes

Invoice volume
(quarterly payment)

110,000 - Calculation of yearly charges
105,000 -+~ 165000 * Quarter 1:180,000 (Base)
S * Quarter 2: 180,000 (Base)
N 101,000 » Quarter 3: 180,000 (Base)
100,000 ' -1,000 * 1.95
\ 4 98,000 ! ’
\ / Vol = 178,050
i aolume
95,000 \\ ’/ baseline * Quarter 4: 180,000 (Base)
\ 7/ = = As-Isvolumes
90.000 @89 o « Overall: 718,050
Adjustment required
85,000 = Low effort charging model
through dead bands
80,000 : : : . = Continuous higher/lower
Quarter Quarter Quarter Quarter volumes require adjustments on

1 2 3 3 a yearly basis

28 © Offshoring Institute 09-11-09
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Zusammenfassung

= Die Wirtschaftskrise hat die Bedeutung des proaktiven Managements der
Verwaltungsfunktionen wieder ins Bewul3tsein gertckt

= Dennoch: Kurzfristig wird kaum ein Unternehmen ein riskantes BPO Projekt starten

= Aber: Intelligente Modelle des Auslastungsmanagement von SSCs werden immer
wichtiger

= Auch Technologie-Investitionen werden ktinftig kritischer zu hinterfragen sein

= Charging von SSC Leristungen wird immer wichtiger: Verursachungsgerechtigkeit ist
sicher zu stellen

= Preismechanismen aus dem BPO Umfeld werden sich auch langfristig im SSC Betrieb
etablieren

29 © Offshoring Institute 11/9/2009



‘ OFFSHORING
__INSTITUTE )

Offshoring Institute

QOFFSHORING
INSTITUTE

Prof. Dr. Soeren Dressler
Director

Offshoring Institute

Treskowallee 26

10318 Berlin » Germany

Telephone: +49 30 5001 226-12

Mobile:  +49 1752547787

4 soeren.dressler@ offshoring -institute.org

www.offshoring-institute.org

Berlin, Germany
Treskowallee 26

+49 30 500 1226-10
www.offshoring-institute.com

30 © Offshoring Institute


http://www.offshoring-institute.com/
http://www.offshoring-institute.com/
http://www.offshoring-institute.com/

