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Objectives for — Introduce Kearney view on excellence in procurement, trends and future
today outlook

— Discuss challenges you have in procurement, lessons learned, solutions
tested

— Present typical elements of procurement transformation project — case

— Discuss possible next steps

Welcome
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Allow us a 30 second
advertisement ...

We set the industry
standard for
procurement.

During the pandemic,
we published 2 books
and conducted a
dozen CPO exchanges
focused on top-of-mind
topics

Not Exhaustive
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Frameworks

addressing N O =
Procurement’s == r: = =
toughest Sy Y |
guestions ——— - R
Sourcing Assessment Purchasing Return on TrueSRM Disruptive Digital
Gemstone of Excellence Chessboard Supply Mgmt. Framework Procurement Procurement
in Procurement Assets
1980s 1990s 2000s 2010s 2016 2020 2021
Books and
publications
addressing key anST[HS" B
executive Eisruptive :
agenda topics OF hoas
Masters of The Purchasing The CPO Supplier Disruptive Digital
Innovation Chessboard Relationship Procurement Procurement
Management

CPO Agendas,
Roundtables
and Events

Date April 7, | April 28, | May 12, | May 27, | June 23, Oct 13, Nov 10, | January | June 16, Dec 9, March 4,
Exe_lmpl_e - 2020 2020 2020 2020 2020 2020 2020 2021 2021 2021 2022
topics discussed
in Kearney's Topic | Survive & | Shifting | Taking | Areyou | Shifting | Resilience, ESG and @ Disruption’ Changing Priorities = Talentand
CPO Exchange Operate from | Stock from  being from Supplier | and Digital| Ways of | for 2022 | Purpose
calls in the US during the | Defense to| the first 6 |aggressive tactical to Diversity Acce- Working

Pandemic | Offense months | enough? | strategic leration
y. p v A, _focus p p v y. y. y

Source: Kearney
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Why are we talking about Third Party Spend?
Creating opportunities and need for advanced procurement capability

Key Challenges — varies by industry

Challenges from
all sides ...

o~

Lo~

Macroeconomic disruptions

Fragile supply chains exacerbated by geopolitical
tensions and war, Covid resurgence.

Commodity inflation.

Long-term natural resource challenges.

Evolving consumers -
More purpose-driven, desire for sustainable
goods & services. Changing channel dynamics.

Changing Balance of Power

Supply consolidation leading to increased supplier
power and oligopolistic market structure across the
value chain.

Complex Operating Models

Matrixed accountability for managing third party
spend and suppliers.

Mixed cross-BU collaboration slowing down
innovation

Vdbd

... Require new types of
collaboration across the enterprise

Resiliency — alternative supply sources, tension

between cost and risk.

Inflation — supply shortages & rising input prices

Technology — emerging technologies, big data,
robotics

Citizenship redefined - Heightened focus on
extended corporate footprint (ESG impact)

NASCAR meets F1 — emphasis on being nimble

and quick vs. steady and consistent
Consumer Focus — all parts of organization
challenged to create consumer benefit

Atypical alliances — innovative models driven by

collaboration outside the organization
Multi-tiered supply base — mega-supplier
management and differentiated SRM strategy,
value chain vs. supplier optimization

Culture of connectivity — digital acceleration
enables “quantum” organizational solutions
rather than being a set of tools and systems.

THE BIGGEST

OPPORTUNITY

Third party spend is the biggest cost
element as percentage of revenue for
most companies.

Optimizing this spend is a significant
source for competitive advantage —

what we call 3" Party Economics
(3PE)

(avg.)

O O
30

-

Cross industry
averages —
Manuf. goods

Service
industries



Regional
procurement
organizations are
focused on
managing risk and
attracting talent

— Sample of 100 companies in the
2022 survey

— €10bn; total Revenues of
companies in the sample

— €2.9bn; total Annual External
Spend of companies in sample

— Manufacturing; most commonly
represented industry in the
sample (80%)
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Currently most important impact on
procurement

War in Ukraine 50%

29%

Covid-19
Inflation 16%

ESG challenges 4%

None of

the above 1%

Average investment structure of
sampled companies

15% ) .
30% Security and cybersecurity
I Talent and knowledge
I innovation
Logistics optimization
Procurement resiliency
21%

4111

“l believe that compared to
procurement costs, the following

factors are more important”
% of companies agreeing with the statement

Risk management | o5%

Talent &
knowledge mng. |

Innovation 48%
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A quick word on
our AEP
benchmarking
study.

Global survey on capabilities
+ performance

Based on Stages of
Excellence

Calibration and select
validation for benchmarking
set

Augmented with global CXO
survey to get “voice of the
stakeholder” input

6 KEARNEY

DEPTH of
INSIGHTS

Assessment of Excellence
in Procurement

year 2004
2002
1992 1996 1999

SCOPE of the
RESEARCH

2022 study comprises over 600
companies to-date, across
geographies/industries

Enriched by countless
engagement, and Kearney CPO
Roundtables, and additional
studies

Source: Kearney

2021/22

2020

2019

2017

2014

2011
Inaugural 2008

Benchmark
Participants
by Region

14%

Benchmark
Participants by
Industry Group

J30% 2,19

Consumer Industries Discrete
and Retail* Manufacturing

House of Purchasing
and SupplysM

Strategy

Organizational Alignment

Sourcing & Supplier End to End
Category Relationship Buy/Pay
Management Management Channels
Performance -
Management Digital and Technology

Talent

KEARNEY

Voice of Stakeholder Survey
View on Procurement

KEARNEY

Global Pandemic Study
Supply Risk Management

KEARNEY

Procurement
Exchanges

KEARNEY

Supply Chain Resilience

Stress TestSM
] 3% % 21

0184

Services Energy and Process Others
Industries Industries
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How do we identify Procurement Leaders in

our research?

Assessment of Impact

Return on Supply + Strategic Value

ROSMASM

Management Creation
AssetsSM
Financial Invested Supply
Results Management
Delivered Assets
Spend ) c Com-  Additional ~ Period S I
cog:rgge Velocity ;;:I%Zw pligce berlltclaglt..: czrsllus in\trr:scg:t

Performance Drivers

Assessment of Capabilities

Strategy

House of
. Organizational Alignment
Purchasing
SM Sourcing & Supplier End to End
an d Su p p Iy Category Relationship Buy/Pay
Management Management Channels

Performance Management Digital and Technology

Talent
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Leaders Characteristics

Leaders outperform others in
Impact + capabilities to sustain
their advantage:

— Impact Created:
Financial investment

+ breadth and depth of the
impact generated in cost
and strategic value

— Capabilities:

Excellence across the three
pillars of excellence — team,
category and supplier
management

1. Third party spend is the biggest cost element as percentage of revenue for most
companies. Optimizing this spend is a significant source for competitive advantage —
what we call 3rd Party Economics (3PE)

Third Party Economics Continuum 1

_ 100
T
50%
34%
Strugglers The Pack Aspirants Leaders Total

High

Impact

Impact and Capabilities Matrix
2021-22 Benchmark data

P The Pack

Strugglers
“o' 99

Leaders

Aspirants

Low

Capabilities

High



Leadership in Leaders generated almost 5x higher Total During the pandemic, Leaders rebounded

third-party spend Shareholder Return than their industry 2x stronger than industry peers
translates to peers, in the time period leading up to Covid
measurable i i
advantage Leaders 47% Leaders 14%

Industry 10% Industry 704
Our research shows that Peers 2 ; peers 0 ;
Leaders are 6% of the data _ § ~5X > i 7 | >
set of 600 companies across
regions and industries. Average revenue growth rates

Total shareholder return (TSR), from Q2 2020 to Q4 2020 for
2018-2020 Leaders compared to their industry peers

Though results differ by
industry, leaders outperform
others in performance and

excel in their capabilities to o 100% of these Leaders _irecognlzed
team, manage categories Compared to peers, Leaders maintained an . with more than one award in- mnovatron 7
and suppliers. advantage of 200 basis points to EBITDA sustalnablllty and dlverS|ty :

from their 3" Party Spend during COVID !

Leaders 7%

Industry

peers IS% :
Source: Kearney - i_’i ; N
+200 b.p. Cortiod Sl -

Procurement benefits/EBITDA,

8 KEARNEY
2020-2022 Q1




While cost
remains a priority,
the pandemic
accelerated a shift
towards strategic
value creation.

From managing
cost and securing
Inputs to helping
drive the ESG and
topline agenda.

Leaders —@— All Others
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Cost continues to
remain a priority —
but strong
headwinds have
shifted focus
beyond cost -
towards innovation
and resilience

Leaders focus
significantly more on
Innovation as a
means to leverage
inflation and
enhance revenue

Supply chain
resilience continues
to be a focus point

ESG priorities
remain consistent
with an uptick in
supplier diversity for
leaders
Source: Kearney Annual Excellence in Procurement
(AEP) 2017 — 2022

1) Data not represented in years where category was
not surveyed.

90%

% Respondents reporting high value creation in ...

75%

Leaders 100% 100%
88%
74% 75%
All Others 66%

2017

50%

8%

2018 2019 2020

Price Reduction

60%

30%

1%  13%

2021

59%

10%

2017

2018 2019 2020

Innovation

60%

22%

2021

70% 70% 71%
60%

26%
18% 6% 200 18%

2017 2018 2019 2020 2021

Operating Efficiency

180  20% . 359

3% 4% 5%
.__-.———.

2017 2018 2019 2020 2021

n/a n/a

Revenue Enhancement

80%  76%
60%

230 8% 31

2017 2018

60% 60%

28% ————— 539

20I2O 2(;21
Sustainability

2019 2020 2021

Resilience

80%
50%

23% —————20%

2020 2021
Supplier Diversity

“We’re learning we
have single points of
failure 3-4 levels
down and must go
deeper to understand
risk better.”

— CPO of a global
tech company

‘ESG is a board-
level topic, and we
need to excel in this
space to attract the
talent we need and
the customers we
want.”

— CFO of a major
food & beverage
company



Procurement was
asked to be afire
fighter over past 2
years during COVID-
and delivered.

But more work is
required to (re)elevate
Its brand and show
what great looks like.

CXO Survey in Q4 2021
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In the eyes of CFO’s, Procurement has made strides in the right direction

% CFQO'’s confident in procurement’s reported benefits

85% _
Consistent
Improvement in

33% procurement performance

understanding amongst

CFO stakeholders

60%

2017 2019 2021

But does the C-suite know what good looks like?

Starting with the good news ... And the not so good news ...

92% CFOs feel Procurement has met or But only 3 1% of CEO’s and CXO's

exceeded their expectations for hard cost reductions

reported that procurement plays a critical role

80% CXOs report that Procurement has and proactively drives the agenda when it

met or exceeded in delivering strategic value comes to competitive advantage and strategic
(innovation, risk, ESG) to the business

value



Findings from our 2021/22 Study compared to previous years

3PE maturity across
industries

low 3PE Excellence Score high

0123456738910

High-tech manuf. 6.3
Pharma 6.2
Food & Beverage 6.1
Chemicals 6.0
Telecom 5.9
Finance 5.8
Transportation I5.6
Logistics £8
Retail A
Construction

1. 3PE Excellence Score is the capabilities score based on the
responses given in AEP questionnaire

What we expected to see
in our 2022 study ...

M

Intense cross-functional
collaboration. Procurement was
asked to be a fire fighter, and
delivered. But at what cost?

Mental resilience — culture &
morale suffered for 80% of
respondents; revolving door with
1 in 3 struggling to retain talent

4

>10)

Despite pandemic, Leaders
continue to perform through
next-gen capabilities — though
performance dipped and we see a
shift towards strategic value
(resilience, innovation)

12 13
7}
>0 11
= 10
%2 ‘\‘_——A Leaders
- E */4\.
o5 7 All Others
cg ©
5 8 4
*q—'.’ (\:S r T 1
x> 2017 2019 2021

Source: Kearney Annual Excellence in Procurement (AEP) 2017 — 2022

What surprised us ...

Acceleration of digital:
Shift from large-scale, costly
ERP & procurement roll-out
to Partnerships with early-
stage start-ups

Q>

Greater emphasis on
purpose:

Leaders create 2-5x more in
strategic value on their third
party spend — sustainability,
diversity, innovation, risk

%0

While cost remains a
priority, leaders focus
significantly more on
innovation through SRM to
leverage inflation

5

S 60%

§ P2 Leaders
Oc

e

S B% 11% 10%

> O

=€ . . . All Others
><

T .t 2017 2019 2021

Top Priorities for 2022

Transport
Optimization

==

iy

Q%
&=

Resilience and
cybersecurity

Innovation and New
Product
Development

Acceleration of
Digital and Future-
Fit Talent Strategy

7

ESG and
Corporate Citizenship SSiEE,



Spotlight —
ESG:

Procurement leaders
are at the core of
their companies’
sustainability
commitments
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Procurement leaders continue to focus on
corporate sustainability goals ...
(% indicating medium-high impact)

Q

+25% from
Leaders 2020

O

-30% from
All Others 2020

G Procurement isn’t about the
price that you pay for
something anymore. It should be
about the value that you created, and
sustainability should be at the heart of
it because you won'’t have a business

left if you don'’t do so.
Food & Beverage CPO 99

1. The United States Environmental Protection Agency defines Scope 3 emissions as emissions that are
the result of activities from assets not owned or controlled by the reporting organization, but that the
organization indirectly impacts in its value chain.

2. For example, water usage, waste management, energy consumption, sustainable packaging

... And have metrics in place to measure the
impact

Leaders All Others

ﬂ Scope 3 emissions footprint 839%; 349,

; i 2
ﬁ& Other environmental impact 83% 49%

and safety and other socio-
economic impact

eee Suypplier Labor rights, health 0 0
ihi 83% 64%

Leaders are further along in their commitments

67%

16% 9%

Leaders All Others

Stage 4 - Committed to sustainability goals beyond enterprise
I Stage 3 - Targets cascade to category level

Stage 2 - Committed but no targets/ strategy

Stage 1 - not a consideration for procurement



Third Party
Economics
Continuum

]
O
@©
(©L

£

—
0
(]

=

5
@©
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O
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Strugglers

Narrow impact.

Barely covering their costs or
fail to do so in a sustainable
manner

Primarily transactional
focus.

Seen as back-office function;
immature capabilities,
processes and technology

NS

Procurement has substantial
unlocked potential — but
requires to transform the
function and elevate the
profile

Source: Kearney

Third Party Economics Continuum
2022 benchmark data

Adding value but
insufficient breadth and
depth of impact

Not transforming fast
enough. Need to build out
capabilities and demonstrate
full value to the business to
earn a seat at the table

N

Procurement has not yet

reached its full potential —
need to accelerate pace

Aspirants

Solid results and making
significant strides towards
becoming leaders

Has a seat at the table; need
to get ready for future
challenges and further
develop the function as a
strategic business partner
to all stakeholders

N

Procurement has a seat at
the table, but can go further
to elevate role and impact

Leaders

Strong impact —
financial and value
beyond cost

Has distinctive
capabilities in team,
category and
supplier excellence;
provides competitive
advantage to business

NS

A proven differentiator
— but needs to keep up
with changing
landscape to maintain
competitive advantage

Kearney 11/21503



1. Impact:

Leaders generate
high impact across
a broader spectrum
— from managing
cost and securing
Inputs to helping
drive the ESG and
topline agendas

I Leaders 0 Others

14 KEARNEY

Third Party Economics — Value Generated
(% responses indicating ‘High Impact’)

a. b C d

Cost Resilience ESG Growth & margin enhancement

88%

Value
Dimension

Price Quantity Operating  Supply risk Sustainability — Supplier Structural  Innovation  Revenue
reduction reduction  efficiencies diversity!  advantage enhancement

1. Based on global responses. For North America only, the responses are 75% of Leaders versus 0% of All Others
2. Your response to the question “how much value have you generated across each of the value dimensions”

Kearney 11/21503



Deep Dive: AEP Survey - Inflation Impact Responses (%)
Inflation Based on 2021 Year End Responses — Food & Beverage Respondents

There are multiple _ _ -
Environment is very dynamic right

waysS to address % of cost increases due to inflation now, with consumer price inflation
inflation-driven cost that have been ... hitting new 40-year high.
increases ... 100 100 100

0 Based on our sample set in the
AEP for Food & Beverage

Absorbed via companies in developed markets:

margin reduction 30
= Food & Bev. companies
absorbed on average ~22%
Food & Beverage Example Passed on inflation cost increases
30

to customers

= Ruthless competitor
aspiration: avoid margin
reduction thorough
40 competitive cost pass-on
(balanced with brand &
growth strategy) and full use
of mitigating and deflecting

Deflected through
supplier interventions

Mitigated via other levers
(alt. specs, demand
mgmt., physical or

[ i ' levers
financial hedging etc) Sarrlfgig Set F&B Peer I;(S&rlr;?é
- Developed Competitor
Markets

15 KEARNEY

Source: Kearney Analysis, AEP2021/ 2022 Results (Assessment of Excellence in Procurement Study)



The “7 golden rules”
for tackling inflation

How do you rate your
organization’s
effectiveness in
pulling these levers?
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Leverage

A

~N O |01 B~ WIDN BP

Aggressive
Sourcing
Everywhere

Bolster Supply {
Availability

Optimize
Supply Chain

Product Spec
and Portfolio
Optimization

Manage
Commodity &
Price Risk

g

Price
Dynamically

& Fairly

U

Fully leverage competitive tensions — cost unbundling,
comprehensive market event, challenger play, summits,
game-theory based negotiations

Offset res. inflation by pulling Demand levers elsewhere

Build long list of alternative supply sources. Make bold
commitments in return for supply security. Explore
vertical integration opportunities

Mega supplier, Preferred partner program supporting
SRM Agenda — executive partnership and collaboration
agenda, investment vehicle; improved planning and
forecasting sharing, resource sharing, EOQ/DOH
assessments...

Anticipate raw material movements and put in place data
transparency, robust sourcing guidelines

Hedge directly or indirectly

Improve supply chain cost structure — e.g., through
better planning/demand forecasting, optimizing ports of
entrance, network design, IB/OB optimization

Leverage Design-to-Cost analyses — alternative RM,
platforming, rationalizing specs

Leverage Design-to-Value and portfolio optimization to
explore feature premiumization, new product innovation

Adjust prices strategically, maintaining customer and
retailer trust while understanding true elasticity



2. Capabilities

— Team, Category
and Supplier
excellence are the
pillars for sustained
performance

17 KEARNEY

a. Team Excellence

‘."."" Catalyst for business

%,

alignment, supporting
procurement efficiency and
effectiveness and improving
the buying experience

b. Category Excellence

The most powerful lever to
drive value (cost reduction
and value beyond cost).
Identifies key business
insights to address

enterprise- wide goals.

‘c. Supplier Excellence

Critical to sustaining
procurement value over time.

Leaders are recognizing its
competitive advantage to
manage supply risks and drive
strategic value — innovation,
growth, ESG contribution

Kearney’s House of Purchasing
and SupplySM

Strategy

Organizational Alignment

Sourcing & Supplier End to End
Category Relationship Buy/Pay
Management Management Channels
Performance

Management Digital and Technology

Talent

Kearney 11/21503



Leaders have
strong capabilities
across team,
category and
supplier
excellence pillars

Leader average

A All Others average

Quartile Ranking
I 15t Quartile
2" Quartile

3rd Quartile

B 4" Quartile

18 KEARNEY

Max

(4)

Min

)
'_\
N—r

Leadership Practices

AEP Scores — Benchmarking Set

Team Excellence
A

-

Procurement
strategy

Strategic
partner to the
business with
strong internal
brand
recognition.
Deep
knowledge of
how value is
created.

.

2.2
h—

Organizational End to End buy/ Performance Digital and
alignment pay channels  management technology
Strong . Comprehen- Defined digital
relationships Ex:ensn{[e use of sive KPI's roadmap, focus
with CFO and audorr;]a 'O(T measuring on efficiency &
CXO’s anrv? are nter balanced effectiveness.

Efficient jﬁ]i Chcﬁ]ge alg OS scorecard Investment
transactional manade y impact; area by the
model allows additi gn al integrated enterprise.
>70% of team to digital Continuous
focus on Erlgc‘le_?ses (e.9., performance scan for new
strategic . IT) management tech.
activities

Talent

Future-focused
talent strategy
spanning full
talent lifecycle,
including WFH
considerations.
Procurement
seen as
desirable
destination.

Category
Excellence

Supplier
Excellence

Leaders
Avg.

Sourcing &
Category
management

Multi-year
category
strategies

Full
transparency
into key cost
drivers

Full use of
strategic levers

Bench-
mark
Avg.

Supplier
relationship
management

Comprehensive
SRM capabilities
(forward-looking
segmentation,
differentiated
interaction
models) with
focus on cost and
value beyond

Kearney 11/21503



Teaming and Ways
of Working are

changing

19

KEARNEY

A hybrid workplace

Average time % for strategic procurement team

(All respondents)

Remote | 10% \

In person 90% \ P
‘ i 55%
30%

Pre-COVID  Today In 3 years

Engagement and Retention

Respondents

.Jl—_l Interactions with 90%

stakeholders
are same level or better than
pre-COVID

Interactions with suppliers 0
‘mmﬁ are same level or better 80 A)

('\’ Talent attraction is better 80%
X than pre-COVID

@ Mental health is worse 80%

than pre-COVID

Diversity, Equity and Inclusion in team

< 3 O % respondents

have quantitative or qualitative metrics
to track diversity in their
procurement team

Gender balance in procurement team

Gender identities
(All respondents)

Female @ 46% 49%

Male 54% 48%

Other 0% S 30/, i

Today In 3 years



Tomorrow’s
success will take
vastly different
procurement skills
than we’ve
previously had

Yesterday’s skills
Today’s skills

. Tomorrow’s skills
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Procurement skills layout

Core Business

Governance and Policy Compliance

Project
Management &
Planning

Customer
Relationship
Management

Leadership Skills
Development

Talent
Management
& Development

Change
Management

Conflict
Resolution

Innovation
Management

Procurement

Category Supplier
Management Relationship
Process Management
Supplier and Supplier
Industry Analysis Development
Creating Categ. . .
Supplier Risk
Management
Plan Management
Commercial Strategic
Agreement Alliances
Strategy and
Commodity Risk
Corporate

Responsibility

Digital

Strategic .
Sourcing Budget Control Coskﬁglgrsei:smn
Process Y
Sourcing Specification
Strategies/Strate Design & Cost Modelling
gic Moves Management
eSourcing / .
Quality :
Procurement Management Data Insights

Technologies

Negotiations Total Life-cycle . S
Management Management DESEN W AITE
Mega-supplier Process
Strategies Engineering
Collaborative Agile
Optimization Methodologies

Intellectual

Creativity curiosity

. Emotional
Business athlete intelligence

Skills that are digital enablers

Love of data

Executive
presence
Short form writing Art of storytelling

Problem lifecycle

management

Long form writing

Ability to related to

multiple audiences

Kearney 11/21503



Digital has finally
arrived for
procurement

Non-Exhaustive
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Kearney’s vision for the future of
procurement

—————————————————————————— PaymentWorks
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———————————————————————————————
g e\ Levaoar a N aiek " v
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PSS " — . z :
ve———
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exchange filpe — ] - tegy executh collabor:
— - - — -
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= s ~ — ;
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------------------------ \ " category solutions '4‘% Fyotiroiots] t amazonbusie
! ; - y =
FINETUNE i commodity indexes A400 o collaboration
i :
; ! KairOS— suppier frw e i @ nulogy
! decdeiEm H 1
1 vendr Robin NPI discovery en
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' utomation Procurem SIMFENI
i RSN anaiytics /0, =
v I /. | d
% } =paid g, hernonrene. EVEREST CANDE3X. PesPen

An ecosystem of connected

microservices (API) offering
rapid time-to-value

Scouting and the procurement
garage are keys to success

Key digital trends for the future of
procurement

The sourcing exchange
Cross-industry platform for sourcing goods &
services, hedging, and market making

Smart contracts

This will revolutionize the Req-to-Pay process
by making the contract the organizing construct
(for terms, performance, and payment)

An explosion of new Apps
Expect a 10X increase in new solutions that
address greenfield procurement opportunities

Automation and self-service

Using automation to process signals, apply
strategy, and act so that humans can do the
forward-looking scenario planning

Online Community

Collaboration outside the 4-walls (even with
competitors) to leverage the power of network
for the greater good



Leaders use
Strategic Levers to
a full extend

The Purchasing
Chessboard®

(% companies selecting
lever with medium or high
impact)
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Supply Power

Core cost
analysis

Vertical
integration

Bottleneck

management

Sourcing
community

Procurement
out-sourcing

Compliance

management

Demand
reduction

Low

Leverage
innovation
network

Design for
sourcing

Intelligent deal
structure

Buying
consortia

Mega supplier
strategy

Closed loop
spend
management

Contract
IMEREE

gement

Functionality

assessment

Product
teardown

Composite
benchmark

Product
benchmark

Cost data
mining

Master data

management

Supplier
CoNnso-
lidation

Bundling acrosq

product lines

Specification
asses-
sment

Design for
manufacture

Process
benchmark

Complexity
reduction

Standardization

Spend

transparency

Bundling across

generations

Bundling
across
sites

Value chain

reconfiguration

Supplier

tiering

Collaborative

capacity

management

RFI/RFP
process

Supplier
market
intelligence

Make or buy

Global
sourcing

Demand Power

Sustainability i Project based

management

Vendor
managed
inventory

Expressive
bidding

Reverse

auctions

Best shoring

LCC

sourcing

Profit sharing

partnership

Total life cycle

concept

Supplier
development

Total cost of
ownership

Price
benchmark

Cost regression

analysis

Cost based
price
modeling

Strategic

alliance

Value based
sourcing

Collaborative
cost
reduction

Supplier fitness

program

Leverage
market
imbalances

Unbundled

prices

Factor cost
analysis

Linear
performance
pricing

High

Key:

90%
of All 2020
Leaders

50%

10%
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There is a lot of
untapped potential
In smarter tactical
sourcing to create
value, mitigate HR
challenges, etc.

Example for IT sourcing

The need to rethink IT sourcing

23 KEARNEY

© <€

Benefits and drawbacks of IT sourcing approaches

Scenario |

“We know exactly what we
want and want your best
offer”

Small-scale commodity sourcing

Solution parameters are fully known
and described

Required scope and specifications
are fully known

Approach
Traditional RfP sourcing

Efficient, large supplier pool

Straightforward, fast sourcing
process once RfP is defined

High level of expertise with required
solution on buyer side

Scope, requirements, solution
design need to be clearly laid out

Rigid process, little market feedback
Unspecific, limited selection criteria
(e.g., price)

Note: Other approaches such as collaborative optimization not
shown as predominantly used for financial gearing.
Source: Kearney

\ 4
©

Scenario Il

“We understand our
problem but want market
Input to design a solution”

Mid-scale commodity innovation

Solution parameters are roughly
known and understood

Solution components are rather
standardized and commoditized

Set of preferred suppliers is limited

Approach
Co-development

Jointly designed solution tailored to
buyer requirements, integrating
market best practices

Optimized pricing
Pragmatic and efficient process
Business impact driven

Set of suppliers needs to be limited
for feasibility purposes

Solution components need to be
rather standardized

© <

Scenario Ill

“We have a vision and
want a partner to design a
solution with”

Large-scale innovation

Solution is not decided, parameters
unclear

Suppliers show commitment and
innovation power

Set of preferred suppliers is limited

Approach

Co-design approaches

Fit-for-purpose solution, matching
buyer requirements with supplier
strengths

Ambition level driven by innovation
power and the “art of possible”

Business impact driven

Long and costly process, impeding
suppliers to participate

Sourcing share needs to be
considerably large



Supplier innovation & organizational

“glue” to drive new business models
e.g., channeling supplier-driven innovation to augment
internal R&D capabilities; innovation contracts

2025 Vision

What does the future of
ocurement look like?

Joint P&L ownership — drive top line

growth and margin improvement
e.g., design-to-value and product feature analysis
to drive margin expansion and new product
development opportunities

A
%

#
3
v
-

Platform for environmental, social
and corporate citizenship —

empowering change
e.g., balanced scorecard approach to influence
and drive change across multi-tiered supply chain

L

The Invisible Hand — procurement

value without the procurement touch

e.g., intelligent procurement apps, Al-enabled category
management; UX and SX improvement

The Age of Hyper Efficiency — drive

today’s value with 30% of the resources

e.g., automation of transactional procurement activities,
tail-end management, heavy analytics

oO A W DN B



Interested In
benchmarking
your organization?

How to participate
In the AEP

KEARNEY

AEP 2021/22
Assessment of Excellence in Procurement

25 KEARNEY

The Assessment of Excellence in Procurement (AEP) is the most globally recognized
approach for companies to benchmark and improve their procurement capabilities.

By investing 90 minutes of your time, you will receive the following tailored insights:

e A customized benchmark report showing how your organization’s capabilities compare with
other companies in your industry, region, and around the world

e An assessment of your return on investment in procurement, which communicates the
financial value delivered by your procurement organization in a CFO-friendly manner

e For companies who participated previously in the AEP, a comparison of progress against
prior performance

There is no charge for participating in the AEP study for companies with >$2bn revenues. Your
individual responses and results will be confidential.

Let us know if you are interested in participating — reach out to
Sonali.agarwal@kearney.com .

Kearne: y 11/21503



Examples

of participant
benchmarks
Included in the AEP
Feedback Report

Sample Feedback Report
Pages

26 KEARNEY

Your Summary
AEP results

Relative Performance
Against all Participants

Quartile Ranking

I 1 Quartie (Top)
24 Quartile
3 Quartile:

M 4" Quartile (Bottom)

10 KEARNEY

Your Position:
Team )
Excellence Quartile
4

Catalyst for business alignment,
supporting procurement efficiency
and effectiveness and improving
the buying experience

Category
Excellence

The most powerful lever to drive
value (cost reduction and value
beyond cost).

Identifies key business insights to
address enterprise-wide goals.

Supplier
Excellence

Critical to sustaining procurement
value over time, and leaders are
recognizing its competitive advantage
to drive innovation, CSR

and manage supply risk

Kearney’s House of Purchasing
and Supplys™

Organizational Alignment

End to End
Buy/Pay
Channels

Team Excellence:

Procurement ®
Your Score
Strategy I
A A1 Other Average
[Saget _ [sage2 ______ [stmge3 ________ [sages |
Procurement Strategy
Viewed primarily as tactical Viewed as important service Viewed as business partner by Viewed as strategic business pariner with
positioning of  function, limited to managing select functions/ BUs. Strategic strong credibility and brand recognition in the
procurement transactions and supplier plans focus on TCO for most key company [ )
agreements Procurement strategy process  categories with informal links to Long-term, strategic/disruptive plans. A A
No procurement strategic exists but focuses on cost-only | company’s sirategic planning integrated with BU planning and business
planning process elements. process budgeting processes
Challenges lier teams to

Knowledge of  Producis
how

L of
known by pmcurement hul roducts and services to bring

ey requirements: collaborates with

focus on what matters most to customers and

sefting specifications actionable insights and ideas to
procurement oo b Tcvicny e the Engineening and Brand the development cycle fo define  Siminate all ®
creates value  responsihilty of marketing and  teams, on an ad-hoc basis pmd.m andm based on core  E2E perspective; challenging nteral and e
for your sales external partners to overcome indusiry
customers thinking in new ways
Knowledge of  Suppler visits with key Embedded specialized team | Guides key supplirs andsubler.  Solid understanding of processes and cost
how suppliers  Supplers Supplerprocesses - working uith key supplers o | supplers n opimizing heirpartof  irucures of ey supliers and diives
create value for %' O checkedina e o mabroveme value credlion processes introduction of new value creation processes ®
your company Supplier are forthcoming abouttheir 2! suppliers

core Competencies Relerss focus on it egly mattersto —h &

mers. mirrize ey cost,siminate
nunNaIu&zdd\ng componer

Procurement Nt a consideration for Gommitted o contibute towards  Comited i Proacive / comited
contribution to  procurement. goals,  goalsthat conti overall , social, and economic)
enterprise-wide o sustainability goals in but does izati agenda. Mud\ g0 beyond overall arganization’s
sustainability  category strategies. targets or a strategy to execute | Cascaded down to a category agenda. Cascaded down to [ ]

and trackedreported. Gategory level and trackedreported — A A

Encouraged, but not required.

11 KEARNEY

Framework exists to manage trade-
offs

Award decisions required to demonstrate
trade-offs with enforcement.

Figure 1. Assessment of capabilities and practices across
each dimension of the House of Purchasing and Supply

Figure 2: Comparison against leading practices — e.g.,

Procurement Strategy

How you stack up
against leaders
and all others

AEP Study
Leaders average
A Al Others average

Quartile Ranking

B 1 Quartile
2 Quarile
3 Quartie

W 4" Quartie

1 KEARNEY

AEP Scores — Your Results versus Benchmarking Set

@

[0} Procummem Organizational Endto End buy/ Performance
alignment  pay channels  manageme

Excellence

y B4
- 32
2.8 R
25 &
24

34

32
31

23

Digital and Talent Sourcing & Supplier
technology Category relationship

management  management

Category Supplier
Excellence  Excellence

Procurement
financial impact is in
the_Middle 50%

on Supply
Management
Assets
(ROSMASM)

Top quartile get

2-3x
higher
Return

Top
Quartile

Middle
50%

Bottom
25%

Total procurable spend (USD MM)

Coverage
Velocity
Yield

Compliance

Additional hard benefits (USD MM)
Realized “hard” savings and benefits (USD MM)
Cost as percent of spend.

13 KEARNEY ROSMA

Souce: 201120 ROSWA database, 2000 AEF cient sefseporied data

At or below 1

2020 Data

5,240
80%
47%
45%
95%
45
90.6
0.6%
29

Return on Supply Management Assets

10+

Figure 3: Comparison against procurement leaders and

average

Source: Kearney

Figure 4: Calculation of Return of Supply Management Assets
(ROSMASM)

Kearney 11/21503



What are your
challenges In
procurement and how
you address them?

27 KEARNEY



The modern day
procurement value
chain is complex
and
Interconnected

Legend:

Strategic procurement

Transactional procurement

.Organisational capability

28 KEARNEY

A Spend/ category
analytics

— Benefits tracking

— Spend visibility

— Category strategies
— Predictive analytics

B Supplier
management

— Supplier
communications

— Supplier onboarding

— Performance mgmt.

— Risk mgmt.

C Sourcing/
market
engagement

— Sourcing processes
— Vendor evaluations
— Tail mgmt.

D Contract
management

— Contract compliance
— Contract
development

G Organisational
capability

— Knowledge
management

E Procure to order

— Purchase requests

F Invoice and
payment

— Invoicing processes

— Rebate mgmt.

— Budget tracking and
compliance

— Procurement training
— Procurement
integration

Kearney 11/21503



What issues your procurement functions face?

A Spend/ category
analytics

Low savings credibility

— Inadequate tools to track
savings mean CFOs
often disbelieve reported
savings

— Missing savings targets

Poor spend visibility

— No single source of truth
due to uncategorized
spend and inaccurate
taxonomy

Weak category strategies

— Limited category insights

— Generic levers and
approach (basic RFP)

— Insufficient intelligence to
challenge / negotiate
vendor pricing

B Supplier
management

Unstandardized comms.

— Unrecorded supplier
communications

— No clarity on follow up on
actions / issues

Unclear perf. / risks

— Lack single vendor portal
highlighting supplier perf.,
risks and capacity

Poor quality feedback

— Manual processes to
receive / manage /track
vendor feedback

Staff overwhelmed by

transactional activities

— Limited capacity for
strategic activities

C Sourcing/ market
engagement

Variable tender quality

— Procurement systems
track document flows
only; quality of tender
docs is user dependent

Lack robust evaluation

— Vendor comparisons are
high-level; lack efficient
means to challenge
vendors at line item level

Neglected / over-serviced

tail spend

— Lack tools to effectively
source tail spend with
minimal resource effort

D Contract
management

Poor contract compliance

— Contract compliance not
tracked

— Revisions not updated in
relevant systems

Manual contract

development processes

— Locally stored and
managed contracts

— Manual contract mgmt.
and compliance

Outdated management

systems

— Multiple systems used to
manage contracts

E Procure
to order

Poor user experience

drives non compliance

and poor data quality

— Ordering systems do not
match stakeholder
expectations of ‘eBay’
style user friendliness

— Users avoid system or
fail to fill in fields

Disjointed processes

— e.g. compliant purchase
requests do not
automatically generate
POs

F Invoice and
payment

Manual invoicing

processes

— Manual release of
divergent invoices

Lost rebates payments
— Negotiated rebates are
not tracked or invoiced

Slow and unfriendly
system
— Manual / slow processing

Budgets not tracked

— Stakeholders not
automatically notified
when tracking over
budget

G Organisational capability

Poor procurement management/integration

Poor knowledge management

— No generic procurement knowledge mgmt. process

— No central repository for data

— Item, supplier and contract master maintained by
functional stakeholder groups

— Customers view purchasing role as reactive,
transactional and administrative
— Procurement seen as ops and not as value generator

— No process and KPIs to track procurement performance

Poor training availability

— Staff unaware how to correctly follow procurement

processes

— No training in place for new procurement technologies



Typical potential
to improve key
Impact areas

30

KEARNEY

Impact

Focus Area

Near term price reduction

Long term total cost of
ownership

Improved Working
Capital Productivity

Innovation and revenue
enhancement

Demand shaping

Supply risk management

Supplier Diversity

Sustainability and
corporate social
responsibility

Procurement operating
efficiencies

For Discussion

Recommended Next Steps

Evaluate the potential to hold supplier summits
Explore price reduction levers in line with the supply / demand power of the sub-category

Install significant infrastructure to support Procurement like Rfx, spend visibility, CRM or SRM
Systematize the SRM governance process and increase cross-functional/BU collaboration

Evaluate a further trade-off of working capital levers (e.g. payment terms, inventory) vs. pricing

Explore joint programs with strategic suppliers to optimize working capital along with other performance
elements

Establish processes and tools for dynamic category strategies that capture real-time developments

Recognize and reward supplier innovation contribution and drive for more through supplier
hackathons/innovation summits

Establish continuous learning process to address changing customer needs

Involve procurement in reviews with the business to proactively control demand of discretionary spend;
establish clear and transparent reporting of compliance

Prioritize future goals with select businesses or categories

— Improve supplier scorecards to cover all performance metrics covering specific goals/initiatives

Create clear targets to improve supplier diversity and require reporting against targets
Frequently enrich supplier diversity data though manual efforts

Create a culture in procurement that is seen as a differentiator in the organization that supports talent
strategy and enhances the procurement brand

Use point solutions with partially automated data capture and scoring to drive sustainable procurement;
make sustainable buying decisions based on data driven insights

— Prioritize future goals with select businesses or categories
— Conduct periodic "Procurement and Finance Summits" to expand / align on key metrics and performance

evaluation

Kearney 11/21503



Procurement
transformation
elements — Case
example

31 KEARNEY



Case - ldentified
challenges that
triggered the need
for procurement
transformation

Our understanding of Client
requirements

32 KEARNEY

What we’ve heard

Opportunity

Effectiveness

“High comodity prices, rising
labor cost are putting
preassure on financials.
Client is experiencing
notable operational
inefficiencies and lack of
productivity leading to
financial losses.”

€Xm opportunity through
Procurement
transformation, informed
by benchmarking, AEP
experience.

Savings to be reinvested
in capabilities, salaries

Capabilities

“Significant financial losses
are being incurred by the
organisation that can be
attributed to sub-optimal
contracting and poor
contract management
practices, basic sourcing
strategies and low
transparency”

Upskilling, optimising the
operating model and best-
in-class digital capabilities
will yield substantial
benefits to the
organisation

Governance

“An unacceptable number of
non-awards, and a high
number of tenders that were
cancelled increasing the
number of litigations. This
can also be attributed to
corrupt activities that may be
a residue of the culture of
state capture”

Best practice governance
prohibits value loss and
further optimises business
processes

Kearne: y 11/21503



Client could
unlock €Xm of
value p.a. of costs
through
procurement
optimisation

Outside-in

Effectiveness

OPEX
CAPEX

33 KEARNEY

External spend! €bn, 2021

19.8
8.6

11.3

Transport assets

6.3

4.4

1.9

Core ops assets

6.0

5.7

0.3

Other

Selected levers

Trucks, rolling stock
Construction
Maintenance & Repair
External services

Fuel

Equipment

External Transport
External Warehousing
Maintenance
Electricity
Construction

Security

Fuels & lubricants

Indirect costs:

IT

Insurance

Other electricity & Utilities
Facility management
Marketing

Advertizing

1. Operating expenses excluding personnel + CAPEX as a proxy

Avg. expected
cost savings

4-9%

12-20%

7-15%

Potential savings

2-4

~54%

~32%

Client

Kearney 11/21503



When assessing key spend categories,
we review the potential levers to define
the window of opportunity.

PVC opportunity levers

Ease of implementation

Contract vs Spot High
International vs EUR Supply High

o Recycle Resin (20-40% substitution) Medium/High?

g Spec Harmonization Low

@ Volume Discounts High
Buyer Power Low
Plant Location Optimization Medium
Total: Strong Confidence
Total: Full Range

Top-down Pricing vs Market Index Medium
34 KEARNEY 1. Savings compared to Jan 2018 average pricing across suppliers ($0.38 per Ib), previous client data

2. Recycle capacity for required specs to be confirmed

Client example

Estimated Savings?! (%)
5-8%

0-4%

5-10%

0%

0-3%

0%

0-1%

10-16%
0-24%

16-21%

Kearne: y 11/21503



Kearney’s
Purchasing
Chessboard®is
used extensively
to reduce cost and
Increase value

Effectiveness

35 KEARNEY

Kearney’s proprietary Purchasing Chessboard®

In-depth understanding of
the supply market

dynamics

identify optimal strategy...

Multi round
game theory
based negotiation

Alternative

SLAs, use
/ platform / warehouses, etc.)

to quickly

offers (e.g., lower
of proprietary logistic

— Bundling discounts

. Total costevaluation (priced
and non-priced elements)

Expanded bidder list incl.
selected freight forwarders and
NVOCCs'

Source: Kearney

AN
\ Discounts for volume, payment

terms, contract length,
commitment, etc.

P Risk mgmt. / constraints

v Yearly volume commitment in

et -

Ll D E*EE

Suppiy

market
analysis

Businass requirements and conslrainis

Lead time expectations, cusiomer
equipmenl, serces requited, elc

Carrear performance

Histaric pelfarmance caplured on supgher
scorecands

Business volume

Client business volume, growth
perspectives and wilingness to commit

return for guaranteed
container availability

2-3 suppliers per route with
volume allocation and 2-3
back-up suppliers

Capacity limitation per
business unit, tons moved per
year, number of routes,
financial risk, etc.

<

A_T. Kearney Purchasing Chessboard™
8

Suoply Pover

Lowy

Low DChemand Power Hah

...which will be
operationalised through
specific levers in the RFP
process

Kearney 11/21503



The essence of
The Purchasing
Chessboard®

IS the assessment
of supply power
and demand
power

Effectiveness

The Purchasing Chessboard®
concept

36 KEARNEY

Demand and supply power

A. Factors driving supply power

High
— Number of credible suppliers
— Split of market shares among suppliers

— Merger and acquisition dynamics in the
supplier market

— Entry barriers for new suppliers
— Ease of substituting supplier

— Entry barriers for new products
— Availability of products

>

Supply power

B. Factors driving demand power

— Client's share of relevant demand (in the
region)

— Growth perspectives offered to suppliers by Low
client

— Opportunities for suppliers to further
develop competencies through working with
client

— Opportunities for suppliers to further
develop image through working with client

Low

Source: Kearney

B Demand power

High



64 levers on the
Purchasing
Chessboard® can
be used for
building a
category strategy.

Effectiveness

The Purchasing Chessboard®
concept

37 KEARNEY

High 8 Invention on ih%?/ﬁ%% Functionality Specification Xﬁgﬁ Revenue Profit sharing Strategic
demand network assessment assessment guration sharing alliance

Design for
manu- Supplier tiering
facture

Silsielgelilins T Project based Value based
management partnership sourcing

7 Core cost Design for Product
analysis sourcing teardown

Collaborative
capacity
management

Collaborative

5 Vertical Intelligent deal Composite Process
cost reduction

integration structure benchmark benchmark

Virtual inventory = (Fei=iffiise/e=
management concept

Vendor
managed
inventory

Bottle- Political
5 neck framework
management management

Product Complexity Visible process
benchmark reduction organization

Supplier Supplier fitness
development program

Supply
power
4 Sourcing Buying Cost data ek RFI/RFP Expressive Total cost of L;vaerrkege
community consortia mining process bidding ownership T

3 Procurement Mega supplier Mdaas:[;er Spend Supplier market Reverse Price Unbundled
outsourcing strategy management transparency intelligence auctions benchmark prices

Closed loop
spend
management

2 Compliance
management

Supplier Bundling across
consolidation generations

Cost regression Factor

HELTE @ 51137 Eizi g analysis cost analysis

Cost Linear
Global sourcing | L€.@ <lelfjieln| based performance
price modeling pricing

1 Demand Contract Bundling across = =itlale/llale] =led0kts
reduction management product lines

Low
A B C D E F G H

Low Demand power High

Source: Kearney
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We em power Value Engineering Team (VET) Concept

Value Engineering o " . .
: : — Empowered team to make value engineering decisions efficiently and effectively
Teams to |dent|fy — Single accountable per function for entire company (e.g. 1 operations person to act on behalf of sites)
and im p|em ent re- — Assigned by Top Management with full mandate
ificati — Escalation option to Project Leadership in case of critical trade-offs
Specification — Frequent, structured sessions to advance value levers along 7-step process with 3 “go” moments

opportunities in — In-between “homework” to test potential and feasibility of value engineering levers for colleagues
tandem with

procurement

interventions. onteoory  Youamecs Y eupphier  Ycourcing  § Svacov | Enoage Negotia- implement

suppliers tions & SRM

profile needs base strategy

Effectiveness VET in practice: Packaging

R&D Operations Commercial Procurement

— Evaluate harmonization — Assess operational benefits — Clarify importance of specs — Scout for supplier
and/or substitution levers of spec. harmonization to customers innovations through RFI

— Review compatibility with  — Assess line compatibility/ — Evaluate feasibility of spec — Test levers in supply market
production line / transport investments of new specs changes on packaging within  through supplier consultation
norms and requirements and order sizes in factories client requirements — ermine economic value of

— Assess technical feasibility =~ and warehouses — Assess impact on customers  levers and develop most
for production — Evaluate impact on (If needed: test with clients) beneficial scenarios

38 KEARNEY transportation / protection



The Kearney
Assessment of
Excellence in
Procurement (AEP)
IS used to assess
the internal

Analysis of Excellence in Procurement

0 House of Purchasing and SupplySM

Return on Supply Management Asset

() ROSMASM

effectiveness of Supply
procurement A
. Organisational Alignment

function invested Suppl

Sourcing & Supplier Operating FUEICEIRCEE nltl/l%i:ger:gnpty

: . Deli d
Category Relationship Process SHVETe Assets
Management Management Management
. . |
Information, Analytics and
Performance Management '
o g KnOWIedge Management Spend Vsl Category Comp- JAdditional|] Period Stir:\;:égtr_al
Cap ab| | Iities coverage y yields liance benefits? costs e
Talent Management

Relative Performance Against all Participants

First quartile rating requires an average Leadership Practice score in the top 25%, as well as not having a score less than 1 in any of those Leadership Practices
Additional benefits per full-time equivalents for participants that submitted additional benefits
Source: Return on Supply Management Assets surveys and AEP studies from 2011 — 2017

40 KEARNEY
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Jointly defined

design principles

are important to
guide the end

state design and
transition journey

for the Client
Procurement
Function

Capabilities

41 KEARNEY

Design framework

Level of
centralization

Reporting lines within
sub-organizations

Category
groupings

Procurement vs.
Functional lead

Size of
organization

Location of
organization

Roles and
responsibilities

Internal customer
interaction

WHAT is appropriate span of control for central Procurement operations,
and what should stay local?

WHO shall report to who, what is an appropriate span of management
per person, and how many levels shall the organization have?

WHAT is a logical category grouping to make up an appropriate amount
of responsibility and workload per PM and CM?

SHOULD Procurement function or business function take the lead
Procurement role within certain areas?

HOW MANY staff will be needed per role and sub-organization?

WHERE shall the organization be located?

WHAT is the mission and vision of the Procurement organization?
WHAT is the role and responsibility per role?

HOW does the processes of interacting with other departments need to
be adapted to the new organization?



Based on AEP
findings and
design principles,
various options
emerge on the fit
for purpose
operating model
for the
organisation

Capabilities

42 KEARNEY

AEP results - Organisational Alignment

Centralised @ Centre-led / Partially centre-led

Corporate
purchasing

Role of corporate in category strategies: decision
making

Central supply mgmt. organisation
performs most supply mgmt. functions for
most categories. Tactical execution may
reside locally.

< .

Corporate
purchasing

Role of corporate in category strategies: veto/arbitration

Central supply mgmt. organisation performs a
mix of strategic and tactical supply mgmt.
roles (varying by category) with enforcement
capabilities (e.g. supplier selection, a voice in
MBO-setting, performance input)

Mixed Central/Decentral @

Procurement organisation with split
responsibilities (functional and/or
category specific)

@72 Leaders @2 All Others

Decentralised

Procurement organisation with voluntary
cross-business unit collaboration

Kearney 11/21503



@ Kearney Procurement Academy Training Modules

The Kearney
Procurement
Academy plays an
Important role in

An overview

Module IlI

« Trains 2000 — 3000 people (Advanced Skills)
yearly globally

e 16 modules

R i A.T.Kearne : , Introduction to Should Cost -
drivin gs kills Academy }' - 20 sessions Procurement (AEP, Negotiations
development Challenge » Held mega-trainings for >300 Housﬁ doég‘gﬂf‘)smg

o p Innovate people for a client in KSA Demand
build |n g tO .en sure mne Management Category
sustain ab | I |ty an d House of Purchasing Management
propaga’[lon of Q Online — Degreed Learning Pathways TCO
In partnership with Microsoft Learn and Udemy
results Risk Management
=. Microsoft Udemy for Business {A 7-steps
i RFI/RFP best
e An overview practices
‘ 3« Global Training Programme The Purchase S —
Capabilities - 150+ online certified Chessboard Collaborative
courses on procurement Optimisation
:31 Kearney: Analytics Procurement * 15+ Experts avallable to Strategles |nt0 aCtlon
e = answer any query - - Big Data and
. ‘ - 50+ articles/publications Chessboard Parametric Bidding Analytics

examples

Acquiring knowledge is an individual task and the individual should have the choice of source and be offered the ability to repeat the

trainings (e.g., read material, see a video, hear a web-cast).If training stops here, 70% to 80% of the learnings will no longer be recalled
after 6 months

Classroom training and workshops deepen the lessons learned by discussions, break-out session and presentation of results by the
participants. If training stops here, between 30 to 40% of the content will not be recalled after 6 months

e _ i .. ‘ . H ] : o
43 KEARNEY Onl¥ th(_e addition of on-the-job training, or ‘active learning’ enables retention of up to 90% of content
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Digital Solutions
will increasingly
show that they
can deliver a
significant return
on investment

Capabilities 2

KEARMNEY

15% 20-40% 30-50%

Contracting cycle time Savings on ignored Reduction of contract
reduction spend categories value leakage

15% 80+% 100%

Incremental savings E2E supply chain Security of supply
through tail spend visibility
automation
Increase In sourcing From service function ...
< volume yields, velocity, @
~— spend coverage, and ...to business partner

opportunity identification



As an example to Procurement data lake architecture
explore, a
procurement data
lake provides one
source for all

@]:::
i

Riy

_ Procurement Supplier
supplier
iInformation
Procurement data lake
Security and access control _
Modelling and visualization
Conceptual

API2 services System

Master key harmonization

Data lake and
services platform

Other services

External
feeds
— SRM® tool 1

— SRM5 tool 2
— SRM> tool 3

ERP3systems P2P4systems

ERP systems

— Supplier Master
Data

— Payment
— Requisition
— Contracting

1. Master data management. 2. Application programming interface 3. Enterprise resource planning 4. Peer-to-peer 5. Supplier relationship management

45 KEARNEY Source: Kearney

Kearney 11/21503



The governance
challenges in most
of the country’s
SOEs arise from
not effectively
balancing
efficiency with
compliance

Governance

46 KEARNEY

Efficiency vs. Compliance

— Agility to adapt to
market changes and
related changes to
strategy

— Unlock a seamless bid
management

— Optimize committees
structures

— Develop Critical Efficien cy
Compliance Control
Points to unlock T —
efficiency for low-risk

activities and improve Comp liance
compliance for high-

risk activities T

Best Practice
Litigation Risk Management

Audit Risk Management

Source: Kearney

— 360 degree sight to
proactively monitor and
manage audit and
litigation risk

— Checks and balances
aligned to desirable
balance between agility
and risk management

— Share of spend
controlled by
procurement

Kearney 11/21503



We typically
approach
procurement
projectsin a
combination of
organizational and

[7)]
2]
()
c
(O]
>
e
[&]
)
=
L

sourcing aspeCt g B.1.2 Baseline B.2. Operating model design

- o — Develop procurement — Define operating model

] > organisation baseline guiding principles

7 N .

1 O S — Conduct activity survey — Evaluate and agree on

= — Assess AEP findings & operating model

| S S identify opportunities in — Define target picture and

'S g processes, organization, required changes to reach it

A tools/IT — Develop transformation

_ = roadmap with detail set of
o initiatives
m

INONR!

8 o C.1. Communication & change management

| @1 2

'S

Q1 :

o1 O

O

C.2. Kearney Procurement Academy trainings

—
A
y
A
v
A
\ 4

2-4 weeks 4-6 weeks 4-18 months
47 KEARNEY
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Data is a critical
enabler to execute
successful
procurement
transformation.

If data does not
exist it needs to be
created

Spend Cube approach

49 KEARNEY

Source: Kearney

Uncategorised spend

Spend transparency

Division A

What do | buy?
Where do | buy?

How much do |
buy?

Whom do | buy
from?

What price do |
pay?

Division B

What do | buy?
Where do | buy?

How much do |
buy?

Whom do | buy
from?

What price do |
pay?

Do | buy the same things? (item level)

Do they go the same locations?

What is the aggerate volume? Who drives

it?

Do | buy from the same suppliers?

Do | pay the same prices?

Kearney 11/21503



The 7-step 7-step Strategic Sourcing Process L= L=~ 77 B ‘\

Strateg | C SO u rCi n g 1.Develop 2.Understand ~ 3.Assess  4.Determine | Strategy\ 5.Execute [ Tactics \ 6.Develop ,Commitment| 7.Implement
process isused as baseline bUS'CTeSS supplier  sourcing NGO I strategy \ GO I measures \GO / & SRM
— N€eas — base o strategy = N =7 = - N7 > -’\\ /s =
a structured, -
rigorous
methodology to
realize maximum Strategy GO Tactics GO Commitment GO
Val ue 'fI'O m yo ur — Confirm scope and baseline — Review bids and allocation — Contract: formalize negotiations
sSupp lier base — Align on strategic intent scenarios results
— Determine supply base strategy — Align on opportunities and risks — Internal processes:
— Approve sourcing levers & plan — Finalize negotiations approach and — Agree high level implementation
— Validate assessed opportunity Jactes ; plan ; _

— Select suppliers / partners to — Commit required resources to
develop implementation measures enable and implement changes
with and / or to negotiate with — Projected benefits

Assessment Implementation

A
A 4
A
v

50 KEARNEY
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The Kearney
Assessment of
Excellence in
Procurement
(AEP) is used
assess the internal
effectiveness of
Client’s
procurement
function

AEP conducted at both
group and divisional level

Relative performance of
Client versus peers will
guide areas to be addressed

Ambition levels will agreed
per dimension

A. Value capture
1. Baseline

51 KEARNEY

House of Purchasing and Supply Management™

— Alignment of Procurement/supply strategy
with business strategy

— Procurement’s goals, objectives and
strategies
Strategy Supply g
Management — Procurement organisation structure and
Strategy Stature

: — Function_al linkages and coordination
— Category strategy - mechanisms
Organisation | — Application of levers to Organisational T —
deliver value Alignment p

— Value targets and value
capture practices

— Relationship governance

: — Policies and processes

Value addin Sourcing & Supplier Operating e
processeg 3 Category 4 Relationship 51 Process Policies and processes
Management Management Management — Process design &
S implementation
: — Process compliance and
5 Performance Management 7 Informgﬂgge&mléggwledge characteristics
Enablers
e Human Resources Management
()

— HR management strategy and approach
— Priorities for skills and capabilities

— Training, recruiting, retention and
compensation practices tools

— Procurement’s IT strategy
and architecture

— Capabilities and usage of

— Performance mgt. approach
— Specific measurements in use
— Policies and processes

Source: Kearney
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Included in the ROSMASM calculations

AEP is the Return
on Supply

CLIENT: 2-3
Management Ind. Avg.: 4-6
Assets (ROSMASM)
to assess external
effeCtlven €SS Of Financial Results Delivered — 'Ior\wested SUfpIEly L Rl
. y e ssets
Client’s
[ [ \ \ [ \
rocurement

p . Spend Coverage  Velocity Category Yields Compliance Period Costs SHUEE
funCtlon Investment

Addresses the total Evaluates the speed  Encapsulates all the  Evaluates how well Captures all the Captures the cost of

3rd party spend that  of addressing the savings and other the negotiated periodic costs, such  the Procurement
Cli | Procurement spend under financial benefits agreements and as people costs, infrastructure and

lent example influences, along with  Procurement gained from the policies are followed external support capabilities

consideration for the  influence spend addressed and enforced costs, etc. development

visibility and gover-
ROSMA goclil_d.lJ(?IEd |ait bOIth nance of that spend
group and divisionat leve Ind. Avg.: 75-80% Ind. Avg.: 65-75% Ind. Avg.: 11-13% Ind. Avg.: 80-85% Ind. Avg.: 0.9% (of spend influenced)
Improvement areas are
defined based on _
performance relatlve to Improvement areas: External effectiveness

L )\ )\ J N J
peers X X L
Improve savings Track & improve Optimise supply
Create spend transparency Utilise relevant & more  Improve policy & Optimise sizing & resource
Address non-City A countries advanced levers procedures allocation

A. Value capture Address claims Develop SRM plan Improve cataloguing Optimise operating model

1. Baseline

52 KEARNEY Source: Kearney
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The Purchasing —
Chessboard®concept
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The essence of
The Purchasing
Chessboard®

IS the assessment
of supply power
and demand
power

The Purchasing Chessboard®
concept

54 KEARNEY

Demand and supply power

A. Factors driving supply power

High
— Number of credible suppliers
— Split of market shares among suppliers

— Merger and acquisition dynamics in the
supplier market

— Entry barriers for new suppliers
— Ease of substituting supplier

— Entry barriers for new products
— Availability of products

>

Supply power

B. Factors driving demand power

— Client's share of relevant demand (in the
region)

— Growth perspectives offered to suppliers by Low
client

— Opportunities for suppliers to further
develop competencies through working with
client

— Opportunities for suppliers to further
develop image through working with client

Low

Source: Kearney

B Demand power

High



Standard RFI/RFP
sourcing has been
deployed
effectively at most
companies around
the globe

The Purchasing Chessboard®
concept

55 KEARNEY

"Standard" situation

High
: High demand
High suppl
gpoweep y and supply
power
Supply ‘Standard’
power situation
Low demand .
and supply High demand
power power
Low

Low
Demand power

Source: Kearney

High

RFI/RFP sourcing

rrrrrrrrrr
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In case of high
demand power,
target prices are
determined and
dictated to the
suppliers.

The Purchasing Chessboard®
concept

56 KEARNEY

High demand power

High
_ High demand
ngglo\sNueF:ply and supply
power
Supply ‘Standard’
power situation
L;)r\ml\(ljdsirgsgld High demand
power power
Low
Low

Demand power

Source: Kearney

Levers for cost reduction and
value generation:

— Leveraged competition
— Globalization
— Supplier pricing review
— Target pricing

Kearney 11/21503



In case of high
demand and
supply power, a
partnership-based
approach yields
the best results.

The Purchasing Chessboard®
concept

57 KEARNEY

High supply and high demand power

High

Supply
power

Low

Source: Kearney

High demand
and supply
power

High supply
power

‘Standard’
situation

Low demand
and supply
power

High demand
power

Demand power

Levers for cost reduction and
value generation:

— Value chain management

— Integrated operations planning
— Value partnership

— Cost partnership

High

Kearne: y 11/21503



Sole dependency
on suppliers calls
for new rules of

the game.

The Purchasing Chessboard®

concept
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High supply power situation

High
_ High demand
ng&ivueprply and supply
power
Supply ‘Standard’
power situation
L:r\‘/\é dsirgslr;d High demand
power POWEL
Low
Low

Demand power

Source: Kearney, image by Mwells01

Levers for cost reduction and
value generation:

— Innovation on demand
— Risk management

— Re-specification

— Technical data mining

High

Kearney 11/21503



For commoditized
products and
services, demand-
and contract-
management are
the most effective

levers.

The Purchasing Chessboard®

concept
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Low supply and demand power

High
_ High demand
ngphoiyer:ply and supply
power
Supply ‘Standard’
power situation
L:rY\(/j Céif;‘glr;d High demand
power i
Low
Low

Demand power

Source: Kearney, image by abflosiOl

Levers for cost reduction and
value generation:

— Co-sourcing

— Demand management
— Commercial data mining
— Volume bundling

High

Kearney 11/21503



Being successful
in today’s market
requires profound
understanding of
demand and
supply power.

The Purchasing Chessboard®
concept
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The playing field

High
... buying platinum for
catalysts
Global
SIE mobility
Power p|ayer
... buying airline tickets
Low
Low Demand Power

Source: Kearney

... buying fuel injection
systems

... buying forgings

High

Kearney 11/21503



4 basic strategies
make the
Purchasing
Chessboard easy
to use — even for
executives outside
procurement.

The Purchasing Chessboard®
concept
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4 basic strategies

High
: High demand
High supply a%d supply
power Dower
)
2
o Global
> mobility
o player
7

Low demand High demand

power

and supply
power

Low

Low
Demand power

Source: Kearney

High



Although leaders Usage of Purchasing Chessboard ® levers

use more o _ )
methods. there is % Leaders selecting “Systematically used
still significant g SOR SV R
Untapped pOtentl&U Average # of methods :
in the use of : “Systematically used”
collaborative :
methods. Change Nature
H
19 12
Typical Leaders Typical Leaders
companies companies :
among Suppliers
43 5.2
| Typical | Leaders : _ : | Typical | Leaders
: companies Low Demand power High companies :
The Purchasing Chessboard®
concept
62 KEARNEY Source: Kearney AEP study
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To achieve
substantial
savings from
complex
categories we use
a diversified
portfolio of
sourcing
approaches.

The Purchasing Chessboard®
concept
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Supply and demand power

s\a?

&
Ny
§Q
@

Demand Power

Supply power:

— Number of credible
suppliers

— Supplier’s market share

— M&A dynamics

— Entry barriers

— Ease of substituting
supplier

— Availability of products

Demand power:

— Your share of demand

— Growth offered to
suppliers

— Opportunities for suppliers
to develop competencies
and/or brand and image

1. See Appendix for more details
Source: Kearney

Kearney proprietary
The Purchasing
Chessboard®

/ Change nature of demand .Seek'j il ady;r;.r(age

%

Leverage competition

f
| i

i i

]

Value chadir !

i

i

]

i
m ‘
i

i

]

i

- ]

i

i

i

MARTIGEnTent patnersiip

breaka'ﬂwfgh specfﬁc atfion

1
1

1

1

1

1

1

1

1

1

1 Co-%
1

1

1

1

1

Techical data
g :

1

Volwurme e o

bundiing Globalization Targef ;Jn:.rng"
i
1
|

ourcing dgata ﬂr.mmg'

Internal communication

Board level stage setting:

— Breaking new ground by
using differentiated
strategies

Functional leaders role

setting:

— Defining a common
language to set the
business case and
mobilize the organization

Supply management

direction setting:

— Mastering 64 deep-dive
approaches to carry
through
the implementation
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64 levers on the
Purchasing
Chessboard® can
be used for
building a
category strategy.

The Purchasing Chessboard®
concept
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High 8 Invention on ih%?/ﬁ%i Functionality Specification Xﬁgﬁ Revenue Profit sharing Strategic
demand network assessment assessment guration sharing alliance

Design for
manu- Supplier tiering
facture

Silsielgelilins T Project based Value based
management partnership sourcing

7 Core cost Design for Product
analysis sourcing teardown

Collaborative
capacity
management

Collaborative

5 Vertical Intelligent deal Composite Process
cost reduction

integration structure benchmark benchmark

Virtual inventory = (Fei=iffiise/e=
management concept

Vendor
managed
inventory

Bottle- Political
5 neck framework
management management

Product Complexity Visible process
benchmark reduction organization

Supplier Supplier fithess
development program

Supply
power
4 Sourcing Buying Cost data ek RFI/RFP Expressive Total cost of L;vaerrke:g[e
community consortia mining process bidding ownership T

3 Procurement Mega supplier Mdaas:[;er Spend Supplier market Reverse Price Unbundled
outsourcing strategy management transparency intelligence auctions benchmark prices

Closed loop
spend
management

2 Compliance
management

Supplier Bundling across
consolidation generations

Cost regression Factor

HELTE @ 51137 Eizi g analysis cost analysis

Cost Linear
Global sourcing | L€.@ <lelfjieln| based performance
price modeling pricing

1 Demand Contract Bundling across = =itlale/llale] =led0kts
reduction management product lines

Low
A B C D E F G H

Low Demand power High

Source: Kearney
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The Purchasing
Chessboard® has
multiple possible
applications like...

The Purchasing Chessboard®
concept
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The Purchasing Chessboard® use cases

Client case examples

Construction equipment maker EPC company Automotive supplier
@ .. 9. o @
o%e . »
X o ® -% o ~
- L] T
I ( A i
- 0@ . .’ . °
Fiber producer Refractory producer
L ® Qe °
® . . o e
°% " &
-
° . . * @
. I J e L ]

Gear box maker

Segmentation in sub-categories
Legal services

Aggregation of spend categories
Facility management

Mid-complexity

legal matters

1
]
)
]
1
'
.
Routine legal
matters

... creating highly specific category profiles...

... managing the skill mix of varying

procurement stakeholders

Command of methods

Experts from other functions Individual buyers
who are buying

==

» Typically 3-5 methods used + Typically 8—15 methods used

» Usually focused on the specifics = Usually covering several
of the category in focus categories

Desired profile
of all buyers jointly

==~ =
=]

* Full command of 64 methods

« Accumulates depth of category
knowledge

... Selecting dedicated approaches within a

category

Source: Kearney
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Teams that master
The Purchasing
Chessboard® even
cross the
traditional
boundaries of
their respective
functions.

The Purchasing Chessboard®
concept
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Cross-functional competencies needed

Modify specifications in Turn suppliers into
order to commoditize partners in business for
spend mutual benefits

Optimize the entire
supply chain jointly with
suppliers

Team with third parties
to gain leverage on
suppliers

Utilize computation
power to extract
information from data

Leverage manu-
facturing competencies
to improve suppliers

Manage demand and Capture the
leverage existing & opportunities of
contracts Ny .oy globalization

Achieve functional Apply advanced
excellence in classic statistics to derive
procurement tasks target prices

Source: Kearney
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The Purchasing 7-step Strategic Sourcing Process (1/3)

Chessboard® is

typically used in o 0 e o 6 6 @
StrategiC SourCing Understand Assess Determine

Develop - : - Execute Develop Implement
. . business supplier sourcing
prOJECtS. baseline needs base strategy strategy measures & SRM

— Define current | — Summarize — Collect — Assess supply |- Dependingon  — Develop new — Conduct ongoing
baseline, incl. relevant detailed & demand the strategy, processes / benchmarking of
spend, overall stakeholders information on power to e.g. 2 major procedures external and
volumes, underlying suppliers paths: _ internal situation
locations & requirements Develop B — ldentify and _
suppliers, _ _ Evaluate purchasing — Competitive anticipate — Assign/
pricing Define qualify- supply market strategy selection of integration delegate

cation criteria for  dynamics suppliers: plans & timeline responsibilities
Gather suppliers Ensure strate- continue with _ timing and scope
insights on _ Generate gy is aligned RFP & nego — new supplier _
supplier Determine master list of with market processes certification — Design
performance, supplier value potential context, . monitoring /
volume add activities suppliers company — Supplier — Joint process measurement
forecasts & (outsourcing strategy and (partner) Improvements  gystem
specifications partners) — product & development: - :
E RFI to shortlist technology develop an - i’:_ldlinlnlstratlve
Profile suppliers roadmaps implemen- INkages
urchasin tation plan i
Bractices gnd Capture best Understand P (():ror;sr:?zzrtional
processes new suppliers how supplier  — Close cooper- img lications and
community can  ation with re puire d
best be respective q
changes

Using the Purchasing
Chessboard®

engaged

stakeholders

— Monitor results

D Use of Purchasing Chessboard to define strategy

Source: Kearney
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The Digitized
Purchasing
Chessboard
codifies Kearney
knowledge and
market knowledge
In a visual, digital
manner

68 KEARNEY

Category selection and
data input

=

Questionnaire

—

—
— Kearney =
Category
Database
v‘v'
External

Database

Input is drawn from
databases and gathered via
a standardized
guestionnaire from the
user:

« Category

Spend information
Region

Typical methods
Motivation of change

Automated Chessboard
positioning based on
category intelligence

Digitized
Purchasing Chessboard

Source: Kearney

The Digital Purchasing
Chessboard evaluates the
strategic placement
automatically by leveraging
intelligence build on
Kearney category expert
knowledge and linked
databases

Recommendations of
levers & implementation
guidance

). Lever
< ) recommendation

Expert Insights &
Category links

The user will receive an
overview of recommended
methods fitting the specific
situation he is facing.
Implementation guidance
and real examples are
provided and if needed a
contact to a Kearney
category expert is
established

Kearne: y 11/21503




Possible next steps
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Want to reduce
third party spend
by >10% in next 6
months and get 10x
return on your
Investment?

Value proposition:
Grouping
companies with
similar spend
profiles for a joint
procurement
transformation
project, sharing
benefits and best
practices

70 KEARNEY

High level approach

3 - 4 weeks (depending on data availability)

Depending on selected categories

Baselining

NDA alignment

Data gathering, spend
analyses, contracting
practices

1-2 interviews per
company to understand
the data and main
procurement practices

Spend cube analyses to
derive possible
optimization scenarios

(data is gathered,
harmonized, sanitized and
analyzed by Kearney. No
backward data sharing)

Group, sanitized insights
are shared back to the
companies in the group

Optional: AEP
benchmarking per
company

Benchmarking and
potential review

Benchmarking of categories

Define potential savings
based on analyzed
categories (benchmarking,
expert insights)

Define main improvement
measures for the group
companies and individual
companies

Identify quick savings

Go/No-go milestone for
companies to participate in
implementation

Mobilization of project
teams and full alignment of
cooperation principles,
savings measurement,
PMO, governance

Confirmation of benefits
sharing between companies
and Kearney

Strategy and
planning

Prioritization and
implementation planning
(alignment with teams) —
timing, scope, strategies
per category

Implementation Kick-off
with participants

Free of charge trainings for
participating companies
(Kearney procurement
academy curriculum)

Propose procurement
operating model changes
per company based on
AEP results

Implementation

Execution of strategies per
category, running RFPs,
negotiations, etc

Implementing all
improvement measures with
category managers,
procurement teams —
process is moderated by
Kearney

Tracking benefits and
savings

Support in communication
and stakeholders
management, reporting
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Thank you

Marko Derca

Partner & managing director
+386 41 555 055
Marko.Derca@kearney.com
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This document is exclusively intended for selected {Client} employees. Distribution, quotations and duplications —
even in the form of extracts — for third parties is only permitted upon prior written consent of Kearney.

Kearney used the text and charts compiled in this report in a presentation; they do not represent a complete
documentation of the presentation.
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