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PURPOSE OF THE PRESENTATION

Provide understanding of definition and scope of KPO

Provide an impression about global KPO activities

Provide considerations for successful implementation of KPO concepts
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“Knowledge Process Outsourcing (KPO) is expected to be a large
opportunity across the globe

INTRODUCTION

Selected KPO facts

KPO business is expected to employ 250,000 people in 2010 or $14 billion business (70% of global
KPO market provided in India)

Apart from India, Russia, China the Czech Republic, Ireland and Israel are also expected to share a
pie of KPO industry

KPO companies provide knowledge-intensive work and engage highly skilled professionals such as
MBAs, CAs,CFAs, engineers, PhDs, doctors, lawyers, etc.

KPO provides significant cost advantages — clients can save up to 32% with more value creation
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While BPO focuses on transactional processes, KPO m

oves up the

value chain and addresses knowledge and information processes
ITO, BPO AND KPO AT A GLANCE
Human Finance & Procurement
Resources Accounting (Indirect materials)

Employee relations

Performance mgmt.

KPO

Regulatory & compliance

Global mobility
Training & deveiopment
Recruitment & selection

Compensation

Applications maintenance Voice & Data Networks

o PSS
o Benefits Payroll
o0 Empioyment data mgmt.
O
|: Data centers
Source: Everest Research Institute (2007)

Mgmt reporting & analysis

Internal audit
Budget/forecasting
Capital budgeting

Treasury & risk Mgmt.

Spend data mgmt
Strategic sourcing

Vendor mgmt.

Regulatory reporting &

: Demand mgmt.
compliance

Fixed assets Day-to-day purchasing

General accounting Performance mgmt

Accounts receivable Accounts

Procurement systems
payable

Tax

Call Centers
Help desk Desktop

ERP  Applications development
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KPO focuses on delivering value-added servicesto ¢ lients — mainly with
the objective to provide insights to the decision m aking process

KPO — EXAMPLES

Industry BPO — KPO
Insurance Contact center and Claim Analysis Underwriting
customer support and asset
management
Consulting Back office support to Global Research Synthesized Report
clients

Bank Settlement Financial Equity research

analytics

Pharma Contact centre Patent design IP portfolio

Healthcare and customer analytics
support

Telecom Contact centre Analytics Strategy

Retail etc and customer research
support
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Example - The German Aerospace Center provides R&D s  ervices to Aircraft
Engine and Gas Turbine Manufactures

KPO EXAMPLE — R&D SERVICES

Conduct CFD
simulation

Design

aircraft engine or Review results
gas turbine and adjust design

Test and
Introduce to
Market
Conduct

experiments and
tests

Customer German Aerospace Center Customer



The customer provides German Aerospace Centerthe p  hysical geometry

and basic boundary conditions

CUSTOMER REQUIREMENTS
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The Experimental team runs a series of laser diagno  stics to provide
important data for model calibration

EXPERIMENTAL RESEARCH



The CFD team models the case and conducts detailed research in terms of
guality of mixture, emissions, and drivers for qual ity combustion

NUMERICAL RESEARCH _ CFD



To conclude the case, experiment and CFD resultsto  gether are analyzed
and design guidelines for customers are derived

INSIGHT DEVELOPMENT

Insight documents
for customers’

R&D department




There are also companies in Thailand that offer KPO services to the market
as part of their service portfolio

EXAMPLE — FULL SERVICE PROCUREMENT OUTSOURCING IN TH AILAND

Buying pantavanij SeCIIing |
Communlty Core Services Ommunlty

Aggregation Sourcing

Many Buyers : Many Sellers
(selective)

Ordering & Invoicing Tools

Value-Adding Services/Tools i
4 . . '
Online Purchasing Tools

« Online Auction Tools |- > . r
E-RFX Tools
B2B Document Exchanging Solution
Strategic Sourcing Program
Procurement & supply chain
' Consulting KPO

Categories Management
Procurement Outsourcing

and Others ...... ; and Others ...... .

Source: PTVN Consulting Service
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The global market size for KPO is expected to reach more than 15bn USD at
an average growth rate of 30-40%

KPO MARKET OUTLOOK
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Source: Evalueserve
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The BPO market is changing rapidly to KPO as custom  ers demand higher
value offshore services and providers look to maint ain their profit margins

MAJOR KPO MARKET DRIVERS

Customers demand more specialized and higher value services and solutions — they
want a provider who knows their business

Margins in traditional BPO are squeezed as providers undercut each other on price to
win deals

Competitive pressures on early market leaders like India from countries like the

Philippines, China, Sri Lanka have forced players to offer higher value services in order
to maintain market share

Industry consolidation has driven the creation of niche KPO players who must
differentiate in order to gain market share
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KPO can create value for large and medium companies as well

SELECTED BENEFIT DRIVERS FOR KPO BY COMPANY TYPE

» Focus on core competence

* Process expertise

» Advantage of ‘Buy’ over ‘Make’
o 24X7 support

» Greater focus on quality and value-add than traditional BPO — the
provider understands their business

 Strategic extension of their business offshore — i.e. moves the
offshore play beyond pure wage arbitrage

Large companies

» Leverage additional resources
» Cost advantage

» Access to a highly skilled workforce with domain and process
expertise

* Research support

Research and » Peak load absorption
Consulting « Partnership across the globe

« Domain expertise

» Cost advantage
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For overseas companies KPO provides significant cos t savings — however,
the business case for Thai companies may look diffe rent

COST ARBITRAGE — PERSPECTIVE USA AND EUROPE
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Also BPO providers and their employees benefit from the trend towards
KPO

BENEFITS FOR BPO PROVIDERS AND EMPLOYEES TO MOVE TO WARDS KPO

Providers

Deeper client relationships and longer term contracts
Fewer retention woes (KPO attrition rates are much lower)
Increased profit margins

Better ability to compete with captive operations

Employees
Clearer career trajectory — jobs are now in a specific industry, rather than in BPO
More extensive training opportunities and more transferable skills
Higher pay
Uniquely positioned to capitalize on local markets once they evolve
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There are three types of KPO service providersint  he market

TYPES OF KPO SERVICE PROVIDERS

Pure-play providers Integrated IT/BPO
S providers

Integrated IT/BPO

These could be

specialists in a specific Market Efg’ﬁggz\éwéhemce
domain or offering a Players offerings — these firms

broader range of

Knowledge Services,

I3 I many cases are clients across industries

start_—up firms who and have now

Iﬁiﬁltci)crllutehs’r.nselves as articulated their KSO
offerings.

have historically been IT
and BP providers to

Captive offshore

operations of global
corporations
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India provides many KPO destinations and covers mor e than 70% of the
global KPO market

MAJOR KPO DESTINATIONS IN INDIA

KPO Services Hub in India List of KPO Playersinind ia

Source: EVS
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KPO providers present themselves in a professional manner serving
companies around the globe and offering a wide rang e of services

EXAMPLE — EVALUESERVE

Number of Employees: 2,000 +




Research among 86 Indian KPO service providers disc  overed a large
portion of firms that focus on Financial services f ollowed by Bl services

EXAMPLE KPO DOMAINS

Source - TPI research among 63 service providers and 23 captives with knowledge services operations in India covering over 18,000 resources
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Indian KPO companies offer a wide spectrum of servi ces in the financial
sector

TYPES OF KPO SERVICES IN INDIA - FINANCIAL SERVICES SECTOR

P n #

Source: TPI analysis and interviews
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A large part of the BI/MI services are still at the lower end of the spectrum.
Not much truly high end work is happening out of In dia

TYPES OF KPO SERVICES IN INDIA - BUSINESS AND MARKET INTELLIGENCE

< YO#

A 4

Source: TPI analysis and interviews

© 2009 Freewill Solutions. All Right Reserved. 25



Research indicates that most of the KPO operations are yet to achieve
scale. Most KPO companies have still less than 200 resources

SCALE OF KPO OPERATIONS

KPO Headcount Distribution

Pure-plays

Integrated 28 5 8 5
Captives 18 0 3 8
Pure-plays 28 8 6 4
Integrated 26 6 6 0
Captives 12 4 0 0

Source: TPI analysis and interviews
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According to the Gartner Hype Cycle, KPO hasn't rea
Companies still need to be careful when considering

ched maturity yet —
to implement KPO

GARTNER HYPE CYCLE FOR BPO SERVICES 2008

On the Rise

» Direct-Procurement
BPO

» Payment Service
BPO:
Microcommerce

« |ndirect-
Procurement BPO

* Mortgage
Underwriting

* Multisourcing
Service Integrator

« BPMS-Enabled
BPO

* Business/Process
Utility

» Core Banking

* Life Insurance

—Closed-Baok BPO |

* Knowledge
Process
Outsourcing

e onomaoran sro.

At the Peak

» Customer Analytics
(BPO)

» Mortgage
Origination

» Comprehensive
CRM BPO

» Comprehensive
F&A BPO

* Revenue Cycle
Management

» Accounts
Receivable BPO

Sliding Into the

Trough

 Accounts Payable
BPO

* Hiring and
Recruiting
Outsourcing

» Payment Service
BPO: Electronic
Check and
Lockbox

* Work-at-Home
Outsourcing

* Billing BPO for
Telecom Service
Providers in
Europe and
Asia/Pacific

e Print/Mail Business
Continuity and
Disaster Recovery

* Business
Transformation
Outsourcing

» Comprehensive
Human Resources
BPO

* Managed Print

Climbing the

Entering the
Plateau

Slope

e Contact Center
BPO

» Mortgage Servicing

 Payroll Outsourcing

* Benefits
Administration
Outsourcing

* Billing BPO for
Telecom Providers
in North America

 Teleradiology
Outsourcing

Source: Gartner — Hype Cycle for BPO Services, 2008

Service

» Payment Service
BPO: Card
Processing

Mature Concepts




There are certain risks associated with KPO service
needed to be considered by both sides

s- the key challenges

KEY CHALLENGES

Clients

Risk of losing intellectual property

Risk of losing core competency

Risk of getting inconsistent quality or

delivery delays due to lack of strong
commitment

Risk of losing agility due to rigid and
inflexible contract

Risk of losing transparency and control
due lack of governance processes

KPO Vendors

Initial investment

Need highly skilled workers
Often better infrastructure
Build IP and methodologies

Limited talent pool available in the market

Recruitment
Retention

Higher level of control, confidentiality and
enhanced risk management

Difficult to scale business

Need to build domain expertise across
verticals

Requires global delivery platform with
highly skilled onshore resources




Success criteria are very similar to other forms of outsourcing, however,
they are even more important due to the complex nat  ure of KPO

SELECTED SUCCESS CRITERIA

« Common goals
» Effective communication

Relationship

Ability to capture and » Layers of governance
communicate requirements » Transparency and trust

Ability to ensure continuous gelr\’ice Governance « Measurable SLA’s, KPI's for
improvement ADAAR KPO vendors

Contract Structure

Need for win-win economics
Need for flexibility
Protection of IP and secrets
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Enabling KPO happens in four phases — proper program management and
change management is crucial

KPO PHASES AND OBJECTIVES

Operate

REP and Transition

Contracting

“—>> Low impact
on

operations

Redesign

Effective

business
model

Identify

Strong

Business
Case
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The first step is to gain an overview over opportun ities to utilize KPO and
evaluate the opportunities along strategic sourcing dimensions

IDENTIFICATION PHASE — INITIAL PRIORITIZATION

KPO
Opportunities . :
PP Operations Marketing
o
C X Strategy, Finance, HR, IT, Legal, CRM, Corporate PMO, etc
5 S \
3 @
o S
| 2 2

Evaluation 0 S
‘»
=)
0

Investment, Risk Vendor Landscape
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To take the decision to do KPO, companies havetob e very clear on the
underlying business cases — if net benefits are not compelling — don’t do it!

IDENTIFICATION PHASE — BUSINESS CASE CONSIDERATIONS

Benefits Risks

» Focus on core competence * Risk of losing intellectual property
* Process expertise » Risk of losing core competency

» Advantage of ‘Buy’ over ‘Make’ * Risk of getting inconsistent quality
o 24X7 support due to lack of strong commitment
» Leverage additional resources » Ineffective governance structure

» Cost advantage * Rigid and inflexible contract

* Domain and process expertise » Lack of effective communication

* Research support

* Peak load absorption

» Partnership across the globe
* Domain expertise

» Cost advantage

Investment
» Opportunity costs of internal efforts
* Consulting Costs

» Eventual other external costs, e.g. for
facilities
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The business case should reflect key project defini

dependencies and certainly financial scenarios

tions, risks and

IDENTIFICATION PHASE — BUSINESS CASE
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Ready

Financial Scenarios

Project Information  Form v.02

Project Name: For PMO
Project Duration: <duration between Start and End Dates> | Project Code: <running # provided by PMO>
Project Start Date: <planned start date> Register Date: < provided by PMO>
Project End Date: <planned end date> nd out-of-scope. Use the eight (8) levers of
Project Sponsor:  <Accountable for project success, ensure resources>

Name Department e-mail Telephone
1
Project Manager: <Plan and manage project, report status and issues, solve conflicts>

Name Department e-mail Telephone
1
Project Team:

Name Department e-mail Telephone

the new

1
2
Project Advisor:

Name Department e-mail Telephone
1
1. Project Background ivities
<What is the current situation? What kinds of problems or opportunities exist? What are some of the
events that took place in the past?>

Due Date Status
<Planned not actual> < % progress or

2. Project Description

2.1 Project Objective
< Summarize all project deliverables in 1 sentence.>

completed on date?>

2.2 Expected Business Outcome
<Business benefits resulting from achievement of project objective >

esource, time, cost or quality>

TApECTeT SO o T

eI T PTOTeTTS T aree, time, cost or quality>

2.7 Project Dependency

<Specify relation or linkage to other project>

3.

. Others
3.1 Internal Effort

< High Medium Low: High is for projects requiring more than 250 man-days
to implement, Medium is between 75-250, and Low is below 75 man-days>

3.2 Rough External Costs

< What is the rough external costs in Bath (e.g. Baht 3-5 mm)?>

3.3 Business Benefit

< High Medium Low: High is for projects with over Baht 10 mm yearly
EBITDA impact, Medium is for Baht 1-10 mm, and Low is for less than Baht
1mm>

Key project definitions
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The new delivery process needs to be very clear and documented to provide
sufficient guidelines for change management and lat er operation

REDESIGN PHASE

Key Changes Key Process Definition
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Another important design component is the process ¢
— this will help to set SLA’s for vendors and reduce

overnance framework

risks

PROCESS GOVERNANCE FRAMEWORK

Bi-weekly Status Report

Project Name <Name of PMO Project >

Project Status Date <On Fridays of 1st and 3rd weeks of each month (starting from
Feb. 8, 2008 and omwards)>

Reporting Date <Before 12:30 hours on Tuesdays of 2nd and 4th weeks of each
month (starting from Feb. 12, 2008 and onwards)>

Prepared by <Name of Project Manager>

4 Keys Dashboard
Project Benefls Project Risks Scope Workand Schedule
Yellow
Legend:

Urgent - correctve action required immediately

Warning - corrective action required in the near term

Stay the course ~no corrective action required

Overall

<Provide executive summary>

© 2009 Freewill Solutions. All Right Reserved.
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During the transition phase all major principles of
management apply — pilots reduce the risk of failure

program and change
significantly

TRANSITION PHASE — EXAMPLE IT OFFSHORING OF EUROPEAN TELCO

Pitfalls

«Can do attitude and far too optimistic

*Offshore people’s dream job

sLack of structured change communication
In-transparent RFP process

sLack of understanding of culture differences

eInsufficient vendor representatives present
onshore
Interfaces to vendor insufficiently defined

*No test cases and pilots

*Rush through the process and do too much
at the same time

Result

*Major risks not mitigated which led to lot’s of
rework, frustration and hassle

Lost key people, especially contractors
*Heavy politics and rumors

«Can you do this? Sure, we have so many
people who work day and night!

*Requirements misunderstood and correction
process extremely cumbersome

*Discovered process inefficiencies had high
business impact

*50% reduction in delivery capacity for more
than 6 months
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KPO requires proper governance and continuous impro vement

OPERATING PHASE — GOVERNANCE FRAMEWORK

» Ensure the Right Work is Done * Validate & Manage Costs
Right- “Inspect What We Expect” « Monitor the Economics of the Deal
» Measure and Monitor Delivery » Ensure Value Proposition Realized
Performance
* Drive Operational Efficiency

Vendor
Lifecycle
* Ensure Compliance with Service * Drive Satisfaction
Delivery Structure  Partnership Oversight & Strategic
* Resolve Disputes Alignment
* Maintain Legal Documents * Risk Management
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Issue Management needs to happen on all levels — fro  m strategic levels to
day to day operations

OPERATING PHASE - ISSUE MANAGEMENT

Assessment of overall Client Executive Vendor Top-down proactive-
health of Engagement Leadership xecutive set strategic direction
adership and planning

Overall Vendor Performance, Strategic Planning

Strategy execution,
prioritization and
overall portfolio
balance

Vendor performance,
MSA level issues

Global Relationship, Contracting, New Business, SLA Trends, Escalated Issues

Establish specific
targets and initiate
material ideas

Program level
planning &
monitoring by

uonoalqg d16a1ens

Operations Execution & Performance, Strategic Initiatives, SLA Misses

c
i
ks
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Q
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L
B
i
o
Q
c
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S
)
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£
o
)
c
O

Define processes,

standards and ensurg
successful execution

Project level
planning and
monitoring

Coordination of all Quality, CSAT, Training, & Sales Initiatives, Operational Performance Management
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KPO offers value opportunities, but the complexity must not be
underestimated — key is a good business case, and to start small

KEY TAKE AWAYS

» Knowledge Process Outsourcing is
» An extension of Business Process Outsourcing towards services that require higher skill levels

* Not new, but becoming more available with higher diversity and professionalism

India is leading the KPO market with high growth projection which is mainly limited due to expected
challenges on the talent market

Most available KPO services are offered in the Financial Sector and BI/MI services

Apart from typical BPO challenges, KPO faces additional challenges such as
» Protection of IP and secrets
» Lost of core knowledge and core competency

» More difficult to define requirements and SLA’s especially covering quality of results

Due to significant challenges, any KPO initiative should be well planned out and thought through, e.g.

» Proper analysis of suitable KPO areas and respective risks to operations and the whole company
» Proper business case showing significant ROI potential
» Proper transition management (program and change management)

« Start small, case by case, piloted
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