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Learning Objectives

= \What are the latest trends in BPO as it relates to Procurement?
= \What were the drivers leading to Rio Tinto’s BPO decisions?

= How has Rio Tinto prioritized Procurement processes along their
BPO journey?

= \What type of governance structure was put in place to manage the
BPO relationships?

= \What have been some of the critical success factors to the BPO
journey?
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The Hackett Group

Kurt Albertson, US Practice Leader, Procurement Advisor

= Mr. Albertson is the US Practice Lead for The Hackett Group's
Procurement Advisory Program. In this capacity he discuss with
Procurement executives latest trends and best practice, conducts
research into topical issues, and leads client conferences, webcasts
and related events.

= Mr. Albertson has over 15 years experience in assessing procurement
and finance capabilities focusing on sourcing, risk and supplier
management, purchasing and accounts payable operations, and travel
expense management. He offers a blend of consulting and industry
experience, having served a wide variety of clients across many
industries.

= Mr. Albertson holds an MBA from the University of North Carolina and
a bachelors degree in engineering from the University of Michigan.
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Featured Presenter

Peter McNamara; General manager - Project Procurement &
Development, Rio Tinto Procurement

= Peter McNamara has 31 years experience in the resources sector and has held a variety
of roles covering technical, product support, marketing and project evaluation functions.
For the past 14 years Peter has been deeply involved in Procurement and Supply Chain
Management.

= Peter has been a key architect in the transformation of procurement in Rio Tinto. During Peter’s time
with Rio Tinto Procurement the function has progressively moved from its origins as an independent
site based function to the current centre led, hub and spoke model in which Rio Tinto Procurement
manages all external spend for the Group. Peter has been directly involved in the strategic,
operational and customer facing aspects of this transformation. In 2000, Peter spent two years based
in the United States establishing the strategic sourcing initiative there. Peter led the procurement
integration work arising from Rio Tinto’s $38 billion acquisition of Alcan.

= Peter currently role as General Manager Project Procurement and Development encompasses
leadership of RTP’s procurement outsourcing initiative, leadership of a team of procurement
professionals working on capital procurement across Rio Tinto’s extensive portfolio of growth
projects, and RTP’s approach to training and development.

= Peter holds an MCIPS, MBA and BSc.
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Procurement must deliver “ROI”, but cost savings and efficiency only

go so far

174%

Peer group

Return on investment
Ratio of total spend cost savings
to the cost of procurement, 2010

1.3

World Class

Savings: 7% for World Class and 3.1% for Peers

Cost (as % of spend): 0.62% for World-Class and 0.74% for Peers

Source: The Hackett Group

Procurement Functional Benchmark, 2010
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Procurement

Procurement
Value: Redefine

Service Value
“What do we aspire to be?” which
becomes “What to execute?”

rocuremen
Service
Delivery
Performance: Capability:
Recalibrate Redevelop

Service Execution Service Capability
“What is the level of “What capabilities do we have
performance for both efficiency today or need to acquire to
and effectiveness?” change?”
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Procurement is trying to elevate its broader value (and related
capabilities) to define performance beyond cost savings

Business Procurement

Procurement
Value: Redefine

Procurement

Business Environment
“The New Normal”

Value “What do we aspire to be?” which
becomes “What to execute?”

rocuremen
Service
Delivery
Capability:
Redevelop

Performance:
Recalibrate

Service Execution Service Capability

“What is the level of “What capabilities do we have
Requirements performance for both efficiency today or need to acquire to
(and investments) and effectiveness?” change?”

Page 7 Procurement Advisory Webcast August 2010 %z Th e H ac k ett G rou p

©2010 The Hackett Group, Inc. All rights reserved. Reproduction of this document or any portion thereof without prior written consent is prohibited. World-Class Defined and Enabled



As Procurement continues to evolve its value proposition it strives to
capitalize on TCO, Demand Mgmt, and Value Mgmt opportunities

Increasing value (and required capabilities)

Value Proposition Role of Procurement Leading
-..ultimately stimulating good demand and increasing safely hamessing the power of supply “Influence the
business value derived from spend (and supply Value markets for competitive advantage Business Strategy”
markets) rather than just reducing spend magnitude. anagement
. .. Customer relationship management; Exceeding
Reducmg_; un_needec! demand ac_hw_ty_,r, money management; demand/ ug t th
complexity, immediacy and vanability... Demand specification influence Businl:e':z::ratee ,
Management gy
Cost modeling; supplier/market
...by reducing total supply costs analysis; supplier ma!nagen'le_nt;
(not just supplier profits). SRM; supply planning; project
. management; risk mgmt
TCO Reduction Achieving
“Reduce Costs”
...and at the nght price... Negotiations
Purchased Cost
Reduction
Right goods and services Site-level tactical ! .
at the right time at sourcing, ordering © qggl:g"
the right place... Supply Assurance and expediting Firefight
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But Procurement still struggles to free itself to perform strategic activities
focusing too much time and energy at the base of the pyramid

Percent of time spent on procurement activities
by non-transactional FTEs

Value 259%

Management
Supporting strategic initiatives

Demand 20%
Management Managing demand

Reducing total costs 23%
TCO Reduction
Reducing purchased costs _ 26%
i o €——
Assuring supply _ 19%
Supply Assurance 15% €=

B Current Allocation = Desired Allocation

Source: The Hackett Group Procurement Value Proposition and Capability Study,
2009
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Much of this has to do with the misalignment of the current Service
Delivery Model particular “Service Placement” and “Process Sourcing”

How and where In-house versus outsource
processes and Onshore versus offshore
sub-processes are Physical versus virtual
) Clear understanding of sourced
Shared services (SSCs)  hich activities and Processes,
Centers of Excellence ,ocesses are to take Process exception- handling

BU or Corporate Center rules, mappings, etc.,

associated with
functional roles and
responsibilities

place where Sourcing

Service
Placement

BU-level

standards
Enterprise-wide
standards

Local standards
Service management

Defined roles and Autf)mation .
Decision-making = responsibilities and Architecture of the Online self-service
i how decisions are access
effectiveness to be made SDM technollogy platforms Online and Web access
Components required to support . i ation

Skills in functions and
business operations
Formal training and skills
development opportunities
Retention of top performers

Organizational

_ Independentor gntities structure
integrated services 5. reporting lines

organization  ¢or service delivery

SERVICE DELIVERY MODEL
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service delivery

Level of IT and systems
integration

Skills needed to
deliver and
successfully
transform services
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Procurement BPO is still heavily transactional, but market intelligence,
tactical sourcing & full category management are increasingly in play

Percent of companies citing processes where BPO will be used as major strategy

Invoice processing | Transactional 62%
PO processing and PO communications to supplier | Transactional 46%

Market intelligence and supply risk data gathering | New capability building 38%

Supply data management (e.g., catalog management,

) Transactional and Analytic 38¢
supplier master updates, etc.) y o

Full category management of non-strategic spend 31
areas °

Tactical sourcing (non-recurring / spot / one-time buys 31
| three-bids-and-a-buy) °

Supplier qualification and certification activities 27%

Source: The Hackett Group 2010 Key Issues Study
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Procurement Outsourcing is on the rise and increasingly coordinated

by “GBS organizations”

Percent of Procurement Activity Outsourced Product Development

—

(Large organizations with “GBS” Organizations) Support 3%
Customer Management -20%%
Tod 12.4% |
ofay Sourcing Strategy & = 3%
B In Two Years | Analysis 3%
Supplier Management & | 3%
Development 2%
7.6% Compliance Management = Kl
i g I 9%
o Receipt Processing 80/? /%
5.5%
I /o
3 8% Supply Data Management oy 3%
. o
i 5%
Scheduling EG—_—_—
Purchase Order Processing _5% 7%

Sourcing Execution

8%
7%

QOutsourced - direct  Outsourced - indirect

Source: 2010 Global Business Services Study, 2010
Procurement Functional Benchmark, Hackett Analysis
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Tactical/Spot Sourcing of Non-Recurring Business Critical category
can represents 20-32% of indirect spend

= Strategic, recurring (e.g., Telecom Services, PC upgrade, % of Indirect Spend by Spend Type
Advertising agency, Recruiting services)

= Tactical, recurring (e.g., Catalog/ rate based low dollar
goods and services such as Print, Office supplies,

Temps
Pe) Strategic

. . .o Recurrin
= Non-Recurring Business Critical{e.g. custom 33.1% -
software, fatized marketing campaign / Non-recurring

services, specialized training services, capital ‘;:)e:u‘;f Business Critical
expenditures) 31.8%

= High activity (37% of req’s are free-text) Tactical
= Poorly managed ref;' ;r(:/?g
= A 2% savings opportunity on indirect spend :

Source: The Hackett Group Study on Non-Recurring
Business-Critical Expenditures, 2009

Procurement BPO is a capability that can support this under managed spend category
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Procurement BPO

RioTinto

Peter McNama
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Rio Tinto — Who We Are

Leading international mining group

listed in Australia and UK

Major products:

— lron ore

— Aluminium,

— Copper

— Coal

— Diamonds

— Gold

— Industrial minerals

US%$44 billion in sales revenue
US$5.8 billion profit

100,000 employees
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Rio Tinto Operations Worldwide

€
O win
Smelters, refineries, power

OJUIL] OTY]

America

America

Australasia
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Rio Tinto Procurement

« US$12 billion spend

« 38 spend categories

« 50,000+ suppliers

« 2.5 million purchase orders

« Staff in more than 20 countries
* 10 hubs

— Asia Pacific: Brisbane, Perth,
Shanghai, Singapore

— EMEA: Johannesburg,
Voreppe

“Source, Buy, Deliver” — North America: Montreal, Salt
Lake City

— BPO: Pune India, Monterrey
Mexico

Slide 17



' The RTP Operating Model
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Global

Raw Strategic : .
i . o Capital Services
: Regional Operations — Operations — Operations — Operations — Operations —
. : Americas Australia East Australia West BPO EMEA
= service delivery

hubs Function management & support

. Diamonds
On-site Aluminium Iron Ore Energy & Minerals Copper Support
] Business Business Business BUSINess Business Functions
dellvery Units Units Units Units Units
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g.’ Rio Tinto Procurement Re-engineering
-
=
o

M&A integration

 LEAN to drive process simplification

* Purchase to Pay Optimization

 Emerging markets sourcing

* Learning and Development

« Capital procurement

Slide 19
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Hackett benchmark

HIGH

EFFECTIVENESS
AINIDIE43
Jauuogad doyg

Low< > A ACPHIGH
EFFICIENCY 1% 1

Rio Tinto’s Outsourcing Imperatives

New hires forecast

Staff #

2010 2020

Remote locations

1 Blocksd

Mine of the future

Slide 20



Sourcing and Contracting Approach

=
o
-
=
S

* Very short bidders list

« Transparent base lining with bidders

« Comprehensive TCO model

» Stress tested phase | outcome with competitive bid for phase Il

 Contract structured around MSA and critical service level
measures

Slide 21
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RTP’s BPO Journey

f

Ny
o
S End-to-end Cat. Management
§ - High
Qg 2
N End-to-end Cat. Management - Low S,
&
g’a Category Management Insights
S
Agile Business Intelligence Reporting

Purchasing — Triage / Selected Manual POs

Category Management Research - Simple

Bid Team Operations

Back Office — Master Data (Materials , Price Files, Vendors)
- Spend analytics reporting
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Category Management Support

Strategy Development

Category Spend
Management

Sourcing Execution

Contract &
Performance Mgmt

Il

0% 20% 40% 60% 80% 100%

B Infosys M Client

Category value added

Implementing With Our Partner

Suppliers Joint Commodity Council

—)

* Multiple clients
* Increased focus

* New suppliers
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Leaders Guide To BPO Expectations

oI ony

BPO
Principles for
RTP
Managers &
Leaders
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Board

Global
Operations

Review

Innovation &
Transformation

WIP Review

Governance Framework

PURPOSE

Ensure we are a demanding customer

Process harmonisation / improvement

Regional value added

Discharge line management accountability
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Delivering The Change

1

o
-
-
—h
o

Leadership

Go and see

“Drink you own champagne”

Participatory scoping & supplier
selection

From: Lawns, Martyn (RTA)
To: RTP General Managers
Co Singer, Scott (RTP); ' Sverdlov, Touri (RTA); ' Soontiens, Roeland
Subject: ‘Spinning on a dime’ with Infosys
Team

'wanted to give this piece of work some visibility as positive reinforcement of our BPO strategy and the rei

Non threatening incrementalism

Early successes
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Additional Learnings

It's a journey, be prepared for good days and bad

Align the approach with your core operating model - Reinforcing
line management accountability works very well for Rio Tinto

Cultural alignment with the supplier is critical

Invest in the relationship, including resourcing the retained
organisation to sustain the strategic direction
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RioTinto



...,
Contact Information

The Hackett Group Kurt Albertson
. Senior Director, Procurement Advisory
Suite N500 Phone:  +1770.225.7570
1117 Perimeter Center West
Atlanta, GA 30338 kalbertson@thehackettgroup.com
Phone: +1 770 225 3600
Martin House
5 Martin Lane

London EC4R 0DP
Phone:  +44 207 398 9100

Torhaus Westhafen
Speicherstrasse 59

60327 Frankfurt am Main, Germany
Phone:  +49 69 900217 0

8, rue de Port Mahon
75002 Paris, France
Phone: +33 15343 0400

Strawinskylaan 3051G, 1077 ZX
Amsterdam, The Netherlands
Phone:  +3120 301 2210
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