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Who is Lou Pingitore?

Over 25 years of combined IT and sourcing experience in various industries with a focus on the
Financial Services market place.

Have delivered over $200MM in cost reduction/avoidance savings to Fortune 500 businesses.

Have negotiated hundreds of | T contracts (MSAOGSs,
agreements, etc.).

>
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A Broad contract negotiating experience with:

IT Services (Consulting, DC Hosting, Hardware Field Support, etc.),
Software (Commercial, Maintenance, Custom Solutions, etc.),
Market Data (Feeds, Analytical Data, etc.),

Hardware (Servers, Network Equipment, Workstations, etc.) and
Telecom (Circuits, Phone Service, etc.)

T> T T> o T

A Extensive experience managing, developing and delivering IT solutions for Fortune 500
organizations as a Developer, Analyst, Project Manager, Director , CIO & Consultant.
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What is IT Sourcing & Procurement?

IT Sourcing:

IT sourcing is more strategic in nature and requires a higher -level of experience and expertise to
negotiate contracts for IT products and services. Sourcing professionals utilize a number of tools,
technigues and methods to secure favorable contracts with 3 ' party vendors while representing the
commercial interests (both financial & risk) in a negotiation.

IT Procurement:

Procurement professionals purchase IT products and services using the contracts that IT sourcing has
negotiated to buy these products and services at
same level of expertise as an IT sourcing manager. Their jobs are more administrative in nature as

they are often creating PO3ds (processing orders),
of IT goods.
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What Role do You Play as an IT Manager?
- 0000/

In general, IT Managers need to provide overall commercial guidance (what's important and what is

not). This means for IT products: what exactly are you looking to purchase; how many over time;

what kind of maintenance service do you need, if any, to support the products you wish to purchase,

et c. For service related contracts: what SLAOGs ar
expertise; how much effort is required by these skilled resources, etc.

Additionally, here are some high -level things you need to consider:

A Help identify savings opportunities and make your Sourcing Manager aware of them so they can
help you manage your IT costs.

A Help identify potential solution vendors. No one knows potential good and bad vendors
(especially services vendors) better than the IT Managers that have previously worked directly
with a vendor.

>

Provide a solid scope and clear objectives for contracts that will go out to bid (via RFP or other
bidding process such as eprocurement). Remember most IT Sourcing managers have never
worked in I'T and dondot really understand what yo

>

Identify any commercial pitfalls that you see on the horizon and ensure the Sourcing Manager has
integrated mitigating language in the contract and/or SOW.

p)

Support the commercial negotiations by helping to separate what you really need vs. what you
want and help prioritize whatos most i mportant (]
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Commer c i

~

a l Dods & Donot s

Most vendors are very politically savvy and unders
waters. They also are very subtle about reconnaissance, so you have to be on your guard at all
times I f you want to achieve the most favorable pr
can do however to minimize the vendorsod tactics.
Commer ci al Do0s:
A Do build healthy, solid working relationships with vendors. Honest, hard working vendors can be
a great asset as a value added business partner.
A Do develop new relationships with plan B vendors as good vendors can sour.
A Do find out from colleagues outside your organization which vendors to stay away from and which
ones might be good to consider.
A Do always be fair and reasonable in your negotiations and strive for win/win contracts.
Big Commerci al Dondt s:
A Dondt get too friendly with a vendor especially
should always keep at arms length from them.
A Dondt ever tell a vendor what your budget i s.
A Never ever tell a vendor who they are competing with or how many vendors they are competing
against for a contract.
A Dondt negotiate price with a vendor
A Dondt ostick ité6 to a vendor because
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Key Commercial Points in a Service or Outsourcing
Agreement

Most IT Sourcing Managers should know these points but it doesn't hurt for you to understand them
yourselves in case you get stuck with a poor Sourcing Manager.

A Always shoot for a short termination clause (start with 30 days or less). This is more important
t han SLAOGs and wil|l hold the vendorodos feet to t he
want a quick out.

A Target SLAOs that have some Omeatdé to them if yol
frame. You can go easier on the SLAGs if you get
chip to get what you really want.

A Shoot for zero or small termination penalties, or cap your penalties and try to waterfall them as
the contract ages.

A Cap annual cost increases using some well known industry index (such as CPI). Try to get the first
renewal year without any increase.

A Use smaller proven vendors whenever reasonably possible for services, as they will always be
hungrier for the business and will almost always be more cost effective as well as more
responsive to your concerns.

A Limit the vendords ability to replace key resour

A Never give anything away to a vendor without getting something you want in return.

[1
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How to Use IT Sourcing Effectively

Dondot wait for | T Sourcing to pproach you, get
approach. Dondt be afraid to uggest di fferent
business, or to work with IT Sourcing to determine the best sourcing approach to procuring your IT

products or services. Here are some common sense thlngs to consider:

A Engage IT Sourcing as early as possible (let them work for you).

A Look for savings opportunities whenever possible and engage IT Sourcing to develop a reasonable
savings initiative (increase your discretionary spend) before the next fiscal year. Remember, the
earlier you renegotiate an agreement, the more you save.

A ldentify vendor consolidation opportunities (are you buying hardware from more than 2 vendors,
etc.).

A Try shared sourcing opportunities to leverage spend (consortiums), if it makes sense.

A Look for different ways to approach a solution to drive down costs (remember, most IT Sourcing
professionals have no IT experience).

A Put business opportunities out to bid to reduce costs by forcing vendors to compete for your
business.

A lf you find youdre buying a | ot more products

had in previous years, engage IT Sourcing to establish a new purchase Agreement to leverage this
increased spend.
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Some IT Sourcing Trends

At least in the Banking industry, the past 12 to 18 months have been all about saving money in a
difficult economy. However, there have been other emerging trends to consider. Here are a few of
the more note worthy ones to be aware of:

1. Cloud Computing & Virtualization
a) Benefits (savings, reductions in overhead, scalability, etc.)
b) Key I ssues (data security, privacy compliance, SLAOS,
c) Acceptable Risk (go slow, be selective, pilot test)

2. IT Outsourcing

a) Popular US company offshoring locations (top 3 in order are: India -- still #1, Mexico [gaining in
popularity due to cost and geography] and China)

b) Key Drivers (sustainable cost reduction & way out in front , log-term value, efficiencies & although not
always realized, legacy application migration, etc.)

c) Be selective as to what to outsource (stay away from the big bang)

d) Pitfalls to look out for (loss of IP, increased management overhead, issues with quality, language barriers,
retainment of quality resources)

3. Going Green - IT Data Centers (consolidation, virtualization, and automation)

a) Scalable and modular computing facilities (reducing power consumption & DC footprint using
virtualization & high -density technology) S

4. Cost Containment B —
a) Fixed price contracts as opposed to T&M
b) Daily rates as opposed to hourly

c) Outcome-based and Transaction-based pricing models (transfers risk to vendors and @€livers more
flexibility and scalability to your organization)
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Sourcing as it Relates to Finance - ROI

Sourcing scenario as it relates to the return on investment (ROI):

1. Specific Scenario:
a) IT Manger wants to consider using an IT sourcing consultant for a complex negotiation of an existing
contract that his organization has no specific expertise in delivering.

b)  Contract Specifics:
o $20MM/year in fees,
o $15MM penalty for early termination,
o 8years left on the contract

2. Projected Costs:
a)  Sourcing Consultant Fees ~ $200k
b) Outside legal Fees ~ $50k
3. Projected Cost Reduction Savings:
a) Itis determined that by bringing in a specialist will save 20% more on overall projected savings of
$5MM/year vs internal resources which equates to an additional LMM/year of savings.
4. ROI:

a) Total Projected Gain = $1MM * 8 Years or $8MM
b)  Total Projected Costs = $250k
c) ROI = (Projected Gain d Projected Costs)/Projected Costs or 3,100%

5. Conclusion:

With an ROI of 3,100% this investment makes a whole lot of sense and is easily justified
to Sr. Management.
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Sourcing as it Relates to Finance - ROE

Sourcing scenario as it relates to the return on equity (ROE):

1. Specific Scenario:

a) Sr. IT Manger is considering the formation of an IT Sourcing Department but wants to consider the ROE as
it relates to this investment in human capital.

2. Projected Costs:

a) Annual Sourcing Labor Costs (4 Employees, salaries + benefits) ~ $1MM
b)  Annual Projected Expenses: $100k

c) Annual Projected labor increase (beyond year 1): 5%

d) Annual IT Expenses (nonlabor): $10MM

3. Projected Cost Reduction Savings:

a) Itis determined that by bringing in a team of IT sourcing specialist the organization will save 20% year 1,
15% year 2, 10% year 3 and 5% year 4 on the annual IT spend (nofabor).

b) Itis also decided (by Finance) that the incremental savings achieved on the IT budget will be earmarked
as a direct reduction to organizational operating costs and will not be reallocated elsewhere.

4. ROE:

a) Total Impact to Net Revenue: Increase of $900k year 1 plus an additional $7.66MM over the next 3 years for
a total increase to Net Revenue of $8.55MM over that period or an average of $2.1MM annually.

b) Total Costs: $4.7MM

c) Total Annual Increase to Net Revenue after year 4: ~ $4.2MM

d) Total Net Reduction to the Annual IT Budget: ~42%

5. Conclusion:

At the end of 4 years, the annual value to shareholder equity for this investment has

a positive impact on ROE as it increases the top line of ROE by ~ $4.2 MM annually.
This investment makes a lot of sense to shareholder value as long as the specific goals
are met.
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Questions?

Open Questions
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