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About this study: Demographics

Forthe 2021 edition of The Hackett Group’s annual Key
Issues Study, executive management and leaders of
finance, human resources, information technology,
procurement and GBS organizations at a global set of
midsized and large enterprises were asked in late 2020
about their strategic priorities and initiatives for the coming
year.

Additionally, each function was asked to respond to
guestions about enterprise priorities and the general
business environment.

This report analyzes enterprise priorities and business
conditions and presents findings for commonissues based
on consolidated responses to common G&A and GBS
guestions.
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Enterprise key findings

Covid-19is
shaping 2021
business
environment

The Covid-19 pandemic and its fallout will continue to shape business priorities in 2021 and beyond: 41% of respondents
expect conditions to stabilize by the second half of 2021, but 36% believe it will take longer. Only 23% expect stability
sooner.

Before the crisis, 4% of general and administrative (G&A) staff worked primarily from home and 13% had a hybrid
arrangement between working from home and the office. Post-crisis, these percentages are projected to rise to 25% and
33%, respectively. This transition presents a major operational challenge for G&A functions.

Dramatic shiftto

virtual work

Skills profiles The large-scale transition to virtual work will require significant reskilling and innovation of management techniques.
and talent Companies can and will tap into an increasingly global talent pool. Performance management will evolve from measuring
management activity and task-based productivity to business outcomes based on teamwork and collaboration. Further, diversity and
mustevolve inclusion has become a top priority for many companies.

2021 will see a major increase in perceived business risks across the board - from cybersecurity to regulatory change,
the economic implications of prolonged pandemic-related restrictions, and supply chain disruption. All parts of the
organization, including business functions, will feel the effects of this high-risk business environment and need to factor
this into their 2021 transformation agenda.

Digital maturity was a major factor in companies’ ability to respond to the crisis, creating competitive differentiation. Most
companies have taken the lessons to heartand plan to accelerate enterprise digital transformation. Accelerated
technology innovation is the most prevalent enduring change expected from the crisis, and 60% of companies have a
major digital transformation initiative on the 2021 enterprise agenda, more than any other initiative.

Source:2021 Key Issues Study, The Hackett Group
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Protecting the bottom line is the chief enterprise objective for 2021
Revenue growth slips but remains near the top of the agenda

Margin improvement or
protection

Revenue growth
Customer-focus improvement

Operational agility improvement

Products, services and/or
business model innovation

Human capital development

Corporate social
responsibility/sustainability
goals achievement

%2 The Hackett Group

Business objectives priority ranking

Lowest Ranking

2021
2020
2021
2020
2021
2020
2021
2020
2021
2020
2021
2020
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Source: 2021 Key Issues Study, The Hackett Group
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Most companies expect business conditions to stabilize by the end of 2021, but
optimism has declined significantly over the past few months

Expected stabilization*
(percentage of companies)

0
16% 13%

7% 504 8%

August 20, Oct 20 |August'20] Oct 20 |August'20 Oct 20 |August'20) Oct 20 |August'20 Oct 20
By end of 2020 First half of 2021 | Second half of 2021 | Sometime in 2022 2023 or beyond

* Stabilization: Return to predictable business conditions allowing for resumption of planning
and operations based on assumptions with typical levels of uncertainty.

Sources: Extreme Uncertainty Poll, August 2020; BPC Poll, October 2020; and 2021 Key Issues Study, The Hackett Grour
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Cybersecurity again is the top business risk
The pandemic, political/social instability and disruptive regulatory change debut in the top 5 on the risk list

2021 perceived business risk

Minor risk Moderate risk Major risk

Cyber/information security

Worsening, prolonged or new pandemic
Financial crisis

Political/social instability

Disruptive regulatory change*

Access to critical new skills and talent
Supply chain disruption

Availability and cost of labor capacity
Disrupted international relations/trade war
Intensified competition

Disruptive innovation

Reputational risk

Exchange rate or interest rate risk

* e.g., taxation, environment, healthcare Source: 2021 Key Issues Study, The Hackett Group
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Procurement Results: Key Takeaways

Volatility and uncertainty are expected to continue into 2021 and companies will look to procurement for financial stability
SCEREERS sl and risk mitigation; the top two key issues for procurement are spend cost reduction and reducing supply risk. Reflecting

priorities expectations of a prolonged stretch of uncertainty, the function must work closely with the businesses as trusted partners to
enable a strong transition into the next normal.

2020 broughtrisk managementto the forefront of business agendas around the world and supply chains are a critical

A EERVAIEI® component. While procurement feels confident in its risk-related capabilities, there is still much work to be done. Most
EGELEI[E M importantly, procurement and supply chain organizations will need to work together to increase visibility across the supply

chain.

Procurementwill push forward or even accelerate the adoption of digital technologies in 2021 to eliminate manual work,
develop new capabilities and advance data analytics. Cloud-based applications and user portals are among the most
frequently planned for adoption, indicating a need for user-friendly processes. To enhance specialized areas of focus and
build greater analytics capabilities, executives also project a significant increase in the implementation of best-of-breed
tools, advanced analytics and data visualization solutions.

Digital
transformation

Corporate For the first time, sustainable procurement has shown up in procurement’s top ten key issues, indicating a major shift at the
social executive and board level. Many procurement organizations are now incorporating both sustainable procurementand
(eisjelenalsiiollins - supplier diversity into their 2021 strategies.

Source: 2021 Key Issues Study, The Hackett Group
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Procurement’s most critical enterprise support objectives are also the ones with the
largest capability gaps: cost efficiency and digital transformation

Procurement enterprise objectives priority and rankings

Critical capability gaps

Enterprise cost take-out Enterprise digital Business risk and Growth strategies and Enterprise data and Corporate social
and efficiency transformation resilience initiatives analytics responsibility

B Priority ranking ™ Ability to meet business need
Source: 2021 Key Issues Study, The Hackett Group
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Nearly half of procurement’s priorities fall in the critical development area, indicating high
Importance with limited ability to address the objective

Procurement functional priorities and critical development focus

* The ability to anticipate or sense
disruptive business events and
changesin business conditions, and
to swiftly make and implement
effective decisions in response to
these changes.

** BU, corporate, GBS, COE

*** Consolidate, upgrade, migrate
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Moderate/High

Ability to Address

Low

V'

Optimize for a virtual

workplace

Secure procurement
data and systems

4

¢
4

Expand supplier diversity program

Improve stakeholder centricity

¢

Improve cost efficiency

Improve procurement
performance
measurement capability

Optimize deployment of
procurement resources ..

Critical development

Low/Moderate

Importance Critical

Top 10 procurementobjectives

Spend costreduction

Reduce supplyrisk to
ensure supply continuity

Increase spend
influence

Corporate
sustainability goals

Modernize**procurement
application platform(s)

Align skills and talent with
changing business needs

Act as a strategic advisor tothe
business

Accelerate procurement
digital transformation

Improve procurement agility*

Improve procurement analytical,

modeling and reporting capabilities

Source: 2021 Key Issues Study, The Hackett Group
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2021 Procurement Key Issues

= W

SPEND COST REDUCTION

Reducing purchasing costs has consistently been a top priority for
procurement organizations, indicating that providing core services is a
basic requirement for success.

REDUCE SUPPLY RISK TO ENSURE SUPPLY CONTINUITY
Following the early impacts of Covid-19, procurement’s ability to assure
supply was a critical capability. In 2021, procurement must continue to
invest and reinforce third party risk management.

ACT AS A STRATEGIC ADVISOR TO THE BUSINESS
Top-performing procurement organizations recognize that a

strong relationship with business partners enables early involvement
and greater spendinfluence.

ACCELERATE PROCUREMENT DIGITAL TRANSFORMATION
Adoption of modern digital tools will allow procurement to make drastic
improvements across its entire suite of services, from customer-
centricity to predictive analytics to process efficiencies.

Becoming an agile enterprise is increasingly importantfor businesses,
but that means developing agile behavior at the functional level.

O 00 W O

MODERNIZE PROCUREMENT APPLICATION PLATFORMS
Modernizing technology provides several benefits to procurement,
including improved agility, customer-centric processes and cost
efficiencies.

ALIGN SKILLS AND TALENT WITH BUSINESS NEEDS
Organizations increasingly understand the need for top talent. For
procurement, this means leveraging cross-training and investingin
developing talent.

IMPROVE ANALYTICAL AND REPORTING CAPABILITIES

The potential of analytics is increasing quickly. Organizations should
prioritize leveraging external data, optimizing dashboards and adopting
predictive and smart analytics.

CORPORATE SUSTAINABILITY GOALS

Corporate social responsibility is climbing the ranks of priorities at many
companiesin 2021. Sustainable procurement is among the most critical
areas in which procurement can make a big impact.

Spend influence is among the top measurements of procurement’s
performance, leading to reduced purchasing costs, improved quality and
better strategic outcomes like product innovation.

Source: 2021 Key Issues Study, The Hackett Group
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Core procurement capabilities are, as expected, procurement’s biggest priorities;
though SRM lacks in maturity relative to the others

Importance and maturity of procurement capabilities

Advanced Strategic sourcing
_ Strategic business
Shared services partnerships
“ Collaboration, Talent
innovation management
Supply-market
intelligence
, . ‘ Core procurement capabilities
‘ Third-party risk
management Category
’ management ‘ Enabling capabilities
Maturity ’
. CoEs Digital procurement ‘ Digital technology
Continuous Dat vsi tools
improvement ata analysis,
reporting ‘ Service placement
’ ‘ Data and analytics
Smart automation
0 ‘ Size indicates percent of organizations
with an ongoing initiative
Immature
Low Importance High

Source: 2021 Key Issues Study, The Hackett Group
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Stakeholder resistance to change and procurement staff deficiency remain the two
largest hurdles for the second year

2021 transformation progress hurdle importance ranking

=

Stakeholder resistanceto change

Procurement staff deficiency in critical skills*

Organizational complexity

Overcommitment of initiatives

Data-related issues (e.g., poor dataquality, security or governance)
Inadequate funding and resource allocation

Process complexity

Lack of commitment from enterprise executives

EEEEERNCE

* E.Q., analytics, emerging technologies, process redesign, design thinking, change management
Source: 2021 Key Issues Study, The Hackett Group
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Adaptation to the crisis Is expected to result in a dramatic increase in virtual working

Virtual working transition
(percentage of workforce)

98%
92%

63%

27%

7%

Before the Covid-19 Peak during the crisis Currently Projected after the
crisis Covid-19 crisis

B Primarily work from home (>80% of the time) B Hybrid (20% - 80% of the time)

Source: 2021 Key Issues Study, The Hackett Group
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There Is a significant investment in cloud-based suites and data technologies across
source-to-pay, while legacy on-premise solutions are being phased out

Currentadoption 2021 growth projection?
""""""" Legacy procurement appications [T s = M2
* Cloud-based core procurement application suitc TN 2 PO U
Business process management/workflow tools 31% 40% 71%
Best-of-breed solutions 25% 44% 68%
_________________ Robotic process automation BN R— C7 WSS, S
Data visualization tools XL 44% 78%

Advanced analytics and modeling tools [keEZ) 53% 72% 26%

Smart data capture [JEERA 33% 47%

Virtual assistants/chatbots g4 38% 47%
Cognitive computing/Al L% 35% 39%
Portals/networks RASZH 42% 68%
B Large scale deployment** B Pilots/small-scale deployments***

* The technologyisused on alimited scale inisolated use cases

** The technologyisused at scale in applicable use cases Source: 2021 Key Issues Study, The Hackett Group
1 | 1 Year-on-year percentage changein applicable adoption metric foreach '
%a The Hackett Group technology | . | — .
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Procurement and P2P are struggling in some technology areas, such as smart data
capture and chatbots, likely due to mismanaged expectations of the technologies

Businessobjectives?realization

Legacy procurement applications 41% 59% 59%
Cloud-based core procurement application suite 25% 68% gL 75%
Business process management/workflow tools 30% 60% plop% 70%
Best-of-breed solutions 19% 65% IGPAH 81%
Robotic process automation 38% 57% Y, 62%
Data visualization tools 12% 71% WEA 88%
Advanced analytics and modeling tools 26% 58% 16% RG]
Smart data capture 62%
Virtual assistants/chatbots 50% 44% 54 50%
Cognitive computing/Al 30% 58% s 70%
Portals/networks 26% 70% L 14%

B Fell short of expectations Bl Met expectations ™ Exceeded expectations

2 E.g., ROI, Payback, cycle time improvement, quality of sernvice improvement, customer experience improvement
Source: 2021 Key Issues Study, The Hackett Group
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Only moderate shifts in work location are expected in 2021, which reflect a move
toward COEs and self-service

Change in volume of work from 2020 to 2021

Self-service (e.g., stakeholder portal)
= Qutsourced
® Center of excellence
® Business unit
® Corporate procurement
®m GBS/shared services

2020 2021

Source: 2021 Key Issues Study, The Hackett Group
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On average, SRM programs provide an additional 4.3% of savings, with mature
programs capturing maximum benefits

Current value contribution as % of spend from SRM
(mean values)

4.3%

Current value contribution
as % of spend from SRM
(savings, i.e., in addition

&
to sourcing savings) . — ‘

2.1%

Currentvalue contribution
as % of spend from SRM
(non-savings, e.g.,
revenue uplift)

- Source: 2021 Key Issues Study, The Hackett Group
%a The Hackett Group
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Supply chain and procurement leaders in manufacturing organizations prioritize
Inventory optimization and multi-sourcing in supply risk mitigation efforts

Risk mitigation initiatives used to ensure supply continuity (manufacturing organizations)

Optimize inventory to buffer against risk 60% 21%
Ensure all or most categories are multi-sourced 60% 33%
Quialify alternate suppliers 58%
Conduct regular supplier risk evaluations 56% 35%
Strengthen supplier relationships 54% 40%
Modify transportation modes to reduce delivery times YA 17%
Product line simplification / SKU rationalization 46% 21%
Qualify co-manufacturers 38% 23%
Ensure ability to quickly change suppliers 38% 40%
Expand data sources for risk data and supply/market intelligence 35% 42%
Increase visibility to tier-2 and tier-3 suppliers 33% 50%

Nearshore or re-shore warehouse / distribution facilities 29% 17%

)
|| <
>

Nearshore or re-shore manufacturing facilities 21% 23%

B Currently practicing B Plan to implement in the next year Source: 2021 Key Issues Study, The Hackett Group
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Supplier risk evaluations and supplier relationship management are critical for
mitigating supply risk in service organizations

Risk mitigation initiatives used to ensure supply continuity (service organizations)

Conduct regular supplier risk evaluations 76% 19%
Strengthen supplier relationships
Quialify alternate suppliers 67% 19%
Ensure all or most categories are multi-sourced 67% 19%
Expand data sources for risk data and supply/market intelligence 57% 29%
Ensure ability to quickly change suppliers 48% 43%
Optimize inventory to buffer against risk 43% 10%
Product line simplification / SKU rationalization 38% 5%
Increase visibility to tier-2 and tier-3 suppliers 38% 48%
Modify transportation modes to reduce delivery times 33% 19%
Qualify co-manufacturers 33% 14%

Nearshore or re-shore warehouse / distribution facilities 29% 10%

= ~
*t| =
> >
N
2
>

Nearshore or re-shore manufacturing facilities 29%

B Currently practicing B Plan to implement in the next year Source: 2021 Key Issues Study, The Hackett Group
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Performance measurement and knowledge management are the most common
COE activities

Activities provided by a procurement COE

Performance measurement, savings and value tracking, KPIs, benchmarking 66% 18% 10% | 6%

Knowledge management (e.g., templates, policies, procedures, tools) 62% 16% 10% 12%

Analytics (e.g., spend, category, supply base, value chain) 10% 10%
Negotiations

Support strategic sourcing (e.g., method, playbook templates, techniques) 60% 18% 12% 10%

Support talent and training 57% 16% 16% 10%

Corporate social responsibility 55% 16% 8% 20%
Execute strategic sourcing event management 8% 29%
Compliance activities (e.g., certifications, regulations) 54% 19% 10% 17%

Catalog and guided buying-related content management 49% 22% 16% 12%
Supply risk management 48% 22%
Technology support (e.g., IT collaboration, super-users, helpdesk)
Contract and commercial excellence (e.qg., templates, library)

Supply market intelligence (e.g., to support sourcing/category strategy) 44% 20% 18% 18%
Project and continuous improvement (e.g., roadmap, requirements)
Supplier performance/relationship management
Procurement brand, marketing and communications
Supplier support and helpdesk (e.g., on boarding, transition) 40% 10% 10% 40%
Digital procurement (e.g., evaluating, piloting, running cognitive, Al, RPA) 24% 14% 35% 27%
Supply innovation 24% 18% 22% 36%
Supplier enablement on new technologies 21% 23% 31% 25%

B Currently in place ®Pilotin B Planning/evaluatin ¥ None
ymp 9 9 9 Source: 2021 Key Issues Study, The Hackett Group
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Recommendations for meeting the key challenges facing procurement in 2021

1. Stability
2. Relationships
3. Modernization

4. Digital transformation

6. Operating model

7. Agility

8. Risk management

9. Data and insights

%2 The Hackett Group

Support enterprise stability through ensuring continuity of core business operations with supply assurance
and spend cost reduction.

Elevate and upgrade the role of procurement business partners to one of business enablement leaders who can
develop and maintain strong business relationships.

Accelerate migration to cloud-based applications and platforms and adopt tools to effectively deliver new services
in supply risk and performance.

Employ smart automation and other emerging technologies to eliminate dependency on manual tasks and
improve efficiency.

Close skill gaps in stakeholder relationships, business acumen, change leadership, strategic thinking, data
savviness and customer-centric design.

Reinvent the procurement operating model to address bureaucracy, lack of collaboration and speed. Align high-
level procurement business partners with business leaders.

Improve procurement agility through simplification, empowering decision-making and calculated risk-taking,
deploying flexible teams, remote working, third-party staff augmentation, digital processes and streamlined
governance.

Enhance third-party risk management capabilities across a broader range of risk exposures, going deeper into
the levels of the supply chain, and continuous risk monitoring throughout the supplier life cycle.

Develop a strong master data programand supporting company culture, employ the right tools to improve spend
Insight, access required analytical skills, and deploy required internal and external intelligence sources to provide
predictive alerts and additional business value.

Develop capabilities that respond to business needs and enable the function to influence spend across the
enterprise.

Source: 2021 Key Issues Study, The Hackett Group
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