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With limited options to generate more revenue
through higher prices, utilities are forced to be even
more resolute in wringing costs from their operations
and maintenance activities to achieve high
performance. For many utilities, the procurement
function represents an area in which significant cost
reductions can be gained. Typical utilities spend
between 40 percent and 60 percent of their operations
and maintenance budgets on third-party materials and
services, which means the procurement organization
has a tremendous opportunity to help a utility
dramatically improve its overall business performance.

But here's the challenge: Despite the
need to generate greater cost savings,
the procurement function many times
lacks the information systems, human
capital and senior management attention
necessary to achieve this goal. With the
bulk of utilities' management attention
going toward optimizing asset
management and delivering customer
satisfaction, generation efficiencies and
distribution costs, there often is little
time or money left for upgrading the
performance of the procurement function.

However, that's not to say that all
utilities are struggling with procurement
costs. Some have dedicated the resources
and management attention and others
have chosen to look to outsourcing
procurement—either as a standalone
initiative, or as part of a broader
outsourcing of "back-office" functions
to achieve the cost savings. In either
process, these companies have begun
generating significant cost savings and
increasing shareholder value.

The procurement challenge

Utility companies by their very nature
support many diverse, distinct
customers—including the generation,
transmission, distribution, corporate, fleet
and information technology functions.
Each of these customers requires
different service levels and place varying
levels of complex demands on the supply
chain (especially on procurement). Top-
performing utilities are realizing the
value of bringing these requirements and
spend levels together through strategic
sourcing. The majority of the progress so
far has been in distribution materials,
while services (benefits, legal,
engineering, etc.) and one-off capital
projects have not seen as much attention
or success. Successful leading utilities
will be those that are able to implement
common practices and leverage
enterprise-wide technology solutions
across their entire spend and their
diverse customer base to reduce costs
and improve operating performance.



Consider the case of American Water,
which is part of RWE Thames Water
and the largest North American water
utility. The company recently created a
consolidated purchasing organization
and applied strategic sourcing
principles to optimize procurement
performance and reduce its overall
total cost of ownership for purchased
materials and services. The initiative is
well on its way to reducing operating
costs and capital tied up in inventory.
These savings are being realized
through improved leverage of spend
across its 29 states and through the
establishment of longer-term supply
agreements.

Utility companies recognize the
opportunity and many have undertaken
initiatives to improve their procurement
function. Unfortunately, few are
experiencing superior results from these
initiatives, principally because they lack
the human capability, tools and focus
necessary to sustain performance
improvement. For many utilities,
procurement simply isn't—and hasn't
been—considered strategically important
and has thus gone largely under-funded.
A few years ago, some utilities pinned
their hopes for procurement improvement
on business-to-business electronic
marketplaces and reverse auctions.
However, despite showing early promise,
such efforts did not generate the large-
scale benefits that many anticipated for
several reasons:

1. It was incredibly difficult for
participants to gain widespread
agreement (such as standards, vendors,
terms and marketplace strategy)

2. The focus was heavily slanted
toward auctions, which has not been
transformational nor sustainable in
the long term

3. Utilities never got suppliers to
embrace the notion of a marketplace,
which stifled the collaboration
necessary for the concept to succeed
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4. The technology never progressed far
enough and other niche software
solutions (such as electronic sourcing
applications) raced past them,
frustrating marketplace participants

In short, for many utility companies,
there is a lack of appetite to dedicate
the amount of upfront investment
necessary to acquire the resources to
more effectively integrate their systems
and processes with suppliers, manage
supplier performance, and conduct
detailed analyses on spending that can
pinpoint prime opportunities for cost
reduction within the procurement
function's purview.

Outsourcing emerges as a
viable option

There is, however, an alternative to the
cost and time investment associated
with custom-developing the high-
performance procurement capabilities
that many utilities lack. Recognizing
the large potential financial benefits
that improving the procurement
function promises, while acknowledging
the fact that some parts of the
procurement function are not core to
the business, several leading utilities
have opted to outsource various
aspects of their procurement function.
Some, such as RWE Thames Water and
BC Hydro, have included procurement
as part of a supply chain or larger
back-office outsourcing arrangement.
These companies are experiencing what
Accenture has found through its
ongoing research into high-
performance businesses: Organizations
that achieve high performance are
more likely to emphasize mastery of
their core competencies and shed
functions or processes that detract
from that focus.

Outsourcing involves the transfer to a
third party of all or part of the full
range of a utility company's sourcing to

settlement processes, including sourcing,
tactical buying, requisitioning, accounts
payable and supplier management. The
outsourcing service provider already
has a network of commodity specialists,
state-of-the-art technology, low-cost
transaction processing centers and the
ability to benefit from scale. Outsourcing
can help those utility companies that
want to save money on the procurement
front, but don't want to—or are unable
to—make large investments in their
own procurement function.

Utility companies that outsource
procurement can enjoy the three key
benefits of nearly any type of
outsourcing: 1) lower costs, 2) increased
focus on core competencies and

3) generally improved operating
performance.

By their very nature, procurement-
outsourcing arrangements are typically:

® Multi-year
® Associated with the provision of

specific services, rather than a
complete transfer of control

e Contractually linked to explicit
benefit targets, such as reduced
spend on goods and services, lower
procurement operating costs, and
enhanced service levels

® Geared to continuous performance
improvements

Procurement is a fast-growing piece of
the overall outsourcing market. More
than 20 percent of 220 U.S. and
European companies surveyed by
Accenture in mid-2003 reported using
a procurement service provider (PSP).
And nearly half the survey respondents
say they plan to outsource all or part of
their procurement activities to PSPs by
2006. In a separate survey conducted by
market-watcher IDC in late 2003,
corporate executives said they plan to
increase the dollar volume of their
procurement outsourcing by more than
50 percent during the next 12 months.
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Accenture research and client experience
has revealed that outsourcing
procurement can reduce a utility's costs
of procured goods and services by

5 percent to 15 percent, as well as
increase efficiency, by improving the
company's ability to:

® Drive contract compliance. For
example, increasing on-contract buys
from 60 percent to 95 percent can
reduce an organization's costs by as
much as 10 percent.

e Source effectively. Because
outsourcing providers procure
materials and services for many
clients, new opportunities arise to
save money because of access to
deeper category expertise and scale.

® Connect with a larger base of
suppliers. OQutsourcing providers
manage a broad pool of suppliers,
which gives them additional
opportunities to capture lower prices
and achieve a better fit with clients'
procurement needs.

® Optimize spending on services.
More than one-third of a typical
organization's spend is on services
such as contractors, temporary labor,
travel and marketing. Purchasing
departments typically manage less
than 10 percent of this spend, and
compliance with preferred providers
is low. Outsourcing providers have
solutions to manage a wide range of
services categories.

® QOperate more efficiently. Third-
party service providers distinguish
themselves through exceptional levels
of process rigor, discipline and control.

® Leverage technology more effectively.
Outsourcing providers have more
access to, and greater proficiency in,
the latest and best technologies. For
example, they can use their
experience with e-procurement and
e-sourcing technologies to intensify
supplier competition and deliver
better prices.

One example of a utility that's using
outsourcing to help achieve high
performance is RWE Thames Water. The
London-based company has saved the
equivalent of US$150 million in
operating costs, in part by outsourcing
its entire supply chain—including the
procurement and logistics functions.
RWE Thames Water is the largest water
utility in the United Kingdom, with some
12 million customers. By outsourcing to
Accenture, RWE Thames Water also has
reduced its actual cost of service and
materials by 10 percent to 15 percent,
significantly cut spending on a wide
range of business items, reduced
inventories by more than 75 percent,
and dramatically improved customer-
service levels. RWE Thames Water sought
both cost reductions and productivity
improvements from its outsourcing
arrangement, and according to John
Sexton, the utility's managing director,
"Those benefits have been delivered."
Building on these benefits, RWE Thames
Water eventually applied the expertise
gained through the outsourcing
arrangement to recreate a centralized
in-house strategic sourcing group to
which the sourcing responsibility was
returned.

Another utility, BC Hydro of Vancouver,
Canada, expects that outsourcing will
help it both save US$187 million over
10 years and improve service. BC Hydro,
an electric utility serving more than

1.8 million customers, signed a

US$1 billion outsourcing contract with
Accenture in 2003 that covers a wide
variety of back-office functions,
including procurement.

For these utility companies, the
transition to outsourcing has involved
significant organizational changes. In
the case of RWE Thames Water, the
utility worked with Accenture to create
a joint outsourcing enterprise that is
staffed by Accenture employees. As part
of the arrangement, 300 RWE Thames
Water employees—including truck drivers



and warehouse staff—joined Accenture.
For an industry that historically eschews
risk, this was certainly a bold move.

In fact, Accenture sought to avoid
culture shock among some of RWE
Thames Water's outsourced employees.
Accenture proactively addressed the
employees' concerns through a series of
informational meetings, benefits sessions
and open discussions. The staff even
was asked to contribute to the design
of the outsourcing enterprise's logo.

At the same time, RWE Thames Water
has shifted responsibility for several key
functions to Accenture, and Accenture
set about improving critical business
processes and management systems for
RWE Thames Water. For example,
purchasing processes were revamped.
Commodity acquisitions—of electricity,
office supplies, chemicals, even
temporary labor—were streamlined.
Duplicative infrastructures were
eliminated and consolidated. To give
just one example, a series of
warehouses was shut down and then
replaced with a single logistics center
and marshalling yard.

Similarly, BC Hydro, as part of its
outsourcing project, became the first
customer of a new company called
Accenture Business Services for Utilities.
In the process, BC Hydro shifted some
1,500 employees to the new Accenture
company. Accenture Business Services
for Utilities' purchasing group provides
procurement services to BC Hydro and
more recently to BC Transmission
Corporation. The group annually procures
approximately CDN$500 million of
goods and services for these entities.
BC Hydro's procurement outsourcing
initiative has enabled the utility to focus
more attention on its core business,
and has been an important contributor
to the company's efforts to achieve
high performance.
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The path forward

By outsourcing procurement, leading-
edge utility companies can achieve
demonstrable gains in both effectiveness
and cost controls. These gains do require
considerable changes to a utility
company's organization, staffing and
systems. Yet, as early proponents of
procurement outsourcing have shown,
the benefits that result are profound,
recurring and profit-making.

By leveraging the capabilities and
expertise of a trusted outsourcing
partner, a utility can quickly and cost-
effectively raise the performance level
of its procurement function—and,
consequently—boost the function's
contribution to the performance of the
business overall.
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