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Our analysts produce “best-in-class” data and insight
to assist members with important business decisions
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Conduct fact-based research and analysis
Data-gathering
Proprietary research
Rigorous trend and segment analysis

Identify key trends and develop initial hypotheses
Create models and databases
Segment data to determine key trends, emerging trends, and “game changers”
Conduct offshore analysis to determine key areas of penetration and changes in economic
trends

Develop implications and tailor research
Specific members (buyers, suppliers, investors, technology providers)
Specific processes (HRO, FAO, PO, ITO, ADM, Call Center)

Specific target buyer segments (large cap, small cap, single process, multi-process, local,
regional, global, others)

Communicate insights
Research products tailored for specific processes and vertical function
Word-of-mouth (conferences, strategy day, webinars, phone)
Web site (www.everestresearchinstitute.com)
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The HRO market report has over 100 slides of

insightful information

Market size

Annualized Contract Value
1998-2006; US$ billion

2.4-28

1998 1999 2000 2001 2002 2003 2004 2005 2006E

Supplier capabilities

Overall HRO delivery capability

Major contenders

Accenture

ADP Fidelity ConEE

Niche players

Arinso
Ceridian

Capgemini
Mercer

Current market share (TCV)

Source: Everest Research Institute

Functional composition

Measure of Scope of Services of HRO Deals
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HR strategy
Employee
relations
Performance
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Regulatory and
compliance
Global mobility
Training and
development
Recruiting and
selection
Compensation
Benefits
Employee data
mgmt./HRIS
Employee
contact center

Supplier market share

Supplier share distribution of HRO Industry
Number of transactions, TCV in US$ billion
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Value drivers

~% of HR cost
% of Total addressable
HR costs’ by Outsourcing

Other Costs

Consultants

HRIT vendors &
licenses

Staffing
Vendors

Already
outsourced
Employee
related

Weightell Avg.
~38%

Industry segmentation
& trends

Geographic reach of HRO transactions
Proportion of transactions
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The Everest Research Institute separates multi-process “
HRO from single-process HR functional services @
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Strategy
Key processes

Transactional services

HR
strategy

Employee relations
Performance management
Regulatory and compliance
HRO Global mobility e
(multi-process) Training and development
Recruitment and selection
Compensation

HR functional
services
(single-process)

Benefits
Payroll e
Employee data management e
HR information systems and reporting

Employee contact center

Everest analysis includes all HRO transactions as of March 31, 2006
HRO differs from its predecessor, HR functional services, by having a single supplier orchestrate a full (or

fuller) suite of HR services
HRO transactions include a minimum of three HR functions and service more than 3,000 employees

Source: Everest Research Institute
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In contrast to HR functional services, HRO includes

outsourcing of multiple HR functions

Employee data

management

= Employee/manager
contact centers
Employee data changes
Status changes
New hire processing
Transfer processing
Timekeeping

Cost center assignments

Time and expense
administration
Unemployment
administration

Exit administration
Vendor management

Payroll

= Strategy

= Earnings

= Deductions

= Garnishments

= Checks and Electronic
Fund Transfer (EFT)
Reconciliation

Third-party payments
Tax reporting and filing
Vendor management

Source:

Strategy

Policies

Procedures

HR job profiles
Budgeting/forecasting
Workforce planning
M&As/divestitures
Values and ethics

HR strategy development

HR
strategy

Employee relations
Performance management
Regulatory and compliance

Global mobility
Training and development
Recruitment and selection

Compensation

Benefits

Payroll

Employee data management
HR information systems and reporting

Union relations
Employee assistance
programs
Communication
Vendor management

Employee relations
Strategy
Performance/conflict
resolution

Employee contact center

Benefits
Strategy
Healthcare plans
Defined benefit plans
Defined contribution
plans
Worker's compensation
Leave programs (e.g.,
LOA)
Health and safety
Exit document
processing
Vendor management

Everest Research Institute
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Compensation

= Strategy

= Job analysis/
descriptions
Job pricing
Base pay adjustments
Salary administration

Bonuses/incentives/
awards

Stock options/purchase
program
Commissions/draws
Compensation
statement

Vendor management

Recruitment and
selection

N

Strategy .
Sourcing

Applicant tracking
Screening

Employment verification
Pre-employment testing

Employment offers/
selection
Background
investigations
Employee orientation
Deployment

Vendor management
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Training and
development

Strategy

Content management
Curriculum design
Curriculum
development
Curriculum delivery
Registration
Invoicing/billing
Learning logistics
Learning management
systems

Vendor management
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Strategy
Key processes
Transactional services

Performance
management

Strategy
Performance reviews
Employee counseling
Disciplinary actions
Succession planning
Career development
Vendor management

Regulatory & compliance

Strategy

Workforce diversity and
anti-discrimination
Government reporting
Claims/audits

Visas

Exit administration
Vendor management

Global mobility

= Strategy and policy
development

= Assignment package

= Pre-departure activities

= On-assignment
activities
Property services
Moving services
Policy exceptions
Tax planning
administration
Vendor management



Payroll, benefits, employee data management, HR
information systems, and contact centers are most

a

commonly outsourced RESEARCH INSTITUTE

Frequency of inclusion within HRO
transactions

1. As in other outsourcing HR strategy 18%
arrangements, HRO buyers
generally retain the strategy
function

Employee relations 10%

Performance
management

Regulatory and

HR
strategy

2. Some provide input on

policy and performance Employee relations compliance
management Performance management Global mobility
Regulatory and compliance o
3. Most HRO Global mobility (;I'ralrlung andt
transactions provide Training and development evelopmen

: Recruiting and
Serv!ces acro§s Recruitment and selection Selegction
multiple functional

Compensation
HR components

Compensation
Benefits

Payroll Benefits 88%
Employee data management
HR information systems and reporting Payroll 92%

Employee contact center Employee data 81%

mgmt./HRIS °

Employee 0
contact center 87%

Sample size: 135 transactions signed as of Q1 2006
Source: Everest Research Institute
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The cumulative TCV of HRO transactions grew by 37%
in 2005. The strong trend is expected to continue in

X
2006 R RESEARCH INSTITUTE

. Projected for Q2-Q4 2006

Cumulative Total Contract Value [_] Data up to Q1 2006
1998-2006; US$ billion

= 2005 highlights:
20.0-23.5 Cumulative TCV of
! | US$17.4 billion
! | represents a
growth of 37%
over 2004

= 2006 projection:

Additional US$2.6-
18.3 6.1 billion in TCV
of new deal
signings in the
year

1998 1999 2000 2001 2002 2003 2004 2005 2006E

1 Projected based on 2002-05 CAGR
Sample size: 135 transactions signed as of Q1 2006
Source: Everest Research Institute
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Total deal signings grew by 45% in 2005. It is expected
that 48-59 new HRO deals will be signed in 2006
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Number of new HRO transactions [ ] Data up to Q1 2006
1997-2006; Number of transactions

= 2005 highlights:
Total deal signings
grew from 87 to
126, representing
a growth of 45%

48-59

= 2006 projection:
48-59 new deal
signings in the
year

9

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006E'

1 Projected based on 2002-05 CAGR
Sample size: 135 transactions signed as of Q1 2006
Source: Everest Research Institute
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The HRO market had annualized revenues of US$ 2.1
billion in 2005. This is expected to reach US$2.4-2.8

billion in 2006 S RESEARCH INSTITUTE

. Projected for Q2-Q4 2006

Annualized Contract Value' [_] Data up to Q1 2006
1998-2006; US$ billion

= 2005 highlights:
ACV grew from
US$1.6 billion to
US$2.1 billion,
representing a
growth of 31%

= 2006 projection:
Annual revenues
will equal US$2.4-
2.8 billion

1998 1999 2000 2001 2002 2003 2004 2005 2006E”

1 Defined in Appendix section
2 Projected based on 2002-05 CAGR
Sample size: 135 transactions signed as of Q1 2006
Source: Everest Research Institute
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In 2005, there were four million employees being
served in the HRO market. This is expected to reach

&
5.0-5.8 million in 2006

. Projected for Q2-Q4 2006

Number of employees served [1 Data up to Q1 2006

1998-2006; Millions of employees

= 2005 highlights:
Total employees
served grew from
2.9 million to 4.0
million,
representing a
growth of 38%

= 2006 projection:
An addition of
1.0-1.8 million
employees served
in new
transactions
signed in the year

1998 1999 2000 2001 2002 2003 2004 2005 2006E'

1 Projected based on 2002-05 CAGR
Sample size: 135 transactions signed as of Q1 2006
Source: Everest Research Institute
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Price points have declined significantly due to increase in
competition. Prices seem to have stabilized for the >15K

-

segment, although they are still declining for the 3K-15K CESEARCH TNSTTUTE
segment
] ] m— >15K employees segment
Average price comparison — = 3K-15K employees segment
US$/employeel/year, three-year trailing average
1200
800 -
~
~
~
400 -
0 T T T T
2001 2002 2003 2004 2005-Q1 2006

Sample size: 135 transactions signed as of Q1 2006
Note: Price has not been normalized for scope in this chart. Similar trend is observed with an adjustment of data for scope differences

Source: Everest Research Institute
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Hewitt remains the market leader, but several
suppliers are competing for the number two position’

Supplier share distribution of HRO Industry
Number of employees and transactions, TCV in US$ billion

100% = 4.1 million 135 18.3

Others? — o
Mercer ~po, 4% _ ggﬁ, \ 8%

Ceridian 2% — 7cy° ~=Ix 19,
Arinso -2% 6% S0~ ° _,,:,:'Tf___g___
deli 10% |\ s .

Fidelity / 8%
N 179
EDS 1% N 70

IBM

ACS
Convergys

Accenture

Hewitt

Number of

employees

Transactions

TCV

1 Based upon signed TCV of all current transactions (US$18.3 billion in TCV)
2 Others include the following in order of their market share by number of transactions — Capgemini, AON, Xchanging, Capita

Sample size: 135 transactions signed as of Q1 2006

Source: Everest Research Institute
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Accenture,
Convergys, ACS,
IBM, EDS,
Fidelity, and ADP
are competing
for the second

Hewitt has
emerged as the
clear market

14



Suppliers are finding it challenging to make a profit in
today’s HRO market

Two examples reported by suppliers from their HRO businesses

FY 2005 operating loss: -17%

FY 2006 operating loss guidance revised from
US$128 million to US$400 million, which
includes non cash pre-tax charge of US$249
million following review of HR BPO portfolio

Higher than expected implementation and
operational costs

One-third of contracts signed in 2005 are
expected to lose money over the lifetime of
the project

Underestimated complexity of taking on a
large number of clients and contracts over a
short period of time, post Exult acquisition

FY 2005 operating loss: -31%
Q1-Q2 2006 operating loss: -17%

Operating margin has been improving
quarter-on-quarter since Q1 2005

-
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Source: Everest Research Institute
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Providers in the large employer segment have shown the propensity to lose up to 25-30% of annual
revenues due to implementation costs on new clients and lack of leverage across clients
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Consequently, suppliers are taking steps to tackle the
profitability problem

g
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Remedial steps being taken by suppliers to improve the financial performance of HRO:

= Hewitt:
Use of stronger analytical tools and processes to predict performance of existing and future
contracts
Adoption of a more disciplined approach to evaluating new contract opportunities and judiciously
determining the number of parallel implementations. This should lead to pursuing only those deals
which meet operational criteria and turning away those that do not meet financial objectives
Systematic application of experience and analytics for new deal pricing
Restructuring of organization to reduce fragmentation, increased role clarity and accountability,
and leveraging key resources
Use of third party consultant to monitor and advise on long-term contracts
Announced Russell Fradin as the new CEO, who has successful HR outsourcing and consulting
experience

= Convergys:
Planning to ensure that the various in-progress parallel implementations leverage standardized
processes, so as to allow economies of scale across clients
Operating margin has shown an improvement on a quarter-on-quarter basis since 2005.
Improvements resulted from cost reductions initiated in 2005 and on-going operating efficiencies

Source: Everest Research Institute
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The bundling of full-service solutions with IT services
is much higher in HR as compared to other functions

a
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Frequency of combination of business process outsourcing with associated

IT services
Number of contracts
100% = 135 89 467
Transactions with IT 81% /
component(s)

Transactions without IT
component(s)

HRO FAO Industry-specific
process

Source: Everest Research Institute analysis
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Offshore is expected to be a significant driver of value "
creation in the HRO market
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Rationale Implications for buyers

= Offshore adoption will lead to

= There is a high relative share of HR functions that are labor driven and are Pt
downward pricing trend

inherently open to labor arbitrage

= Offshore is becoming more and more culturally acceptable; it's success in = Potential quality implications during

transition
other BPO markets (e.g., FAO) supports this fact. There is expectation with _ B
senior management that offshore lever is pulled wherever possible = Change management will be critical.
There will be a need for broader
= Global solutions are more likely to need/require offshore centers of communication strategy, both external
competence and internal, to overcome real as well

= Key HR suppliers have invested in offshore and are poised to exploit it. This as emotional issues

will force others to follow suit = Contractual flexibility will be required
= Will influence the functional scope

= For existing buyers, there will be price
Characteristics improvement opportunity

= Expect varying degree of penetration by function with total sum being Implications for suppliers

substantial. Amongst first movers will be benefits administration, followed = Pricing will be impacted

by other functions (e.g., e-training, call-center) to a lesser degree = Willinfluence competitive positioning

= A growing pool of HR subject matter experts in offshore locations will further = There will be customer messaging
drive adoption implications

= For voice-based work, cultural sensitivity and accent training will expand = Wil potentially lead to consolidation
acceptability

Implications for investors

=  Will drive value creation

Source: Everest Research Institute 18
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Our Mission
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To serve the global outsourcing community as its central source of
strategic intelligence, analysis, and insight that enables member
companies to make more impactful business decisions.

“Everest Research Institute is what the outsourcing community has always needed,
an idea whose time has come. We now have a premier research organization that
specializes exclusively in outsourcing, and their research analysts know more about
information technology and business process outsourcing than virtually anyone else.
What’s more, they’re readily available to consult with Institute members on strategic
business issues and market trends that impact their outsourcing investments and

programs.”

Rita Terdiman
Principal, Conscient Partners and former Gartner VP and Research Analyst, Sourcing
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Get the answers today that lead to tomorrow’s
success

Everest Research Institute has the resources, experience, and capabilities to provide e
companies with the strategic intelligence, analysis, and insight that are crucial to

making the right decisions in today’s outsourcing marketplace.

With the vision of our leadership team, the personal commitment, and indeed, the
passion of our professionals to deliver real value to our clients, our organization is
unsurpassed in its ability to guide your company’s future success.

Everest Research Institute
Two Galleria Tower

13455 Noel Road, Suite 2100

Dallas, TX 75240 % /
+1-214-451-3000
www.everestresearchinstitute.com

info@www.everestresearchinstitute.com

Everest India

Ground Floor, Tower A

Unitech Business Park

South City - |, Gurgaon

New Delhi National Capital Region
India 122001

?
\
oy

+91 124-304-1000
Everest Group
150 E., 52" Street, 16! Floor
New York, NY 10022

+1-212-207-4810 $
LI
Everest Canada Everest Australasia
5915 Airport Road #320 Everest UK 100 Miller Street
Mississauga, Ontario L4V 1T1 12 St. James Square North Sydney, New South Wales 2060
Canada London, SW1Y4RB Australia
+1-905-405-5640 United Kingdom +61-2-9923-1366

+44-202-228-5011
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