Vested® Module 12 Interactive Learning
Reference Slides for this Interactive Learning Session
	[image: ]
	[image: ]

	[image: ]
	[image: ]

	[image: ]
	[image: ]




Step 1: Form the Pricing Team
	[image: ]
	[image: ]



Form the Pricing Team
· Using your earlier stakeholder analysis identify who needs to be on the pricing team from both organizations
· Include members from the Contract Core Team
· Add members that will support the pricing process including the development of the overall pricing model
· Some team members may be identified as subject matter experts and may participate on a part time basis
· Establish Sponsors/Champions from the Leadership Teams
· These stakeholders act as advisors to the Pricing Team
· Establish an approval process/team
· For large outsourcing deals, we recommend a formal approval process/team review and approve each step of the pricing process
· The Pricing Team is made up of members from both organizations and should be based on peer-to-peer relationships.
· A pricing team is usually the most effective when there are fewer people on the team.
· [bookmark: _GoBack]Often the pricing team may have as few as 4 people. For example the team may consist of financial analysts and the program leads from each company.
· Even though the team may be small, the overall pricing model process should allow a broader audience to review progress and approve after each step.
Overall Team Guidelines
· Make sure that team members understand the purpose of a Vested pricing model and the steps that will be taken to develop it
· Ensure that the team members have the support of their managers to participate in the pricing process
· Use a peer-to-peer approach for selecting the people on the team, with peers from both parties participating. 
Complete the Pricing Team List V1
Thinking It Through
1. Have you included members from the Contract Core Team? 
2. Have you included financial experts who have experience in developing pricing models?
3. Have you enlisted the support of your Leadership Teams? 
4. Do all team members, Champions and Approvers understand the Vested Pricing Model concepts? 

Step 2 – Establish Guardrails
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Establishing Guardrails
· Revisit the guardrails you established previously.
· Do they need to be changed or updated based on the progress you have recently made? 
· Review based on your Shared Vision Statement
· Review based on your Desired Outcomes and Statement of Objectives
· Are the guardrails sufficient to support the development of your Pricing Model? 
· Update the guardrails as needed
Guardrail Guidelines
· The parties should clearly understand any formal boundaries or guardrails for conducting external business agreements.
· Develop your detailed assumptions by clearly stating what each party feels are show-stoppers for moving forward
· Clearly define target outputs for each company; if the pricing model does not provide the outputs, each party likely will pursue other options
· Openly express concerns and get clarification of limits from the parties
· Share the base assumptions and risk/reward tolerances with regard to potential incentives
· Establishing clear guardrails establishes a tone of “no surprises” that likely will be a relief to both corporate authorities and the team creating the pricing model
Update the Guardrails Worksheet V1 used in Module 5 to include any new or more detailed guardrails that need to be considered in developing the Vested Pricing Model. 
Thinking It Through
1. Have your guardrail assumptions been endorsed by all senior officers of the company and the service provider?
2. Have you agreed on all base case assumptions that will deliver the desired outcomes for the company?
3. Have you agreed on the target (and tolerance) EBITDA for the service provider?
· Example:  Target EBITDA of 10% with upside to 40% and downside to 5%
· A well-structured Vested pricing model will generally allow for 2-3x margin improvement opportunity for service providers
· The margin improvement is EARNED when the service provider achieves the Desired Outcomes
· Companies should fund improved margin for service provider out of the value received by hitting their Desired Outcomes
Step 3 – Document Input Assumptions
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Input Assumptions
· The input assumptions document specific suppositions relative to the scope of the business and effect the price and bottom line of each party
· Agree on the input assumptions you will use
· Get input from key stakeholders
· Document both parties assumptions
Document your input assumptions on the Pricing Assumptions Worksheet V1
Thinking It Through
1. Have you documented your assumptions?
2. Have the parties agreed to the input assumptions that will be used to establish the actual prices and model-estimated profits?
3. Have your input assumptions been endorsed by all senior officers of the company and the service provider?



This Template is provided as a reference tool as part of the Vested Online courseware. Please feel free to use it as you develop your Vested Agreement. 
The tools and templates are provided to assist you in learning about Vested Outsourcing. It is copyrighted material by the authors and is provided for individual use.  
For more information, please contact us at: 
	Kate Vitasek
	Karl Manrodt
	Mike Ledyard

	kvitasek@utk.edu
	karl@manrodt.com
	mledyard@utk.edu

	
	
	

	
	VestedOutsourcing.com 
	



©2011 Kate Vitasek All Rights Reserved

[image: ]		[image: ]
image3.png
The conventional agreement zone is where the parties settle on
“fair” prices that are somewhere in the middle.
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The “Vested Agreement Zone” is where the parties assign risk to
the party most able to mitigate it. The Vested price can fall at any
point between the guardrails, even inside the risk zones.

Senice
Provider

service
PROVIDER
RISK ZONE

CompANY Risk
ZonE

Fair Price! BiggerPie!

ested Bnersm o




image5.png
Overall Guidance

« Itis recommended that formal checkpoints using
a formal decision- making framework is usedto
ensure proper buy-in from authorities within
each company

+ Because the stakes get high as the parties
allocate risks and discuss prices we recommend
that you move your gate reviews to after each
pricingmodel stepinstead of after each element
to ensure complete buy-in from company
authorities
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+ Pause fora quick sense-checkin your journey
and make sure each organization can address
the next questions
1. Are the Desired Outcomes and joint intentions you
outlined earlier specific enough to create a Vested
pricing model?

2. Is senior leadership on board to get beyond
traditional pricing approaches and guardrails?

3. Do you understand the scope and scale of the work
required and who is accountable for the work?

4. Are you willing to work fogether (company and

service provider) to develop your Vested Pricing
Model?
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rming the Pricing Team

+ We recommend three rules of thumb when putting

together the pricing model team:

1. Always include a financial expert who has experience in
developing pricing models

2. Use a peer-to-peer approach for selecting the people on
the team, with peers from both parties participating
« For example, do not just have a financial expert from the senvice

provider; have one from both companies

3. Always have at least one person from each party who
has been involved with the Vested Outsourcing iniiative
from the start on the pricing team.
« If possible, everyone involved should have been on the team

from the start even if they were simply subject matter
experts/participants
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Min

hift Change

* We want to stress that creating a Vested pricing model
can seem like a radical apl.)roach, so you need to
position the Pricing Team for success

* Pricing under the Vested Model

~ Is a joint, fact-based eflort
— s fair and not positional
~ s open and transparent

~ Has both parties sit on the same side of the table to jointly
develop the pricing model

~ Is the most effective and fair way to price the scope of work
— Allows for the dynamic nature of business
— Considers and allocates potential risks

« Involve your Vested Champions in the process to help

build consensus for the new pricing approach across the
organizations
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stablish Guardrails / Share Assumptions

+ Guardrails are the formal boundaries for conducting
external business agreements outside of which either
the company or senvice provider is likely to walk away
from an agreement

+ Guardrails define the limits of acceptable risk either
company is willng to assume in an outsourcing
relationship.

« Establishing Vested pricing guardrails up front provide
the company and service provider with the authority to
develop a deal within clearly stated boundaries.
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y Establish Guardrails?

« If the parties establish an agreement within the
guardrails, no last-minute surprises will occur because,
by design, the agreement is within the already
established boundaries.

+ When corporate executives provide clearly defined
boundaries, the integrated team can construct a pricing
model that best stays within those established structural
parameters.

« The guardrails become the conditions the parties must
meet before the integrated team can agree to the pricing
model

Vested =usssmetmassrer





image11.png
lerstand Your “Policies’

« Itisimportant to note that guardrails also may
come in the form of so-called corporate policies,
legal policies, or standard terms and conditions.

+ Your job is to balance established corporate and
legal policies with your pricing model.

+ It may be necessaryto challenge these policies
and standard terms.
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Tip: Use Prior Work

+ Weintroducedthe conceptof guardrails in
Module 5 when we recommended that the
parties establish formal boundaries prior to
beginning the Vested journey

« If guardrails have not been set, now is the time
to stop and establish them.

+ Establishing clear boundaries also establishes
the tone of “no surprises” and prevents eleventh-
hour issues
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Step 3 — Document Input Assumptions

« Vested pricing models always include input
assumptions
~ Welike to think of input assumptions as the levers that will
affect the parties’ prices and bottom lines
—~ When the lever is pulled (triggering increases or
decreases), the profit potential of one or both of the
companies is impacted.
— By documenting scope assumptions, the intention is to
smooth out any profit peaks and troughs
« The parties will use assumptions to establish actual
prices and to model estimated profits
« The impact of variances in the assumptions_can be
modeled and also serve as a discussion point later
to determine risk allocation when there is a variance
from agreed upon baseline assumptions
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Tips To Establishing Input Assumptions

+ Define assumptions, ntensity, andvolume with the teamthat actually
delivers the senvice

* Work with the financialteam o ranslate their knowledge into a senvice.
utiization formula with clear work examples spanning two o more years

+ Establish clearusage guideines

+ Usethe senvice provider teamto designwhatfscenariostotest
assumptions
— Definewhat happens f e company is unabie 1o use the servicefo imitd o extanded
— The pares may needtoesablsh  piig flor o cover th seviosprovide's fced costs
e 2 roporions cost or 112 ok i 08 campany o crsas
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Common Input Assumptions

+ Costof raw materials andunitcost
— The costof raw materils ofen fluctustes, sometimes by large amounts.
+ Variations inthe conditions and rates in which products and services are.
used
« Acceptable percentage levels forindirect costs, such as overhead
« Inventory holding policy and costs
+ Winimal orderlevels, leadtimes including expeditious leadtimes
+ Volumevariabily
~ Volumes risingabove a certain evel may prompt the service provider o add ixed
costs, such as addtionalbuldings, or add assets, such as more testing equipment,
forkifis, orservers.
— Volumes drop below a certai level, the service provider stl il have fxed costs
that are embedded i the price model
« Workioad mix
— Workioad mix s oftenthe cause of frustration between companies and service.
providers when  comes {0 prcing
— Service providers ypicaly establsh a price based on the unis of workioad
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Common Input Assumptions

+ Base-evel assets
— The assets specified o delver Desired Outcomes
— Baselevelasses should be monitored and measured reguiarly as fuctuations
— leasure the mpact on required assets o the use of existng assets i fuctuations.
+ Payback period, the optimum retur on capital smployed (ROCE)
~ ROCE isa rato that ndicates the efficiencyand proftabity ofa company’s captal
investments.
— s calculated by using a formua that dvides EBIT by the resuftof Total Assets.
minus Current Liabilties
* Currency assumpiionsibass exchange rates
~The partis must agree on the base assumplions and how to share the isk of
deviations i currency values over fime, efther via ont hedging o joint ik sharing
— Revenue may be sccrued ata different reak time value than planned or in a
different currency fromihe cost of raw materials o distributon costs
* Warket share assumptions
— Strong market share encourages growth
— Aservice provider wilbe motivated to nnovate n order to increase market share
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Adopting a Vested Pricing Model

« The pricing model is where the rubber meets the
road in your Vested journey.
+ Organizations must go beyond merely saying and
using the term partnership to creating a commercial
pricing model when adopting Vested Outsourcing
— Companies outsourcing must resist the urge and corporate.
pressures to demand the lowest possible prices.

— Vested thinking requires an open and transparent
approach to pricing

— Risks and rewards must be equitably allocated with the

purpose of realizing mutual gains for the duration of the
agreement

Vested =ugmmemem
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P I - Trete e 12ieps you

should take to develop your
pricing model and incentives

+ Over the next three Modules
you will work through each
step to develop a unique
pricing model for your
agreement

« This process will take time

~ Get each step completed before.
moving to the next

~ Getting ths right s crtical to
your agreements success

— Involve interested stakeholders

ested VRSV TEWNESSE
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