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Vendor Management Governance as a Driver
of Value in Complex Service Delivery Models

The role of vendor management is to manage effective service delivery, minimize risk, drive cost savings and, overall, improve
the services that are provided through outsourced contracts. While the discipline of vendor management as part of an overall
governance framework has been around for a number of years, deployment is often immature. With today’s new services,
tools and technologies, the opportunity to realize value from a comprehensive approach to vendor management has never
been greater. Moreover, alternative approaches to vendor management are possible, including scenarios in which an expert
provides vendor management as a service for key relationships or an entire portfolio.

Historically, vendor management functions have been viewed as a control function focused on basic contract management of
commercial arrangements. However, increasingly, best practice vendor management includes a broader range of activities and
a heavy involvement in driving transformation and process improvement. This has especially been prevalent in organizations
with operations in multiple geographies, where there are multiple service providers, and in industries in which there are active
regulatory considerations.

N Vendor management has expanded from a mere control
ihf function to a broader range of activities with heavy involvement
in driving transformation and process improvement.
THE 8 KEY ELEMENTS OF ROBUST VENDOR MANAGEMENT
Issue and Financial and Multi Service
Contract Dispute Commercial Provider
Management Management Management Management
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Many organizations claim to have broad vendor management capabilities, incorporating most, if not all, of the attributes shown
in the chart above, but are they effective? Is the organization getting value? The basics of managing service delivery to the
contract is typically done well enough, with reported service levels validated against the contract and invoices checked for
accuracy per the contract. However, while this may sound good, it is no guarantee of management satisfaction or even
alignment of delivery with the ambition of company leadership. This is especially true in today’s dynamic environment, with
progressive opportunities to integrate technology into the delivery model.
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The contrast to the basics, as described above, is a vendor management team that becomes a constant driver
of innovation, focused on creating value for the organization. Value may be manifested in various ways, such as:

e Driving higher output for lower cost

e Dynamically repurposing the existing spend to be laser focused on delivering to management goals
e Automating delivery models to increase speed to value and reduce error rates

¢ Aligning internal and external activity balance

e Overall reduction in risk across a program
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This should be accompanied by real time “dashboard” reporting, with deep analytics to enable more effective
management decision-making.

Leading organizations with outsourced service delivery are proactive in managing their vendor(s) and look to progressive
transformation of the delivery model. This requires extensive liaison with internal stakeholders to define and work through
potential areas of improvement. Such liaising is often, but not always, suggested by the service provider. Improvements may
be focused on more rapid service delivery, improved accuracy, lower cost or reduced risk.

Recent developments in automation, and especially artificial intelligence, are providing many opportunities for process
improvement. However, while this sounds simple, a key role of an effective vendor management organization is to develop a
plan to design and implement such improvements, including contract and pricing amendments, on behalf of the buyer. Such
a plan typically addresses preconditions for automation, such as process standardization, introduction of new technology,
training of staff at the service provider and the customer, new reporting, and risk mitigation procedures.

It is likely that the vendor management lead will need to establish and deploy strong ideation and collaboration tools to identify,
drive and realize the value that these opportunities should create. Furthermore, this is an excellent opportunity to drive creative
commercial models, such as gain sharing or value pricing, which incentivize the service provider to put “skin in the game,” in
return for a measurable outcome. We have previously published an article! discussing different approaches to pricing, and as
the progression is moving beyond input or output pricing and toward outcome-based approaches, there will be a necessity
for rigorous involvement and monitoring through effective vendor management.

Obtaining business value from effective governance means changing the paradigm of vendor management as a control
function to be something else: to be a catalyst for change and to capture value from innovation. We at A&M think that this
can be achieved now — the technology, tools and techniques are available. Will executive management take the leap and
expect more from vendor management? The time for action is now!

1 Brian Smith and Simon Tarsh, “Artificial Intelligence is Making Risk-Sharing Charging Mechanisms a New Normal,” March 6, 2024, Alvarez & Marsal,
https://www.alvarezandmarsal.com/sites/default/files/article/pdf/437782 CPI-DTS GBS Al Charging Mechanisms TL _02.pdf
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ABOUT ALVAREZ & MARSAL

Companies, investors and government entities around the world turn to Alvarez & Marsal (A&M) for leadership,
action and results. Privately held since its founding in 1983, A&M is a leading global professional services firm
that provides advisory, business performance improvement and turnaround management services. When
conventional approaches are not enough to create transformation and drive change, clients seek our deep
expertise and ability to deliver practical solutions to their unique problems.

With over 10,000 people providing services across six continents, we deliver tangible results for corporates,
boards, private equity firms, law firms and government agencies facing complex challenges. Our senior leaders,
Follow A&M on: and their teams, leverage A&M'’s restructuring heritage to help companies act decisively, catapult growth and
accelerate results. We are experienced operators, world-class consultants, former regulators and industry
@@0 authorities with a shared commitment to telling clients what’s really needed for turning change into a strategic
business asset, managing risk and unlocking value at every stage of growth.
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