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Introduction

The recent economy has placed unprecedented pressure on
businesses. At the height of the crisis, as many as three-quarters
of all businesses were focusing on ways to simply survive.
Throughout these difficult times and beyond, CFOs have been
under increased pressure to evaluate the performance of their
Finance function. With cost-cutting, headcount reductions and
declining sales occurring, and Finance playing a key role in
resolving many of these issues, the function itself has been
expected to lead by example and ensure that they are as efficient,
effective and as value-creating as every other part of the business.

Now, as the global economy shows signs of recovery, businesses
are turning their attention once again to pursuing new market

Figure 1

opportunities in order to reestablish growth. Consequently, Finance
is also being asked to help the business improve performance. The
challenge for today's CFO is to drive the business forward for the
future, while at the same time continuing to monitor and secure its
fortunes today.

A recent financial executive survey by CFO magazine helped
identify the top external macroeconomic challenges facing
companies, as well as their top internal challenges. The challenges
faced reveal a number of weaknesses in Finance which are likely to
reduce the organization’'s ability to meet them. However, each of
these weaknesses also represents a potential opportunity to
improve the Finance function.

Changing risk profile

within the company*

» Counterparty risk

» Supply chain risk

> Intellectual property protection
» Data security

Critical weaknesses revealed

» Lack of business transparency (internal and external)

Market and competitive
pressures*

» Consumer demand

> Financial/banking system

> Credit market/interest rates
> Currency volatility

» Housing market fallout

» Foreign competition

*Source: Business Outlook Survey of 1,268 CFOs,

CFO Europe magazine, May 2009.

>

Rigid and nonintegrated systems and processes impact business
responsiveness

Long lag times and data gaps in critical business information requests
Focus on wrong business drivers and metrics

Ineffective or misaligned controls

Inability to segment Finance activities into variable costs to reduce
Finance function costs with declining business volume

Inflexible outsourcing arrangements

Limited foresight and anticipation of business risks/opportunities
Lack of structured Finance training for professionals

Lack of talent with right skillset to engage with the business in
challenging times

Regulatory and

governmental pressures*

» Government policy

» Stability of local and central government
» Financial regulation

» Trade policies and agreements

Internal operating
challenges*

>

>

Ability to forecast results
Working capital
management
Maintaining morale
during downturn
Balance sheet weakness
Attracting/retaining
qualified employees
Managing IT systems
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In a survey of 262 financial executives conducted in July 2009 by
the Economist Intelligence Unit on behalf of Ernst & Young, 98% of
respondents agreed that there are opportunities to improve their
Finance function. Further, these executives indicated they expect
to make the changes to Finance as shown below in Figure 2.

Both surveys demonstrate that today's financial executive is very
aware of the reasons driving change in the Finance function and
has already identified necessary changes required.

While there are individual elements of Finance which often come
under close scrutiny, it is more effective to take a holistic view of
the entire Finance operating model and its overall processes and
structure. With a broader perspective, clarity can emerge about
the various tasks and how they are performed. This can give the
CFO a clear view of how the function is performing and the extent
to which it is — or is not — adding value to the business.

Figure 2

Strengthen overall Finance capabilities

Improve use of IT systems to support the Finance function

Improve alignment of the Finance function efforts to overall business objectives
Improve planning, budgeting and forecasting

Improve compliance and risk management

Improve financial metrics and performance measurement

Improve and/or standardize financial processes
(e.g., procurement to payables, close)

Improve financial and management reporting

Change financial organizational structure

Increase involvement in enterprise cost reduction efforts
Increase use of Finance shared service centers

Increase staffing levels

Decrease staffing levels

Source: The future of Finance survey,

Economist Intelligence Unit, July 2009. We will not be making any changes
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With this as a backdrop, we advocate the use of a robust framework
to identify Finance function weaknesses and potential improvements.
Among the questions such a framework might help answer are:

» Have the opportunities for improvement and the resulting actions
been reviewed against a cohesive, integrated framework?

» What does leading practice for such a framework look like?

» What are the key objectives or drivers behind planned activities?

» Will the planned actions go beyond delivering a short-term
problem fix, to drive value creation and help improve
business performance?

Implementation of a successful framework can strengthen Finance
significantly, enabling it to be more effective, lower costs and help
deliver more value to the bottom line. This is where the future of
Finance lies.

81%
81%
80%
73%
71%
71%
67%
63%
41%
40%
27%
21%

10%

2%



Creating value and managing

business performance

One of the ways enterprises create value is by making effective use
of information to enable the production of strategic and functional
plans. These are then delivered and evaluated in an ongoing cycle
of improvement. CFOs seeking to identify how Finance can support
this process need to ask themselves three questions:

1. Is Finance helping the business identify value-creation
opportunities?
Understanding how the business creates value and using an
empirical, fact-based approach are critical to delivering
performance. Finance can best support the business by getting
the right information into the right hands at the right time, and
being closely involved when conversations around focus and
strategy take place. Leading Finance organizations should be
active rather than passive participants in this process. By
providing robust financial information and insight, combined
with financial rigor and challenge, Finance can become an
active business partner and support the identification of value
creating opportunities.

2. Is Finance operating efficiently and effectively?
Finance must have its own house in order before it can play an
expanded role in enabling value creation, and Finance people
must be viewed as leaders before they can play additional roles

Figure 3
Enterprise value-creation cycle

Identify
value-creation

opportunities

Operate
efficiently and
effectively
Q@ Manage business =,
% y performance N
Q

within the operation of the business. This perspective would be
supported if Finance were founded on well-orchestrated
policies, procedures and processes. To be efficient and
effective, Finance requires the correct operating framework. Is
the function currently organized and located correctly within
the business? Does it have the right people, technology and
data? Are the correct policies and processes in place? Is
Finance able to measure and help manage performance?

. How can Finance enable faultless execution of strategy and

the day-to-day running of the business?

Finance performs best when it acts as a business partner,
advising and supporting at every level in the business, from
strategic to the functional, in addition to carrying out routine
Finance processes. Leading Finance organizations apply their
core skills in fact-based analysis to create historical data, as
well as supporting the greater role of ensuring accountability
and transparency around other aspects of managing a
successful business. Are the promises that are made during the
forecasting process being implemented? Is performance being
delivered as forecast? Can a business case for any necessary
funding be justified?

Is Finance helping the enterprise
identify value-creation opportunities?

Is Finance operating efficiently
and effectively?

Is Finance helping the enterprise
deliver business value through
faultless execution?
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Delivering value through identifying
value-creation opportunities

Finance has control of business data that the organization needs to
operate effectively. In order to get the right information into the
hands of the right people at the right time, it is important to
evaluate the information required at each level within the
organization. This is especially so when an organization is trying to
deliver focused decision-support information with scarce or limited

Figure 4

resources. A Finance function that can articulate clearly what is
important, and eliminate the information that is not important, will
help the organization become more successful. Additionally, this
will enable fact-based decision-making and appropriate actions that
deliver value. The key information and key activities that help
deliver this value are illustrated in Figure 4 below.

How leading Finance functions support:

Level of organization

Key information

Key activities

Board/CFO level

» External capital market and economic drivers

» Corporate performance indicators aligned to
strategic objectives

» Enterprise process performance

» Exception and action-based commentary

» Key initiative monitoring

» CAPital EXpenditures (CAPEX) effectiveness

» Engage the business in strategy development

» Evaluate investment options with fact-based analysis
» Optimize capital efficiency with a clear market focus
» Monitor and manage execution of strategic initiatives
» Value-based financial management

» Establish consistent Key Performance Indicators
(KPIs)

» Drive efficiency by focusing on key drivers only,
allowing the organization to lessen complexity and
focus on what is truly critical

Executive/management level

» Business Unit (BU) performance

» CAPEX effectiveness and efficiency

» Segment profitability and operational efficiency

» Exception and action-based reporting and
commentary

» Segment profitability and operational efficiency
including working capital

» Manage performance at consolidated BU level
» Review BU performance against strategic initiatives

> Initiate activities to improve value creation
(e.g., revenue, profitability, cost, capital)

» Manage improvement and remediation activities

Business unit/functional level

» Individual departmental performance against goals
» Project performance
» Process performance

» Unit costs

» Manage individual department, initiative and
leaders' performance

» Execute improvement initiatives

» Monitor process effectiveness and continuous
improvement
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Delivering value through operating
efficiently and effectively

Redesigning the operating model for Finance The Finance function will be designed through making a number of
choices around the individual operating model components. As the

components are so interconnected, it is important to carry out this
design using a systematic approach. Failure to do this can lead to a
misaligned operating model, compromising Finance's ability to
improve efficiency and effectiveness.

Finance must balance priorities in delivering an effective support
function to the organization. It must help to implement the
business strategy by identifying value-creation opportunities.

At the same time it must protect the financial assets of the
organization. This must be delivered while also reducing the cost
of Finance. To achieve these often conflicting objectives, Finance
needs to consider its global operating model. This model is made
up of the seven key components as outlined in Figure 5.

Figure 5

» Deliver effective and efficient Finance
processes in the right location

. » Establish a global performance
> Establish a global framework for T g ——

Finance policies to support global . . .
governance and risk management \ / » Deliver continuous improvement of
Finance service levels

Execution
layer

" Performance

golicy Process measurement
S > Structure the organization to
= deliver value to the business
g % — » Define appropriate local, regional,
T = Organization global structures including shared
5 services and outsourcing

Data Technology

People

[}
g 5 » Define a set of consistent global » Define a Finance svstem
25 petabaiegEsndeanpegicnat architecture and tgols to enable
& Off EEEOUITE value-adding Finance activities

» Implement single sources of data

> Build an organization of the right
resources with the right skills in the
right locations

> Promote a global Finance community

The seven components of the Finance operating model
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Finance must focus on the Organization and Process components
initially to achieve an aligned model. This is essential to make sure
that all of the operating model components fit together. In our
experience, this “top down" approach will improve the benefits
from a Finance change program.

Organization objectives: Process objectives:

> Deliver Finance teams in > Deliver efficient and effective

appropriate locations based

processes in the right location

on clearly defined criteria covering:
> Deliver globally joined-up > Decision Support
Finance teams > Control
> Reporting

v

Define clear roles and

s > Transaction processin
responsibilities P 9

> Design processes that are
flexible, scalable, and
sustainable

v

Ensure that reporting lines
support a global Finance

community
» Link process design to

current and future capabilities
of technology

v

Organize along process
and process type

Figure 6

Decision support*
Perform planning, budgeting and forecasting
Perform cost management and profitability analysis
Evaluate and manage financial performance
Manage capital

‘

Control*
Manage internal control
Manage treasury
Manage taxes

Reporting*
Managing policies and procedures
Perform product and general accounting
Deliver reporting

Transaction processing*
Process accounts payable
Process expense reimbursements
Process payroll

. - adding
Process revenue accounting

*Source: Finance process names are based on APQCs open standards research.
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or protecting

This approach enables the fundamental questions of “How should
we organize Finance globally?"”, “What is the role of the Center
(Group Finance)?" and “What should our processes be?" to be
resolved at an early stage in the change journey. Starting this
way also allows an "“information technology neutral” approach to
the design.

The focus on Process and Organization also helps with the principal
challenge in redesigning the operating model: to invest resources in
delivering more value-adding process while maintaining or reducing
the overall cost of the Finance function. Figure 6 below illustrates a
change in the profile of Finance activities delivered.

Traditional cost ratio
Finance cost: turnover (revenue)

Today
(1% - 2%)

In the future?
(<0.75%)

Reduction
in cost
of Finance

“value" of the
activity for the business

Reducing the cost of Finance while
changing the mix of processes



In analyzing the processes to design the operating model it is When these Finance teams are aligned with the four key Finance
important to identify an appropriate balance across the three key processes, each of these layers can take responsibility for specific
organizational delivery layers: “Group Finance"”, “Business Unit parts of the end-to-end processes.

Finance" and “Shared services/outsourced functions".

Figure 7

Group Finance

> Finance team supporting the group center
> Business partner to the Group
» Specialists centers of excellence (e.g., tax, treasury)

Business Unit Finance Shared services/outsourced

Fi deli d locally t Finance’s Provid t effecti
» Finance delivered locally to » Provides cost effective,
business units or divisions/ cu%tomer.s client driven services
regions > Business Uil » Commodity services
R . . divisions
Business partnering » Reaulatory bodies » Centers of excellence/
» Focus on business decision 9 Y expertise services
support CUEILEE » Outsourcing of highly
commoditized processes
Standard operating policies and practices Common Financial Infrastructure Standardized technology platform
Common chart of accounts Standardized process, controls and data Common decks on support tools
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Achieving cost reduction in Finance

When designing a new Finance operating model, reducing cost is a
common desired outcome. It is possible to achieve cost savings
while at the same time improving the effectiveness of Finance.
Through sharing and streamlining of “commodity” processes,
significant cost reductions can be achieved which can fund
investment in higher value Control and Decision Support
processes. Where this is possible, cost savings in the ranges shown
in Figure 8 are typically achieved.

Figure 8

Finance Process Class

Level of process

For a typical Finance function with a cost-to-turnover ratio of around
1.5%, net savings of 10-20% of the overall cost of Finance are
typically achieved through a holistic transformation of the operating
model. The level of saving is dependent on the existing maturity of
the organization - where shared services have already been
implemented the scope for overall savings in Finance may be less.

Achievement of a leading practice ratio of less than 0.75% will
require a strongly global operating model.

Typical change

commodity achievable*

Transaction processing High Saving 25 - 40% Aggressive globalization - shared services and
outsourcing

Reporting Medium Saving 10 - 20% Rationalization of reporting processes and systems.
Extensive use of shared services for Record-to-Report

Control Medium/low Increase 10 - 20% Investment in people and tools to support a global
control framework

Decision support Low Increase 50 - 100% Investment in resources to support the business areas
with value adding Finance activity

*Indicative benefits based on typical maturity levels and scope for standardization.
The benefits available will depend on individual company circumstances.

Key messages:

» Finance should continue to strive towards delivering more
value-adding activities.

» Finance should design an appropriate operating model to support
the organization.

» The design should focus initially on the Organization and Process
dimensions to develop a framework for future developments.

» Significant cost benefits can be achieved while improving the
overall effectiveness of Finance.

The future of Finance: driving business value through the performance of the Finance function




Delivering value through managing

business performance

Most Finance functions have followed the trend of their enterprises
in general and have invested considerable amounts of money to
improve, for example, transactional processing speed and
efficiency. The business cases that were developed to justify this
investment promised the delivery of commoditized processes by
fewer people. Few organizations have then gone on to explore
what they should do with the nature and quality of information
that is delivered into the hands of decision-makers as a result of
these improvements. This information is being delivered more
quickly, in an environment where market pressures demand
faster responses.

Figure 9

Strategic plan

Q

Committed
outcome

Expected
outcome

Finance as a business partner and advisor

Business plans

Q

Financial plans

Budget Forecast Actual )
Policies
Results ) Improvement initiatives
Near-term plans
Functional plans and near-term initiatives )

Finance functions need to focus their future improvement efforts
on the organization’s end-to-end performance management with
the same tenacity and discipline that they applied to Enterprise
Resource Planning (ERP) led transformation and shared service
initiatives in years past. This will require Finance to take the lead in
providing integrated, end-to-end planning with a focus on
execution and accountability. In fact, this is a prerequisite for
Finance's success as a business partner.

Leading Finance functions will focus on the cycle of interaction,
planning and analysis as shown in Figure 9. If this planning cycle is
correctly driven, it will impel the right strateqgic focus for the
organization, help plan and forecast quickly and accurately, and
support accountability for results.

Aspired
outcome

Committed outcome
(targets)
+ Initiatives and actions

swalsAs pue sassadoud
buijiodal aouewlolad ssauisng
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Summary

The recent global business environment has presented many
challenges. However, with challenge comes opportunity. This

environment provides an occasion to rethink the Finance function.
Our research shows the top areas for Finance improvement include:

» Strengthening overall Finance capabilities
> Improving the use of IT systems to support Finance

> Improving the overall alignment of Finance to overall
business objectives

> Improve planning, budgeting and forecasting

Questions to consider

Leading companies are using the current environment to transform
the way they run their Finance function. Through redesigning
Finance, organizations are focused on identifying value-creation
opportunities, improving their Finance operating model, and better
managing their business performance.

The benefits can be far-reaching. Not only will Finance perform better
through greater coordination between resources, organization and
execution, but Finance will help to drive value creation and become
a model for improved business performance. Organizations that
take advantage of this opportunity will emerge stronger and more
competitive from the current business environment.

Identify value- Operate efficiently Manage business
creation opportunities and effectively performance
» Do your Finance professionals » Does your organization have common » Does the Finance function help drive

understand the business and are they
viewed as valued business partners?

» Does your internal financial reporting
help identify opportunities and support
effective business decision-making?

» Do you have an effective program for
building and retaining the top talent
necessary for the Finance function?

» Does your Finance function actively
provide improvement ideas?

» Has your organization developed a
cash flow culture?

Finance processes, data models and
reporting systems that are used globally?

» |Is your global Finance delivery model
tailored to support value creation?

» Does your Finance function leverage
shared service and/or outsource
delivery models appropriately?

» Does the Finance function ensure

compliance and address compliance
risks?

strategic and operational business
decisions?

Is the Finance function actively leading
business improvements?

Does your organization have
measurement systems that drive
business performance and create value?

Does your organization have an
effective risk management and control
environment in place to protect business
value?

Is your organization’s financial
performance effectively communicated
to external and internal stakeholders?

The future of Finance: driving business value through the performance of the Finance function
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Lars Weigl +46 8 52059025

Global Performance
Improvement Leader

Tom Cucuzza +1 313 628 8950
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Andy Rusnak +1 215 448 5029
Americas Finance Leader

Paul Wood +3314693 7722

Europe, Middle East, India and
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Nigel Knight +86 212228 8888
Far East Advisory Leader

Masaaki Kuroishi +81 33503 1100
Japan Finance Leader

David Fincher +61 292769344

Australia, Indonesia and
New Zealand Finance Leader

lars.weigl@se.ey.com

thomas.cucuzza@ey.com

andy.rusnak@ey.com

paul.wood®@fr.ey.com

nigel.knight@cn.ey.com

kuroishi-msk@shinnihon.or.jp

david.fincher@au.ey.com
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