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Steering through collaboration
CFOs driving new priorities for the future

About this research

Steering through collaboration: CFOs driving new priorities for the future is an Economist Intelligence Unit report, sponsored by SAP. The report
explores how collaboration between finance and other business functions is enabling CFOs to execute their strategic mandate. The research
presents priority activities through which CFOs can steer the business in a rapidly changing environment to achieve more efficient financial
processes, accurate forecasts and integrated risk management.

The analysis is based on a global survey of 800 senior finance executives conducted between August and October 2018. Of these, 400 represent
companies with annual revenue of at least US$500m. Respondents were drawn from four regions, with 200 each from North America, Latin
America, Europe, Middle East and Africa (EMEA), and Asia-Pacific. A minimum of 50 respondents each were secured for the US, Canada, Brazil,
Colombia, Mexico, Germany, Spain, the UK and Ireland, Japan, India, South-east Asia (comprising Singapore, Malaysia, Indonesia, Thailand, the

Philippines and Vietnam), and Australia and New Zealand.

The regional analysis and country case studies will be published in January 2019.
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Executive summary

Itis well established that the modern CFO has a more
strategic role to play in a business, but a clear action plan to
achieve this is lacking. A key element of this is helping

the business to deal with change. Some changes

are planned: launching a new product or service,

setting up operations in a new region or acquiring

of senior finance executives

Finance executives are also concerned with identifying how

to align strategic, financial and operational plans towards
common objectives and meaningfully analysing data
across business units and regions. “All functions are
working to meet these challenges and, as a finance head,

we have to have visibility across all functions, how they

a competitor. Others may be unexpected: a major believe thatfinance should — gre progressing [towards meeting goals] and ensuring
facilitate collaborative enterprise
disruption to supply-chain operations, the emergence planning to ensure that that their direction isin line with overall strategic goals,”

. . . operational plans are aligned with . . .
of new regulation and legal reporting requirements financial and strategic plans. says Lalit Malik, CFO of Dabur, an Indian consumer goods

or the unpredictable impacts of global economic

uncertainty.

Either way, when asked about the biggest challenges they face
in executing their day-to-day activities, change is a recurring
theme, according to a new survey of 800 CFOs and senior
finance executives, conducted by The Economist Intelligence
Unit. Managing unexpected changes to financial forecasts

and adapting finance processes to rapidly evolving business

models are top of mind.

Managing unexpected changes to
financial forecasts and adapting finance
processes to rapidly evolving business
models are top challenges finance
executives face in executing their day-
to-day activities.
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manufacturer. It isincumbent upon CFOs therefore to
be prepared not only to help their own function navigate
uncharted territory, but the rest of the business too. That
means breaking down the silos that commonly exist in
organisations, in order to collaborate closely across functions,
sharing information and data in the pursuit of common

objectives.

“All functions are working to meet
these challenges and, as a finance head,
we have to have visibility across all
functions, how they are progressing
[towards meeting goals] and ensuring
that their direction is in line with overall
strategic goals.”

- Lalit Malik, CFO of Dabur, an Indian
consumer goods manufacturer.
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Companies in which finance executives feel The clear custodian of collaboration
empowered to drive strategic decisions were more
likely to report higher financial performance There are a number of reasons why the role of leading cross-

company collaboration around steering should fall to the CFO

| personally feel empowered to drive strategic
dp rsonaty power & and their team. First, through the activities of budgeting, the
ecisions in my organisation

Percentage of respondents (%) finance function is the custodian of the clear, quantitative

WYes [FNo expression of management expectations and determines how

80.0 80.0

resources such as cash and people will be allocated in order

to achieve them. In our survey, 90% of respondents say that

[ee]
é e00 finance should facilitate collaborative enterprise planning to
§ 40.0 ensure that operational plans are aligned with financial and
& 200 strategic plans.
Second, through performance management, the finance
Revenue grew Revenue declined by 00 function is the gatekeeper for critical data that illustrate
above 10% more than 10% how well—or otherwise—the company is rising to the
I personally feel empowered to drive strategic challenge of change. That includes data relating to sales,
decisions in my organisation supply chain and delivery, which need to be reported back
Percentage of respondents (%) ) ] o o
BYes MNo to the business in ways that help drive improved decision-
100 100 making. Our survey reveals that companies in which finance
80 80 executives feel empowered to drive strategic decisions across
g business functions are more likely to report a higher financial
S performancein fiscal year 2016/17 and 2017/18 and anticipate
g higher growth rates for 2019/20.
&

Revenue to grow Revenue to decline by
above 10% more than 10%
Source: EIU survey.

More collaboration equals better collaboration?

82.0%

@ Operations ®

Management

80.0%

Peer in another ®

78.0% business unit or @ Customers
region

76.0%

74.0% . IT

72.0% @ Legal/Compliance ®

@ sales

Effective (%)

Procurement/Supply chain
70.0%

68.0% ®HR @ Marketing

66.0%

7.6 7.8 8.0 8.2 8.4 8.6 8.8 9.0 9.2 9.4 9.6 9.8 10.0 10.2

Collaboration time (hours per month)
Source: EIU survey
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Steering through effective collaboration

Today, CFOs and senior finance executives spend the most
time collaborating with the management/strategy function—
on average, around 10 hours per month. Engaging with them
has been important to fulfil a core component of the finance
function—spend management. Management/strategy is
among the top two functions with which finance executives
need the most collaboration to manage eight out of 12
essential spend components. Indeed, 80% of respondents
believe this collaboration to be effective, reflecting a much
higher degree of confidence in these collaborations than

those with any other part of the business.

By contrast, only 68% believe their collaboration with HR to
be effective, and the same proportion for marketing. But to go
beyond their traditional role and fully embrace their broader
mandate will require more and better collaboration with
these functions, as well as with procurement/supply chain,

legal, sales, and IT.

Our research reveals that the more time respondents spend
working with different functions, the more likely they are to
believe that collaboration is effective. Correlation does not
imply causation, however: time spent with other departments
might improve collaboration, or finance teams might simply
be spending more time with the departments they already
work well with. Either way, finance leaders should consider

who they do not spend time with, and the reasons for it.

In our survey, finance executives have clearly identified

priority activities through which they can steer the business.

Leading benefits of collaboration:
Better strategic investment
Y planning
€48 .
i More accurate financial forecasts

@a Better risk management

These directly address the top
challenges finance executives faceon a
day-to-day basis.
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These differ by sector too, meaning finance executives must
alter the nature of engagement with key functions depending
on the sector in which they operate.

Activities they chose demonstrate a desire for a “deeper
dive” into business operations, enabling them to drive
decisions at a more granular level in some instances. They
want more involvement in employee retention strategies
with HR; vendor selection strategies with procurement and
supply chain; and developing sales strategies at the product-,

geographic- and client-level with sales and marketing.

The areas of the business that finance executives focus on

for more detailed insights vary by sector. In manufacturing,
they have indicated a preference for greater involvement

in employee productivity analysis with HR and customer
acquisition cost analysis with marketing and sales. In financial
services and other services, finance executives expressed an
interest in working more closely with HR in determining office
space requirements and design, which impacts real-estate

expenditure.

Such collaboration ultimately helps to secure a more accurate
picture of the state of affairs (including forecasts), enabling
better investment planning and risk management. These are
among the leading benefits of collaboration cited by finance
executives, which directly address the top challenges that

they face on a day-to-day basis.

To achieve integrated risk management, identifying
emerging risks across the business is the most important
element to collaborate on, they say. This is mirrored in
activities they have prioritised such as fraud and corruption
detection with procurement and supply chain and cyber-
security risk analysis with operations.

While these are important across most sectors, there are
noteworthy differences in the approach by sector. To identify
emerging risks, finance executives in the manufacturing and
consumer sectors want to be more involved in supplier audits
and vendor compliance with procurement and supply chain.
With marketing and sales, identifying evolving consumer
preferencesis prioritised in the manufacturing sector

while customer data privacy management strategies and

compliance s prioritised in the consumer sector. Respondents



in financial services are keen to focus on brand reputational
risk assessment with marketing and sales; employee conflict
management with HR; and guiding regional management
on evolving tax procedures and business regulation

with operations, in their efforts towards integrated risk

management.

Effective collaboration benefits spend management too.
Respondents cite a better understanding of intransigent
costs and improved budgeting among the top five benefits
of collaborating with other business functions. Globally,
finance executives find technology investment and capital
expenditure the most difficult to manage, requiring
collaboration with the management/strategy function (along
with IT for technology investment and operations for capital

expenditure) to manage the expenditure more effectively.

Technology investment and capital
expenditure are the most difficult cost
components to manage. It requires
collaboration with:

00
»—-¢ Management
IT

@ Operations

This acknowledges that a strategic and collaborative approach

can be effective in optimising spend management, expanding
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the toolkit beyond traditional approaches of across-the-board

cost and headcount reduction.

Managing technology investment is particularly challenging
for the manufacturing and financial services sectors (cited
by 47% in each industry v 37% on average in the remaining
sectors). These were the highest levels of concernin any
industry about any cost: against the backdrop of the fourth
industrial revolution and fintech respectively, CFOs grapple
with the pace of technological change and uncertainties

around variables to assess return on investment.

Supply-chain costs, listed third after technology investment
and capital expenditure, are similarly exposed to change.

The industry in which supply-chain costs are significantly
more difficult is manufacturing (37% of respondents v 27%

on average in the remaining sectors). With increasingly

global supply chains, this cost is the most susceptible to
unpredictable changes to tariffs, labour disputes, disruption

in logistics as a result of extreme weather conditions and
partner compliance, among others. For companies that

deal in the physical supply of products in particular, greater
involvement in vendor selection with the procurement/
supply-chain function for instance, may help to mitigate some
of theseissues. In the consumer and energy/natural resources
functions, finance executives are interested in supply-chain
analysis for mergers and acquisition assessment, to determine
which aspects of the value chain need to be brought in-house

to mitigate risks and manage costs.

Benefits of effective collaboration between finance and other business functions

Better strategic investment planning

Better risk management

Better understanding of the business, including intransigent and recurring costs
More accurate financial forecasts

Improved department budgeting/fewer unplanned costs

Better working capital management

Opportunity to provide better financial guidance

Met or exceeded key performance indicators/performance goals
Identified new business opportunities

Easier to raise capital

Fewer days needed to prepare periodic reporting (or close books)
Reduced audit costs

Source: EIU survey

5 10 15 20 25
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Priorities for collaboration between finance and other business functions

Human resources

Currently collaborate on

1§ Employee benefits and
\\_74| salary negotiations (57%)

# Employee training and
‘ﬁ development strategies
(56%)

Want more involvement in

[ Employee retention
strategies (49%)

Sales and marketing

Currently collaborate on

 Y+) Customer acquisition cost
"YW analysis (58%)

@ Assessing effectiveness of
« marketing campaigns and
tools (53%)

Want more involvement in

@ Assessing the
« effectiveness of marketing
campaigns (48%)

Procurement and supply chain

Currently collaborate on

Effective supply-chain
finance management
2 (62%)

Contract negotiation with
suppliers and distributors
(59%)

1G]

i—d

Want more involvement in

BP¥8 Vendor selection/
% procurement assessment
strategies (47%)

Operations

Currently collaborate on

Developing product
@ quality assurance
strategies (54%)

Guiding regional
management on evolving
tax procedures and
business regulation;
labour management
policies and legal
requirements (53%)

Want more involvement in

e Cyber-security risk
analysis (52%)

@ Talent acquisition
strategies (48%)

$ Developing sales
'/'\.ﬁi strategies by product,

geography or client (48%)

Source: EIU survey

A matter of time

Despite a willingness to engage more deeply with colleagues
in other functions, significant constraints continue to
hamper the ability of CFOs and senior finance executives

to do so. The limited time available for collaboration given
their current workloads was more of an impediment than

leadership and cultural challenges.

Automation could do much to alleviate the pressure imposed
by time constraints, respondents agree. They expect that
around 20% of the CFO role will be automated in the next
three years, about 30% in the next three to five years,

and about 40% in five to ten years. Recent research from
McKinsey & Company, a management consultancy, bears this
out: it concludes that currently demonstrated technologies
can fully automate 42% of finance activities (for example, cash
disbursement, revenue management, and general accounting

and operations) and mostly automate a further 19%.

The finance team has already been an
enthusiastic adopter of technology and
is keen to leverage it more to steer the
business.
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Fraud and corruption /\ Review of risks
detection; supply chain ‘ associated with

strategies (46%) automated/outsourced

processes (51%)

Now, theyre looking at a range of emerging technologies

to enhance collaboration. Top of this list is cloud computing
and real-time information sharing technologies, according
to 67% of respondents combined. Both reinforce the need
for an up-to-the-minute view of current business conditions
and emerging trends. In third place is predictive analytics,
where sophisticated algorithms parse historical data in order
to make accurate forecasts of future outcomes. All three
emerging technologies tie in closely with this need to keep
up with the pace of change, react quickly as events unfold
and manage unexpected changes to financial forecasts, in

keeping with the previously stated challenges facing CFOs.

Respondents are in no doubt as to the implications of this
for their own work, anticipating more time to work on higher
value, more strategic activities. Should automation of core
accounting processes lead to greater efficiency and free up
30-50% of their time, CFOs say they would most like to focus
on identifying more strategic investment opportunities for
the business and be more involved in sales and operational
strategy development. Globally, respondents were least
likely to focus on human resource and supply-chain strategy
development, but our research reveals that these are critical
areas for collaboration for better risk management, more

accurate financial forecasts and managing intransigent costs.
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Impediments to more and better collaboration between finance and other business functions

Limited time to collaborate with other functions given current workload
Limited understanding of common goals

Limited understanding of valuable information available in other functions
Blurring of lines between the mandate of other C-suite/function leaders
Technical difficulties with digital systems for remote collaboration
Differences in department culture

Resistance from department heads

Absence of a single version of the truth across departments

Incompatible processes and digital systems

No formal process for information sharing on a periodic basis

Resistance from department employees

Source: EIU survey 0 5 10 15 20

Mou|ding tomorrow’s CFO who only talks about the numbers but does not understand

what’s behind the numbers, doesn’t speak the language of
When it comes to members of their department, however, o )
o ) ) other functions in the business, and does not really know how
senior finance executives would prefer the time freed up ) e
) o to deal with people, then collaboration is difficult.
through automation to be focused on training in more

advanced financial and technical skills (57%). This suggests At the sametime, a large share believe knowledge of

that, despite having a broader, more strategic mandate within emerging technologies to be imperative, but they make
their organisations, finance executives are keen to retain and a clear distinction between this general proficiency and
define the unique capabilities and perspective they offer to more in-depth technical capabilities, such as writing code.
the business. For the rising finance executive and tomorrow’s CFO, this

offers vital guidance, as direct reports to the CFO surveyed

. . for our research were significantly less likely to anticipate
Despite having a broader, more

i o . automation.
strategic mandate within their
organisations, finance executives are Skills for the future finance executive beyond
keen to retain and define the unique traditional financial skills
capabilities and perspective they offer Understanding of business

strategy and operations

to the business.
Critical thinking

But they acknowledge that collaboration will be a core Effective communication

component of the job going forward. In addition to traditional Proficiency and knowledge

of emerging technologies
financial skills, finance executives of the future will need &ns &

Data science and analytics

to possess an understanding of business strategy and
. . - Deep knowledge of
operations, 50% of respondents believe, as well as critical law/compliance

thinking and effective communication skills. “You need Relationship management

soft skills to collaborate,” explains Alexander Lind, CFO of

) Reading and writing
Allergopharma, a pharmaceutical company. “When you're a

CFOwhois very technical, who knows a lot about finance and Source: EIU survey
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What is clear is that collaboration has become an important
tool for finance executives in delivering on their strategic
mandate, enabling them to steer the business amid fast-
paced changes to the business environment. Technology
could hold the key to overcoming barriers to greater
collaboration, particularly those that support real-time
information sharing and predictive analytics, as well as
automation that frees up time for greater engagement with

other functions. Ensuring that CFOs feel empowered to
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drive decisions through company-wide collaboration and
planningis vital and can deliver many benefits—from better
investment planning to better risk management, and more
accurate financial forecasts to improved understanding of
intransigent costs. “At this level we help the business to make
the right strategic and operational decisions,” says Lionel
Finidori, the North America CFO of Schneider Electric. "And it
is at this level that the value of the function is at its highest.”
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