The role and impact of financial
management on strategy, operations,
and business performance

A Deloitte Rese




Table of Contents

{0 Yo [V et { (o] o PR 1

The Challenge of Business and Finance

Transformation .........ccccccvveemiccmicsnscr e 2
Raising the bar ... 2
Finance Transformation Drives Business
Performance ........cccceveceieseense e see s s e e sne e 8
How It Works: Finance as an Enabler of Business
Transformation .........ccccccevecciiiesenicscr s 10
Finding a pathway for transforming the enterprise
through finance. ... 10
Finance and information technology............ccccocoiiiiie. 12
Finance and human capital ...........ccoocoiiiiiiiiiii, 14
The Journey to Mastering Finance and Business........... 15

Integrated performance management across
the ENTEIPIISE ..viiiiiiie it 15

Finance and customer operations — marketing,
Sales, aNd SEIVICE ..o 17

Finance and innovation — new products and services...... 19

Finance and supply chain operations — plan,

source, make, and deliVer..........ooovvveiie 20
(o el 113 o) o 21
Appendix: Methodology and Company Profile............. 22

About Deloitte Research

Deloitte Research, a part of Deloitte Services LP, identifies,
analyzes, and explains the major issues driving today’s business
dynamics and shaping tomorrow’s global marketplace. From
provocative points of view about strategy and organizational
change to straight talk about economics, regulation and
technology, Deloitte Research delivers innovative, practical
insights companies can use to improve their bottom-line
performance. Operating through a network of dedicated
research professionals, senior consulting practitioners of

the various member firms of Deloitte Touche Tohmatsu,
academics and technology specialists, Deloitte Research
exhibits deep industry knowledge, functional understanding,
and commitment to thought leadership. In boardrooms and
business journals, Deloitte Research is known for bringing new
perspective to real-world concerns.

Disclaimer

This publication contains general information only and Deloitte
Services LP is not, by means of this publication, rendering
accounting, business, financial, investment, legal, tax, or

other professional advice or services. This publication is not a
substitute for such professional advice or services, nor should
it be used as a basis for any decision or action that may affect
your business. Before making any decision or taking any action
that may affect your business, you should consult a qualified
professional advisor. Deloitte Services LP its affiliates and
related entities shall not be responsible for any loss sustained
by any person who relies on this publication.

As used in this document, “Deloitte” means Deloitte LLP. Please see www.deloitte.com/us/about for a detailed description of the legal structure of

Deloitte LLP and its subsidiaries.



Introduction

From mining in South Africa and commodity production in
Asia to sales and service networks in North America, the
business operations of some of the world’s largest and most
sophisticated industrial enterprises are experiencing a quiet
revolution. It is led by finance.

With their complex webs of production facilities and
distribution centers, customers and suppliers, and the resulting
flows of products, services, finance, and information, global
manufacturers find tracking financial performance hard
enough; to many, mastering finance may seem like a pipe
dream. Yet, a number of the world’s leading companies are
increasingly turning to finance as a lever for transforming their
enterprises and driving business — with impressive results.

Findings from our ongoing benchmark study around how
manufacturing companies are using finance to transform their
companies are dramatic. Among the companies analyzed to
date, the group we called “finance masters” — companies
with the strongest finance capabilities to support business
transformation — are leading the pack with superior business
performance. The research not only links the transformation
of finance and business to performance, it also shows how
finance masters differentiate themselves from the competition.

While many companies have pursued business transformations
over the last decade or more, the results remain mixed.

Our research suggests that to effectively transform the

entire enterprise toward a more successful and sustainable
path, companies need to integrate business and finance
transformation. Companies that combine the transformation
of both business and finance operations — finance masters —
are far more likely than their competitors to succeed in their
industry (figure 1).

Over the last five years, we have benchmarked the global
strategies, financial and operational capabilities, and business
performances of more than 1,100 manufacturing companies
across the Americas, Asia Pacific, Europe, the Middle East, and
Africa.

Figure 1. Transforming the Enterprise Through Finance
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To develop a deeper perspective on how companies can

build and leverage financial management capabilities to help
improve and even transform business strategy and operations
and drive performance, we have initiated a multi-year
benchmark study specifically focused on how companies are
transforming their enterprises through finance. So far, more
than 70 companies have participated in this specific finance
and business benchmark research around the world. Seventy-
five percent of respondents have corporate revenues higher
than US$1 billion. Industries represented include aerospace
and defense, automotive and commercial vehicles, consumer
products, diversified industrial products and services, process
and chemicals, high technology and telecommunications
equipment, and life sciences and other industries. (See
appendix for further details.)

According to our research, many companies are indeed
struggling, despite large-scale investments in global
expansion, new product development, production facilities,
and information systems. Shortcomings in performance
management, alignment of organizational structures and
incentives, and decision-making support for business
investments and execution create barriers to improve and
sustain business performance. Companies often fail to
overcome these obstacles because they lack the financial
management capabilities to remove, or at least reduce, these
barriers to profitable growth.2
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The Challenge of Business
and Finance Transformation

The list of obstacles and opportunities facing manufacturers Raising the bar
seems endless, including globalization and expansion into
new markets; low-cost country sourcing; pursuit of growth
through innovation; product proliferation; service competition;

Yet, despite challenging business environments, ambitions
remain very high for most companies benchmarked.

going green; the war for talent; mergers, acquisitions, and 1. Revenue growth tops the agenda, with 89 percent of the
divestitures; enterprise risk management, and compliance companies considering it important or very important over
requirements. Addressing each of these areas present an the next three years (figure 2). Such companies tend to
enormous challenge to manufacturers in their own right; focus on growth through product and service innovation
taking together, the task is mind-boggling. Beating the (65 percent), new-market entry (60 percent), and service
competition and driving profitable growth to exceed investor sales growth (40 percent).

expectations in this context is a daunting task.?

Figure 2. Ambitious Goals
Many companies have ambitious goals for improving business performance

Shareholder Value

Operating Margin - :
(After Taxes) Asset Efficiency Expectations

100%

Percentage with 80%
high or very high
importance for 60%
performance
improvement over
the next three years  40%

20%

0%

Increase revenue growth
Improved product and

service innovation

Enter new markets

Growing service revenue

Reduce cost of goods sold
Reduce S&G expenses

Optimize global supply network
structure (including tax, etc.)
Improve global tax management
(including direct and indirect taxes)
Improve asset efficiency

Improve long-term strategic
investments

Reduce structural cost

Enhance overall focus on total
shareholder return

Mergers and acquisition
Improve enterprise risk
management

Source: Deloitte Research, based on the Deloitte Global Survey on Transforming the Enterprise Through Finance
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2. Cutting costs and boosting margins represents another While these targets in themselves are worthy pursuits, many
major priority. Among surveyed companies, 78 percent are of them come at the cost of more complexity and greater

planning to reduce cost of the goods they sell; 59 percent risk, which few companies are able to manage effectively. Our
are striving to reduce selling, general, and administrative research reveals three primary barriers to business performance
expenses; 46 percent are aiming to optimize their global (figure 3):

supply-network structures; and 27 percent are aspiring to

improve their global tax management. 1. Alignment: A key barrier is insufficient alignment between

strategic and operational decision making and lack of talent
to support it. Seventy-two percent of organizations call
conflicting objectives across the organization a medium

to high barrier; 55 percent report lack of strategic and
operational flexibility; and 50 percent face lack of global
optimization in operations, investments, tax regulation, risk,
and so on. While improving asset efficiency is a priority for
more than 60 percent of companies studied, 41 percent

3. Managing structural costs and improving asset efficiency is a
priority for 63 percent of participating companies. Sixty-two
percent of companies plan to improve asset efficiency by
improving long-term strategic investments in R&D, human
capital, and alliances, among others. Twenty-seven percent
plan to reduce structural costs like healthcare, pension,
infrastructure and taxation cost.

4. Finally, the expectations held by a company’s investor consider their inability to control structural costs a barrier.
community are a major factor in driving enterprise value. Innovation in new products and services is at the top of
This “future value” — essentially, the expected value the revenue-growth agenda for many companies, but 50
of a company’s future investments — is a large part of percent report that the complexity of their product portfolio
the enterprise valuations, with 80-90 percent of the prevents them from improving business performance.
total enterprise value of top-performing companies Thus, the very same areas in which companies see the
typically attributed to future expectations. Increasing greatest opportunities to boost performance also contain
those expectations means improving the valuation of the biggest barriers blocking their growth. Adding to their
the company.* A number of companies are focused on woes, 64 percent of respondents do not believe they have
developing prospects through new sources of supply adequate capabilities for talent management and leadership
(48 percent), mergers and acquisitions (43 percent), development.

divestitures (11 percent), better communications to the
external marketplace and investors (47 percent), and better
management of enterprise risks (39 percent).

Figure 3. Barriers to Business Performance Loom Large

Conflicting objectives across organization
Lack of process standards, clarity, or discipline

Inadequate management talent/leadership

Lack of uniform data standards
(e.g., projects, customers)
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Lack of strategic and operational flexibility

Forecast error

Lack of global optimization (includin
operations, investments, tax, regulation, risk, etc.

Complexity of product portfolio

Controlling structural cost
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Source: Deloitte Research, based on the Deloitte Global Survey on Transforming the Enterprise Through Finance
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2. Information: Lack of up-to-date information for strategic

and operational purposes is hampering the pursuit of
business improvements. Insufficient visibility into key areas
of business strategy and operations is a fundamental
problem for most companies. Even worse, many companies
are also not satisfied with the quality of information on the
very metrics they want to improve. For example, companies
want to improve revenue growth, but 25 percent of them
are either dissatisfied or very dissatisfied with the quality of
information available around revenue growth by product,

customer, geography, and channel, among others (figure 4).

Forty percent of the respondents are not satisfied with the
profitability information available for those categories. Thus,
companies have a limited understanding of where to focus
investments to achieve revenue growth and profitability
targets.

. Standardization: Inadequate process and data standards
is an underlying problem for a majority of the companies
studied. Nearly seven out of ten companies rate the lack
of process standards, clarity, or discipline as a high to very

Figure 4. Low Visibility

high barrier to improving business performance (figure

3). Shortage of uniform data standards (for example, on
products and customer relationships) is a high or very high
barrier to improving business performance, according to
about three out of five companies.

Common among these barriers to improving business
performance is a general lack of financial management
competencies necessary for driving business performance.
Indeed, many of the executives indicate that they need to
make significant enhancements to their finance capabilities
over the next three years.

To uncover the role and impact of finance on business
transformation and performance in more detail, we analyze
and rate the companies participating in the research along
four dimensions of finance and business-capability maturity.®
(See appendix for further details.) The following four key roles
of finance reveal an organization’s ability to enable and drive
enterprise transformation (figure 5).

Few companies have high information quality across key business areas
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Finance capabilities:

e Steward: Ensuring company-wide compliance with financial
reporting and control requirements, managing risk, and
providing high-quality business and operational information
across the enterprise

e Operator: Defining and adapting the operating model to
balance efficiency and service levels in financial processes
and ensuring the availability of highly skilled talent for
financial management

Business capabilities:

e Strategist: Supporting business-strategy development
through robust decision-making processes and performance
management

Figure 5. The Four Faces of Finance

Stimulate behaviors across the
organization to achieve strategic
and financial objectives

Business Capabilities

Leading Edge

Finance
Function

Protect and preserve
the assets of the %
organization S, &€
R

Finance Capabilities

Source: Deloitte

Figure 6. Finance as Steward of the Enterprise

Identify, manage and report risks
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(e.g., Sarbanes-Oxley, and other financial and

Manage market risk
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Manage credit (e.g., investment management, credit
decisioning, collections)

Manage liquidity (e.g., cash management, capital
structure, structured transactions)

Comply with global tax regulations (e.g., income
tax, VAT, GST, duties)

Report compliance to impacted stakeholders (e.g.,
support investor relations, audit committee)

Comply with regulatory reporting requirements
(e.g., GAAP, IFRS)

e Catalyst: Partnering with business executives to change
organizational behavior and drive disciplined execution of
strategic choices across the enterprise

Many companies demonstrate great strides in building core
finance capabilities around the stewardship role, while some
are still struggling in improving the efficiency of finance
operations (the operator role). This is no surprise since key
aspects of the finance stewardship role are mandated by
governments and financial markets. Indeed, a significant share
of the companies studied have advanced and leading finance
capabilities in areas related to regulatory reporting (GAAP, IFRS,
Sarbanes-Oxley), environmental reporting, tax compliance, and
credit management (figure 6).

Provide financial leadership in
determining strategic business
direction and align financial
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Source: Deloitte Research, based on the Deloitte Global Survey on Transforming the Enterprise Through Finance
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Figure 7. Finance as Operator: Driving efficiency and effectiveness
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Source: Deloitte Research, based on the Deloitte Global Survey on Transforming the Enterprise Through Finance

To improve finance operations, most responding companies
prioritize better management of people, processes and
technologies. The need is obvious. Many companies are

facing incomplete, inefficient or ineffective processes and a
hodgepodge of hardware, software and systems. Weaker
areas include cost accounting to support business strategy
formulation and execution as well as talent management,
which is a particularly challenging area (figure 7).6 While many
are still pursuing improvements in these areas, the majority are
confident in their order-to-cash and procure-to-pay processes.

While core finance operations — the steward and operator
roles — are challenging for many, the vast majority of
companies struggle in making finance matter to developing
and executing business strategy — the strategist and catalyst
roles.

Indeed, the business roles of finance are among the weakest
areas of financial management today. For example, financial
planning and analysis remain under-developed capabilities
(figure 8 and 9). Even in more operational areas, such as
optimizing investments in plant and equipment assets, a
significant number of companies struggle to build finance
capabilities. More than 70 percent of respondents have
either baseline or less-than-baseline capabilities in preparing
budgetary business plans and preparing forecasts.” And, while
companies’ valuations increasingly consist of intangibles like
brand, goodwill, and intellectual property, few companies
excel in evaluating and optimizing those assets.®

Deloitte Research — Mastering Finance in Business

In supporting decision-making around investment allocations,
mergers and acquisitions, and spin-offs, less than 32 percent
of companies think they have the skills needed to succeed.

The weakest areas, with less than 20 percent of organizations
having leading or advanced capabilities, are integrated business
performance and risk management. The limited impact of
finance becomes even more pronounced beyond corporate
headquarters, to business units and functions like marketing,
sales, supply chain, and IT.

Many might ask what finance can really do to help the myriad
challenges facing manufacturers. Does finance matter to
driving enterprise performance? Do investments in better
financial-management capabilities pay off, and how do
companies leverage finance to outperform their competition?
What are the key areas of finance — and the key links
between finance and business — that leading companies are
improving, and in some cases, perfecting? The following will
provide insights and answers to these questions.



Figure 8. Finance as Strategist Supporting the Business
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Figure 9. Finance as a Catalyst for Change and Execution
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Finance Transformation
Drives Business Performance

Investing in financial management capabilities and underlying
processes, tools, and technologies can pay off. Our research
shows a strong linkage between the maturity of finance
capabilities and business performance. It suggests that
companies need to go beyond the core finance capabilities
of steward and operator to leverage finance capabilities as
strategist and catalysts. In fact, the strongest link between
finance capabilities and business performance is the role of
finance as a strategist and a catalyst. Only where finance
effectively supports strategy and operations is there a
significant impact on business performance, according to our
research.

Finance masters are leading the pack with superior financial
performance and shareholder value creation relative to

their peers.® These companies have not only built a strong
foundation in their capabilities for being capable financial
stewards and operators for their companies, they have gone
much further by building and leveraging finance and business
capabilities as strategists and catalysts across the enterprise
(figure 10).

Figure 10. Defining Finance Masters:
The finance and business capability quadrant

High 4
Finance
, Masters
Finance
BUSINESs transformation path
Capabilities ~
Strategist
and catalyst
capabilities
of
respondents
; Intermediates
Novices
Low >
Low Finance Capabilities High

Stewardship and operator capabilities

Source: Deloitte Research, based on the Deloitte Global Survey on Transforming the
Enterprise Through Finance
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Among the companies benchmarked to date, about 35
percent have limited capabilities for finance stewardship and
operations, and they also have limited capabilities as strategists
and catalysts for the enterprises. We call these companies
“novices.” (See lower-left quadrant of figure 10.) Another 40
percent of companies have made great inroads in building
their capabilities as stewards and operators, but they have

yet to effectively build capabilities as strategists and catalysts.
These companies are labeled “intermediates.” (See lower-right
guadrant.) Significantly, no companies with high capabilities
for transforming business reported low capabilities for
transforming finance. (See upper-left quadrant.)




Finally, about 25 percent of companies have not only invested
in strong capabilities as stewards and operators, they

have gone further by building much better capabilities as
strategists and catalysts to support business improvement and
transformation. We have labeled these companies “finance
masters” (see upper-right quadrant). While they are not
flawless, they have charted a finance transformation path
that sets them apart from their peers with significantly higher
performance in terms of profitability, returns on assets, and
shareholder value (figure 11).

The path to finance excellence is built on finance stewardship
and operations. As mentioned above, there is no company
yet participating in our research that has been able to master
strategist and catalyst capabilities without a strong foundation
in stewardship and operator capabilities. In many cases, the
finance masters have stronger stewardship and operator
capabilities than the intermediates. Thus, mastering finance
as strategists and catalysts does not mean that stewardship
and operator capabilities are neglected. In fact, our research
indicates that stewardship and operator capabilities provide a
crucial underpinning for successful business transformation.
For finance masters, those capabilities are typically stronger
than those of other groups studied.

Figure 11. Finance Masters Outperform

Revenue growth

Operating margin (earnings
before interest and taxes as
a percentage of net sales)

Profitability
(after taxes)

Return to
shareholders
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Source: Deloitte Research, based on the Deloitte Global Survey on Transforming the
Enterprise Through Finance

Deloitte Research — Mastering Finance in Business



How It Works: Finance as a Foundation
for Business Transformation

Finding a pathway for transforming
the enterprise through finance

Building financial management capabilities to support strategy
and execution across the enterprise provides a competitive
edge. Getting there is the hard part. Our benchmark research
provides some insights into how companies can become
finance masters. Three lessons help guide our analysis for the
remainder of the study:

1. Design: Invest in finance from a business perspective.
Goals and plans for improving finance capabilities should
be decided from the perspective of business strategy and
performance management instead of the single pursuit of
finance-process efficiency or compliance requirements. It
sounds straightforward, but many companies who have
built strong finance processes and still lack capabilities for
supporting business transformation do so with less-than-
stellar results. Even if investing in finance for compliance
purposes is the top priority, use those investments to
augment strategic finance capabilities. For example,
some companies investing in Sarbanes-Oxley compliance
requirements have used the opportunity to improve their
overall finance capabilities. This also means that finance
should work closely with the business to identify the
finance-transformation path. Without a business perspective
on investments in the finance function, much of those
investments are likely to be less valuable, and precious time
may be lost while pursuing lower-priority initiatives.

2. Develop: Lay a finance foundation for enterprise
transformation. Without solid reporting and compliance
capabilities, finance is unlikely to gain the trust of business
managers. No company participating in our research to
date has attained finance mastery without strong core
finance capabilities. Furthermore, without reliable finance
operations (think financial processes, such as order-to-
delivery and procure-to-pay), pursuing a role as strategist
and catalyst will be built on quick sand. For example,
Owens-lllinois (O-) is taking this approach in its efforts to
transform the business. Based on an overall assessment of
the top priorities for finance and business transformation,
O-l, the world's largest manufacturer of glass containers,
is developing policies, standards, and operating and
competency models for a globally integrated finance

Deloitte Research — Mastering Finance in Business

organization. This foundation will enable O-I to focus on
using finance to transform the business, including aligning
operational strategies and investments with overall drivers
of business performance.™

3. Exploit: Identify and prioritize high-impact areas
of the business to improve first. For example, if
eroding product margins is the major strategic challenge
for the company, consider key areas of pricing, costing,
and supply chain for improvement from a finance and
business perspective. Often, the solution lies in stronger
financial management support for better decision making
and execution in those areas. Again, taking a business
perspective on finance transformation will help prioritize
what matters most. But it requires solid visibility into the
business. In many of the underperforming companies we
have studied, the weakest areas of company operations,
with the least visibility, were often the ones where finance
had had the least impact.

Finance masters have laid a stronger foundation than most. For
example, they have developed stronger capabilities than other
companies even in the core steward functions of compliance
and reporting (figure 12). While risk management is one of the
weakest areas across the companies studied, finance masters
have made great strides in this area with 40-70 percent
reporting advanced or leading capabilities for various aspects
of risk management ahead of most of their competitors.

Avoiding unnecessary risk and exploiting profitable ones can
hedge and sometimes even augment operational returns, as
Porsche AG has shown (see box on page 11).

In core operator functions, such as managing cash transactions
and developing and maintaining policies, processes and
procedures, finance masters have also taken a lead (figure

13). The reason is that many of these processes provide

the underpinnings for effectively supporting business
transformation and ongoing business operations — areas in
which finance masters excel.



Figure 12. Laying a Foundation for Mastering Finance: Finance as a steward of the enterprise
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Source: Deloitte Research, based on the Deloitte Global Survey on Transforming the Enterprise Through Finance

How It Works: Finance and Global Risk Management

Due to the volatility of currencies against the Euro

(especially the U.S. dollar and the Chinese yuan) and other
risk parameters (for example, regulation around fleet fuel
consumption and carbon dioxide discharge) for luxury sports
cars, Porsche has become an astute user of financial hedging
instruments. Its largest single market is in the United States,
and with no production facilities in the country, Porsche

is using currency hedging to guard against declines in the
U.S. Dollar versus the Euro. Porsche believes it is reaping the
benefits of using risk management and financial hedging
tools like this. In the latest fiscal year, the company reported
pre-tax earnings of Euro 5.9 billion, more than 50 percent of
which were due to returns on financial hedging and financial
investments (especially income from its 30.6 percent stake
Volkswagen AG).

The ability to hedge currencies in a holistic way was
accomplished by Porsche’s centralization of treasury
functions across its many operations around the world. This,
in effect, reduced currency risk-management responsibility
from country operations, which is now invoiced in local
currencies, and allowed Porsche’s corporate finance function
to manage and optimize currency risk exposure for the
global company. On the importance of using financial risk
management instruments to hedge against currency swings,
Holger Haerter, CFO of Porsche AG, said: “We are in the
middle of a paradigm shift. Globalization will certainly lead
to a change in the traditional currency cycles of old over

the longer term and we as a company need to be ready for
that.” The company has also applied the use of financial
instruments in its recent purchase of stock in Volkswagen
AG to reduce the risk of share-price increases as it started to
acquire shares in the giant automaker.

Deloitte Research — Mastering Finance in Business



Finance and information technology

Information technology (IT) is another area in need of stronger
finance support, according to our benchmark research.

With IT accounting for a large share of investments by most
companies, providing support for effectively managing those
investments should be a top priority for finance. But in many
of the companies we have studied, finance involvement in IT is
still emerging.

Figure 13. Mastering Finance Operations Processes

Manage cash transactions from operations
(e.g., payables and remittances processing, cash reconciliation)

Manage the finance organization
Perform close and consolidation
Perform order to cash accounting
Perform procurement to pay accounting

Perform cost accounting

Manage finance talent
(recruit, retain, develop, deploy)

Develop and maintain policies, processes and procedures

While some think information technology doesn’t matter,™
finance masters beg to differ. They are actively supporting IT
functions with managing capital budgets and external service
level agreements to ensure the efficiency and effectiveness of
their IT investments (figure 14).
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Source: Deloitte Research, based on the Deloitte Global Survey on Transforming the Enterprise Through Finance

Figure 14. Finance Supporting Information Technology Management
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Finance involvement in IT, however, does not mean automatic
cost reduction and red tape in getting new IT investments
approved. In fact, finance masters are far ahead of many other
companies in adopting both core financial information systems
like enterprise resource planning (ERP), financial planning

and forecasting, financial consolidation, business intelligence,
and data warehousing (figure 15). They are also taking a

lead in implementing leading-edge applications for customer
relationship management (CRM), field service, demand
planning and forecasting, advanced planning and scheduling
(APS), product data and lifecycle management (PDM/PLM), and
knowledge management.

Henkel Loctite is a good example of a company that focuses

on leveraging technology for improving financial management
capabilities. In a multi-billion dollar business, cost planning

is vital but work-intensive. Henkel's central controlling
department faced a huge workload every year when the
planning figures had to be prepared. Plans and data from

more than 250 cost centers were provided in multiple formats
followed by manual data entry and analysis. The process was
both costly and time-consuming. To improve efficiency, Henkel-
Loctite implemented a system to allow decentralized and
user-friendly cost planning and management. This enabled cost
managers to have direct influence on their figures and allowed
the controlling department to more effectively process and
analyze the data.

Figure 15. Finance Masters Ahead in Adopting Information Technology
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Finance and human capital

Attracting and engaging talent is one of the top challenges

for manufacturing companies in both mature and emerging
markets. Finance can play an important role in figuring out
how to invest profitably in talent management. This includes
not only core areas of workforce compensation and benefits
management, but also issues around measuring labor
productivity and cost and alignment of individual and company
performance objectives. Most observers believe these are key
issues for companies, but few have the needed capabilities

to succeed.™ Not surprisingly, finance masters have made
more progress than most other companies in addressing these
challenges, although they have much more ground to cover in
coming years (figure 16).

While finance involvement in more mundane areas such as
compensation strategy and incentive alignment are natural
choices for leading manufacturers, some, such as Harmony
Gold, go much further by applying finance to critical areas of
managing operations (see box).

How It Works: Finance and Human Capital Management

Harmony Gold, the world's fifth-largest producer of gold
with mining operations in some of the most inaccessible
areas of the world, has been an astute user of finance

in driving decision-making around strategic mining
investments and operations (such as mine closures and shaft
mining prioritizations). Its prowess in finance, however,

has come to the ultimate test as the company is trying to
survive and manage a health and human capital crisis of
gigantic proportions. By 2005, an estimated 30 percent

of its labor force was infected by HIV/AIDS with projected
annual cost of R212 million, which included medical cost,
paid sick leave, lost productivity, funeral leave, training and
replacement, disability processing, and cost of treatment
programs.'s In addition, the associated risk premium to

the company’s stock had a significant negative effect on
enterprise valuation by capital markets.

The situation may have seemed quite hopeless,
but Harmony Gold is applying the tools of financial
management to the crisis. Detailed analysis of mining

Figure 16. Finance and Human Capital

Employee benefits management and control

Develop workforce compensation strategy
(incentives, benefits, pensions, healthcare, etc.)

Finance . Measure labor productivity and cost
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Human Resources

Management Align individual and organizational performance

metrics with business objectives
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compensation, development, deployment, turnover, etc.)

Develop human resources strategy
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operations, worker scheduling, and treatment processes

is giving the company insight into the financial cost and
opportunity of improved treatment programs and worker
participation in those programs. Analysis of drug sourcing is
providing a view to help optimizing the global drug sourcing
cost and financial risks like rising prices, and currency
movements. By applying the principles of financial-portfolio
optimization, the company is taking a holistic approach

to resolving the HIV crisis. This includes creating portfolios
of possible HIV treatment programs — the thousands of
combinations of drugs, services, treatment locations, service
providers, etc. — and calculating the cost and benefits
associated with each portfolio over time in terms of both
productivity and revenue, and the risks and returns. The key
is to pick the portfolio with the highest returns given an
acceptable level of risk. Harmony Gold’s approach is expected
to reduce treatment cost in pilot programs by 30-40
percent over a two-year period, while significantly increasing
participation in the treatment program and reducing
absenteeism."”
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The Journey to Mastering
Finance and Business

The journey to mastering finance is not easy, but it can be very
rewarding. By leveraging finance to help drive strategy and
execution at the corporate and business unit level, companies
have a real opportunity to help business transformation and
improve results.

Integrated performance management
across the enterprise

About 80 percent of the finance masters have advanced or
leading finance capabilities for supporting the establishment
of business performance measurements, and about 50-60
percent claim similar capabilities for developing corporate
and business strategy and preparing strategic plans (figure
17). They are far out in front of the competition. About 40

percent of the finance masters report advanced or leading
capabilities for integrated performance management across
their organizations; ahead of most other companies studied.

As noted earlier, a common weak spot for companies is around
optimizing total tangible as well as intangible assets, including
property, plant, and equipment, intellectual property, brand,
and goodwill. But finance masters are making progress; around
4 out of 10 believe they have advanced or leading capabilities
in those areas.

Incitec-Pivot Ltd (IPL), a leading producer of fertilizers, is
showing that finance can drive strategic and operational
change and catalyze business transformation with impressive
results (see box).'

Figure 17. Corporate and Finance: Finance masters focused on strategic planning, performance management and execution
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How It Works: Finance and Performance Management

IPL, created through spin-off from Orica and an acquisition
from BHP Billiton is operating in one of the most
commoditized parts of the chemical process industry.
Indeed, the company was an unlikely candidate for finance
mastery, but IPL's executive leadership team had a different
mindset. They recognized early on that finance helps create
a performance culture capable of breaking down silos that
stymie growth and enable new ventures and innovation.
As a result, IPL has become one of the best performing
companies listed on the Australian stock exchange over the
last year.

The transformation tone was set at the top. To get away
from a previous single-minded focus on market share or
volume gains, IPL’s executive team changed to a value-based
management system. Based on targets for return on net
assets (RONA) of 18 percent, which is expected to deliver
shareholder returns around 15-16 percent, IPL’s leadership
team is able to evaluate investments and performance
targets in terms of the gap to market expectations. To
enable effective performance management, finance actively
monitors performance of each part of the business with full
profit and loss (P&L) statements as well as balance sheets
produced every month.

Finance has spread its wings across the entire company.
Every part of the business — including supply chain,
manufacturing, R&D, and sales — has a finance team

Figure 18. Business Capabilities of Finance Masters Strong
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that works closely with corporate management. For
example, the manufacturing finance team reports to the
company CFO, sits in the operations meetings that set
targets, monitor performance, and approve investment
funding. The impact from the transformation is profound.
By integrating finance with the supply chain team, IPL

is improving forecasting, sales and operations planning,
manufacturing and sourcing decisions (such as whether
to import or produce locally), and inventory management,
with dramatic cost savings as a result. Furthermore, by
looking at the full cost to service customers and fully
understanding customer and product profitability, the sales
force is no longer simply pushing products to unprofitable
customers.

Innovation through finance is yet another area in which
IPL is making inroads. To serve customers better, IPL is
extending credits for fertilizer purchases until after the
harvest season. This allows farmers a better cash flow,
which they are willing to pay for in terms of carried interest
payments. For IPL, however, this credit extension is a big
item on the balance sheet, which makes it difficult for the
company to meet investor expectations in terms of capital
returns. It is removing these debts from the balance sheet
by selling the loans to banks on a non-recourse basis.
Farmers get easy access to credit, and IPL's reduces its

risk exposure and capital invested with higher RONA as a
result.
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As the case of IPL illustrates, the advantage of leveraging
finance for business transformation can be considerable.
Among the companies we have benchmarked, finance
masters have developed the strongest business capabilities
in marketing, sales, service, innovation, supply chain,
human resources, and information technology (figure 18).
As we show in the following sections, the ability of finance
to support these business functions is significantly more
advanced among finance masters than other companies
studied.

Finance and customer operations
— marketing, sales, and service

Across the key areas in which companies’ financial
management capabilities play important roles as strategists
and catalysts in the business, the support for marketing,
sales, and services — the areas that arguably matter most
to customers — is among the weakest. Yet, these areas
are also the ones in which the differentiation by finance
masters is the greatest.

Overall, fewer than 15 percent of companies have leading or
advanced capabilities in finance supporting the marketing function
in developing marketing strategy, providing differentiated value
proposition, monitoring global markets for new opportunities, and
ensuring effectiveness of marketing and advertising (figure 19).
Similarly, less than 30 percent of companies have such capabilities
in supporting the sales function. Given that most companies lack
strategic information like on profitability by different segments,

it is not surprising that the finance function in only 27 percent

of companies benchmarked has been able to develop leading or
advanced capabilities in measuring product cost and profitability.
Similarly, only 10 percent of companies have leading or advanced
capabilities in customer contract management and in ensuring
sales efficiency and effectiveness. While finance can play a
strategic role in setting the right metrics for measuring sales
effectiveness and focusing attention on profitable customer
segments, in the majority of the companies studied, there is only
minimal coordination between finance and the sales, marketing,
and service functions.

Figure 19. Finance masters far ahead of competition in applying financial management to marketing, sales and service
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In most of these areas, finance masters have differentiated
themselves. They are far ahead in applying finance to
marketing areas such as marketing strategy. More than

35 percent of finance masters have advanced or leading
capabilities for finance supporting marketing strategy versus
11 percent for other companies. In sales, 57 percent of
finance masters report advanced or leading finance capabilities
for supporting the measurement of product cost and
profitability — a key part of the foundation for effective sales
management. Similarly, 43 percent of finance masters have
advanced or leading finance capabilities for optimizing pricing.

Many companies are looking to service sales for revenue
growth, but very few of them — even the finance masters
— have managed to leverage the finance function in
developing services strategy.’ However, finance masters

have laid the groundwork. They are far more likely to have
strong capabilities for measuring service and parts cost and
profitability and have made the most inroads in developing
finance capabilities for helping to measure customer costs to
serve customers and profitability.

Finance in combination with marketing, sales, and service can
create powerful synergies; finance introduces analytical insights
to the evaluation of new strategic opportunities and market
sizing for products and services. This includes developing
suitable metrics for measuring marketing and advertising
effectiveness, improving sales and service effectiveness in
driving customer satisfaction, loyalty, growth, and profitability.
Toyota illustrates the power of finance in supporting
marketing, sales and service (see box).

How It Works: Finance and Customer Management

While most observers commend the legendary Toyota
Production System (TPS) for its emphasis on creating

lean manufacturing and assembly operations with few
defects, a key component of TPS is the customer-facing
operations. Without measured efforts to effectively manage
demand, many supply chains could easily run into trouble.
Unpredictable demand can create havoc with even the
greatest supply chains. Toyota understands this very well.2°

In North America, Toyota Motor Sales NA (TMS) is managing

and coordinating sales, service, and parts for 1200 Toyota
dealers and 210 Lexus dealers across the region. Going
from success to success in sales has created a high bar
for improvement. The challenge for TMS is to grow while
keeping operational costs as low as possible. With more
than US$50 billion in sales, the challenge is enormous.

A pilot finance transformation project called “Driving for
Higher Performance” was launched to simplify business
processes, align the finance function with internal customer
needs (including dealers), and provide decision support to

those customers to enable growth.?' To lay the groundwork,

TMS finance personnel were trained in Kaizen principles for
continuous improvement and encouraged to find better
ways of doing their work, supported by upgraded finance
information systems. Lean accounting technigques were
employed to organize financial data by profit center. This

would also allow easy identification of major deviations from

the plan and potential forecast improvements. Furthermore,
finance managers were aligned to the different business
units (such as the Lexus division) to better understand

Deloitte Research — Mastering Finance in Business

and support decision-making around business planning,
budgeting, forecasting, and strategic projects.

After a strong foundation was created for finance
transformation at Toyota Motor Sales, it was time to take

it to the next level. As part of an initiative to enhance
finance capabilities, finance started providing assurance
from the corporate center in areas such as tax, treasury and
accounting. Using transactional data, executive dashboards
were created to help the divisional management identify
future investment opportunities and the risks associated
with them.

The results have been remarkable. In the core finance areas,
monthly close times are down to less than three days, cost
per transaction processed has been reduced by 40 percent,
and time spent on reporting to corporate headquarters in
Japan has been reduced by 40 percent.

Says Tracey Doi, group vice president and CFO of Toyota
Motor Sales North America, “My top mission is helping

our executives and business partners see where the
opportunities for profitable growth are” 22 TMS also ensures
that performance indicators are chosen in such a way that
balances short and long term objectives. “We must continue
to increase our efficiencies and allocate the right resources
to support sustainable, profitable growth. The human
capital, engineering, manufacturing, sales and marketing, IT,
and capital investments all need to be integrated to ensure
a successful outcome. | strive for finance to be a strategic
business partner,” says Doi.?




Figure 20. Finance and Innovation: Finance masters are discovering the missing link
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Finance and innovation —
new products and services

Innovation gets all the attention from top management

that is looking for growth opportunities through new and
better products, services, and even business models. Yet,

our research shows that most companies struggle to link
innovation spending to reliable returns.?* This may seem
obvious to most observers of innovation over the last decades,
but it is nevertheless an expensive problem in nearly all
enterprises.

The finance function has yet to play a strategic role in driving
innovation in most organizations that we have studied.

For example, only 22 percent of companies have leading

or advanced capabilities in developing tax strategy for

R&D investments. Less than 10 percent of companies have
such capabilities in optimizing product and service launch,
reducing time to market, and assessing product and service
development.

Our research shows that finance masters have made the most
headway in supporting innovation — particularly around

cost and profitability measurement, intellectual property tax
strategy, and developing a differentiated value proposition
(figure 20). In other areas, such as supporting innovation
strategy and lifecycle management, finance masters, along
with their peers, still have a long way to go.#

One can argue that nowhere is the demand for innovation
higher than in the fast-moving consumer products industry.
There is no greater opportunity for finance to play a role in
making R&D work. Despite being recognized as an innovation
leader in the industry, Hershey — the iconic maker of Hershey's
chocolates and other branded products — has recognized
that too much time and resources were spent by R&D and
marketing teams to evaluate costs and opportunities of new
product ideas early in the innovation lifecycle.?s While Hershey's
finance team was already heavily involved in new product
development stage-gate processes, it was not enough. To
improve the speed and efficiency of innovation, Hershey's
finance organization helped develop analytical tools to assist
marketing and R&D in evaluating new product concepts.

Key aspects of this work included new criteria for evaluating
products, setting goals, developing analytical tools, and
training brand teams in different aspects of financial analysis.
“It is not enough for the Finance team to track performance;
we need to be involved in the innovation process at the very
beginning,” says Bert Alfonso, CFO at Hershey. “We view
Finance as integral to the new product development and
innovation process at Hershey. Finance aids the business

in allocating investment resources, evaluating concepts at
different stages in the development and launch process, and
providing performance analytics which underpin decision-
making.” %
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Finance and supply chain operations
— plan, source, make, and deliver

The efficiency and effectiveness of the supply chain (or
network, as many are starting to call it due to the complex
supply networks of many global manufacturers) often
determines the success or failure of an enterprise. Without
effective supply chain management to reduce the cost of
goods sold, help speed time to market for new products, and
avoid disruptions in delivery, profit margins and shareholder
value can quickly evaporate.?®

One would think that this would always get the attention of
top management and finance executives. Yet, our research
shows that the vast majority of companies have yet to pursue
the great opportunities for supply-chain improvements across
the global manufacturing sectors. Involvement of finance in
supporting supply-chain decision making is still at a nascent
stage. Only around 25 percent of surveyed companies have
developed leading or advanced finance capabilities to support
order fulfillment and inventory optimization. Less than 10
percent have achieved similar finance capabilities for assessing
external risks, optimizing the global supply chain, and
developing supply chain strategy.

The reasons for the low adoption of finance capabilities for
supply chain management include lack of visibility into the
true challenges and opportunities for improvement, lack of
capabilities for improving the supply chains, and a lack of
awareness of the cost and risk of doing nothing. Troubles

due to increased supply chain complexity, supply disruptions,
and product failures have made headlines the world over and
punished companies through negative customer reactions and
lower share prices. Understanding and managing the risks and
opportunities of global supply chains through the application
of financial management processes and tools is an important
area for companies to explore.?

In most areas of the supply chain, however, finance masters
have taken a lead (figure 21). For example, they are ahead

in applying finance capabilities to areas such as sourcing

and supply chain risk management — two areas getting full
attention by news media and business executives in recent
years as companies have continued to increase outsourcing of
the their parts and product assemblies to lower-cost emerging
markets. Getting the supply chain strategy and operational
model right in an increasingly complex environment is a
daunting task, but it is one where finance can provide a crucial
contribution.

Figure 21. How Finance Masters Help Drive Supply Chain Performance
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Conclusion

Financial management is often viewed too narrowly when
managing global companies. Many traditionally consider

it important for budgeting and reporting, but less-than-
optimally applied to business strategy and operations. This is
changing. Leading companies are starting to apply finance

to business in a much more comprehensive, consistent and
analytical way. Our research demonstrates that finance can
lead, rather than lag, business transformation. It can provide
the crucial underpinning to improving strategy and business
operations in key areas like supply chain, sales, and services,
with remarkable results. The companies furthest ahead on this
path for transformation (the finance masters) are by no means
perfect — all of them have significant room for improvement
— but by breaking out of the pack they are enjoying the
benefits and reporting significantly higher growth, profitability,
and shareholder value than other companies in our benchmark
database.

While companies will have a hard time catching up to these
finance masters, the good news is that many of the lagging
companies have invested significantly in the foundations for
mastering finance and business. This includes investments in
better processes and technologies for managing cash flows,
financial and operational performance, and other enabling
capabilities. Our research shows that these capabilities provide
a vital foundation for transforming the enterprise through
finance.

Deloitte Research — Mastering Finance in Business
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Appendix: Research Methodology

and Company Profile

This study is based in part on the ongoing Deloitte Global
Survey on Transforming the Enterprise through Finance with
more than 70 companies and business units participating to
date across the Americas, Asia Pacific, and Europe, Middle East
and Africa (EMEA).

Of all reporting companies, about one-third have corporate
headquarters in the Americas, 44 percent in Asia Pacific,

and about one-quarter in EMEA. Seventy-five percent of
respondents have corporate revenues higher than US$1 billion
and 16 percent have corporate revenues higher than US$25
billion.

Industries represented include aerospace and defense,
automotive and commercial vehicles, consumer products,
diversified industrial products and services, high technology
and telecommunications equipment, life sciences, process and
chemicals, and other industries.

The scale for finance capability maturity level, used to rate
companies in this study, is described in Figure C.

Figure A. Geographic Profile of Companies
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Source: Deloitte Research, based on the Deloitte Global Survey on Transforming the
Enterprise Through Finance
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Figure B. Industry Profile of Companies

Aviation & Transport

Services Aerospace
2% Other & Defense
5% Automotive &
12%
Energy & Resourceg : Commercial Vehicles
2% \ Com
Process &
Chemicals
7%
Consumer
. . Products
Life Sciences 18%
14%
Diversified

Manufacturing &
Industrial Products
High Tech & 9%
Telecommunications
35%

Source: Deloitte Research, based on the Deloitte Global Survey on Transforming the
Enterprise Through Finance

Figure C. Scale for Finance Capability Maturity Model
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Endnotes

Business transformation is often described as an initiative
aimed at improving the alignment of people, process,

and technology with business strategy and often includes
changing organization design, product and market strategies,
and large-scale implementation of performance improvement
initiatives, such as six sigma and lean manufacturing, and
new processes and systems for enterprise resource planning
(ERP).

For a detailed analysis of why financial management and
finance transformation can play a key role in resolving these
major problems of global manufacturing industries, see
Deloitte Research, Why Finance Transformation Matters in
Global Manufacturing (New York, 2007).

For further details on the challenges (and opportunities)
across global manufacturing industries see e.g., Deloitte
Research, Why Finance Transformation Matters in Global
Manufacturing (New York, 2007); Deloitte Research,
Managing the Talent Crisis in Global Manufacturing:
Strategies to Attract and Engage Generation Y (New York,
2006); Deloitte Research, The Service Revolution in Global
Manufacturing Industries (New York, 2006); Deloitte
Research, Unlocking the Value of Globalization: Profiting
from Continuous Optimization (London and New York,
2005); Deloitte Research, Mastering Innovation: Exploiting
Ideas for Profitable Growth (New York, 2004); and Deloitte
Research, Mastering Complexity in Global Manufacturing:
Powering Profits and Growth through Value Chain
Synchronization (London and New York, 2003).

N

w

IS

For more on the concept of “future value,” see Deloitte
Research, Why Finance Transformation Matters in Global
Manufacturing (New York, 2007); Deloitte Research, Global
Manufacturing 100 (New York, 2002), and Performance
Amid Uncertainty in Global Manufacturing: Competing Today
and Positioning for Tomorrow (New York, 2002).

v}

In our finance capability maturity model, a rating of 1

equals “non-existent,” 2 equals “developing,” 3 equals
“baseline,” 4 equals “leading,” and 5 equals “advanced.”
Each company participating in the research is requested to
use this rating system to assess its current capability and the
capability it will need in three years. See appendix for further
details on the finance capability maturity model ratings.

o

See e.g. Deloitte Touche Tohmatsu and Economist
Intelligence Unit, The Finance Talent Challenge: How Leading
CFOs Are Taking Charge (New York, 2007).

See Appendix for details on the ratings.

~

©

For more on intellectual property valuation, protection

and exploitation, see Deloitte Research, Value, Protect,
Exploit: Managing Intellectual Property to Build and Sustain
Competitive Advantage (New York, 2007).

For the purposes of this analysis, “finance masters” are
defined as those scoring in the top quartile on their strategist
and catalyst maturity level. See Appendix for further details.

©

19 The performance of finance masters is significantly higher
than those of the other groups studied. Using a rating
by respondent based on performance relative to primary
competitors, finance masters rate significantly higher than
other groups studied across a range of metrics including

revenue growth, operating margin (earnings before interest
and taxes as a percentage of sales), profitability (after

taxes), return to shareholders, and returns on capital/assets.
For example, a combined score across these metrics is
significantly higher for finance masters than the other groups
studied (significant at 93 percent level and higher). Similarly,
finance masters rate significantly higher than other groups
studied on their level of business capabilities (strategist and
catalyst dimensions) in our framework (significant at 95
percent level and higher).While many studies around financial
management and its impact on business performance have
been conducted over the years, few, if any, have been able
to establish a connection between the maturity of financial
management capabilities, business capabilities and business
performance. Much of the quantitative, statistical research
around the benefits of finance transformation has been
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