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The new Paradox in Cost
Reduction: “Save to Grow”
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Many companies are using cost reduction as a
way to drive growth and not just as a survival
technique or as a means to avoid insolvency.
But here in Japan trends are less obvious, with
the overarching question “Is Abenomics the
starting point for real growth or just a bush
fire that will be over before fall?”
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The CFO has a strong role in both cost reduction and growth

Initiatives

Finance should support and challenge the business to ensure that a chosen business
strategy delivers the highest financial value at an acceptable level of risk. Finance can create
significant value by improving the quality of decisions geared towards growth (e.g.
iInvestment appraisal, pricing strategy) and through leadership in cost reduction efforts.

CATALYST

= Stimulate behaviours across the
organisation to achieve strategic
and financial objectives

= Gain business alignment to
successfully identify and
understand the business strategy

= Actas a catalyst in driving forward
initiatives critical to delivering the

strategy /

( STEWARD \

= Support the Finance Function in
protecting the assets of the
company and in ensuring
compliance with financial
regulations

\_ J
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Catalyst

Steward

Supporting strategy formulation
and execution

\eading Edge

Deloitte’s Four Faces of the CFO model

Strategist

Operator ‘

STRATEGIST

= Provide financial leadership in
determining strategic business
direction and align financial
strategies

= Understand the business strategy
and provide highly relevant insight

= Act as a key stakeholder in the
decision making process through
the provision of risk-adjusted
financial information and analysis

OPERATOR

= Supporting effective financial
planning and analysis

= Provide business expertise into
accounting processes (e.g.
valuation of accruals)
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Abenomics —revitalizing Japan through targeted initiatives
stimulating growth

5

[First Arrow]

[Second Arrow])

Dispel the deflation mindset Ignite the dampened economy

[Third Arrow]
Restore the confidence of companies and
people, and change
“expectation” into “action”

Revival of Japanese economy Exit from deflation

The administration aims to achieve

by no less than 1.5 million yen in ten years.

an average 3% nominal GDP growth and 2% real GDP growth over the next ten years.
This is expected to increase the per capita nominal gross national income (GNI)
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Source: Cabinet public relations office



The first months show that Abenomics made a change (1/2)

Annualized GDP growth*in Q1/13 of 4.1%
Nikkei gained >40% since Abe’s election
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*Growth rates of real GDP, change over
previous quarter, seasonally adjusted

Consumer confidence reaching highest

level since 2007
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Yen significantly depreciated against major
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Sources: ESRI, Kyodo news agency polls, Nikkei Inc., Oanda, OECD



The first months show that Abenomics made a change (2/2)

The Bank of Japan Tankan economic Japan’s FDI inward flows improved from
survey shows a positive trend 2011 to 2012
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Source: Bank of Japan, United Nations Conference on Trade and Development (UNCTAD)



How does Abenomics affect foreign
companies in Japan?
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Top external risks in the next 24 months Recap

Consumer confidence reaching highest

= Recession is the top external risk feared by executives around the . levelsinco2007
globe and also in Japan e

= Despite short-term sentiment improvements achieved by Abe’s "
bold measures, sustainable effects not guaranteed i ain awd asne amnd

Annualized GDP growth* in Q1/13 of 4.1%
Nikkei gained >40% since Abe’s election
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Political/ Regulations 58%
The Bank of Japan Tankan economic
- survey shows a positive trend
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Source: Deloitte 2012 cost survey results



Top external risks in the next 24 months — industry specific

Financial
Services

Political/
0,
regulations

Macroeconomic/
) 62%
recession

Commodity prices

Customer

confidence/ . 14%

demand

Other . 14%
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Life Sciences &
Health Care

Macroeconomic/
recession

Commodity prices .15%

Security I 8%

Customer
confidence/
demand

regulations

0%

Consumer

& Industrial

Products

Macroeconomic/
recession

Commodity prices

Political/regulation

Customer
confidence/
demand

Other

55%

45%

40%

8%

| I

13%
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Source: Deloitte 2012 cost survey results



In light of external risks, what Is the most
crucial adjustment your organization Is
considering over the next 24 months?
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Strategic priorities in the next 24 months — dual focus on cost
reduction and sales growth

» Many companies are using cost reduction as a way to drive growth

* |n this year’s survey, 36% of executives cited sales growth as their top strategic priority,
compared to only 22% two years ago

» The number of respondents focusing on cost reduction and product profitability increased
from 39% two years ago to 42% this year

100% -

90% A
= Cost reduction/ product profitability
80% A

70% -

® Sales growth
60% -

50% -

= Organization & Talent

40% - 36%

30% -
20% - m Balancesheet mgmt./ other
15%
10% -

FI-

0% -
Two years ago Now
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Source: Deloitte 2010 and 2012 cost survey results



Strategic priorities — industry specific

Financial Life Sciences & Consumer & Industrial
Services Health Care Products

Balance sheet
management
Organization

0 3%
& Talent 5% \

24% 9%
21% 32%
Sales growth Organization
& Talent Sales growth
Sales growth

Cost reduction/

Organization Balance sheet
& Talent \ 6% management

Other

12%

product
profitability

Cost reduction/

product profitability Cost reduction/

product profitability

35% 49%

39%
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Source: Deloitte 2012 cost survey results



What Is the primary reason why your
company Is driving cost management
measures?
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The current intent is “save to grow” versus the “save to
survive” focus post recession

* 65% of respondents want to reduce cost to gain a competitive advantage over peer group
and 35% think their own cost position is unfavorable compared to their peers

= Cost containment is always on the agenda of a CFO, but in the most recent survey we
can see a shift towards cost reduction to free up funding for investment in growth areas

To gain competitive advantage over peer group 52% _ 65% ‘

Significant reduction in consumer demand 42%
Decrease in liquidity and tighter credit 33%
Required investment in growth areas 33% 54%
Unfavourable cost position relative to peer group 22%
Changed regulatory structure 17%

Other 3% P 5%

Two years ago = Now
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Source: Deloitte 2010 and 2012 cost survey results



Cost management initiatives planned despite revenue increase

= Companies that saw their revenue increase over the past two years are even more likely
to pursue cost reduction than their less fortunate counterparts (78%, compared to 70% of
companies with flat or declining revenue)

Likelihood of cost reduction in next 24 months

m Revenue increase in 2012
3% Revenue decline/ no change in 2012

Unlikely
6%

24%

Neutral

Very likely to somewhat likely
70%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%
% of total respondents
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Source: Deloitte 2012 cost survey results



Effective cost management required to avoid

proportional increase in costs

an over

Blinded by Growth

Costs are rising faster than
revenue is increasing

Revenue\

Present Future

Scale to Scale

Costs are rising
simultaneously with the
revenue

Revenue

Present Future

Save to Grow

Costs are rising slower than
revenue is increasing

Revenue .

Present Future

17 Global CFO Program | Japan

© 2014. For information, contact Deloitte Tohmatsu Consulting Co., Ltd.




What primary area iIs your company targeting
to drive cost management measures?
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Cost actions viewed as most likely in the next 24 months

= Companies intend to continue to focus on incremental tactical cost reduction approaches,
as opposed to more strategic initiatives

= Many respondents say their companies tend to focus on the same cost reduction areas
year after year, especially administrative costs (75%) and operational costs (67%), using
the same old approaches
Streamline business processes and improve policy compliance 54%
Streamline organization structure 50%

Reduce external spend 41%

Change business configuration 36%

% of total respondents

Increase centralization 31%

Outsource/Off-shore business processes 26%

Other 2%
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Source: Deloitte 2012 cost survey results



A company’s marketplace position helps determine its primary

objectives to creating value

Distressed

Most companies fall here

Positioned for Growth

Growing Steadily

* Losing market share * Recovering from recession Healthy balance sheet
S e . S.trUf:t%JraI operating flaws * Adjusting to demand E?(cess cash flow _
organization » Liquidity concerns . . Gromh concerns _ High growth poten.tlal
* No clear growth options » Conditional growth option Unconstrained options
+ Conserve cash » Transform operating model Focus on investment and
_ + Renegotiate costs «  Optimize business processes M&A
P_rlmgry + Restructure debt + Right-size FTE structure Optimize and align customers
objectives * Downscale business model * Fuel growth through savings and products
(capital efficiency) Focus on efficient execution
and delivery
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Companies that are “Positioned for Growth” should focus on
structural improvements and cost savings

Positioned for Growth

Value creation levers to focus

Revenue

Execution

Strategy

N
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Pricing Realization

Direct Cost
Optimization

Working Capital
Optimization

Governance and

Change

Marketing and Sales

Effectiveness

SG&A Cost
Management

Inventory
Optimization

Organization and
Talent

Mergers and
Acquisitions

- Indicates levers that Deloitte identified as potential focus areas for companies positioned for growth

Business Portfolio

Optimization

Customer Experience
and Channel Mix

Supply Chain and
Manufacturing
Effectiveness

Capital Investment
and Divestment

Business

Performance
Management

Product Portfolio
Innovation &
Rationalization

Service Delivery

Execution

Debt Restructuring

Risk, Compliance and
Regulatory

Partnership and
Collaboration

Tax Strategy
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Lessons learned — most crucial elements to achieve cost
reduction objectives

= A focus on change management, communication and setting realistic goals and
objectives are important lessons learned - especially to help employees and managers
better understand the cost reduction program

Lessons learned past 24 months

45% Goals and Objectives — 41%
A4% Change Management __ 52%
27% Communication __ 32%
32% Budget Management | EGzN0@ 17%
23% Poor Design and Tracking __ 18%
12% Implementation Strategy | 31%

9% Continuous Process 1%

L

" Two yearsago  ®Now
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Source: Deloitte 2010 and 2012 cost survey results



Failure rates of cost programs have increased in recent years:
Ineffective scope, wrong approach or bad execution?

Typical cost action from survey
results

Pre-recession economic

climate with a few signs of
economic crisis

Companies focused on
continuous improvement
programs before the downturn

Financial crises resulted in
tighter credit and demand
reduction

Companies focused on costs
aimed at low hanging fruit to
recover from demand reduction

Findings by survey

2008 2010 2012

Recovery has been slow and
there is prolonged
uncertainty

Companies still focused on
tactical changes mostly by
targeting processes and
organization streaming

Actual response needed

Broad restructuring and liquidity
improvements

Structural costs and business
model changes to gain
efficiency

Structural cost and business
model changes to fuel growth

Meeting cost reduction goals

Did not meet goals 17% 37% 48%
Met goals 54% 35% 33%
Exceeded goals 30% 29% 19%
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Takeaways — summary of cost survey

Recession is the top external risk feared by executives around the globe and
also in Japan. Business leaders expect the current business environment to stay
uncertain and volatile in the near future

Despite short-term sentiment improvements achieved by Abe’s bold measures,
sustainable effects are not guaranteed for companies operating in Japan

In this environment, companies have a dual focus on revenue and costs and
most companies now are reducing costs to fuel growth in their businesses

Unfortunately, the failure rates of cost programs have continued to increase
over the past few years, in particular due to technical implementation issues

Companies intend to continue to focus on incremental tactical cost reduction
approaches, as opposed to more strategic initiatives

In order to be successful in their “save to grow” strategy, companies should set
realistic goals, and focus on teamwork and effective communications, in addition
to defining more structural and transformational programs
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Self Assessment (1/2)

Where will cost reduction have the most impact on your company’s overall performance? The right
scope and approach can put your company on track to sustained competitiveness. Focusing on the
cost reduction approach and levers that are most relevant to your company’s situation can deliver
greater cost savings while requiring less time, money and effort than an across-the-board approach.

Revenue

LJAre we getting the most out of our sales and marketing spend by attaining a high ROI?
(Do trade and promotions spend result in measurable “revenue lift” or results?

L1Do we make the most of service revenue potential with our customer base?

Margin

LAre all major channels, customers or categories profitable and do we know the unprofitable ones?
JAre our costs-of-goods-sold or costs-of-operation competitive with the industry?

Do we have appropriate procurement and sourcing strategies to ensure competitive unit cost?
Do we have the right demand management programs to ensure efficient utilization of resources?
Do we get the appropriate value-add from G&A expenses and is our G&A cost structure scalable?
(dHave we fully embraced shared services, outsourcing, and centers of expertise in administration?
Do our distribution and network systems increase efficiency?
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Self Assessment (2/2)

Assets

(lIs our inventory supporting superior working capital performance?

ls inventory tied to financial and efficiency metrics?

IDo we have the right systems in place for proper visibility over inventory?
(JHave we integrated our supply chain with suppliers and clients?

Execution

(Do we have effective processes to rationalize and prioritize investments?

Do we track results from investments?

dls our company’s decision making efficient and effective?

Do we have leading governance practices to support effective and efficient decision making?
Do we have the right tools, systems and technology to support analytics and decision making?

Strategy

Do we provide consistent guidance to the business over investments or divestments?
Do we have the right portfolio of businesses and services to compete and grow in the market?
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Session Summary
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The concept of Abenomics still has to be proven

CFOs commented:

(abridged and edited for clarity)
“We see we don’t export so much directly but we sell to Japanese

OEMs and they export, so there is a But we expect there

“Short term Abenomics is

“Currently, Now after the upper house
election | would rather wait to see
Otherwise, further disappointment may happen.”
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Abenomics is linked with great expectations

CFOs commented:

(abridged and edited for clarity)

“If its going to be
“We are but at the same time we are
“The so thereis to

European Sales Tax levels.”

“Araise in sales tax is a for us, especially as an
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Strategic priorities and measures vary across industries

CFOs commented:

(abridged and edited for clarity)
“Our company has as a

“It’s really about how to . We had to make some difficult
decisions about a decade ago when we lost patents and
stable. Now we are

“We have permanent employees, fixed duration employees and temporary
employees. This setup
and maintain a stable core.”

“We see a lot of companies redefining growth because
The models need to be adjusted, but
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Cost reductions remains on the CFO’s agenda

CFOs commented:

(abridged and edited for clarity)

“We are not only paying attention to the
We are constantly working on our cost structure to

“Cost reduction is

“We have done a lot and now we are looking more on the
with shared service centers.”

“A lot of the benefits from shared service centers came

“One way for the Is better alignment with your
business partners in an
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