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Deloitte CFO Signals Report 2020Q4

Deloitte CFO Signals is a quarterly global survey for investigating the thinking and actions of
leading Chief Financial Officers (CFOs). We share the highlights of survey results with analysis
from Deloitte Tohmatsu and publish them as the CFO Signals report.

The survey consists of two sessions: the “Survey on the Economic Environment”, which is
assessed globally in every edition, and “Survey on Hot Topics”, which varies for each country.
In Japan, it was conducted for the first time in August 2015, making this the 23rd edition. In
the “Survey on the Economic Environment”, we analyse chronological changes in CFOs’
thinking as well as the latest forecast at the time of the survey. In addition to recurring
guestions, we also inquire about the approach to finance organizations and finance
professionals under the high uncertainty era due to COVID-19.

Surveys for this edition were conducted in February 2021, and we were able to receive
responses from 42 CFOs and finance and accounting executives.

Thank you for your cooperation.

Deloitte Tohmatsu Group
The CFO program
March, 2021
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Survey on the economic environment

@ Financial environment prospects

The financial prospect continues to improve, but judgments are polarized.

Graph 1
Compared to three months ago, how do you feel about the financial prospects for your company?
Choose the most appropriate answer.
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Graph 1 shows how the financial prospects of the respondents’ businesses have changed
over the last three months. In this 2020Q4 survey, 48% of CFOs were "significantly more
optimistic" or "somewhat more optimistic" about their financial prospects, virtually
unchanged from 51% in the previous survey. This means that approximately 50%of CFOs
indicated that their financial prospects had improved. This result seems unexpectedly
optimistic, given the sharp increase in the number of new coronavirus infections through
January and the second declaration of a state of emergency in early January.

During the survey period in February, the number of new coronavirus infections had
decreased to roughly the same level as in December of the previous survey period. In
addition, the targets and restrictions on movement of the second state of emergency
declaration were more limited than the first. The Cabinet Office of Japan's February
Economic Watchers Surveys also showed an upturn in results compared to January due to a
decrease in the number of infected people and expectations for the start of vaccinations. It
is believed that CFOs maintained a reasonably optimistic outlook based on the successfully
COVID-19 controls and expectations for the future, including vaccines.

However, the total number of respondents who answered, "mostly the same" and
"somewhat more pessimistic" slightly exceeded the majority, indicating that business
sentiment among corporate CFOs appears to be somewhat split. On March 18, after this



survey, the Japanese government decided to lift the declaration as of March 21. The future
financial prospects for CFOs will depend on trends of the infections and movement
restrictions after the lifting of the declaration of emergency.



@Business performance outlook

The business performance outlook continues to improve.

Graph 2
How do you expect your key operating metrics to change over the next 12 months? Choose the most
appropriate answer.
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Graph 2 shows CFOs’ prospects for their company’s financial performance (revenue and
profit) over the coming year. As with financial environment prospects, revenue outlook has
improved in this survey. The total number of respondents who said that they expect
business performance to "significantly increase" or "slightly increase” was 72% for revenue
and 74% for profit, both improving for the third consecutive quarter from the previous
survey. This is also a more positive result than had been expected at the time of the previous
survey. Limited restrictions on movement from the declaration of a state of emergency, a



decrease in the number of infected people, and expectations for the start of vaccinations
have contributed to the continued improvement in the financial outlook. In addition,
industries that benefit from the economic environment of the COVID-19 crisis have
expanded their business performance, and new business models have been developed that
are adapted to restricted mobility and remote environments, suggesting that companies'
resilience to the spread of coronary infections continues to grow. The sensitivity of business
sentiment to changes in the number of cases of coronavirus infections should be expected to
decline in the future.
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@ Uncertainty

Uncertainty is slowly receding

Graph 3
How would you rate the level of financial and economic uncertainty faced by your business? Choose the most
appropriate answer.
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Graph 3 shows CFOs’ perceptions of financial and economic uncertainty. In this 2020Q4
survey, the total response rate for "very high” and "high" was 67%, a decrease from 74% in
the previous survey. Uncertainty also improved for the third consecutive quarter, as did the
financial outlook. While the level of uncertainty is still high, it can be said that uncertainty
about the future is steadily decreasing due to the effects of the declaration of a state of
emergency, expectations for the start of vaccination, and the progress of companies in
responding to the corona environment. Future trends will depend on the number of infected
people and movement restrictions after the state of emergency is lifted, as well as the
progress and effectiveness of vaccination. However, it can be seen from the receding
uncertainty that companies are becoming more adapted to the so-called new normal under
the COVID-19 situation.
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gKey factors in the Japanese economy

Continued focus on business continuity under COVID-19 situation, government response
measures, and declining consumer consumption.

Graph 4

For the items below, please choose up to four possible changes affecting the Japanese economy that you believe
need particular attention based on their likelihood and expected impact on business development prospects over
the next one-year period
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. . 62%
reforms on business operations

The Japanese government's response to Covid-19:
emergency economic measures and financial aid for
businesses

62%

Decreased consumption due to travel restrictions,

. 60%
shortened business hours, reduced events, etc.

Industry structure changes caused by the application of

0,
FinTech, Al, and other digital transformations 48%

Concerns about rising production costs and inflation

. . ) 29%
(crude oil, semiconductors, transportation costs)

The decline in production due to supply chain paralysis 19%

The possibility of a stronger yen due to an economic

19%
slowdown

A plunge in stock prices and more corporate bankruptcies 17%

The Bank of Japan’s monetary policy 14%

Other 7%

[Other free comments tp add/decrible the reasons for the selection]

*Regulatory trends related to climate change
*Decline in corporate capital investment

*Carbon neutrality trends

Graph 4 shows what trends in the Japanese economy CFOs will most closely watch when
preparing business plans over the next year. In this 2020 Q4 survey, the number one item
was "The impact of work-from-home orders and work-style reforms on business
operations," the second item was "The Japanese government's response to Covid-19:
emergency economic measures and financial aid for businesses," and the third item was
"The decline in consumer spending due to voluntary re-suspension of business and events,



and restrictions on entry into Japan," with almost the same response rate and the same
three items as in the previous survey. As in the previous survey, items related to coronavirus
infections dominated the list. This reflects the fact that the development and adaptation of
new work patterns, such as telework, is still a challenge for companies, the concern that
restrictions on movement due to the declaration of a state of emergency will slow consumer
spending again, and the realization that economic recovery will still depend on government
support. In fourth place, as in the previous survey, was "Industry structure changes caused
by the application of FinTech, Al, and other digital transformations.” Working styles and
digitalization are both issues related to structural change, and even if the coronavirus
infection is contained in near future, these items are likely to remain a concern for CFOs over
the medium term.



Key factors in the global economy
The primary focus is on responding to climate change.

Graph5

Please select up to four of the following risk events related to the international economy that you feel
are noteworthy in terms of probability and impact on business development over the next one-year
period.
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issues/climate change (curbing of CO2 emissions)
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U.S. domestic industry)

Deteriorating relations between the U.S. and China
(e.g. supremacy struggles, trade wars, impact on IT
companies)

55%

U.S. diplomatic policy under the new Biden administration
(e.g. policies toward China/Europe/North
Korea/Russia/lran)

48%

Trends in China's economic recovery, diplomatic issues

0,
(e.g. South China Sea geopolitical risks) 48%

Chaos caused by political and financial issues in Europe 33%
(including COVID-19) °
Economic deterioration in emerging countries, currency
24%

depreciation (capital flight)

Crude oil price trends 21%

Other 2%

[Other comments to add/decribe the choises ]
*Economic recovery in the U.S. during the post-Corona era (including travel and tourism)
*Slow economic recovery in Southeast Asia

*Climate change policy

Graph 5 shows what trends in the global economy CFOs will most closely watch when

preparing business plans over the next year. "Increased requests to address environmental
issues/ climate change" ranked first, which was newly added in this survey. The second and
third were "U.S industrial policy under the new Biden administration" and "deterioration
relations between the U.S. and China," respectively. Responding to environmental and
climate change is an agenda with great impact on all companies, and corporate awareness of
this issue is rapidly growing, especially with the inauguration Japan Suga administration and
the U.S. Biden administration. Responding to climate change, for example specific reduction
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strategies for CO2 emitting companies, monitoring and disclosure of global warming risks,
drastic review of procurement and investment/loan sources to reduce CO2 emissions,
requires structural changes not only in individual companies, but also in global capital
markets and supply chains. Over the next few years, addressing the environment and
climate change will be a key agenda for CFOs. As for the second- and below-ranked topics,
the U.S. Biden administration has made it clear since its inauguration that it will foster
domestic industry and take a confrontational line with China. For Japanese companies, the
policies of the new Biden administration on industry and China will have a significant impact
on their business. Until the direction and specific policies of the new administration are
further clarified, Japanese companies will have to closely watch the situation with both
expectations and concerns.
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While CFOs currently devote equal time to each of the four roles, they ideally would like to
shift from a “defensive” role to an “offensive” role.

Graph 6-1
As a CFO, please describe your own "current time allocation" and "ideal time allocation" for the following four
roles. Total allocation for each row must be 100%.

Strategist  CFOs take a seat at the strategy planning table and help
Current e |deal influence the future direction of the company. They are
vital in providing financial leadership and aligning
business and finance strategy to grow the business. In
addition to M&A and capital market financing strategies,
they can play an integral role in supporting other long-
term investments of the company.

31%
22%
Operator Catalist
CFOs have to operate an efficient and CFOs can stimulate and drive the timely
effective finance organization execution of change in the finance function
providing a variety of services to the or the enterprise. Using the power of their
business such as financial planning and purse strings, they can selectively drive
analysis, treasury, tax, and other business improvement initiatives such as
finance operations. improved enterprise cost reduction,
procurement, pricing execution, and other
24% process improvements and innovations that
add value to the company.
CFOs work to protect the vital assets of the company,
ensure compliance with financial regulations, close the
books correctly, and communicate value and risk issues to
Steward

investors and boards.

At the first question of second-half session, we asked the CFOs about their current and ideal
time allocation for these four roles. In an ideal world, CFOs would like to spend less time on
the defensive functions of operator and steward, and more time on the offensive roles of
strategist and catalyst. Although these trends are unchanged from the results conducted in
December 2018, the results this time are more balanced, with 33% of respondents saying
they are ideally strategists, compared to 43% in the previous survey. In the high uncertainty
era, it can be said that in addition to the role of the strategist of strategic planning (planning
itself), there is also more emphasis on the role of the catalyst, which is to drive strategy
execution, and the operator, which is to perform accounting operations.
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The results showed that it is desirable to allocate time in a balanced manner even though
most of the time is currently spent on operators in the finance organization.

Graph 6-2
Please describe the "current time allocation" and "ideal time allocation" of the finance organization as a whole for
the following four roles. Total allocation for each row must be 100%.

Current  e=|deal Strategist

Operator Catalyst

41% 27%

25%

Steward

In addition to questions about CFQO's time allocation, we also asked about the "current and
ideal time allocation" for the four roles in finance organizations as a whole. The results
suggest that finance organizations would ideally like to have a balanced time allocation of all
roles. On the other hand, respondents currently devote the most time to operators (41%),
which is much higher than the ideal time allocation. While companies have been
promoting digital transformation’ to improve business efficiency recently, this is that many
companies are still working on, suggesting that it will take some time before the benefits to
become apparent. Even in those companies that have seen benefits, it has taken time to
shift resources that were previously engaged in operator roles to strategist roles. We could
assume that the finance organization is under-resourced, making it difficult to shift to the
role of strategist. These factors also possibly prevent the effect from being reflected
significantly in the ratio.
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Functions that finance organizations should strengthen

Finance organizations need to be more involved in business strategy for future
improvement.

Graph 7
Which functions do you believe that your finance organization should strengthen more in the future? Please select
the three choices that you feel are most important.

0% 20% 40% 60% 80%
Management strategy (proposals for strategic planning,
e L . 57%
participation in decision-making)
Financial strategy (e.g. investigating optimal capital
52%
structures)
Business reforms such as business efficiency improvement
R 52%
and digitalization

CaSh management _ 31%
Investment management (evaluation of investment
e . 29%
targets, participation in investment decisions)

Support for business execution 21%

Tax strategy (e.g. responses to BEPS) 19%

IR strategy 12%

Responses to various regulations (e.g. responses to IFRS) 10%

Internal controls

7%

Other 0%

The functions that finance organizations need to strengthen in the future are "management
strategy," "financial strategy," and “business reform such as efficiency improvement and
digitalization.” In particular, the fact that management strategy ranked first indicates that
there is a desire to expand the role of finance organizations. The fact that institutional
support and internal control were ranked lower is also a result of the fact that companies
are paying more attention to offensive functions rather than defensive functions as a
direction for future improvement. The result that case management (31%) was ranked at
fourth, which was up from the previous survey (22%) in March 2016 indicates that the
importance of cash management as a foundation for business operations has been growing
amid increasing uncertainty.
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Areas where finance organizations should be involved in decision-making from the initial
stages

While there is no significant gap between the areas in which finance organizations should be
involved in decision making (areas of interest) and the areas in which they have been
involved, there is room for improvement in the actual involvement.

Graph8.

In your opinion, in which areas should your finance organization participate in decision-making from the initial
stage of initiatives, and in which areas is your finance organization actually involved from the initial stage of
initiatives? (Multiple answers may be selected)

¥ Should be involved H Already be involved

M&A / Selling off the business

New business development

Equipment investment planning

R&D investment

Investment decisions toward
advertising expenses

Investigation of supplier conditions 17%

Selection of optimal

procurement/production/sales
locations

Demand forecasting/production
adjustment

Sales/marketing strategies (e.g.

0,
segments channels) 14%

Price strategy 17%

100% 50% 0% 50 %

Any other additional comment for each areas
[Areas should be involved]

*KPI selection

*Promotion of sustainability business management

*Financial strategy planning

*Countermeasures against strategic shareholdings, credit screening of customers and suppliers

*Credit management, foreign exchange risk management

[Areas already be involved)
*Countermeasures against strategic shareholdings, credit screening of customers and suppliers

*Credit management, foreign exchange risk management
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“M&As, selling off the business” was ranked first in both areas where finance organizations
should be involved in decision-making from the initial stage and the areas where they are
actually involved. The reason that only 69% of the respondents are actually involved can be
assumed that the know-how has been accumulated on the business side. The top three
areas are all deeply related to the key business strategies, and there is an increasing interest
in those areas within the finance organization. On the other hand, both interest and actual
involvement rates for operation-oriented areas such as procurement, production, and
marketing are relatively low compared to the top three, but both interest and involvement
have increased compared to the results of a similar survey conducted in June 2016 (both
involvement rates were less than 10%). The importance of finance organizations providing
value to the business as a business partner has been recognized, and it is expected that
finance organizations will become more and more involved in each business operation
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@ Impediments for engaging in strategic decision making

The biggest impediment to involvement in decision-making was being too busy with regular
work.

Graph 9.
Please tell us your thoughts regarding factors that may discourage your finance organization from participating in

strategic decision making. For each item, please choose the closest option out of the four : "strongly agree", "agree",

"disagree" "strongly disagree".
0% 20% 40% 60% 80% 100%
Operations involve a lot of unnecessary
k, and | too b ith
work, and peop g ére 09 usY wi 54% 5%
normal tasks to participate in decision-
making

There is data that the organization
could use, but it takes considerable 56%
time and effort to obtain and organize
There is no system for analyzing data 41%
that has been collected °
The skills needed for making
suggestions to the business side are
£8 ) 44% 7%
lacking (e.g. knowledge of operations,
teamwork)
Members of the finance organization do
not have the mindset to make 29% 7%
suggestions to the business side
The organization cannot obtain
information needed for decision- 22% 15%
making
The organization's mission does not
require that it be involved in business 10% 39%
decision-making in the first place
The organization's mission requires that
it be involved, but there is a lack in 0 17% 20%
cooperation from the business side
= Strongly agree = Agree = Disagree m Strongly disagree

Other possible impediments

*We do not believe that there are any particular impediments

*Becoming increasingly difficult to secure the time to focus on our task due to working reformation due to the
COVID-19.

The top impediments for involvement in strategic decision-making were "too busy with
normal work" and "takes a lot of time and effort to obtain useful data.” In the previous
guestion on functions that need to be strengthened, " business reform such as efficiency
improvement and digitalization" was the one of top answers, r confirming that all companies
are facing the challenge of generating time. On the other hand, responses such as "the lack
of cooperation from business side " and "the mission does not require to be involved in
business decision-making" were at the bottom of the list, which indicates that the businesses
also have high expectations to finance organizations.
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@Initiatives for participation in decision-making

In order to participate in the decision-making process, the current focus is to create extra
capacity for analysis and making suggestions through the streamlining & automation of
regular tasks.

Graph 10.
What measures does your organization currently have implemented (or is planning to implement) toward
participation in decision-making? For each item, please choose the closest option out of the five available:

"currently implementing", "planning implementation in the next three years", "planning implementation in the

medium- to long-term", "would like to implement, but it will be difficult to do so", and "no planning to implement"

0% 20% 40% 60% 80% 100%
Creating extra capacity for analysis/making
suggestions through streamlining/automation 27% PR 5%
of normal tasks
Redefining the finance organization's mission
preparatn e e o analySiS _.%
Rotating in of personnel from business
Recrumng from outside _ 29% | 12%
DEﬁning et personnEI / careermodel _ .
Implementing a system for improving analysis
Establishing a specialized division/role for
improving the productivity of operations 18% 13% 35%
related to analysis/making suggestions
Finance personnel training for o o o
analysis/making suggestions 44% 10% 17%
Introduction of advanced analysis o o o
technologies (Al, big data, etc.) I_ 156

= Currently implementing = Planning in the next three years
= Planning in the medium- to long-term = Would like to implement, but it will be difficult to do so
= No planning

Other items being implemented or considered
*Planning in the next three years: Implementation of a new ERP/BW system
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In response to the impediments mentioned previously, "Creating extra capacity for
analysis/making suggestions through streamlining/automation of normal tasks" was ranked
first among the initiatives currently being implemented, which is resulted in a sense of
urgency among the companies. Overall, many of the initiatives are scheduled to be
implemented within three years, indicating a high level of awareness of improvement
toward participation in decision-making. In terms of human resources in finance
organization, current needs are being covered through rotation and external hiring, and
there are plans to implement medium- to long-term training, but it appears that there is still
much progress to be made.
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@ Skills required for future finance professionals

CFOs identified "financing and tax-related knowledge and skills” as the most important skill
for future finance professionals.

Graph 11
From the following options, please select three of the most important skills that you would like to see in future

finance professionals.
0% 20% 40% 60% 80%

Financing and tax-related knowledge and skills 55%

Multifaceted perspective/insight _ 40%
Knowledge and skills concerning accounting
36%
procedures
Deep understanding of business 36%

Knowledge and skills concerning business

33%
management
Logical thinking / critical thinking _ 26%
Data literacy 21%
Leadership 21%

Literacy in advanced technology and digital tool 19%

Facilitation/presentation skills 2%

Other 2%

Other comments, skills required for future finance professionals

The three skills, 1.knowledge and skills of accounting procedures, 2.knowledge and skills of finance and taxes, and 3. deep

understanding of business are still considered essential.

"Financing and tax-related knowledge and skills " ranked first as a skill required of finance
professionals, indicating the importance of core finance skills is evident. In the previous
section of the questionnaire, there was a desire to expand the functions and roles of the
finance organization in business operation, and it could be said that they see their
contribution to the business as a result of utilizing their core skills (strengths) as finance
professionals. For the other options, the responses were scattered, indicating how the skills
required of finance professionals are becoming more diverse. In the future, it is expected
that skill sets will be defined and fostered according to roles and positions instead of
developing professionals with a standardized skill set.
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How should CFOs and finance organizations strengthen their functions in the future, and
what initiatives should be taken to achieve this objective?

While this is a fundamental concern, in today's climate of increasing uncertainty, we have
once again conducted a similar survey the ones from 2016 to 2018.

The focus of CFOs and finance organizations has not changed over the past few years, as
they want to strengthen “offensive” role. However, the result of emphasizing a balance
among roles rather than simply strengthening offensive side can be seen as a response to
highly uncertainty era.

This survey prevailed that while the roles required of finance organizations are becoming
more and more diverse, there are a noticeable challenge that finance organization is
struggling on the balance between much workload and less time. In the future, it is expected
that the company will continuously reform its business operations, designing in concrete
proposals on what kind of value they will offer to the business and management sides, and
working on resource shifting while developing its finance personnel.
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What is the CFO Program?

The Deloitte Tohmatsu Group’s CFO Program is a comprehensive program to
revitalize the Japanese economy by supporting the CFOs of companies that it rests
on and contributing to improving the capabilities of CFO organizations. As a Trusted
Advisor, we bring together professionals from all walks of life to help CFOs solve
challenges. In addition, we aim to improve the competitiveness of Japanese
companies by providing the latest information, including global trends, and CFO-
networking beyond corporate and industry boundaries.

Deloitte Tohmatsu Group
The CFO Program
Marunouchi Nijubashi Building, 3-2-3 Marunouchi Chiyoda-ku, Tokyo, 100-0005
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