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PREFACE

By Mark Loughridge, Senior Vice President and Chief Financial Officer, IBVI Corporation

The interdependent global marketplace brings the
promise of new opportunities. We certainly see that
at IBM.

Last year, our Chairman laid out his vision for the 21st
century successor to the multinational corporation,
the globally integrated enterprise. This corporate
evolution will spur new innovative business models
focused on operations and functions anywhere in

the world based on the right cost, the right skills

and the right business environment. But what does

it mean for the Finance discipline? Do we have the
flexibility to not only accommodate, but also enable
this innovation?

The Integrated Finance Organization journey mapped
out in our Global CFO Study 2008 findings resonates
with me. Over a decade ago, IBM Finance set out

to create a more effective and efficient organization.
At the time, many on Wall Street were calling for

the break up of our business into its component
parts, and we needed the facts to prove them

wrong. However, the facts were hard to come by.
Inconsistent measurements across various operating
units made an aggregate picture of the potential
synergies difficult, if not impossible. Along our journey,

we established a common Chart of Accounts, data
consistency, greater flexibility, a faster month-end
financial close and a focus on analytic and business
issues while reducing the overall cost of Finance. As
proposed in the study, we have shifted our stance
from providing taillights to headlights for our firm.
Today, our financial management system guides the
operations of the company by providing relevant
information and insights. In the spirit of continuous
improvement, we continue the journey.

In the global market, our Financial Management
consulting practice and Managed Business Process
Services can leverage our internal experience, as well
as our deep domain expertise to help clients optimize
their performance. We have over 10,000 financial
management specialists who can help you in your
efforts to identify, create and deliver lasting business
value to your organization.

We would like to take this opportunity to thank each
of the participating CFOs and financial executives for
their time and their insights that are stimulating new
thinking inside IBM about how we can better help our
clients innovate and grow. My colleagues and | look
forward to continuing this conversation — and this
journey — with you.

s



EXECUTIVE SUMMARY

In the globally interdependent marketplace, CFOs
need their organizations to perform well and want to
outperform their peers with consistently strong growth
and big profits. They want to be superbly agile with
change, tenacious with unexpected opportunities and
resilient to risk. Most try to do so by letting their busi-
ness units and geographies conduct Finance activities
according to specialized standards and provincial pref-
erences. But, according to a new IBM study of more
than 1,200 CFOs and senior Finance professionals, this
is usually the wrong approach.

Rethinking business models, operations and
the impact of risk

The notion of being “global” is evolving beyond a
multinational structure or mere presence in different
countries toward establishing an interdependent net-
work of worldwide assets with the ability to optimize
resources horizontally and vertically. Current enter-
prise management structures (for example, holding
companies, decentralized operating companies and
integrated operating companies) show little differentia-
tion in revenue and stock price growth.

Therefore, enterprises will transform their business
models to take advantage of this new way of defining
a global presence. To make a strategic transforma-
tion, enterprises must also transform their operations.
The key question is do current financial manage-
ment models have the necessary flexibility, not only to
accommodate, but to enable this transformation?

What's more, the world is undeniably risky. Two out

of three (62 percent) enterprises with revenues over
US$5 billion have encountered material risk events in
the last three years. Of those, nearly half (42 percent)
were not well prepared for it. Moreover, risk comes in
many flavors besides financial. Eighty-seven percent of
risk events were strategic, geopolitical, environmental,
operational or legal. Despite the prevalent exposure to
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risks, only about half (52 percent) of our survey partici-
pants acknowledge having any sort of formalized risk
management program.

What is important to the CFO? Everything.
Globalization and the prevalence of risk place an
additional burden on the already full Finance agenda.
When asked what areas topped their agenda, CFOs
had a difficult time prioritizing — nearly every Finance
activity in our survey was categorized as very impor-
tant. Curiously, the study finds that two agenda items
ranking lowest in importance, supporting / managing /
mitigating enterprise risk (66 percent) and adriving
integration of information across the enterprise (62
percent), are key differentiators for outperformers in
revenue and stock price growth.

So what are the drivers of information integration
across the enterprise? Our interviews and statistical
analysis point to enterprisewide common data defini-
tions, a standard Chart of Accounts, common standard
processes and globally mandated standards. Fewer
than one in seven enterprises govern and manage
the integration of their Finance organizations by the
combination of these four criteria. These are the com-
ponents of good governance and what we are calling
the Integrated Finance Organization (IFO). IFOs help
their enterprises perform better than non-IFOs. In fact,
enterprises with IFOs in our study had revenue growth
rates nearly double that of their industry peers. IFOs
can be more prepared for risk because they are more
aware of risk.

Successful CFOs are providing the truth and
taking a lead in risk management

Providing “the truth.” At their core, outperformance and
risk management are about getting to the truth. By “the
truth,” we are referring to a single set of facts about the
business that reflects the reality of the enterprise’s per-
formance generated by hard data. Process and data



commonality enable the truth to be told. Enterprise
standardization opens up new dimensions (for exam-
ple, customers, channels and suppliers) and new ways
to view volumes, revenues and profits. Data standards
allow the organization to define critical items consis-
tently across the enterprise, such as the components
of gross margin.

Enabling such consistency shifts the conversation from
“Are these numbers right?” to “How do we use these
numbers to better our business?” It is the shift from the
transactional to the analytical. With data turned into
information then turned into insight, Finance moves
beyond “taillights” — historical reporting —to a keener
sense of “headlights” with which to illuminate the future
direction of the enterprise.

As truth owner, the CFO can help shape operational
decisions and strategic direction. CFOs with Integrated
Finance Organizations understand this relationship
with the truth. IFOs can build new flexibility and agil-
ity by being more disciplined, and improve speed

by being organized and connected. Two actions are
essential to providing the truth: establishing global
standards through process ownership and simplifying
the enabling systems and organizational structures.

e Fstablishing global standards through process
ownership — Global process ownership (as opposed
to process enforcement or process participation)
is a key enabler to getting past organizational and
cultural boundaries and barriers. IFOs are 3.5 times
more likely to employ global process ownership
enterprisewide. Organizations with strict adherence
to global process ownership are much more likely
to have adopted process and data improvements
enterprisewide. Global process ownership estab-
lishes responsibility and accountability for the
consistent design and deployment of processes.

e Simplifying — Enterprisewide process and data
standards provide greater opportunity to simplify
enabling systems and organizational structures. IFOs
remove structural roadblocks in an effort to increase
the speed of deployment and execution of Finance
activities. Moreover, enabling technologies and
delivery models help to maintain global standards
while providing Finance with greater flexibility to
adjust to changing business models. Again, global
process ownership is an enabler.

Managing risk. Findings suggest that enterprises are
looking to the CFO for leadership in risk manage-
ment. Risk management is about orchestration from
the Board level to middle management. Currently,
enterprises are struggling to understand their holis-

tic enterprise risk profile. Moreover, the simple risk /
reward equation means that all performance is intrinsi-
cally linked to risk. Two actions are key to managing
risk: the CFO’s orchestration of risk management and
the convergence with performance management.

e Orchestrating risk management — CFOs are uniquely
positioned to determine and guide the overall
enterprise risk profile. CFOs executing effective
risk management are more likely to have risk
management reporting directly to them! Effective
organizations are also more likely to provide greater
top-down direction about the enterprise’s official
position on risk appetite and tolerance from the
Board level to middle management.

e Converging performance and risk management —
Effective organizations proactively manage risks
to close performance gaps. Across the board, it is
clear that they engage in more formal risk manage-
ment activities than less effective organizations,
including the use of monitoring, reporting, historical
comparisons, evaluation tools, predictive analytics,
risk-adjusted forecasts and process controls.



METHODOLOGY AND DEMOGRAPHICS

For this report, the IBM Global CFO Study 2008, we
conducted extensive primary research to discover how
CFOs and senior Finance professionals are affected
by and deal with performance, risks, operational levers
and governance. The primary thrust of the research
focused on hypotheses about the CFOs’ choice to use
differing financial management governance models,
and their role and effectiveness in risk management.

This research is part of a series on executive issues,
which includes the IBM 2003 Global CFO Survey, the
IBM 2004 Global CEO Study, the IBM 2005 Human
Capital Management Study, the IBM Global 2005 CFO
Study, the IBM Global CEO Study 2006 and the IBM
Global Human Capital Management Study 2008.

Interviews of more than 1,200 CFOs and
senior Finance professionals

The primary survey instrument was developed through
extensive workshops with Finance professionals,

the Economist Intelligence Unit, Wharton School
professors and other subject matter specialists. Thirty-
four questions were developed and delivered to more
than 1,200 CFOs and senior-level Finance profes-
sionals in five major sectors and 79 countries across
the spectrum of enterprise revenue size.
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Experienced IBM financial management practitioners
conducted 619 surveys via in-person interviews and
611 were administered by the Economist Intelligence
Unit via an online survey tool. Analysis of the data
was completed by IBM Institute for Business Value
analysts. Final findings and implications were
analyzed and vetted by Finance professionals from
IBM Global Business Services, IBM operational
leadership in Finance, two Wharton School professors
and other external experts. The primary research
was conducted throughout the spring and summer
of 2007, and final analysis was completed in the third
quarter of 2007. Figure 1 shows a breakdown of the
study demographics.

In this report, the term outperformers refers to the
study participants that scored at least one-half
standard deviation above the mean for the selected
financial metric.2 Therefore, the term outperformers
refers to the study participants that are in the top
50 percent based on this competitive comparison,
whereas underperformers are those that fall in the
bottom 50 percent.

In addition to analyzing the survey responses, we
wanted to ascertain the difference between choices
and approaches made by financial outperformers
and underperformers in our study. To perform this
additional analysis, we looked at a subset of our
sample where publicly reported financial information
was available. By taking a five-year view, we were able



Figure 1. Breakdown of Global CFO Study 2008 participants.

by geography

by revenue (US$)

by sector

11% <500 million

43% Americas
25% Asia Pacific

32% Europe, Middle
East, Africa

by title

1% Board/President
8% CRO/Risk

Source: IBM Global Business Services, The Global CFO Study 2008.

17% 500 million to 1 billion
32% >1 billion to 5 billion
11% >5 billion to 10 billion
9% >10 billion to 20 billion
20% >20 billion

25% SVP/Controller/Treasurer
66% CFO/Deputy CFO/Director

12% Communications
24% Distribution

26% Industrial

23% Financial Services
15% Public

by scope

13% BU/Program area
16% Country
59% Enterprise/Global
12% Region

to identify which companies outperformed and under-
performed the average compound annual growth

rate (CAGR) for revenue and stock price appreciation
across our sample. For this subset, we normalized
stock price growth rates by analyzing difference
between the company stock price and the relevant
industry index.

Compare your enterprise to this global data set
through our online assessment tool located at
ibm.com/gbs/2008cfostudy.
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SECTION ONE

Are CFOs Ready for a Riskier and
More Integrated World?

“The scale and pace (of the current wave of global
economic integration) is unprecedented ... the greater
part of the earths population is now engaged.”*

— Ben Bernanke, Chairman, U.S. Federal Reserve

“When everything is connected...work flows to the
places where it can be done best.”
= Sam Palmisano, CEO, IBM Corporation

Integration matters

As recently as a decade ago, the specter of globalization
seemed more like a theoretical threat than an actual
business issue, and enterprises were “global” in that they
maintained a collection of multinational, autonomous entities
carrying, perhaps, the same name and brand. Today’s
version of globalization is much more tangible and urgent.
Externally, capital of all varieties (financial, physical, human,
social and intellectual) is shifting in profound ways, changing
the mix of its sources and uses, and creating new markets
and new threats. As the CFO of a Latin American consumer
products company shared, “the CEO is distressed because
all countries do things in a different way.” Being “global” is
evolving beyond owning satellite organizations or facilities in
different countries toward a globally interdependent network
of worldwide assets with the ability to optimize resources
horizontally and vertically. Current enterprise management
structures show little differentiation in revenue growth and
stock price growth, providing an opportunity for innovation
and better execution (see Figure 2).5



Figure 2. Enterprise management structures versus
five-year revenue growth rates and normalized stock
price growth.

(Percent)
Integrated management
Holding company

Decentralized management

0 5 10 15 20

M Revenue growth five-year compound annual growth rate
Stock price five-year compound annual growth rate

Source: IBM Global Business Services, The Global CFO Study 2008.

Forward-thinking enterprises locate operations

and functions anywhere in the world based on the
right cost, the right skills and the right business
environment. The IBM Global CEO study 2006 found
that among analyzed firms, “business model innovation
had a much stronger correlation with operating margin
growth than the other two types of innovation” which
are operations and products / services / markets.®
Innovation must be fundamental and pervasive, affect
the business model and core operations. Therefore,
innovation is about how services are delivered, how
business processes are integrated, how enterprises
are managed and how knowledge is transferred. Open
standards allow businesses to become a network of
components seeking to achieve seamless integration.
As a result enterprises will transform their business
models to take advantage of this new environment.

To make a strategic transformation, enterprises also
have to make an operational transformation. Do current
financial management models have the necessary
flexibility, not only to accommodate, but to enable this
transformation? One CFO of a European materials
technology company admits “Finance acts currently
more like a multinational while the enterprise behaves
in a more integrated fashion.” He is not alone. Only one
in seven enterprises with over US$1 billion in revenue
surveyed has adjusted its financial management to
reflect this new reality.
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The whole versus the sum of its parts, or we
versus them

By John Percival, Aajunct Professor of Finance, The Wharton
School, University of Pennsylvania

At their core, CFOs with vision and a strategic mind-set
focus on generating new and incremental enterprise value.
Some pursue acquisitions. Some focus on efficiency.
Some do both. Acquisitive CFOs will tell you that they are
buying more than mere “revenue.” They hunt the often
elusive promise of synergy; that is, “the whole should be
greater than the sum of its parts.” The argument goes
that by having business unit A work in collaboration

with business units B and G, the enterprise can serve
customers better, spot new opportunities faster and
conduct business more efficiently.

Much has been written about the conglomerate discount,
which suggests that many in top management are not
finding their intended synergy. By failing to provide the
“parts” with a cohesive strategy and governance structure,
the corporate “strategy” becomes a loose collection of
business unit strategies by default. Top management
may be abdicating a good portion of their value creation
responsibility.

This mind-set is often displayed in the very culture of the
enterprise. Business unit or geographical leaders often
refer to “we” when talking about the division and “them”
when referring to the greater enterprise. This language is
shaped by one’s own set of the facts. For example, “By my
measure, | am doing better year over year,” even though
it does not square with my counterpart’s measurement
of profit margins or creates negative transfer pricing
situations for my colleague. Indeed, within the Finance
organization, reporting relationships themselves may
contribute to obscuring a more accurate picture.

The enterprise cannot sing if the harmonies are not
produced. The result is discordance. Every enterprise will
have its standout performers. As a key member of top
management, the CFO must help orchestrate the perfor-
mance of the whole. Greater integration represents the
sheet music.

So why do so few smart top management teams drive
greater integration? Admittedly, integration is hard. But,
the Finance organization has a key role to play. It brings a
discipline that can bring about new insights and value.



The world is a risky place

According to our study, two out of three (62 percent)
enterprises with revenues over US$5 billion have
encountered material risk events in the last three
years. Of those, nearly half (42 percent) by their own
admission were not well prepared for it. The situation at
smaller enterprises was better, but not much. Of enter-
prises with revenues under US$5 billion, 46 percent
experienced a major risk event and 39 percent were
not well prepared.

Risk comes in many flavors besides financial (see
Figure 3). A Corporate Executive Board study found
that 85 percent of risk types that led to a company'’s
market capitalization decline of 30 percent or greater
relative to its peer group were non-financial in nature.”
We found roughly the same magnitude of non-financial
risk (87 percent). Of six types of risk events, the risks
mentioned most (by 32 percent of respondents) were
strategic risks, which involve decisions about markets,
customers, products, M&A activity and other top-line
business topics. Geopolitical and environmental /
health risks were also more prevalent than financial
risks, each scoring 17 percent, compared to 13 percent
for financial risks.

Despite the prevalent exposure to risks, only about
half (52 percent) of all surveyed acknowledge having
any sort of formalized risk management program. This
poses an interesting question: Will enterprises that

felt the impact of risk recently interpret it as a need to
change and build up their risk management programs,
or shrug it off and hope it doesn’'t happen again?

The world is moving toward a very new definition

of globalization, but the majority of enterprises are

still maintaining an old worldview. This inconsistency
between the external reality of globalization and an
internal ability to address it should be a moment of
concern for many CFQOs, if not outright panic for some.

What’s important to the CFO? Everything.

The emerging definition of globalization and the
prevalence of risk place an additional burden on the
already full Finance agendas. When asked what areas
topped their agenda, CFOs had a difficult time priori-
tizing — nearly every Finance activity in our survey was
categorized as very important. There were gaps as
wide as 38 percent, however, regarding how effective
they were at tackling those activities (see Figure 4).

Figure 3. Material risk events encountered in the past three years (for enterprises over US$5 billion in revenue).

Operational

* Hurricane Katrina

« Data center outage

* Delivery risk (Driver’s risk)

* Blast furnace cold run

* ERP application crash

* Plant disaster causing
Environmental / Health production stoppage
» West Nile Virus
« Safety crisis
» Compliance with environmental standards
 Food sanitary management problem
« Climate change
* Environment pollution

Financial

Currency exchange rates

Interest issue and increasing reserves
Accuracy of realistic balance sheet reporting

Non-transparent markets
Economic recession

* Ability to manage cash
* Energy and commodity costs

Source: IBM Global Business Services, The Global CFO Study 2008.

Legal & Compliance

* Fraud

¢ Product liability claims

» Missed time line for legal changes
¢ Embezzlement of parts

» Safety of goods or products

Strategic

* Industry consolidation and globalization

* Error-filled release of software upgrade

¢ Change in core product demand

* (Cancellation of major customer contracts
* Performance standards and service quality

Political/Geopolitical

* Change of government —and minority governments
¢ Grants and budget changes

 Constant change of ministers

* Federal Accountability Act

e Terrorism



Figure 4. How important are each of the following areas of responsibility to your Finance organization, and how effectively do you
think your Finance organization is performing in each of those areas?

(Percent)
Measuring/monitoring business performance
Meeting fiduciary and statutory requirements
Developing people
Aligning Finance with the business
Continuous process improvement/business improvement

Driving cost reduction

Leading Finance-related compliance programs and strengthening
internal controls

Inputs into identifying and executing growth strategies
Supporting/managing/mitigating enterprise risk

Driving integration of information across the enterprise

Source: IBM Global Business Services, The Global CFO Study 2008.

M Important
Effective

10 20 30 40 50 60 70 80 90

By considering everything to be important, it's not

surprising that today’s CFO may feel nothing gets

completed, but instead everything needs constant
attention.

Many items on the CFO’s agenda point to a positive
drive to make the business better. Items such as
measuring/monitoring business performance,
continuous process improvement, driving cost
reduction, and providing inputs into identifying and
executing growth strategies show how the CFO places
importance on enabling the business to be more agile,
responsive and competitive.
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Curiously, the lack of attention on two items
foreshadows the major findings of our study:

e Increased effectiveness driving integration of infor-
mation across the enterprise is a major differentiator
for financial outperformers

e |ncreased effectiveness supporting / managing /
mitigating enterprise risk characterizes financial out-
performers.

With a network of more than 3,000 miles of canals and drains, the
Imperial Irrigation District, in Southern California delivers life-
sustaining water to nearly one-half million irrigated acres, making it
one of the United States’ top ten agricultural regions.
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SECTION TWO

The Rise of the Integrated Finance
Organization (1FO

“Information is not readily available at the moment,
and there is considerable effort expended in getting
it. There are many issues around data accuracy and
integrity.”

— CFO, Asian Airline

“It is very important to have enterprisewide
integration.”

— CFO, North American Fashion Specialty Retailer

If increased effectiveness driving integration of information
across the enterprise is a major differentiator for financially
outperforming companies, what are its drivers?

Not surprisingly, analysis shows common data definitions and
a standard Chart of Accounts enterprisewide are strongly
correlated to increased effectiveness driving integration of
information (see Figure 5). To achieve these, by definition,
enterprises need globally mandated standards. And, inter-
views point to the importance of enterprisewide standard
COMMON Processes.

These are the components of good governance and what we
are calling the Integrated Finance Organization (IFO). Fewer
than one in seven of the surveyed enterprises over US$1
billion in revenue govern and manage the integration of their
Finance organizations by this combination of IFO criteria.

15



Figure 5. Components of an Integrated Finance Organization.

Increased effectiveness
in driving integration
of information
enterprisewide

Globally Standard Chart ~Common data  Standard common
mandated of Accounts definitions processes
standards enterprisewide enterprisewide enterprisewide

Source: IBM Global Business Services, The Global CFO Study 2008.

IFOs break with conventional wisdom, without
sacrificing nimbleness and responsiveness. When
compared with enterprises that do not possess the full
combination of the criteria — that is, non-IFOs — enter-
prises with IFOs in our study perform better in many
ways, including:

e Higher revenue growth rates and outperforming
industry peers in high-growth markets

e Greater effectiveness in executing Finance activities

¢ More effective at supporting enterprise risk manage-
ment, including more responsive to risk and better
prepared to address major risk events.

IFOs have higher revenue growth rates
and outperform industry peers in
high-growth markets

IFOs in our sample have revenue growth rates nearly
double those of non-IFOs: 18 percent versus 10
percent CAGR over the past five years. Half of these
IFOs (50 percent) indicated they were in high-growth
markets. When competing in high-growth markets,
enterprises with IFOs experienced higher revenue and
stock price growth rates (see Figure 6).

Both of these results are impressive and telling. They
are the big, simple, top-down signals, and they make
the case for being an IFO in a way that rings true well
beyond the CFO's office. These results should garner
attention from the CEOQ, the Board and leaders across
the other functions and divisions. Plainly said, IFOs
help their enterprises perform better than non-IFOs.

16 Balancing Risk and Performance with an Integrated Finance Organization

Figure 6. Integrated Finance Organizations in our study
outperform.
(Percent)

Revenue growth

Stock price
—industry

0 5 10 15 20 25
M Integrated Finance Organizations
Non-Integrated Finance Organizations

Note: Executives asked: How would you describe your company’s operating
environment? This figure depicts respondents who answered “High Growth
Market” or “Moderate to High Growth.”

Source: IBM Global Business Services, The Global CFO Study 2008;
ThomsonFinancial; 2007 Wall Street Journal “Annual Industry Report.”

These findings must be taken in context of the entire
business. After all, products, services, customer
demand, quality, execution models and countless
other factors contribute to growth rates. IFOs enjoy
proportional representation across our data sample.
Therefore, we believe IFOs are a better practice, not
just a reflection of an enterprise model structure, sector,
revenue size or geography (see Figure 7). They reflect
a broader corporate philosophy of governance and
collaboration.

In the words of a CFO of a major North American
bank, “The key is integration across the business and
enterprise, finding that right balance between enter-
prise support and business agility. Neither Corporate
Finance nor the Business can dominate — it needs to
be collaborative.”

CFOs with IFOs are more effective at executing
their agendas

Without exception, IFOs reported greater effectiveness
than non-IFOs in every surveyed area of Finance
execution (see Figure 8). Three of the largest gaps
between IFOs and non-IFOs provide insight into
performance: aligning Finance with the business,



Figure 7. Integrated Finance Organizations demographics.

Enterprise management structure

11% Government/non-profit

13% Holding company

15% Decentralized operating company
61% Integrated operating company

Geography
18% Asia Pacific

48% Americas
24% Europe, Middle East, Africa

Source: IBM Global Business Services, The Global CFO Study 2008.

Revenue (US$)

27% >20 billion
33% >5 billion - 20 billion
40% >1 billion to 5 billion

Sector

13% Communications
15% Public

16% Financial Services
24% Distribution

32% Industrial

identifying and executing growth strategies and
continuous process improvement. Not surprisingly,
the largest gap, at 33 percent, was driving integration
of information across the enterprise. By definition this
should be the case.

IFQOs are more effective at risk management

IFOs self-report that they are 1.4 times more likely than
non-IFOs to be effective at supporting, managing and
mitigating enterprise risk; that is to say, 60 percent
versus 43 percent respectively. IFOs were also twice

as likely to be prepared for major risk events. When
IFO respondents were asked to measure their own risk
preparedness, 62 percent of organizations over US$5
billion in revenue that experienced a material risk event
in the past three years stated that they were prepared,
versus only 29 percent of non-IFOs in the same
situation. IFOs in our study were more prepared for risk
because they were 1.3 times more aware of risk.

To drive outperformance and risk management, infor-
mation transparency appears to be a prerequisite.

Figure 8. How effectively do you think your Finance organization is performing in each of the following areas?

(Percent strongly agree)

Measuring/monitoring business performance

Meeting fiduciary and statutory requirements

Developing people

Aligning Finance with the business

Continuous process improvement/business improvement

Driving cost reduction

Leading Finance-related compliance programs and
strengthening internal controls

Inputs into identifying and executing growth strategies
Supporting/managing/mitigating enterprise risk

Driving integration of information across the enterprise

M Integrated Finance Organizations
Non-Integrated Finance Organizations

0 10
Source: IBM Global Business Services, The Global CFO Study 2008.

30 40 50 60 70 80 90 100



STX Pan Ocean: Wielding integration as competitive advantage in Asia Pacific

As Korean-based shipping company STX Pan Ocean pursued ambitious growth and global expansion, GFO Yong Hee Byun
realized his Finance organization needed to quickly adapt and evolve. In the three years leading up to a 2005 public stock
listing, STX Pan Ocean had experienced 29.7 percent annual sales growth.

The US$2.9 billion company conducts most of its operations within Asia — this regional focus in a highly competitive
industry was limiting the company’s competitiveness and financial performance. By 2010, the company vision is to become
one of the world’s top five shipping companies, achieving total group sales of US$10 billion through construction of a
stronger global network and new business models.

Yong Hee Byun realized that STX Pan Ocean needed strong executive and organizational support to enact profound
changes. “In order to become more competitive globally and enhance our financial performance,” says Byun, “we needed
to invest in the company and become more efficient.” But, as the company pursued aggressive global growth, the following
issues surfaced:

» Fragmented processes and reporting systems

* The lack of a management process and system for derivatives risk hedging in shipping industry

» Excessive resources utilized during the budgeting and planning processes

* Unreliable systematic performance measurements (key performance indicators, or KPIs)

* |nconsistent data between financial and managerial reports

* |neffective global financial closing process and system to support management decision making.

“l used to meet with working-level staff in person to analyze performance,” says CFO Byun. “The integration between the

front-end and the back-end was lacking. We needed to conduct forecasting and management evaluations in a more efficient
and robust one-stop manner.”

In 2007, STX Pan Ocean completed the transformation of the company’s core processes (including shipping services,
Finance and Accounting, customer information management) and technology infrastructure. Several benefits have been
observed:

» Stronger corporate management and decision support infrastructure provide a single version of truth through process
simplification, data integration and streamlined business policies

» A 35-percent reduction in time required to prepare management reports on market fluctuation, business/investment
opportunities and risk hedging

¢ Asingle tool is used to plan, budget and measure performance

* The number of days required to complete monthly close was reduced by 30 percent

¢ A centralized view exists of the operational portfolio, sales performance and scenario-based sales forecasts

* |ntegrated front-/back-end information processes reduced data input time by 15 percent for cost management and profit-
ability analyses.

As STX Pan Ocean continues the journey, integration will play a critical role in achieving the 2010 corporate goals. “As we
continue to develop an advanced and integrated management system, | believe that the most important task is integration.
Integration is the key!” says GFO Byun.

The sunflower head is not a single flower, but is made up of 1,000
to 2,000 individual flowers joined at a common receptacle.
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SECTION THREE

Providing the Truth

“Years ago, we had many ‘versions of the truth.” Now,
we start from the same point, which allows us to
debate or resolve the business issue at hand.”

— CFO, Major North American Fashion Specialty Retailer

“Fven if the number is wrong, it is right until
corrected.”

— Finance Executive, Global Technology Company

At their core, outperformance and risk management are
about getting to the truth. Process and data commonality
enable the truth to be told. Enterprise standardization
opens up new dimensions (for example, customers,
channels and suppliers) and new ways to view volumes,
revenues and profits. Standards allow the organization to
consistently define critical items such as the components
of gross margin across the enterprise.

By doing so, the conversation shifts from "Are these
numbers right?” to “How do we use these numbers to
better our business?” It is the shift from the transactional
to the analytical. With data turned into information then
turned into insight, Finance moves beyond “taillights” to a
keener sense of “headlights” with which to illuminate the
future direction of the enterprise.

21



With the elimination of “numbers massaging,” the
truth holds leaders accountable when it is ugly and
supports leaders when bold moves are needed.

The truth can lead to actively managing operations,
expertise and capabilities differently so as to open up
the enterprise to new opportunities.

Naturally, the owner of the truth is empowered with,
not only a seat at the table, but also agenda-shaping
authority. As truth owner, the CFO can help shape
operational decisions and strategic direction. CFOs
with Integrated Finance Organizations understand
this relationship with the truth (see Figure 9). Sixty-
nine percent strongly agree that they are a key part
of the firm’s top management team. Nearly half own
the presentation of the enterprise’s performance

to the Board and work closely with the Directors.
Over a third strongly agree that they provide the
data for key decision support. Well beyond basic
accounting skills, prowess in supporting growth and
setting strategic direct is a recursive situation that
builds on itself; those who help grow the enterprise
are given more opportunities to do it (see sidebar,
‘An uncertain and changing environment places a
premium on the CFQO’s leadership”).

In non-IFQs, every layer and organizational segment
may require a level of interpretation or reconciliation
to provide a unified point of view. For example, how
processes and data are defined at a country level

(Spain, France, Germany) must be interpreted and
rolled into a geography level (in this example, Europe)
that then must be re-interpreted when viewed at a
global level. Within each level of roll-up, more data
escapes common comparisons or requires procedural
work — likely manual — to create a view that senior
management can use to make strategic decisions.

As the CFO of a European chemicals and petroleum
company states plainly, “the lack of information
integration is our biggest headache.”

In the case of measuring performance (how well

the business is performing in its business-as-usual,
non-transformative, non-emergency state), that lag
time — the delay in understanding the true state of the
business — can mean the difference between being
very profitable or slightly profitable. It may be the
difference between controlling costs well or poorly. It
may affect performance across the board, such as
managing the speed of collections, or responding to
changes in supply markets.

Providing the truth means having access to it. While
IFOs and non-IFOs alike report consistently on the
business unit, legal entity, regional and brand dimen-
sions, IFOs are more likely to report on functional,
customer, industry, channel and employee dimensions
(see Figure 10).

But, how do these organizations get to the truth and
become IFOs in the first place?

Figure 9. What is the relationship between CFO/Finance and others in the enterprise?

(Percent strongly agree)

Be a key part of the firm’s top management team

Present performance metrics to the Board and work
closely with the Directors

Bring most of the quantifiable data to decision support

Help set strategic directions and imperatives for the firm

M Integrated Finance Organizations
Non-Integrated Finance Organizations

0 10
Source: IBM Global Business Services, The Global CFO Study 2008.
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An uncertain and changing environment places a premium on the CFO’s leadership
By Michael Useem, The William and Jacalyn Egan Professor, Professor of Management and Director of the Center for
Leadership and Change, The Wharton School, University of Pennsylvania

Rising uncertainty and risk in a company’s environment require a stronger executive team within the company. As
companies expand, cross borders, face intensifying competition, confront more insistent owners, and encounter trans-
formative technologies and demanding customers, prior research suggests that they place a greater premium on their
leadership and its development. And that is because the quality of executive leadership has greater impact on enterprise
performance when company environments are more unpredictable and fast changing.

The intensifying uncertainty and change felt in many markets is thus likely to enhance the importance and role of the
top management team, including the Chief Financial Officer. This is evident in the data compiled by the IBM Global CFO
Study 2008.

We asked the CFOs, “How would you describe your environment?” in terms of

1. External environment/market — From “low-growth” to “moderate or stabilizing growth” to “high-growth”

2. Organizational dynamics — From “static” (no major changes within the past five years) to “no major changes within the
past two years” to “major changes within the last year.”

The CFOs judged the two factors to go somewhat together: We find that more growth is correlated with more change.

The CFOs also appraised their own role as more significant and central to the company when facing more growth or
change. CFOs with companies experiencing such environments are modestly more likely to say that their Finance organiza-
tions plays a critical role in identifying and executing growth strategies, and driving integration of information across the
enterprise. They also reported more often that “Finance is a key part of the firm’s top management team” and that an enter-
prisewide risk strategy makes for more accurate business plans and higher rates of return.

As many organizations are likely to face even greater uncertainty and change in the future, the CFO is likely to play a more
strategic role in the top leadership team during the years ahead.

Figure 10. In managing your enterprise, which of the Establish global standards
following t_lim?)nsions do you consistently report on (versus ad  Tyo-thirds (69 percent) of Finance executives believe
hoc reporting)? (Select all that apply). greater integration is difficult to execute, but imperative

(Percen) to achieve. Most enterprises in our study are far from
Functional (e.g., becoming an IFO. They have a long way to go in
HR, supply chain) changing their operations. As one CFO shared, “lack
Industry/sector of standardized common practices is a persistent
Customer problem.”
Channel A comparison view of our 2005 data versus today
Employee shows the last two years have not yielded signif-

icant progress in the collective world of financial

0 10 20 30 40 50 . . L
management (see Figure 11). Finance organizations
B Integrated Finance Organizations have not increased their implementation of a standard
Non-Integrated Finance Organizations Chart of Accounts, enforcement of global standards or

Source: IBM Global Business Services, The Global CFO Study 2008.



Figure 11. Enterprisewide process and data improvements adoption rates.

(Percent fully adopted enterprisewide)
Implemented a standard Chart of Accounts
Mandate and enforce standard for all business
Use of standardized common processes

Strict adherence to common data definitions

W 2007
2005

0 10
Source: IBM Global Business Services, The Global CFO Study 2005, 2008.
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use of standardized common processes. Unfortunately,
in 2005, data on common data definitions was not
collected.

Process and data commonality through enterprise
standards serve as the entry ticket to higher levels

of efficacy. With that as the guiding principle, we set
out to discover how IFOs were enabling their outper-
forming enterprises. One Finance executive of a major
North American governmental department lamented
that, “we have dictated standards but no control
mechanisms to ensure they are followed.”

Integration is hard. It challenges the way the organi-
zation works and thinks. It comes right up against the
culture, or even cultures, of the enterprise. “The lack

of standardization is at least, in part, due to cultural
differences. It works differently in Delhi than it does in
Canada. There is huge room for improvement in more
standard business processing,” according to one CFO.

Global process ownership (as opposed to process
enforcement or process participation) is a key enabler
to getting past boundaries and barriers. IFOs are 3.5
times more likely to employ global process ownership
enterprisewide; that is, 71 percent versus 20 percent
for non-IFOs. Organizations with strict adherence to
global process ownership are much more likely to
have adopted process and data improvements enter-
prisewide (see Figure 12).

Figure 12. Process and data improvements adoption rates for organizations that have strict adherence to global process

ownership enterprisewide.
(Percent fully adopted enterprisewide)
Implemented a standard Chart of Accounts
Strict adherence to common data definitions
Use of standardized common processes

Mandate and enforce standard for all business

0 10
Source: IBM Global Business Services, The Global CFO Study 2008.
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ABB: Leveraging global strength through finance integration

In 2006, the US$24.4 billion Swiss-based power and automation technology company ABB Ltd. experienced double-digit
revenue growth, while manufacturing, sales and other resources operated at near full capacity. Historically, ABB’s decen-
tralized business model enabled rapid expansion into over 140 countries and with approximately 1,000 legal entities. The
same model, however, created an overly complex and unmanageable operation. Corporate and Group CFO Michel Demaré
realized that ABB’s complexity needed to be simplified to enable globalization. “It became apparent that we needed to
eliminate costs and also respond quickly to new compliance regulations. We needed to have more consistent systems and
processes to provide the business leaders with the planning support they need to continue ABB’s growth.”

ABB’s complex organizational structure resulted in a clustered organization driven by a business unit and divisional
structure. In addition, each country maintained numerous Finance reporting units, each having a CFO and Finance staff.

The journey to global integration began in 2005 as ABB embarked on “One Simple ABB” (OsA). OsA is driven from the
corporate center and sets ambitious consolidation and integration goals for each country around Enterprise Resource
Planning (ERP), Finance and HR.

The Finance component of OsA has the following objectives:

* Decrease in organizational complexity, process duplication and IT systems

* Establishment of consolidated shared services centers

* Consolidation of legal entities

* Upgrade internal control and compliance frameworks

 Improved transparency in Finance and Accounting.

CFO Michel Demaré puts the OsA initiative in context: “Having ABB gain U.S. Sarbanes-Oxley (SOX) certification is a
minimum level of achievement for ABB Finance, but the real goal of OsA is to provide more efficient and lower cost

transaction processing to our business units and customers, and at the same time, further enhance the internal controls
environment. This operational shift enables our Finance team to increase its focus on business planning.”

Underpinning these operational improvements, Demaré has a more strategic objective in mind: “Our goal is to double the
time spent by our Finance leaders in consulting with our business leaders. By 2010, ABB’s Finance team will spend as
much time acting as business planners and advisors as they spend today on all other tasks combined.”

As ABB continues on the integration journey, the company hopes to realize significant benefits from the consolidation

of common activities. With more efficient analytical tools and groupwide standardization of Finance and Accounting
processes, the global organization will be more agile. The wide-scale changes may be disruptive to the organization in the
short term, yet Demaré accepts the challenge: “With ABB’s Finance team becoming more globally integrated, we’ll provide
a better, more strategic service — to our employees, our customers and to our shareholders.”
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Global process ownership establishes responsi-
bility and accountability for the consistent design
and deployment of a given process. This formalized
accountability helps ensure that “everybody’s job”
does not become “nobody’s job.” Ownership also
encourages best practice sharing and continuous
improvement.

Ultimately, the person being rewarded for the
performance of the process is motivated to see it
succeed. Global process ownership also serves as
a governance mechanism that allows for controlled
process localization through well-argued exceptions.
The process owner’s goal is to maintain enterprise
standards while lowering the enterprise’s decision-
making center of gravity.

Simplify

Enterprisewide process and data standards provide
greater opportunity to simplify enabling systems and
delivery models. IFOs remove structural roadblocks
in an effort to increase the speed of deployment and
execution of Finance activities. Moreover, enabling
technologies and delivery models help to maintain
global standards while providing Finance with greater
flexibility to adjust to changing business models.

It may be overly obvious, but many processes and
standards were defined by their original automation.
Enforcing new global standards without improving

the underlying systems and models would most likely
result in a backlash of manual data manipulation and
work-around procedures. Therefore, process and data
commonality are intrinsically linked with technology.

Across the board, IFOs have worked to simplify their
environments. IFOs in our sample were 2.5 times
more likely to have reduced their number of enter-
prise resource planning (ERP) instances and Finance
applications. They were three times more likely to have
reduced the number of data warehouses (see Figure
13). Reduction in this sense is not about elimination or
use of less technology, but instead the integration and
use of the same technology in more places. In each
case, achieving standard processes and consistent
data definitions is tantamount to consistent system
deployment.

While enterprise standards help simplify technology,
delivery models help maintain standards. For example,
using shared services for transactional activities and
building centers of excellence for decision support
allow standardization to be a matter of a few organiza-
tional instances, versus transforming hundreds of local

Figure 13. How fully adopted are the following enterprisewide technology improvements for your organization?

(Percent fully adopted)

Reduce the number of enterprise resource
planning instances

Rationalize the number of data warehouses

Reduce the number of Finance applications

M Integrated Finance Organizations
Non-Integrated Finance Organizations

0 10 20

Source: IBM Global Business Services, The Global CFO Study 2008.
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instances through policy alone. These delivery models
also free up “front-line” resources to do more analytical
activities, thereby democratizing decision making.

The simplification of delivery models should have

an optimizing effect as well. Transactional activities,
particularly those that are similar throughout the globe,
require standardization, are routine and repeatable,
and are prime candidates for consolidation so as to
capitalize on: economies of scale, specialized labor
and the application of common best practices.

IFOs tap into the benefits of shared services at a rate
2.5 times higher than their non-IFO counterparts (see
Figure 14). They are also three times more likely to have
established centers of excellence for decision support.

Outsourcing is often particularly well-suited for
consolidating routine and repeatable tasks as part

of this optimization strategy. IFOs are three times
more likely to use outsourcing than non-IFOs (20
percent versus 6 percent), but overall adoption
remains relatively low. As enterprises standardize their
processes and data, they can select where and by
whom the processes will be executed.

For example, transactional processes like Fixed Assets
and Accounts Payable can be completely managed

by an outsourcer. Meanwhile, a global planning center
of excellence can be administered by an outsourcer,
following processes that the internally retained organi-
zation defines. General Accounting can be kept
in-house for control purposes, but can be globally
resourced in lower cost regions. Pricing and Financial
Analysis can be delivered through regional centers of
excellence, as common processes are deployed, while
allowing for unique geographical requirements. And
finally, Front-Office Planning providing decision support
to unit and regional executives requires skills unique

to those organizations and, therefore, can remain co-
located within the unit.

Again, global process ownership is a likely enabler.
Organizations that adhere to global process ownership
are twice as likely to adopt technology and delivery
model improvements as compared to the adoption of
non-IFOs (see Figures 13 and 14).

Generating insight requires that time and skills are
devoted to analytical activity. Transactional, reconcili-
ation and manual activity often rob organizations of
valuable analysis time. IFOs’ use of standardized
common processes, technology and delivery models
explains how they are able to spend 21 percent more
time on decision support and control activities than
their peers at non-IFOs.

Figure 14. How fully adopted are the following enterprisewide delivery model improvements for your organization?

(Percent)
Use shared services for transactional activities

Use centers of excellence for decision support
and analytical services

Use outsourcing

M Integrated Finance Organizations
Non-Integrated Finance Organizations

0 10 20
Source: IBM Global Business Services, The Global CFO Study 2008.
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Federal Housing Administration: Simplifying the Finance approach

When Deputy Comptroller Ron Crupi joined the U.S. Federal Housing Administration (FHA) in 2000, the Federal
government was a decade into enacting sweeping financial management reform. FHA, the largest insurer of residential
mortgages in the world, was being spurred to action.

The most notable measure of reform was the Chief Financial Officer’s (CFO) Act of 1990, which required fundamental
changes to how Federal agencies manage their financial resources to improve fiscal accountability, transparency and
oversight.

“In the early days,” recalls Crupi, “FHA’s systems and processes functioned as individual silos with each group functioning
with its own methods.” Annual audits revealed material weaknesses in FHA’'s system environment and internal controls.
Further, the U.S. Government Accountability Office (GAQ) placed the organization on a list of “high risk” agencies.

In 2001, the FHA Comptroller developed a five-year multiphase blueprint to implement an integrated management system.
“We did not have the budget or infrastructure for a big all-out implementation,” says Crupi, “so we scoped the project out
and rolled out the system in steps, and then built on the success of each step.” To manage complexity, the new system was
simple and “plain vanilla,” satisfying all of FHA's business needs without delving into non-critical add-ons that could delay
completion.

By 2007, a number of key objectives were achieved:

¢ The number of systems used for financial management was reduced from 19 to 11.

 All material weaknesses stemming from the annual audit were eliminated.

» The time to close annual financial statements was reduced from 74 days to 45 days after fiscal year end.

« All financial systems were found to be compliant with Federal regulations and standards.

¢ FHA moved from a manual to an automated process for funds control and journal entry.

» The agency was removed from GAQ’s “high risk agencies.”

Observing the results of the transformation, Crupi reflects: “Before we implemented the system, staff spent most of

their time on manual accounting functions where they were rushing each month to get journal entries in. With greater
automation, the staff is now able to conduct more analysis which has improved their jobs, as well as the process.”

According to Crupi, “We are continually improving and refining our processes. As federal financial managers, we are
responsible for securing the public trust, and by demonstrating that we can produce accurate, timely financial information,
we are able to achieve that trust.”

In modern agricultural techniques, the plowing of the furrows and
seed plantings are carried out using GPS technologies. This
upfront precision proviaes for more efficient irrigating and
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Managing Risk

SECTION FOUR

“In the future, CFOs will be acting as initial
detectors of risk within the organization. They
will be positive agents, creating solutions and
proposing different scenarios. The role will become
increasingly important to risk management.”

- CFO, Global Industrial Company based in Europe

Risks are prevalent in an interdependent global market-
place. Despite this prevalence, our study finds that risk
management remains fairly immature, even among IFOs.
Additionally, risk is currently not a broadly used factor in
decision making.

Moreover, only 42 percent of respondents do historic
comparisons to avoid risk. Just 32 percent set specific
risk thresholds, and only 29 percent create risk-adjusted
forecasts and plans. IFOs are only slightly farther along
with 66 percent conducting formalized risk identification
that is institutionalized in organizational responsibilities.
The data also suggests IFOs are slightly more likely to
adopt other risk management related activities.

Enterprises are looking to the CFO for leadership in

this area (see Figure 15). However, it is clear that this
discipline is a team sport and collaboration across the
enterprise is necessary. As the CFO of a major European
bank said, “The business units own the actual risks.
Finance helps them manage the risks.”
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Figure 15. Key owners of risk management.
(Percent)

CFO
CEO

0 10 20 30 40 50 60 70

M Very effective to effective at supporting/
managing/mitigating risk

Moderate to ineffective

Source: IBM Global Business Services, The Global CFO Study 2008.

Risk management is about orchestration from the
Board level to middle management. Currently, enter-
prises are struggling to understand their holistic
enterprise risk profiles. In the collective, business
units are exposed to a variety of risks and getting to
a holistic profile has to be orchestrated from the top.
That said, no one is suggesting that it is easy. It will
be a cultural challenge as the CFO of a Canadian

government ministry suggested, “organizational culture

doesn't like to talk about problems.”

Moreover, the simple risk / reward equation means that

all performance is intrinsically linked to risk. Therefore,
enterprises must begin to move toward risk-adjusted

performance management; that is, the convergence of

performance and risk management.

Orchestrate risk management

CFOs are uniquely positioned to determine and guide
the overall enterprise risk profile. In publicly traded

companies, they are the only C-suite members called
upon quarterly to provide an aggregate picture of the
enterprise. They are also personally vested in knowing
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where risk resides, as an increasing number of juris-
dictions require certification of financial statements
with their signatures. CFOs understand that reward is
intrinsically tied to risk but are also generally led by a
conservative nature.

The approach to risk varies by role in the organi-
zation. As one CFO observed, “At the top of the
organization, the appetite for risk is robust, but lower
down, the culture tends to be highly risk averse.”
Risk management is often controlled more by the
enterprise’s culture (for example, conservative or
aggressive) than by facts.

Another Finance executive of an Australian utility
company shared, “All business units manage risks
using the framework or corporate risk profile estab-
lished by Finance.” Therefore, CFOs can help the
C-suite balance the enterprise’s risk appetite and
tolerance to better understand the overall enterprise
risk profile (see Figure 16).

How directed and purposeful could business activity
be if risk appetite and tolerance were removed from
the informal and elusive domain of culture, and set
firmly in a pronounced, fact-powered risk strategy and
policy?

CFOs executing effective risk management were 1.2
times more likely to have risk management reporting
directly to them; that is 54 percent to 44 percent.

That said, at 54 percent; this is still a relatively low
percentage, given the leadership expected of the CFO
that was highlighted in Figure 15. Interestingly, and
related to the IFO theme, information technology was
1.3 times more likely to report into the highly effective
to effective CFOs in our sample.



Figure 16. Perception of the enterprise risk profile by role (illustrative).
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Effective organizations are also more likely to provide
greater top-down direction about the enterprise’s
official position on risk appetite and tolerance from the
Board level to middle management (see Figure 17).
Communication is a key element into any strategy.

One skeptical CFO of a North American healthcare
provider asked, “Is the whole notion of enterprise risk
management simply a buzzword or fad? The biggest
challenge is how to get a workable plan.” Given the
level of risk management maturity, this CFO is not

alone. However, it is clear CFOs have a role to play in
finding an answer.

Figure 17. For which stakeholders do you formally document and communicate the enterprise’s appetite/tolerance for business
risk? (Select all that apply).

(Percent)
CEOQ/CFO/Qther corporate officers

Board of Directors
Business Unit Leaders

Middle Management

0 10 20 30 40 50 60 70 80

M Enterprises that are very effective to effective at
supporting/managing/mitigating risk

Enterprises that are moderate to ineffective
Source: IBM Global Business Services, The Global CFO Study 2008.
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Converge performance and risk management

Since risks are not likely to disappear of their own
accord, enterprises must begin to move toward risk-
adjusted performance management. Those who

take control of their risk management in a formal and
purposeful way are more likely to identify risk events
faster, respond to them quicker and prepare for them
better. A highly effective way to embed risk management
into the enterprise is to use the same techniques and
disciplines used to measure performance.

CFOs should leverage their strengths, and knowledge
of planning, budgeting and forecasting to help set the
risk management strategy. Key risk indicators should
be presented alongside key performance indicators,
and both should be prioritized based on their material
impact on value drivers. As the CFO of a North
American healthcare payer conveyed, “Improving

risk management within Finance is important, but
integrating it with operational performance is critical.”

Effective organizations proactively manage risks to
close performance gaps (see Figure 18). Across the
board, it is clear that they engage in more formal risk
management activities than less effective organiza-
tions, including the use of monitoring, reporting,
historical comparisons, evaluation tools, predictive
analytics, risk-adjusted forecasts and process controls.
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Some of the largest gaps between these two

groups are in the more sophisticated aspects of risk
management. Effective organizations are more likely to
use predictive analytics, risk modeling and risk as an
economic evaluation tool.

While today’s current adoption of risk as an economic
evaluation tool is low, nearly half (49 percent) will
employ it in the next three years. Meanwhile only a
quarter currently focus on risk-adjusted performance
today, but over a third (38 percent) plan to leverage
this performance within the next three years. This
suggests that risk will increasingly be a part of the
decision-making process.

The simple reality is that risk is a real part of the
performance of a business, regardless of whether

it is prepared for, managed formally or ignored
altogether. It is not enough for CFOs to agree with the
“theory of risk” and then not embed its management
into the tactics of running the business. These

tactics rely on good, high quality information that is
achieved in the same manner that IFOs operate, with
process ownership, standards, data governance and
simplified operations.



Figure 18. Which of the following risk management activities does your company conduct enterprisewide? (Select all that apply).
(Percent)

Formalized risk identification that is institutionalized within our
organization’s responsibilities

Routine management monitoring and reporting includes risk factors (e.g.,
heat maps, dashboards, scorecards reflect risk)

Historical comparison of key risk and performance indicators (e.g.,
variance analysis)

Specific risk thresholds (e.g., formal trigger pints for risk mitigation
activities)

Risk-adjusted forecast and plan
Predictive analytics/modeling for measuring and monitoring risk
Economic capital and allocation

Access/process controls fully embedded in risk systems

0 10 20 30 40 50 60 70

I Enterprises that are very effective to effective at supporting/
managing/mitigating risk
Source: IBM Global Business Services, The Global CFO Sl‘Ud)/ 2008. Enterprises that are moderate to ineffective
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BBC: Reducing risk through enabling tools and a managed approach

As Program Director for the British Broadcasting Corporation (BBC) “Future Finance” program, Audrey Alexander faced
several challenges in the delivery of an ambitious transformation program. The BBC is the largest broadcasting corporation
in the world, with an operating budget of US$8 billion. Alexander reflects, “The BBC is notoriously difficult to change
because it has a federal structure. The divisions have a lot of autonomy and independence, and Finance was seen as
subservient to the business.”

The BBC is currently executing 17 change programs simultaneously to find US$640 million in annual savings by 2010. In
2006, the cost of the BBC Finance function was 2 percent of the license fee charged to each British household — double the
benchmark for world-class Finance organizations. The team’s mission was to cut that figure in half to 1 percent, or US$70
million per year.

Alexander and her team faced several complications in achieving autonomous decentralization:
¢ All 17 BBC divisions operated like separate companies.

* Finance operated as an independent department within each division.

* Numerous ad hoc reports were frequently produced requiring high-level adjustments.

“The levers of control and accountability were quite diffuse,” recalls Alexander. “Our ability to respond quickly to a change
in priorities or a need for information was very diluted.” The challenge was for the Finance organization to provide reliable
information and rapid analysis that is critical in the media business. “Finance adds value to the quality of the decision
support and professional advice it provides so that the business makes the right decisions.”

For 2007, the goal was to redesign the entire operating model to reduce the cost of Finance to between 0.8 percent and 1
percent by April 2008. The following actions were taken:

» Reduced Finance headcount from 650 to 300
» (Created a shared service center of excellence to gather one version of the financial “truth” in one location

 Streamlined and standardized all transaction and reporting processes involving planning, budgeting, forecasting and cost
management functions

 Built a robust technology solution within a streamlined controls framework, with emphasis on self-service and enhanced
reporting functionality

¢ Embedded Finance staff with small strategic teams within the businesses.

Audrey Alexander reflects on the lessons learned in the first year. Although financial risk has been efficiently managed
and contained, it will take a long time for the BBC “to stabilize and for us to fully realize the vision.” She adds, “I'm
absolutely convinced of the strength of the Future Finance model. It’s hard to get right, but it is definitely worth doing. A
considered and well-managed approach will enable the successful achievement of our goal of remaining a world-class
Finance organization.”

These rows of proprietary varieties of baby lettuce are grown

specially to be harvested well before maturity. The different

colored leaves — usually green, red or purple — are the
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SECTION FIVE

Making the Transformation to

an 1FO

“CFOs should take on more of a coach and
advisor role.”
— CFO, North American Health Care Provider

Finance organizations must embark on a journey that starts
with the formalization of actions (that is, taking a programmatic
approach), building new skills with the right people, changing
how the organization thinks, and deploying technology and
infrastructure in support of the changes.

Change itself is difficult — it takes time, energy and
commitment. Perhaps the process will expose too much. Will a
single version of the truth work when the truth isn’t that great?
What other shortcomings will appear? What risks, previously
dodged by sheer luck, will be identified?

Old work habits are hard to forfeit, and change is resisted.
Most organizations have a full workload managing business-
as-usual, much less managing a major organization
transformation simultaneously. Integration of Finance can be
seen as a distraction, if not an opportunity for catastrophic
failure if it goes wrong. It requires leaps to be made and
workforces to be adapted as they continue to deal with

their calendar of reporting and planning requirements. It
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requires commitment from much more than the CFO
and regional leaders. The Board, the CEO and other
leaders must not only buy into it, but stake their reputa-
tions on its success. Transformation requires more
than a simple mandate and a strategy; it requires new
management competencies and sometimes painful
reorganization.

While seasoned Finance professionals may have a
good conceptual understanding of what is entailed

in mandating global standards, implementing a
standard Chart of Accounts, adhering to common data
definitions and employing common processes enter-
prisewide, the first challenge is to truly understand the
current state of their own Finance organizations.

As a first step, it could be argued that defining

the “right” processes and standards (a big and
challenging task in itself) may be less important than
the enterprise adhering to the same ones. Based

Figure 19. Maturity/roadmap of recommended activities.

on the trail blazed by IFOs, we have developed a
roadmap documenting how enterprises can grow,
evolve and transform their capabilities over time (see
Figure 19).

Once an enterprise decides to pursue greater
integration, the data suggests failing to establish
process ownership will set the enterprise on a longer
journey. As enterprises progress from the lower

left of the map toward the upper right, the Finance
organization eventually switches from addressing
pain points and problems to proactively finding new
advantages through stronger risk management and
provision of the truth.

Determining your organization’s position on the map is
the first step to becoming an IFO and a more effective
risk management organization. Each Finance organi-
zation is different, and each path forward is equally
unigue. Determining the right path becomes one of the
first and most critical decisions for a CFO looking to
create an IFO.
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A true story about becoming an IFO

In the mid-1990s, a major airline CEO and a Fortune 50 CEO were discussing over dinner the possibilities of a favorable
travel relationship between the two. The airline CEO asks a simple question: “How much do you spend annually on air
travel?” The Fortune 50 CEO didn’t know and asked his CFO, who oversaw a wholly decentralized Finance organization. His
CFO didn’t know immediately, but how long could it take to get the answer? A day? A week? A month?

As it turned out, the answer was technically impossible to ascertain. After weeks, the CFO could not provide an exact
response. Each country in which they have businesses tracked travel differently, using different schedules, procedures,
cycles and definitions. Data was kept in different systems. This incident served as a wake-up call to the company. If it
couldn’t answer this simple expense question, how could they manage all other types of spending or the business at large?

The decentralized Fortune 50 firm had multiple challenges:

* Qversized and ineffective Finance organization — Its best attempt at benchmarking suggested they had twice as many
Finance professionals as most comparable enterprises.

 Unusable, unreliable data — Less than 1 percent of the Finance data it collected globally was usable in a
centralized form.

* Poor risk detection — It was very difficult to detect or plan for risk quickly due to the use of a casual network of phone
calls for risk management.

Solution: Integrating the Finance organization
Although integrating the Finance function took years to complete (and arguably, will always be a work-in-progress),
benefits were realized quickly. Some of the company’s actions included:

» Setting and enforcing standards — It mandated standards such as a standard Chart of Accounts and standard data
definitions, and took ownership of Finance processes.

e Centralizing transactional tasks, but keeping decision support local — Functions and activities that were repeatable and
routine were centralized, but decision support remained local to align decision-making capabilities to the specifics of the
business unit.

* Building one version of the truth — It built a culture and mandate of one version of the truth, where Finance data could
only come from the trusted source.

As the company’s IFO grew in sophistication, it began to hold authority and influence within the organization at large. Other
leadership members began to perceive Finance as “owner of the facts,” inviting its participation more frequently in critical

business decisions — even those that would seem wholly growth- or entrepreneurial-based, such as new product concepts
or market evaluation. The Finance function is now better able to focus on headlights and support better business decisions.

Now as an IFO, the question, “How much does your company spend on travel?,” is no longer a small indicator of a big
problem for this company. It can get an exact answer in realtime by looking at its dashboard.
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CONCLUSION

Most enterprises’ worldview of globalization is
mismatched with the reality of globalization today; they
bring a proliferation of localized standards when, more
than ever, governance, transparency and information
integrity need to be maintained consistently throughout
the enterprise. By mandating common standards,
implementing a standard Chart of Accounts, building
common data definitions and deploying common
processes across the Finance function, enterprises
can transform into IFOs. This will position them to be
more responsive, more flexible, and to outperform

their peers.

To get there, CFOs should take ownership of their
Finance processes enterprisewide, simplify their
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technology and delivery models, and provide a new,
single version of the truth to their enterprises. They
must formally define their risk programs and take an
active role in risk management.

For the enterprise to live up to this vision, change
and integration will need to come from all areas of
the business, not just Finance. With this in mind, the
CFO can be a leader in this charge, armed with the
facts and trusted with the reins of the enterprise in
confident hands.

To learn more about this IBM Institute for Business
Value study, please contact us at /ibv@us.ibrm.com. For
a full catalog of our research, visit:

ibm.comy/iibv

The mesquite tree is quite hardy and survives well in an area
with very low average annual rainfall.
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APPENDIX A

Regional Viewpoints

ASIA PACIFIC (excluding China and Japan)

CHINA

Eyeing a global footprint

Enterprises in Asia Pacific predominantly operate in a
single country with an export model, but have aspirations
to have a greater global footprint. Not surprisingly, they
are enjoying high-growth markets for their goods and
services. Asian enterprises are 1.3 times more likely to
expect increased resiliency and faster mobilization from
greater integration. To that end, they have higher adoption
of standard common processes enterprisewide. The
speed of change has Asian CFOs concerned with devel-
oping their people, and they are more likely to report on
an employee dimension.

Risk management tends to be a cross-functional disci-
pline with contributions from audit, legal, treasury and
planning. Risk identification, specific risk thresholds and
routine monitoring tend to be more formalized. Asian
enterprises are also more likely to involve multiple levels
of the enterprise in risk management ownership (for
example, audit committee, CFO, CEQ, CIO) and formal
communication (such as Board, corporate offices,
business unit managers and middle management).

Holding up integration, company structure may
make integration harder

Chinese enterprises are more likely to be holding
companies. Operating in high-growth emerging markets,
these enterprises are placing considerable importance on
the development of their people and their talent relative to
other regions. Despite a belief in the value of integration,
almost half consider integration too difficult to implement.
Chinese enterprises (along with the Japanese) lag behind
in the adoption of global process ownership and imple-
mentation of a standard Chart of Accounts. Moreover,
these enterprises are less likely to adopt delivery models
such as shared services and center of excellence for
decision support.

Only 13 percent of IFOs are holding companies. Therefore,
company structure may be an impediment to greater
integration in Chinese enterprises.
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JAPAN

Moving from taillights to headlights for the

enterprise

Japanese Finance executives are more likely to operate
in a low-growth marketplace and operate a decentralized
enterprise.

In Japan, Finance holds a more traditional role, for
example, compliance and controls, and is less likely

to have a seat at the executive table, own the audit
committee relationship, contribute to decision support or
be seen as a key part of the enterprise’s management
team. In fact, Japanese CFOs are nearly three times more
likely (15 percent) to report to the COQ. Since strategic
planning and risk management often reports elsewhere,
Finance is less likely to bring quantifiable data to decision
support. As a result, most are neutral toward Finance’s
position and influence.

Indeed, these enterprises struggle with data. Sixty
percent need more than a day to get to a global spend
figure and 5 percent cannot obtain a global figure at all.
Most only recommend global standards (59 percent).
Their global process ownership adoption rate is half
the global average. As a result, they are less likely to
use common processes, implement a standard Chart
of Accounts, reduce ERP instances or adopt alternative
delivery models.

Risk management is relatively immature in Japan.
Enterprises are less likely to routinely monitor risks, do
historical comparisons and communicate to lower levels
(such as business unit managers). However, Japanese
enterprises are more likely to share risk data with value
networks.

Organizational structure may inhibit Finance’s ability to
bring about change, but CFOs should look to standardize
data definitions and processes to provide more headlights
than taillights for the enterprise.
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EUROPE, MIDDLE FAST AND
AFRICA (EMEA)

Growth and compliance not on the agenda

Enterprises headquartered in EMEA are more likely to be
in stable-growth markets and focus less on developing
growth strategies. Over 50 percent of EMEA enterprises
expressed their desire and expectation to become more
globally integrated in the future.

Presently, EMEA Finance organizations do not bring

the quantifiable data to decision support and are less
confident in the data they do provide. As a result, Finance
is less likely to help set strategic direction.

Along the integration journey, EMEA enterprises
acknowledge that there is considerable work to be done.
However, these enterprises are more likely to mandate
global standards and are more likely to have partially
achieved greater process, technology and delivery
models integration.

In an environment of growing regulations and statutes, it is
somewhat surprising that these enterprises do not place
as much importance on meeting fiduciary and statutory
requirements as other geographies. Nor do they consider
leading compliance programs and strengthening internal
controls to be a critical priority.

EMEA’s risk management remains relatively immature.
Over 50 percent report that performance monitoring does
not incorporate any risk, and a great majority (83 percent)
do not manage risk across functions. As a result, EMEA
enterprises are more likely to acknowledge that they are
poorly prepared when a major risk event occurs. EMEA
enterprises are more likely to view data as a key obstacle
to integrating risk with performance monitoring.

As EMEA continues on the path to enterprise integration,
it may only be a matter of time until risk and performance
converge.



LATIN AMERICA

Becoming a key strategic advisor

A majority of Latin American enterprises are looking to
expand their global footprint. Their smaller enterprise size
may explain why other functions (for example, perfor-
mance management, human resources, shareholder
relations, treasury and IT) are more likely to report into the
CFO. They enjoy higher-growth markets, and 80 percent
report major changes in their organizations within the

last couple of years. Given the amount of change and
opportunity, Latin American enterprises are focused on
identifying / executing growth strategies, but also have an
eye on cost reduction.

Latin American CFOs appear to be influential. Their
organizations are more confident in their effectiveness,
execution of growth strategies, continuous process
improvement, information integration and alignment with
the business. Finance is more likely to be a key part of the
management team, provide quantifiable data to decision
support, help set strategic imperatives and work closely
with the board of directors.

This influence, along with a greater use of process
ownership may have driven Latin America’s greater use

of mandated global standards, common data definitions
and common processes enterprisewide. They are also
more likely to have rationalized ERP instances and data
warehouses. As a result, these enterprises are 1.5 times
more likely to be able to “pull” information in under an hour
and have the most confidence in that data.

However, Latin American risk management frameworks
are least likely to be formalized. They are less likely to
manage risk across functions, have formal performance /
risk tools, conduct routine risk monitoring, establish risk
thresholds and use historical comparisons. Moreover,
these enterprises were most likely to have experienced a
major risk event within the last 3 years.

Coupled with the dynamic organizational changes, Latin
American CFOs should use their influence to help their
C-suite identify their enterprise risk profiles and formalize
risk management.

NORTH AMERICA

Getting beyond compliance

North American enterprises remain compliance-oriented.
With compliance, controls and internal audit are more
likely to report into the CFQ, this stance is embedded into
the organization. They are more likely to place importance
on fiduciary / statutory requirements. Nearly half are able
to report on a greater number of other functional areas
(for example, HR and supply chain). North American
enterprises are less likely to mandate global standards.

Like other geographies, risk management is fairly
immature. Enterprises are less likely to have formal risk
identification, conduct routine risk monitoring, share risk
data with value network and set specific risk thresholds.
Moreover, North American enterprises are less likely to
formally communicate risk strategies down to middle
management.

North American enterprises need to move beyond mere
compliance to strengthen their risk management capabil-
ities. Since the geography is the most likely to assign risk
management ownership to the CFO, CFOs are positioned
to make something happen.
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APPENDIX B

Sector Observations

COMMUNICATIONS

Navigating slow-growth

Nearly half (48 percent) of all Communications enter-
prises have seen major changes in the last year and

are more likely to view their marketplace as low-growth
relative to other sectors. Recent consolidation and acquis-
itive strategies may explain why companies in this sector
are more likely to consider themselves more effective than
other sectors at cost reduction.

The sector has also made greater progress in reducing
the number of finance applications, creating standards
(like a standard Chart of Accounts) and adopting alter-
native delivery models, such as shared services.

Driving greater integration within Finance may provide
leadership with a greater sense of their business with new
views on volumes, revenues and profits. That could lead
to greater headlights to navigate the sector churn and find
a way out of the slow-growth environment.
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DISTRIBUTION AND INDUSTRIAL

Struggling to address emerging risks with
global reach

The Distribution and Industrial sectors have a symbiotic
relationship as both sectors contribute to the full value
chain. As a result, their financial management philoso-
phies are similar. The Finance organization tends to exert
considerable strength and control with multiple functions
reporting into the CFQO. Given their global reach, both
sectors are focused on geography/regional reporting, but
the Industrial sector is focused more on suppliers, while
Distribution is focused more on brand.

Industrial companies consider themselves more
integrated and see increased integration leading to
increased resiliency and mobilization. The focus on speed
makes sense in a culture of global supply chains, cycle
times and inventories.

Risk management is fairly immature in the Distribution
and Industrial sectors. Distribution companies are less
likely to have formalized their risk management systems
and to have formal risk documentation. Both sectors have
lower adoption rates for more complex risk management
concepts, such as predictive analytics. Industrial
companies report that they rely heavily on supply chain
and manufacturing for input to overall risk management.
Distribution companies rely more heavily on business
partners relative to other sectors.

Given the strength of the Finance organization and the
reach of these global supply chains, Distribution and
Industrial CFOs may want to partner more tightly with
their COO to address emerging risks in an interde-
pendent world.



FINANCIAL SERVICES

Driving in neutral

The Financial Services sector is more likely to be neutral
toward Finance’s position and influence. This may be
because companies make their money utilizing financial
management principles (risk/reward opportunities,
optimizing return and growth). Fewer departments report
into Financial Services sector CFOs, relative to other
sectors. These CFOs were also less likely to be aligned
with the business and less likely to consider themselves a
key part of the management team identifying growth strat-
egies. The majority only recommend standards, versus
mandating them.

The overly neutral stance toward the Finance organization,
lack of process standards and the sector’s acquisitive
nature may contribute to the sector’s increased structural
complexity. Financial Services companies are less likely
to have:

¢ Reduced the number of Finance applications
¢ Implemented a standard Chart of Accounts

e Strictly adhered to common data definitions enter-
prisewide.

As a result, Financial Services firms are less likely to be
capable of accessing their data in an hour or less.

Not surprisingly, however, Financial Services enterprises
are more likely to employ more risk management activities.
Many Financial Services enterprises report integrating
advanced risk management strategies into their everyday
operations and have created formalized documentation,
processes and infrastructure related to risk management.
Within Financial Services, corporate risks are more likely
to be handled by an interdisciplinary committee. When

a C-suite officer is tapped for risk, it is more likely to be
the CIO than the CEO and CFO. The sector’s maturity

in integrated risk management programs has produced
benefits. Collectively, the sector believes it can react faster
and handle risk more effectively.

Finance professionals in this sector are more likely to point
to data and enabling technology as significant challenges
to greater enterprise integration. However, our survey results
suggest Financial Services sector CFOs also need to focus
on the establishment of standards and common processes
to make the technology truly enabling.

PUBLIC SECTOR

Maintaining public trust

Public sector CFOs are nearly 30 percent more likely

to place critical importance on meeting fiduciary and
statutory requirements — presumably to maintain public
trust. They are also more critical of their ability to measure
and monitor business performance. That may explain why
Public sector CFOs are 25 percent more likely to believe
greater integration will lead to enhanced decision support.

To drive integration, the Public sector is 20 percent more
likely to mandate enterprisewide standards. In fact,
Government entities are 27 percent more likely than the
private sector to have implemented a standard Chart of
Accounts enterprisewide. They are also much more likely
than the private sector to have reduced the number of
ERP and Finance applications enterprisewide.

In terms of major risk events in the last three years, the
Public sector has fared better (35 percent have experi-
enced an event, versus 52 percent for the overall sample).
Despite that fact, formalized risk identification and routine
risk monitoring / management have lower adoption rates
in the Public sector.

Faced with a multitude of metrics beyond the bottom line,
Public sector CFOs will continue to grapple with how to
truly measure and monitor their enterprise performance,
but in picking up the challenge they will continue to earn
the public’s trust.
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APPENDIX C

Enterprise Size Observations

UNDER US$1 BILLION IN REVENUES

Keeping it simple

Not surprisingly, smaller enterprises have more functions
(such as compliance, HR, IT, outsourcing and shared
services) reporting into the CFO and are more likely to
place responsibility for data integrity on their functional
leaders (for example, COO, CFO, CHRO and CIO) than
other leaders. They have reduced structural complexity
by being 27 percent more likely than the average to

use common processes, 27 percent more likely to have
reduced ERP instances and 33 percent more likely to
have reduced the number of Finance applications.

However, small enterprises are less likely to adopt shared
services, centers of excellence for decision support and
outsourcing.

These smaller enterprises are less likely to routinely
monitor risks and more likely to tag the CEO with
ownership of risk management.

As these enterprises grow, they should avoid the growing
pains of slightly larger firms by mandating and maintaining
standards.
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US$1 TO US$5 BILLION IN REVENUES

Growing pains

These enterprises are less likely to have global standards.
As these enterprises grow, they will want to explore how
larger organizations mandate and maintain standards.

US$5 TO US$20 BILLION IN REVENUES

Looking to simplify

Nearly half of all enterprises over US$5 billion use shared
services. Enterprises between US$5 billion to US$20
billion are placing current focus on the rationalization of
data warehouses. Not surprisingly, enterprises over US$5
billion are more likely to report on geographies

and regions.

These enterprises are beginning to confront the struc-
tural complexity that can come from growth of support
functions and data needs. They are addressing this issue
through the use of delivery models and rationalized
technologies.



OVER US$20 BILLION IN REVENUES

Eliminating surprises and being responsive

The largest enterprises are the most likely to mandate
global standards. Not surprisingly, these enterprises are
more likely to aspire to greater global integration.

These larger enterprises are more likely to place impor-
tance on meeting fiduciary / statutory requirements,
leading compliance programs / strengthening internal
controls, and supporting / managing and mitigating
enterprise risk. They are also more likely to consider
themselves more effective at leading compliance
programs / strengthening internal controls.

However, they struggle to pull together a global picture
of their data. These enterprises are 35 percent less likely
to “pull” global data in less than an hour. Nearly half
need more than a week. Six percent cannot get a global
snapshot of data, such as global travel spend. While a
quarter of all CFOs have IT reporting to them, CFOs in
these larger enterprises are less likely to enjoy the same
reporting relationship (17 percent).

For these enterprises, risk management is about the elimi-
nation of surprises. They are also looking for increased
resiliency and responsiveness through greater integration.
In an effort to achieve these goals, they are 35 percent
more likely to use predictive analytics.

As enterprises get larger, they are more likely to formalize
their risk identification. That said, these enterprises’ formal
management performance systems are more likely not

to incorporate risk indicators. While comprising only 17
percent of study participants, these enterprises are 1.4
times more likely to use interdisciplinary risk steering
committees. These enterprises are 30 percent more likely
to also assign some risk ownership to the CIO.

Larger enterprises are struggling to manage their
increased complexity. Hence, they are focusing on
control-type activities and broader risk programs, but
struggling to get their arms around data within their
organizations. Therefore, more work around common data
definitions and processes should become a priority for
these enterprises.
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APPENDIX D

Study Results

Which of the following functions report to the CFO in your organization? (Select all that apply).
(Percent)

Accounting

Business/financial analysis

Treasury

Tax

Controls

Business support/performance management
Compliance

Risk management

Shared services (Finance and Accounting only)
Internal audit

Shareholder relations

Strategic planning/business development
Outsourcing (Finance and Accounting only)
IT

Procurement

Other

Human resources/administration

Alliance management

0 10 20 30 40 50 60 70 80
Source: IBM Global Business Services, The Global CFO Study 2008.

90

100

In your enterprise, who does the CFO report to?

87% Chief Executive Officer
5% Chief Operating Officer
8% Other

Source: IBM Global Business Services, The Global CFO Study 2008.
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What best describes your management structure?
(Percent)

Operating company managed as an integrated enterprise
Operating company managed as a decentralized organization
Holding company

Government/non-profit

o
(S}
—_
o
—_
[$2]
N
o
N
(S

30 35 40 45
Source: IBM Global Business Services, The Global CFO Study 2008.

Which of the following statements best describes your enterprise structure?
(Percent)

Integrated M Now
Future aspiration
Multi-national
Operate within a single country

Not applicable

Source: IBM Global Business Services, The Global CFO Study 2008.

How would you describe your company’s operating environment? Competitive position.

25% OQutperforming industry peers/market
35% Slightly outperforming industry peers
29% On par with industry peers
9% Slightly underperforming industry peers
2% Underperforming industry peers

Source: IBM Global Business Services, The Global CFO Study 2008.

How would you describe your company’s operating environment? External environment/market.

14% High-growth market
31% Moderate to a high-growth market or Increasingly growing market
40% Moderate or stabilizing growth

9% Moderate to low-growth market or slowing growth market

6% Low-growth market

Source: IBM Global Business Services, The Global CFO Study 2008.
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How would you describe your company’s operating environment? Organizational dynamics.

35% Major changes within the last year
34% Some major changes within past 2 years
22% No major changes within past 2 years

6% No changes in the last 3 years

3% Static (no major changes within past 5 years)

Source: IBM Global Business Services, The Global CFO Study 2008.

How important are each of the following areas of responsibility to your Finance organization?
(Percent)

Measuring/monitoring business performance

Meeting fiduciary and statutory requirements |

Continuous process improvement/business
improvement

Developing your people
Aligning Finance with the business

Driving cost reduction

Leading Finance-related compliance programs and
strengthening internal controls

Inputs into identifying and executing growth strategies

Supporting/managing/mitigating enterprise risk

Driving integration of information across the enterprise

0 20 40 60 80 100
W (5) Critical (4) Important (3) Moderately important (2) Somewhat unimportant M (1) Unimportant
Source: IBM Global Business Services, The Global CFO Study 2008.

How effective do you think your Finance organization is performing in each of those areas of responsibility?
(Percent)

Measuring/monitoring business performance

Meeting fiduciary and statutory requirements

Continuous process improvement/business
improvement

Developing your people
Aligning Finance with the business

Driving cost reduction

Leading Finance-related compliance programs and
strengthening internal controls

Inputs into identifying and executing growth strategies
Supporting/managing/mitigating enterprise risk

Driving integration of information across the enterprise

0 20 40 60 80 100

W (5) Very effective (4) Effective (3) Moderately effective (2) Slightly ineffective M (1) Ineffective

Source: IBM Global Business Services, The Global CFO Study 2008.
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In managing your enterprise, which of the following dimensions do you consistently report on (versus ad hoc reporting)? (Select
all that apply).
(Percent)

Business unit

Legal entity

Geography/region

Product/brand

Functional (e.g., HR, supply chain)
Customer

Industry/sector

Risk type (e.g., financial services)
Employee

Channel

Suppliers

0 10 20 30 40 50 60 70 80
Source: IBM Global Business Services, The Global CFO Study 2008.

To what extent do you agree or disagree with the following statements in the way they describe the relationship between the CFO/
Finance and others in the enterprise?
(Percent)

Finance is a key part of the firm’s top
management team

Finance presents performance metrics to the
Board and works closely with the Directors

Finance manages/owns the relationship between
the audit committee and the enterprise

Finance brings most of quantifiable data to
decision support

Finance helps to set strategic directions and
imperatives for the firm

3-.-

0 20 40 60 80 0

W (7) Strongly agree (2) Agree (3) Neutral (4) Disagree M (5) Strongly disagree
Source: IBM Global Business Services, The Global CFO Study 2008.

How do you see the Finance workload distributed in percentage terms?

(Percent)
100
80 Transactional activities
60
Control (and risk) activities
40
20 Decision support/performance management activities

0
1999 2003 2005 Today In 3 years

Source: IBM Global Business Services, The Global CFO Study 2008.
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What is your attitude toward a more integrated infrastructure (integrating processes, data and technology leading to achieve greater
transparency)?
(Percent)

Difficult to execute but the tangible
benefits make it an imperative

Considerable benefit but too difficult
to execute

Not a priority

0 10 20 30 40 50 60 70

Source: IBM Global Business Services, The Global CFO Study 2008.

Which of the following potential benefits do you consider to be most important when thinking of a more integrated infrastructure?
(Select top three choices).
(Percent)

Greater effectiveness and efficiency through scale economies
Reducing cycle time for key decision support through greater
transparency

Increased collaboration and communication

Enhanced decision support

Scalable skills (e.g., integrated sales, back office support of
multiple business units)

Increases resiliency/speeds mobilization to respond to events

Ability to expand efficiency frontier and lower risk to return ratios
Assists in leveraging globally dispersed human and capital assets
Facilitates continuous transformation

Enhanced overall external customer experience

Source: IBM Global Business Services, The Global CFO Study 2008.

Within your enterprise, who/what is viewed as predominantly responsible for ensuring the accuracy/integrity of information?
(Select one).

Functional leaders (e.g., CO0, CFO, CHRO, CI0)
Business unit

Business process owner

Corporate (e.g., headquarter staff)

Legal entity

Geography

0 5 10 15 20 25 30 35 40 45
Source: IBM Global Business Services, The Global CFO Study 2008.
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How long would it take you to find out the amount of money your enterprise spent on global travel last month?
(Percent)
An hour
A day
More than a day but less than a week
A week or more
We can’t get a snapshot of global travel spend

0 5 10 15 20 25 30 35 40 45

Source: IBM Global Business Services, The Global CFO Study 2008.

How confident would you be in the reliability/integrity of that global travel spend figure?
(Percent)

100% confident
Fairly confident
Neutral

Not very confident
No confidence

0 5 10 15 20 25 30 35 40 45 50

Source: IBM Global Business Services, The Global CFO Study 2008.

What is your corporate philosophy on global standards (for example, process, data, technology)?

2% We don’t see any value in global
standards
9% No global standards — left to business
units’ discretion to maximize performance
39%  Global standards only recommended but left
to business units’ discretion
50%  Global standards mandated for all business
units and enforced

Source: IBM Global Business Services, The Global CFO Study 2008.
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Which of the following process, technology and delivery model improvements has your organization undertaken to address the
structural complexity in Finance?
(Percent)

Implemented a standard Chart of Accounts/standard
information architecture
Strict adherence to common data definitions

) Process
Use of standardized common processes (e.g., standard way

of doing accounts payable, reduced general ledger accounts)
Strict adherence to global process ownership

Reduced the number of ERP instances

Reduced the number of Finance applications (e.g., planning,

forecasting, workflow, reporting tools, etc.) Technology

Rationalized the number of data warehouses

Use of shared services for transactional activities

Use of centers of excellence for decision support and

] h Delivery models
analytical services

Use of outsourcing

o

20 40

[=2]
o

80 100

W Enterprisewide (>75%) Partially achieved (25%-75%) Started (<25%) M No plans to adopt
Source: IBM Global Business Services, The Global CFO Study 2008.

How much impact would/does an enterprisewide risk strategy have on the following aspects of your business?
(Percent)

Elimination of surprises

Improved rate of return

Enhanced enterprise risk/reward opportunities
Increased resiliency and responsibleness

More accurate business plans

Improved forecast accuracy

0 20 40 60 80 1

o
o

W (5) Significant impact (4) Noticeable Impact ™ (3) Moderate Impact (2) Slight Impact M (1) No impact
Source: IBM Global Business Services, The Global CFO Study 2008.

Which of the following best describes your organization’s approach to performance management and risk
management?
(Percent)

Formal performance monitoring but doesn’t
incorporate risk

Formal performance monitoring incorporates risk
indicators

Formally monitor both performance and risk but
separately (e.g., tools, process)

Do not have any formal risk or performance tools

0 5 10 15 20 25 30 35 40 45

Source: IBM Global Business Services, The Global CFO Study 2008.
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If you manage risks across functions, who provides key contributions to the process of evaluating and mitigating risk? (Select all
that apply).
(Percent)

We don’t manage risks across functions
Finance

Planning department

Research & development

Marketing

Legal department

Treasury department

Information technology

Human resource

Audit

Supply chain

Market intelligence (e.g., producers of competitive analysis)
Manufacturing

Business partners (e.g., outsourcing providers)

o
—
=)
n
S
)
S
S
S
o
S
o
S
~
o
=
S

Source: IBM Global Business Services, The Global CFO Study 2008.

Did your organization encounter a major risk event in the past 3 years that substantially affected your operations and/or results?

52%  Yes
48% No

Source: IBM Global Business Services, The Global CFO Study 2008.

How prepared was your organization (in dealing with a major risk event in the past 3 years that substantially affected your
operations and/or results)?
(Percent)

Very prepared
Prepared

Adequately prepared
Somewhat unprepared

Not well prepared

o
[$2]
—_
o
—_
(S,
N
o
N
(S
W
o
[9%)
(S}
N
o
S
[$2]

Source: IBM Global Business Services, The Global CFO Study 2008.
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Which are the most significant obstacles to integrating data for risk management in your enterprise? (Select top two choices).
(Percent)
Culture (e.g., corporate culture, resistance to change, lack of
executive sponsorship)
Data (e.g., lack of standards, quality, availability)
)
)

Enabling technology (e.qg., lack of risk platform/tools
Process (e.g., lack of standardization

Organization (e.g., governance, infrastructure, business conflicts)

Access/process controls (e.g., not adequately embedded in risk
systems)

Financial (e.g., lack of capital, no budget committed

o
(S}
—_
o
—_
(S
N
o
N
[S)]
w
o
wW
(33}

40 45
Source: IBM Global Business Services, The Global CFO Study 2008.

Which of the following risk management activities does your company conduct enterprisewide? (Select all that apply).
(Percent)

Formalized risk identification that is institutionalized within
our organization’s responsibilities

Routine management monitoring and reporting includes risk
factors (e.g., heat maps, dashboards, scorecards reflect risk)
Historical comparison of key risk and performance indicators
(e.g., variance analysis)

Specific risk thresholds (e.g., formal trigger points for risk
mitigation activities)

Risk-adjusted forecast and plan

Predictive analytics/modeling for measuring and monitoring
risk

Economic capital and allocation

Sharing risk data with value network (e.g., suppliers,
business partners, customers)

Access/process controls fully embedded in risk systems

We don’t have a formalized risk framework

o
o
—_
o
—_
(S,
N
o
N
(S
w
o
w
(3,
N
o
S
[$2]

50 55

Source: IBM Global Business Services, The Global CFO Study 2008.

To what degree does Finance contribute to enterprise risk management?
(Percent)

Compliance risk including financial reporting risk (e.g.,
regulatory)

Liquidity risk

Credit risk

Financial fraud

Market risk

IT risk

Episodic/catastrophic risk (e.g., pandemic)

Reputational risk

Supply chain disruptions

0 20 40 60 80
W Full contribution ' Partial contribution Ad hoc contribution I Don't know

—_
o
o

IBM Global Business Services,, The Global CFO Study 2008.
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Who are the “owners” of enterprise risk management in your enterprise? Who do you expect to be the owners in three years?
(Select all that apply).
(Percent)

CFO

CEO

Clo/cTO

Board Audit Committee
Chief Risk Officer

coo

Treasurer

Distributed ownership

Non-officer (e.g., business unit head)

Inter-disciplinary risk steering committee

M Currently
No owners of enterprise business risk 3 years

0 10 20 30 40 50 60 70

Source: IBM Global Business Services, The Global CFO Study 2008.

For which stakeholders do you formally document and communicate the enterprise’s appetite/tolerance for business risk?
(Select all that apply).
(Percent)

CEQ/CFO/Other corporate officers

Board of Directors

Business Unit Leaders

Middle management

External parties (e.g., customers, suppliers, key business partners)

All employees

No formal enterprise risk management documentation or
communication

Currently formulating an enterprise risk management approach

Plan to formally document or communicate an enterprise risk
management approach in the next 3 years

Source: IBM Global Business Services, The Global CFO Study 2008.
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