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Introduction BPO in the Finance Department

1 Introduction

Dear Readers:

The opinions of German and international finance departments differ more
with regard to business process outsourcing (BPO) than almost any other
subject. On one side, you'll find people who are genuinely acting on their
convictions and are very excited by the capabilities of modern BPO services.
They see far more than opportunities for reducing costs and also see a way
to improve the quality and reliability of processes for many different ap-
plications. On the other side stand many sceptics. They often fear the loss
of control over their financial processes and their facts and figures. Some of
them have also personally had unfortunate experiences in the past - when
outsourcing IT services for example - or have heard only negative rumours
about projects of this kind.

As always, the truth lies somewhere in the middle. Convictions and good
will are certainly not enough to bring a complex BPO project to a successful
conclusion. Instead, this requires thorough preparation, clear agreements,
and consistent implementation, often including extensive adjustments to
upstream and downstream processes that cannot be outsourced. On the other
hand, having reservations — which are often very general - should not be a
reason for rejecting the specific benefits of certain BPO projects.

This study is therefore intended to stimulate the debate about the advan-
tages and disadvantages of outsourcing solutions for finance departments
and to help structure that debate. The empirical portion paints a picture of
the current mood, which is sceptical but indicates that German CFOs can
be expected to deal more with the issue of BPO in coming years. Individual
in-depth discussions show where chief financial officers see possibilities for
using outside service providers and where they categorically reject the out-
sourcing of processes.

We hope our study will provide food for thought for many CFOs of large and
medium-sized companies.

A e SQ QD

Michael Eberhardt Sarah Nitsche
Hewlett-Packard FINANCE Research

4 FINANCE Research



BPO in the Finance Department Executive Summary

2 Executive Summary

Optimising processes within the existing structure

The “BPO in the finance department” study shows that the people responsible for finances in
German corporations are still sceptical about business process outsourcing. Only 4 percent
of respondents stated that they had chosen to outsource processes as the primary way to
improve the performance of their finance departments. In contrast, the vast majority (81
percent) are attempting to improve processes within their existing organisational structures.

A great need for security and a fear of losing control

The study found that various reasons were responsible for the wait-and-see attitude towards
outsourcing.

a) The need of many CFOs for security - further increased by the euro crisis - that was
expressed in various parts of the survey was striking. Prolonged uncertainty about the
general economic environment also obviously causes many finance chiefs to have diffi-
culties with outsourcing, even for processes that can be mostly standardised. In addition,
urgent needs typically dominate. For example, safeguarding short-term liquidity often
seems to be perceived as far more important than long-term projects, such as optimising
processes, that might have positive effects only over several years and might not bear
fruit until after the initial investments.

b) In addition to aspects related to security and urgency, worry about losing know-how
and control also influences the attitude CFOs have towards BPO. Sixty-five percent of
respondents primarily explained their hesitation by citing a potential loss of knowledge
in the company. Fear of losing control is almost as strong (55 percent).

c) Another purely practical aspect prevents the increased use of BPO: According to many
CFOs, setting up a shared service centre (SSC) must logically precede complete outsourc-
ing of certain processes. If this step has not yet been taken, outsourcing has almost no
influence on further improvement of the finance department’s performance. However,
only 15 percent of respondents mention setting up an SSC as the primary approach to
improving their processes, so the issue of BPO subsequently plays an even more subordi-
nate role. This reservation also shows how cautiously German CFOs approach the issue.
That is because, on sober reflection, there is often no need to progressively introduce
improved processes in this way.

FINANCE Research 5
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Slow increase in openness to BPO

Although BPO is far from being seen as the primary means for increasing efficiency,
23 percent of respondents have outsourced at least some individual processes. And in spite
of all of the reservations, looking ahead to the future shows that many financial officers
are becoming more open-minded about the subject. Thirty-four percent of participants in
the study can imagine outsourcing (additional) parts of the finance department over the
next three years. The barriers to doing this are by far the lowest for functions with a high
degree of standardisation. Of respondents who had already tackled the issue of BPO, about
one-third have outsourced receivables management to an outside service provider, while
another third could imagine taking that step over the medium term. The picture is similar for
payables bookkeeping, which 23 percent have already outsourced, while 36 percent see it as
conceivable over the next three years. Those numbers are 18 and 34 percent, respectively,
for receivables bookkeeping. In contrast, few CFOs see sensitive fields such as financing
strategy or risk management as candidates for outsourcing.

Emphasis on the strategic role of CFOs

In addition to pinpointing specific attitudes to business process outsourcing, the study also
shows that German CFOs increasingly see themselves as playing a strategic role in their
company. That change in their self-image is shown, for example, by the fact that 84 per-
cent of respondents consider monitoring general business performance one of their most
important duties, followed by supporting strategic development of the business (72 percent).
This changing conception of their own role may offer another explanation for the hesitation
about outsourcing solutions: Financial chiefs find it difficult to give up responsibility and
control. They have barely made a dent in the outsourcing projects of financial departments
so far. However, they may be getting in their own way, because they will not be able to
assume strategic responsibility unless they delegate operational tasks - either to internal
service units or to outside service providers. Nonetheless, the realisation that steps of this
kind may make sense in the future, or could turn out to be unavoidable, appears to be slowly
taking shape in the minds of many CFOs in Germany.

FINANCE Research
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3 BPO - Past and Present

Outsourcing - a now common word in German - was chosen as the “non-word” of the
year in 1996 by virtue of its controversial adoption into the German language. Although
this dubious distinction is today a footnote of linguistic history at best, the period shows
the negative connotation of the topic to this day. It also serves to show how ambiguous
such conceptual words can prove to be since the relocation of jobs or certain processes, or
outsourcing, is frequently mistaken to be synonymous with offshoring - the shift of jobs
to a foreign country.

3.1 Origins in manufacturing

A look back at the history of these two concepts illustrates the close link between them.
As early as the 1960s, Western companies began to outsource their production processes
to economically weaker, but at the time still often domestic, regions and turn a profit from
lower wage structures. With the advent of the Internet and the relocation of IT processes,
mostly to Asian countries, the 1990s saw “outsourcing” become a global megatrend. At the
time the chief motive was to take advantage of labour arbitrage in different regions, primar-
ily through the outsourcing of highly standardised operations.

Rapidly advancing globalisation since then has shifted priorities, however. In particular, the
gap in pay has been substantially reduced since the beginning of the century. For example,
while labour costs across the EU rose by an average of 3.7 percent between 2000 and 2008,
Germany registered a modest increase of just 2 percent during the same period according
to data from Germany Trade & Invest - and ranked the lowest of all 27 EU member states.
In emerging economies, by contrast, labour costs are growing by double digit increases in
some instances and staff turnover rates are high, often nullifying nominal pay advantages.

In addition, many companies had bad experiences with their first outsourcing projects. At
the beginning, the majority of outsourced projects were made up of strictly front office
activities such as call centres. This was due to the labour-intensive, yet highly standardised
nature of these processes coupled with an added value that was perceived as relatively low.
But poor results in customer retention made follow-up investments in quality necessary or
even triggered an outright trend in re-shoring. Many companies have stuck with call centres
for customer relations. However, they much prefer to operate them locally or at least in their
domestic market.

FINANCE Research
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3.2 Shift to complex tasks

Simultaneously, businesses began to discover increasingly complex tasks, even from the
back office, that they could outsource. For example, some daily newspapers now go as far
as hiring graphic designers in India to design their layout. Even outsourcing processes from
the finance department like bookkeeping, accounting or controlling has not just become
conceivable, but is a widely practiced routine by now.

In this respect, the starting situation that CFOs face has changed drastically since their first
attempts with outsourcing and offshoring. When the question about what can potentially
be improved by outsourcing, specifically of financial processes, arises today, a lot more than
just direct savings gets factored in. Rather, as a part of the company’s overall strategy, CFOs
find themselves constantly confronted by increasing complexity, rising cost pressures and
intensifying international competition. The regulatory and compliance questions that have
become more of a concern for finance chiefs in recent years also come into play.

3.3 Reluctance in Europe

In spite of these trends that argue for the usage of specialised service providers, there is still
reluctance among CFOs across continental Europe - and especially Germany - in regards to
outsourcing and BPO in their finance departments. Their scepticism is particularly striking in
comparison to their peers from the Anglo-American sphere. An important factor here could
be the distinct importance of small and medium-sized enterprises as well as family-owned
businesses to the German economy. The often century-old entrepreneurial mentality that
sets them apart has a difficult time imagining parts of the production or other processes no
longer remaining in-house. But even the 30 largest publicly listed companies in Germany,
the DAX 30, have also been relatively reluctant in years past. Outsourcing business process-
es, especially in the finance department, seemed to be just
some theoretical toying with ideas at best for a long time:
what has long since been a common practice in the value
chain of production is often still inconceivable for finan-
cial processes. In principle the bundling and outsourcing
of processes to specialist providers could make things con-

“I am Sceptical ab()ut siderably more efficient, especially in the clearly defined

processes of a finance department. BPO service providers

extensive Outs Ourcing have “industrialised” and standardised classic administra-

tive processes for years. Nevertheless the largest companies

because those processes in Germany still heavily rely on the in-house alternative:

shared service centres (SSCs), in which their own employees

Would then be Out Of our complete specific processes for the whole company - an

direct control.”

“internal outsourcing”.

Nonetheless, an outsourcing industry has developed in Ger-
many and adapted to the specific needs of locally rooted

Stefan Brunn, Head of Finance, Georgsmarienhiitte businesses. Foreign providers that offer their services from

faraway locations are no longer the primary service provid-
ers in the BPO sector. Instead, internationally active service

FINANCE Research
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providers are expanding their programmes, working from domestic locations. This helps
them eliminate difficulties in communication arising from working in different time zones
as well as accommodate regulatory requirements and labour law entitlements.

3.4 Huge market potential

The Hackett Group estimates that a total of 2.1 million
people will work in business service jobs at European and
American corporations by 2016. The group also expects
the migration of such jobs into foreign countries to begin
diminishing in 2014. Considering its specific characteristics
there is plenty of potential sleeping in the German market.
According to the Offshoring Institute, the market volume
has a potential of up to €33 billion for outsourcing business
processes. Compared to the current BPO market volume of
roughly €2 billion, this is 15 times larger even though it
only takes into account truly outsourced back office func-
tions.

A significant increase in the market volume is clearly predi-
cated upon a shift in the mentalities of German companies
- from DAX corporations to SMEs. The potential is huge,
but will only materialise if and when companies are ready
to put their business processes into someone else’s hands.

FINANCE Research

“I believe that many
CFOs are currently in
observation mode and

are waiting to find out
whether BPO will create
an industry in the area of
finance and what experi-
ence other companies will
have with it

Bernd Hirsch, CFO, Symrise
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4 Results of the Study

4.1 Method

The “BPO in the finance department - German CFOs’ experiences and attitudes” study
analysed the responses of 189 financial decision-makers who participated in an anony-
mous online survey conducted by FINANCE-Research in January/February 2013. The group
of participants was made up exclusively of people responsible for finance at the highest
management levels, i.e., CFOs or managing directors in the area of finance or commercial
managers. Participants work for companies that are headquartered in Germany and have
annual revenues of at least €100 million. The results were also supplemented by individual
in-depth interviews, which were a valuable addition for interpreting the quantitative survey.
Transcripts of four of these interviews can be found in the second part of the study.

4.2 Results

4.2.1 The structure of German finance departments

German chief financial officers prefer straightforward, centralised structures for the
organisation of their financial departments. Almost two-thirds of the CFOs surveyed use
a centralised structure located at their company’s headquarters. The fundamental struc-
tures of German companies’ finance departments in and of
themselves fulfil the prerequisites for outsourcing certain
processes or process chains. That is because centralised
structures simplify the standardisation of processes, which

How is your finance department currently financial officers themselves often understand to be a pre-

structured? (in percent)

Decentralised
at multiple
locations
37

Source: FINANCE Research

requisite for later outsourcing. But, although it is relatively

simple to superimpose a shared service centre (SSC) onto

Centralised at a centralised structure of this kind - far simpler in any

headquarters event than on a financial department with a decentralised

63 structure — most respondents have not yet created an SSC
in their finance division.

The processes in an SSC structure are clearly delineated and
the people who are employed there work autonomously, so
SSCs simplify the step in the direction of outsourcing, for
both the company and for a potential service provider. In
many cases, creation of an in-house SSC organisationally -
and possibly strategically - precedes a further step toward
outsourcing. The relative rarity of SSCs in German finance
departments therefore represents a challenge for outsourc-
ing service providers, even though the initial situation in

FINANCE Research
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Germany is good. It is also noteworthy that even companies
that use the SSC as an organisational form are still loyal

to the home country. More than half of companies operate Do you work with a shared service centre in
their in-house SSCs in Germany, and only 5 percent of all your finance department? (in percent)
CFOs have also set up SSCs offshore. This means that ser-
vice providers’ ability to deliver from Germany will often Shared service centre (including)
be decisive for determining whether service providers and outside Europe
companies can work together. In addition to quality issues, Shared service centre in
the aforementioned deep roots of German companies in Germany a?g/or Europe NgeSrCfcr:d
their home country are also a factor. Many would find it centre
difficult to agree to outsource to low-wage countries and 68
run the risk of being seen in a poor light by local and re- Shared service
gional media. centre in

Germany

17

Moreover, many companies view the process of standardi-
sation as a job they have to perform themselves, which they
also do through creating SSCs. However, they see little need
for further outsourcing once they have reached that level
of standardisation. Says Thomas Spitzenpfeil, CFO of Carl
Zeiss, “Outsourcing isn’t worth it unless the processes are Source: FINANCE Research
already standardised. But that is a step we have to take for

ourselves. It’s difficult if the service provider first has to

clean things up.”

4.2.2 The role of the finance department in different areas

Besides the organisational structure of the finance department, the self-perception of finan-
cial executives can also influence their openness to outsourcing options. For example, CFOs
who see themselves as leaders in reaching strategic performance targets will be more in-
clined to give up support processes than CFOs who are heavily involved in operational work.

In actuality, Germany’s CFOs primarily see themselves as playing a leading role in monitor-
ing the business performance of their companies: 84 percent of financial officers see their
own department in a (somewhat) leading role, and 56 percent see themselves as obviously
playing the leading role. Only 8 percent tend to attribute less importance to their area in
this segment. When estimating the role played by their department, respondents were self-
confident, including in relation to other areas, but this was particularly clear for business
performance. Only 31 percent saw themselves in a clearly leading role where cost-cutting
programs are concerned, while 30 percent did for compliance issues, and only 17 percent
did for improving operational processes.

This not only shows that the self-perception among CFOs is increasingly changing from
bean counter to sparring partner of the CEO and someone who contributes to decisions on
strategic questions, but also shows that CFOs consider their entire department to be of pri-
mary importance. Service providers have long understood this.

Where BPO is concerned, this offers an initial indication that the barriers to CFOs giving up
tasks with strategic contact points are obviously much greater than the barriers to outsourc-
ing typical financial functions. Conversely, as the general corporate responsibility of the
CFO increases, the barriers to outsourcing standard and support processes within the finance
departments should decrease. That makes it even more surprising that the changing self-

FINANCE Research 11
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What role does your finance department play in these areas?
(1 = Leading role to 5 = Subsidiary role, in percent)

Source: FINANCE Research

perception of CFOs has apparently not brought with it a corresponding change in attitude
towards the capabilities offered by targeted use of BPO.

If they want to be taken seriously as corporate leaders beyond their financial remit, CFOs’
take on corporate performance will need to include more than just cost considerations.
Instead, they increasingly need to look for the best possible relationship between value
creation and cost efficiency, which can result in long-term, lasting cost advantages that
(contrary to conventional cost-cutting programs) do not run the risk of saving the produc-
tive core of a company “to death”

BPO service providers can draw important conclusions from this, as BPO’s promise to im-
prove the quality of processes or compliance monitoring might just be what these modern
CFOs are looking for. But for historic reasons - primarily the origins of outsourcing in manu-
facturing - many BPO providers have long focused the argument for outsourcing on direct
cost aspects. New approaches that place more emphasis on supporting the CFO with think-
ing about business performance will now likely be much more interesting for the finance
department than arguments based solely on costs. Instead of negative arguments, such as
lower costs or personnel expenses, modern CFOs are likely
to find positive arguments such as improved performance,
greater process security, or increased flexibility as a result
of targeted use of resources to be far more attractive.

“Effective Supp Ort for However, at this point, it appears to be unclear to German

CFOs why specialised service providers can perform certain

the core buSine SS h as tasks of the finance department better than they can them-

selves. Individualised bookkeeping systems, customer-spe-

become one Of the main cific invoicing procedures, smoothly functioning interfaces

between different teams - in the view of many CFOs, all of

Challenges for CFOS.” these argue in favour of retaining in-house solutions and

12

against the outsourcing of individual processes.

Michael Eberhardt,

Head of the German Enterprise Services,

Hewlett-Packard

FINANCE Research
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4.2.3 Current priorities due to the euro crisis

The observation that cost pressures don’t cause sleepless nights for every CFO does not
change the fact, however, that the pressure on financial departments in this respect is con-
stantly increasing in general. For example, the range of answers to the question of what tasks
have become more important in light of macroeconomic challenges shows how the euro
crisis has increased pressure on finance departments. Thirty-nine percent of respondents to
this open question put safeguarding liquidity at the very top, followed by improving (gen-
eral) risk management at 22 percent. Both topics have a common denominator: the search
for security. Among the most frequently mentioned responses was also the strengthening of
controlling or monitoring measures to create greater transparency as a basis for improved
corporate governance.

The high ranking given to security during a time of crisis offers a possible explanation for
the reticence of CFOs concerning outsourcing operations. “It may sound funny right now,
but I don’t have a good feeling about letting too much distance come between me and my
numbers,” said Bernd Hirsch, CFO of Symrise, a fragrance manufacturer. This fundamental
position partially explains the relatively high barriers to completely outsourcing individual
functions, even those involving processes that are supposedly highly standardised.

To dispel reservations of this kind, BPO providers must learn to reduce the uncertainties
of the people they are dealing with. CFOs need maximum transparency for their facts and
figures at all times and must be able to control outsourced processes as directly as possible.
Many BPO providers will argue that this is precisely what they offer, but many customers
have not yet gotten that message. Conversely, CFOs must learn to let go. Many seem to not
have realised that outsourcing processes does not lead to a loss of control with appropriate
downstream monitoring capabilities after outsourcing has taken place, as well as detailed
contractual provisions based on the main KPIs.

Which tasks have become more important for your finance depart-
ment in view of the euro crisis? (multiple responses allowed, in percent)

Risk management I
Controlling
Currency hedging

Source: FINANCE Research
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4.2.4 Approaches to improving the finance department

An interesting picture results when German chief financial officers are asked about their
individual approaches to improving the performance of their department. Most CFOs (81
percent) primarily attempt to do this within the limits of the existing structure. Creating
an in-house SSC is considered by only 15 percent of respondents. And the outsourcing
of individual processes or entire process chains is hardly mentioned: Only 4 percent of
respondents are using this approach to improve the performance of their finance depart-
ment - and only one in four of them can imagine outsourcing entire process chains to an

outside service provider.

This view of things leads to various conclusions: CFOs appear satisfied with the basic
structure of their departments and don’t see a need for general restructuring. However, that
fundamental conviction is somewhat contradictory to the extensive attempts to break up
established processes in other functional units of a company and improve them, for example
by making working time models more flexible, modularising product variants, upending

What is your primary approach to improving
the performance of your finance department?
(in percent)

Outsourcing individual processes to Outsourcing entire process chains
an outside service provider to an outside service provider
31

Creating an
in-house shared
service centre
15

Optimising
processes
within the
existing
structure
81

Source: FINANCE Research

supply chains, or outsourcing portions of the value chain.
Here, too, finance departments seem hesitant to apply the
same remedies and approaches to themselves that they have
introduced into other divisions for reasons of efficiency and
flexibility. The industrialisation of production processes
that many companies have pursued for years is only slowly
being applied to administrative processes.

Outsourcing plays a subordinate role to the creation of SSCs
in making improvements. This is probably due to the fact
that the use of SSCs is generally not very popular (see 4.2.1)
but is often considered, erroneously, to be a prerequisite for
future outsourcing. This also reveals a fundamental misun-
derstanding between finance executives and outsourcing
providers. The former almost automatically equate out-
sourcing with a loss of control and potential loss of qual-
ity, while the latter take it for granted that they offer CFOs
better, more flexible, and more service-oriented access to
data and personnel resources as a result of outsourcing.
BPO service providers still do not seem to have succeeded
across the board in convincing CFOs that they must also
monitor outsourced processes and can still intervene when
necessary. It seems that providers and chief financial of-
ficers still do not speak the same language in this area, as
well as others.

That could, however, change in the future: Only about

25 percent of all respondents have outsourced individual portions of their finance depart-
ments, but more than one-third of respondents (34 percent) could imagine outsourcing (ad-
ditional) functions from the finance department over the next three years.

In spite of all of the current reservations and impediments, these responses indicate that
many CFOs are at least in observation mode with regard to potential outsourcing options.
According to Bernd Hirsch, CFO of Symrise, “I believe that many colleagues are waiting
and keeping a close eye on how the outsourcing industry develops. Many service provid-
ers come from IT and are not yet even perceived as BPO providers.” The three-year time

14

FINANCE Research



BPO in the Finance Department Results of the Study

horizon isn’t all that long. Thinking of the run-up time
to comprehensive organisational restructuring, one might

even conclude that many CFOs are already considering the Have you outsourced parts of the finance
idea of targeted outsourcing and will soon begin planning department or can you imagine doing so over
and implementation. the next three years?

(in percent)
In this area, too, providers and potential customers appear
not to have developed any common ideas about what ex-
actly will become useful at what point in time and under
which conditions. But the potential market resulting from In three years
these considerations alone is enormous. Based on the afore- 66
mentioned calculations of the current BPO market in Ger-
many (around €2 billion), an increase from 23 to 34 percent
corresponds to market growth of about 50 percent, which is
almost €1 billion over the next three years.

In three years
34

In no way does this estimate appear to be exaggerated.
As the market matures, new fields for outsourced business
processes will appear and many areas will gain a com-

pletely new relevance. For example, companies that are W Yes M No
already using outsourcing currently exhibit a very clear
demand behaviour. Receivables management is one of Source: FINANCE Research

the main functions that finance chiefs are happy to have

handled outside of their own company. Some 34 percent

have outsourced this function, or at least portions of it,

while 23 percent have already taken this step for payables

bookkeeping and 18 percent have already taken it for the receivables bookkeeping segment.
In the area of accounting, as well, 23 percent have already taken steps in the direction of
outsourcing. In contrast, outsourcing of functions in the areas of compliance monitoring,
reporting, financing strategy, and risk management is only marginal at present. Obviously,
it is difficult for respondents to spin off functions with a low level of standardisation. This
is particularly striking for areas such as financing strategy (5 percent) or risk management
(2 percent). According to respondents, the latter issue has become noticeably more important
for the work of finance departments due to the euro crisis (see 4.2.3). It is clear that when
an area is considered more essential to a company’s welfare, reservations about entrusting
it to outsiders increase.

However, outsourcing might well develop at a striking pace as a medium-term option, even
in areas where it is barely used today. This tendency is particularly noticeable in the area of
risk management; 11 percent of respondents who could imagine outsourcing processes over
the next three years would possibly entrust this aspect to outsiders. That is enormous growth
compared with the 2 percent that have already taken this step. One explanation for this could
be that it is increasingly difficult for companies today to protect themselves against legal
risks due to constantly increasing rules and regulations. This is also shown by the clearly
increasing trend of outsourcing compliance monitoring in the future.

The willingness to outsource standardised areas such as receivables management, pay-
ables and receivables bookkeeping, or payment transactions is also increasing, sometimes
considerably, although much less strongly than for risk management. CFOs seem to be
increasingly willing to consider outsourcing the keeping of subsidiary ledgers: In the area

FINANCE Research 15
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What areas of the finance department have you outsourced or which
ones would you consider outsourcing in the next three years?
(Multiple answers allowed, in percent)

Source: FINANCE Research

of payables bookkeeping, the percentage of CFOs who can imagine taking this step over the
next three years is about 50 percent greater than the current level, and almost twice as many
CFOs can imagine outsourcing receivables bookkeeping in the near future compared with
the status quo. From the viewpoint of participants, it appears that the subject of payment
transactions will soon become more interesting where BPO is concerned. It is likely that
continuing progress in automation in this area will also be a major factor - the market for
standard software solutions in this segment has now become established, which may make
it clearer to CFOs that outsourcing the company’s payment transactions is no longer subject
to insurmountable obstacles.

The majority of CFOs questioned still has considerable reservations and responds with doubts

about specific BPO options, but the subject does seem to be becoming more attractive when
viewed conceptually and as a future option.

FINANCE Research
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4.2.5 Impediments on the path to BPO

The primary aspect still causing CFOs to shy away from the issue of outsourcing is concern
over losing know-how. Sixty-five percent mention that factor as an impediment and for
37 percent it is the strongest argument among all possible choices, against outsourcing
financial functions. The possible loss of control also plays an important role in this area.
Overall, that aspect represents a decisive reason for more than half of study participants
to reject outsourcing. Far fewer were discouraged by the complexity of a step of this kind.

In this context, it is striking that only a small portion of the financial officers who were
questioned see the lack of services or inappropriate services offered by BPO providers as a
decisive reason to decide against outsourcing. Either most respondents have not come far
enough to be concerned about the quality and content of BPO services, or they consider them
to be fundamentally acceptable and appropriate, but decided against outsourcing for other
reasons. In the former case, providers must simply make people aware of their services, and
in the latter case they must be more convincing.

It is also noteworthy that one of the factors frequently discussed in the media is obviously of
negligible importance for CFOs. Very few of them consider potential resistance by their own
employees to be an impediment. However, that low level may be at least partially due to the
erroneous assumption that the BPO provider would automatically take on their employees.

What factors keep you from outsourcing financial areas?
(Priority of the primary impediments, in percent)

Loss of know-how 37 28
lossof control Y |
Complexity EEe———— 009090900000
Appropriate services unavailable INEESSSSSSE
Security risks M I g T
Resistance by employees ~ mmm@d
Regulatory barriers ~ mmd

Source: FINANCE Research
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5 In-depth Interviews

5.1 "Much of the savings we expected
never materialised”

Superficial contracts that weren't thought through: Symrise, a supplier of fragrances
and flavourings, had a bad experience when outsourcing its IT activities, making CFO
Bernd Hirsch hesitant about BPO. Although he's keeping a close eye on the market,
Hirsch finds it hard to imagine outsourcing processes from the finance department.

>> Mr. Hirsch, the subject of outsourcing is nothing new for Symrise.

<< That’s right. We have outsourced technology, logistics, and IT. In the first two cases the
restructuring measures significantly improved our competitiveness, so the technology and
logistics divisions have now been spun off into wholly-owned Symrise subsidiaries, which
are clearly demarcated. In principle, they operate as shared service centres working for us
and for outside customers. Things are going so well that we now have to be careful they
don’t neglect the parent company.

>> Were you as successful with IT?

<< It depends on how you take it. At first glance, outsourcing worked; the division and its
150 employees were taken on by an outside service provider. But 'm certainly not satisfied
with the result. The structure of the contract is very lean, in other words superficial. That
means we have to personally resolve many details that crop up in day-to-day business and
pay separately for individual services. That takes a lot of effort. But more importantly, much
of the savings that we expected on paper never materialised. The fault certainly isn’t with
the service provider alone. Rather, we simply didn’t take enough time when preparing the
contract. And we're paying for it now.

>> Can you imagine a new start with outsourcing in the finance department?

<< I have a very clear preference for in-house solutions. When I outsource to third parties,
they have to be able to do the job better than I can. That means they have to have at least the
same expertise and operate more efficiently. I find it hard to imagine this for processes relat-
ing to the general ledgers, for example when I have to decide what reserves to set aside. If
outsourcing is possible, in my view it would involve standardised processes in the subsidiary
ledgers, such as payables bookkeeping or receivables bookkeeping. There is certainly some
potential for efficiency in those areas thanks to standardisation and centralisation. That’s
why we are setting up shared services at the European level for the first time.

>> But then why not just outsource the whole thing all at once?

<< First, it is certainly a question of personal preferences whether or not one wants to hand
processes of this kind over to others, which would certainly be possible. But there are other
considerations. In our organisation, for example, based on our size and complexity, [ don’t
see much potential for savings that could be achieved by taking a step of this kind. I wouldn’t
outsource any area for savings in the six-figure range. I can save that much with less disrup-
tive actions. There’s also the fear of losing control. It may sound funny right now, but I don’t
have a good feeling about letting too much distance come between me and my numbers.

>> Can you imagine lowering those psychological barriers over time? After all, outsourcing
has become an established practice in other areas such as production.
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<< Perhaps that's easier to do for real products rather than for intangible services such as
those in the finance department. On the other hand, I certainly believe that many CFOs are
currently in observation mode and are waiting to find out whether BPO will create an in-
dustry in the area of finance and what experience other companies will have with it. Many
service providers that are currently on the market come from IT and nobody thinks of them
as BPO providers for the finance department.

5.2 "You don't have to do everything by
yourself"

The priority at Carl Zeiss AG is currently on creating an in-house shared service centre
for accounting. But chief financial officer Thomas Spitzenpfeil is also willing to consider
BPO in individual areas of the finance departments - in spite of some reservations.

>> Mr. Spitzenpfeil, you are currently setting up an in-house shared service centre (SSC)
in Poland. Why?

<< We are centralising the processes of our European accounting. Our German locations are
already served by a shared service centre in Germany, so we know that centralisation offers
significant streamlining effects compared with our current decentralised structure. To be
successful using shared services in the international context, this step requires - in addition
to labour arbitrage - the availability of well-trained employees with knowledge of foreign
languages. That's how we determined Poland to be the best location for us.

>> But why did you decide on an SSC variant?

<< In fact, we had previously considered using a service provider and outsourcing our Eu-
ropean accounting. But we ultimately decided against that, because we thought outsourcing i ;
wouldn’t be worth it unless our processes and IT systems had already been standardised. If =~ Thomas Spitzenpfeil,
you bring a service provider on board and it has to clean things up first, then in my opinion =~ CFO, Carl Zeiss

things will get very difficult and also very expensive.

Carl Zeiss

>> Have you had some experience with outsourcing before?

<< We outsourced considerable portions of our IT to an outside service provider about ten
years ago. However, we're now bringing back key processes such as application manage-
ment.

>> How did it come to that?

<< A lot of things about outsourcing sound good at first. In actuality, however, many things
don’t work the way you imagine they will. In the IT project I mentioned, we realised that
when our own people tackle problems or tasks they have completely different incentives and
a perspective that is much more specific to the company. That’s why I tend to be hesitant
about outsourcing in general. But that doesn’t mean you have to do everything by yourself.
Standardised processes and services such as operation of the computer centre or logistics
are very suitable for outsourcing to specialists.

>> What has been your experience with external employees?

<< If I entrust key processes that are specific to our company to an outside service provider,
its employees certainly can’t identify with our company and our target system the way our
own employees do. That's normal, because the service provider’s employees primarily repre-
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sent the interests of their own company, and their incentive structures are usually different
from that of our in-house employees. For example, having a good knowledge of company
procedures and identifying with the company’s objectives are generally indispensable for
further development of key IT systems.

>> Could you set aside the issue of identifying with the company if you could considerably
reduce costs by outsourcing?

<< That would be short-sighted in my view. Generally speaking, any gains in efficiency from
outsourcing key processes are only on paper. For example, you cannot underestimate the
repercussions of outsourcing a certain area has on the work done in other areas. Further-
more, in my view, the company itself can suffer when - as I said - outside employees are
thinking first about their own revenue and not about the best solution for our company. A
service provider will sometimes “work to rule,” while in-house employees will tackle issues
with all their heart. Ultimately, you shouldn’t forget the psychological effects on employees
who may not even be involved in the outsourcing but are now wondering whether they’ll
be next.

>> Those are surprisingly emotional arguments for a fi-
nancial officer.

<< That doesn’t make them any less valid. I'm a great pro-
ponent of standardisation in areas that don’t differentiate

“If y()u bring a SerVice a company from the competition or involve commodity

processes. In those areas, outsourcing can help make im-

provider on board and it provements and reduce costs. But I doubt that the model of

a service provider, which necessarily has to be standardised,

has to Clean things up flI‘St, can be adapted to all relevant specifics and special issues

of a company. And even if this were possible after a lot of

it Will get Vel'y difflcult and fine-tuning and individual agreements, the savings prob-

also very expensive.’
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ably wouldn’t be all that great. But in the worst case you've
handed key competencies over to an outsider.

>> But many service providers specifically offer to take on

Thomas Spitzenpfeil, CFO, Carl Zeiss non-standardised processes.

<< I find it hard to imagine that outsourcing would make

sense for non-standardised processes. These are processes

that may differentiate a company from its competitors and

for which key knowledge specific to the company - some
of which may also be highly confidential - in a department takes centre stage. That would
increase the difficulties that I already see for certain standard processes.
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5.3 "Attitudes toward BPO depend on
corporate culture”

Stefan Brunn finds it hard to imagine giving up the supervision of processes within the
finance department. Unless that happens, the Head of Finance at Georgsmarienhiitte,

a supplier of quality steel, sees practically no opportunity for reducing costs through
outsourcing.

>> Mr. Brunn, are you dealing with the issue of outsourcing at Georgsmarienhiitte?

<< I certainly see a need to make improvements in our finance department. But the funda-
mental question that I ask myself is the extent to which tasks can, and should, be handed
over to others or if it wouldn't be better to seek solutions within the group.

>> Do you have an answer to that?
<< Not a conclusive one. But I am somewhat sceptical about extensive outsourcing because
those processes would then be out of our direct control.

>> You say “"somewhat sceptical.” So are there areas for which you could generally envision
using an outside service provider?

<< Certainly. For example, processing invoices. But even there we would like to retain con-
trol of the processes above all. Invoices really have something disciplinary about them: It’s
easier to accept an invoice with the click of a mouse and see it disappear from the screen
than physically signing one. In my view, the final entry should at least take place in-house.
[ don’t know whether you then really save much by outsourcing the processing. We are just
beginning to analyse that.

>> But these are typical of the ideal standard processes for a BPO service provider.

<< You may be right, but the security aspect in this area keeps me from handing over
responsibility to outsiders. Call me old fashioned, but I want to get a feeling for the quan-
tity and volume of the invoices that are coming in, for example. If I have those processes
handled externally, then I no longer get a look at the invoices. Also, I would have to hand
over a lot of data or even allow the service provider to access our SAP system, which I can’t
really imagine doing.

>> Does that also apply when this could give you some leeway in other areas?

<< The objective must be to improve the department so employees will have more time to
carry out key processes. If you look at it that way, attitudes toward BPO are probably also
a question of corporate culture.

>> Doesn't it ultimately involve a cost-benefit calculation?

<< I really doubt that the bottom line shows that outsourcing can save money. As [ under-
stand things, the internal costs for a process can never be reduced to zero, even if I outsource
that process to others. I will still need someone to supervise it and there is a certain cost to
that. For example, I could never outsource processes such as the final approval of invoices
to an outside provider. But that makes the question about the net benefit of outsourcing
even more complex, and I've never received a conclusive answer to this.
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Head of the German Enterprise
Services, Hewlett-Packard
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5.4 "The CFO always retains control”

German companies still feel cautious towards BPO. Michael Eberhardt, who heads the
German Enterprise Services business of Hewlett-Packard, is convinced that many CFOs'
concerns are unjustified and that many misunderstandings can be cleared up.

>> Mr. Eberhardt, in-house shared service centres are increasingly popular with compa-
nies. For example, E.ON and Deutsche Borse recently set up SSCs for their bookkeeping.
But BPO projects that outsource entire processes are still very rare. Why?

<< A fundamental distinction must be made between processes that relate to a company’s
core competencies and those that just provide support. The latter are generally suitable
for outsourcing. Then the question about which services can be significantly digitised and
automated arises. All highly rule-based processes that can be industrialised are appropriate
for business process outsourcing and can also generally be completed more efficiently that
way.

>> Our study shows that many CFOs still have reservations about outsourcing. Most of
them fear the complexity of the projects and the risk of losing control. Are they right?
<< No, I don’t think they are. Naturally, outsourcing means that employees sitting on the
other side, who have previously provided the service themselves, must leave their comfort
zone and move away from saying, “I'll do that myself” towards saying, “I'll provide guid-
ance for an outside provider” And naturally the fear of creating dependencies and losing
control is always present. But the more rule-based and standardised tasks are, the more
they are actually interchangeable for the customer. This may not be the best thing for us as
service providers, but companies that have already outsourced processes usually realise that
they can change from partner A to partner B or move from outsourcing back to in-house
solutions.

>> Choosing new partners is a good point. German financial officers obviously still do not
genuinely perceive BPO service providers as partners. On the contrary - it appears that
the finance chiefs still feel a lot of mistrust.

<< A certain amount of mistrust is very natural and healthy for long-term contracts of any
kind. A great deal is at stake for a company. The hesitation will be eliminated only when the
CFO is convinced of the project goals and the cost-benefit ratio, so the service provider must
emphasise openness and transparency as much as possible where those issues are concerned.
One vital component is a benchmark clause, for example. The customer can evaluate the
costs of the contract several times during its term. This gives the client constant control
over costs and avoids having the provider starting off inexpensively and then charging for
unexpected additional costs at the end. However, it is also in the interest of the provider for
the contract to specify the scope of duties as accurately as possible. That prevents disputes,
while tasks that were originally not included in the contract - this also happens - can be cov-
ered by separate agreements. Good contract templates already exist. This means that the fear
of not agreeing on the structure of a contract and the scope of performance is unfounded.

>> Many CFOs think they must first standardise in-house processes themselves before they
can entrust them to an outside provider. Do you agree that a smoothly functioning shared
service centre is a fundamental prerequisite for a BPO project?

<< No, that’s not necessarily so. We have often had BPO customers who were not mature
enough to create their own shared service centre. An SSC project brings political pressures
with it, and they shouldn’t be underestimated. The CFO needs a corresponding message for
his employees; he must centralise and, if necessary, take major HR measures within the or-
ganisation, standardise and digitise processes, and in many cases redefine them. It can take
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years before an SSC functions properly. Therefore, the advisability of a project of this kind -
whether or not it is a preliminary step before outsourcing — always depends on what exactly
needs to be achieved. [ have already experienced many cases in which customers deliber-
ately avoided this step and preferred to hand the work directly over to an external provider
because it had the infrastructure, software, smoothly running processes, and experience.

>> Our results indicate that German CFOs are slowly opening up to the subject of BPO.
Many financial officers can at least imagine outsourcing processes within the next three
years. What do you think of such declarations of intent?

<< I believe many CFOs’ thinking has matured considerably over the past two or three years.
Major external factors are forcing CFOs to consider alternatives. First, regulation is becom-
ing stricter, which makes compliance more important. Second, companies are subject to a
volatile pressure to perform, so they have to respond faster to peaks and valleys. Third, due
to demographic change and the lack of skilled employees, CFOs are having problems finding
good employees in many regions. On top of that, cost pressures are relentlessly increasing.
This ultimately means that many standard processes must be purchased less expensively
over the short or long term, and the ability of BPO to individualise a combination of industri-
alisation, standardisation, and labour arbitrage is therefore

just the ticket in many cases.

>> CFOs tend to outsource three specific processes the
most: compliance monitoring, payment transactions, and

bookkeeping. Why those three? “All high—grade rule—

<< These are primarily processes whose support function

has already been emphasised, and they need not necessarily based pro cesses that can

be counted among the core competencies of a CFO. Compa-

nies hardly differentiate themselves where these processes be industri alise d are

are concerned - they may be good or bad, but even when

they’re good they offer no competitive advantage for the appropriate for busi_

company. That makes them good examples of functions
that can easily be outsourced as long as the quality of the
process doesn’t suffer - and in many cases it actually im-
proves as a result of outsourcing. I'm convinced that a lot

Nness process outsourcing

will be happening in this area in coming years. and can generally also be
provided more efficiently

that way.”

Michael Eberhardt,

Head of German Enterprise Services, Hewlett-Packard
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