

















Beyond Boundaries: A New Role for Finance in Driving Business Collaboration

Managing performance
and risk beyond traditional
business boundaries

In a world increasingly reliant on networks of electronic
connections to dissolve barriers and strengthen relation-
ships, the use of business collaborations is on the rise for
many companies. CFO Research Services conducted a
research program to examine how senior finance execu-
tives see finance’s role changing as companies increas-
ingly form these networks of business relationships. In
this study, we defined a business alliance as any type of
formal arrangement or agreement a company has for
working collaboratively with external partners to execute
its business model. These arrangements may include part-
nerships, joint ventures, licensing agreements, co-devel-
opment arrangements, contracted services, outsourcing,
preferred vendor programs, and other types of relation-
ships that allow a company to tap external expertise to
provide a value-added business activity.

While businesses have always relied on other companies
for supplies or services, we found that, today, the number
and importance of these relationships are greater than
ever. The vast majority of finance executives in our
survey (89%) say that third-party business alliances are
an important part of their business strategy, and slightly
more than half (51%) expect their companies to have
more alliances in two years’ time than they do today.

About one-quarter (24%) of the companies in the survey
can be considered to be active practitioners—those
whose finance executives agree strongly that alliances
are important to their business strategy. These compa-
nies use alliances at far higher rates than others: 66%
of the respondents from active practitioners report that
their companies have more alliances now than two years
ago, compared with only 35% for everybody else; in addi-
tion, 71% of the most active practitioners expect their
companies to have more alliances in two years’ time,
compared with 45% for everybody else. (See Figure 1.)

“Maintaining relationships with alliance partners is in the DNA of the
company,” says the CFO of an Indian industrial giant.

80% ~

60% -

40% -

35%

20% -

0% -

Figure 1. Active practitioners are increasing their use of alliances at significantly higher rates than other companies.

Compared with two years ago, does your company have more, fewer, or about the same number of third-party business
alliances? How do you expect your company's involvement with business alliances to change two years from now?
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Business collaborations are on
the rise—the use of alliances is
not limited by how big a company
is, where it does business, or what
business itisin.

For these active practitioners, collaboration is at
the core of their business model. “We proudly, and
sometimes jokingly, say that one of our core compe-
tencies is being a good partner,” says Bharat Doshi,
executive director and group CFO of Mahindra &
Mahindra Limited, an Indian industrial giant that
last year had revenue of $6.7 billion. Mr. Doshi notes
his company has been executing substantial and
successful business alliances for more than six decades,
commenting, “Maintaining relationships with alliance
partners is in the DNA of the company.”

However, the growing importance of business alliances
is not limited to these active practitioners. As shown in
Figure 1, even among those who did not “strongly agree”
that alliances are important to their companies’ business
strategy, 45% still see their companies entering into more
alliances two years from now. And all of the companies in
our survey use awide range of collaborative arrangements
to accomplish many different business objectives. The use
of alliances is not limited by how big the companies are,
where they do business, or what business they are in.

Collaboration is important across the board

The very largest companies in our survey (those with
more than $10 billion in annual revenue) are more likely
to be active practitioners than companies smaller than
$10 billion; higher percentages of finance executives
from the largest companies agree strongly that alliances
are important to their business strategy and anticipate
growth in alliances over the next two years.

But respondents from midsize companies ($500
million—$1 billion in annual revenue) seem to be some-
what more active than others in identifying and evalu-
ating collaborative opportunities. They report that they
are involved in assessing alliance risk and developing
alliance agreements more frequently than their peers
at other companies. They also tend to rate themselves
more frequently as being excellent in identifying and
evaluating alliance opportunities—35% of respon-

dents from midsize companies give their finance staffs
high marks in this area, compared with 27% of respon-
dents from the largest companies (more than $10 billion
in annual revenue) and only 12% of respondents from
companies in the $1 billion-$5 billion range.

Business collaboration is not restricted to particular
industries: for every type of arrangement we asked
about—from preferred vendors to joint ventures—more
than half of the survey respondents in each industry
segment reported that their companies employed that
type of alliance at least occasionally. But collabora-
tion appears to be particularly ingrained in two of the
industry sectors: health care/life sciences, and business/
professional/information services. Practically all of the
respondents from both sectors (more than 9o%) say that
alliances are an important part of their business strat-
egies. Interviews with health care executives provide
insight into why such relationships are so commonplace
in the industry. (See “Reducing costs and complexity in
the health care industry,” page 6.)

Collaboration takes many different forms

The alliances established by the companies in our study
take a variety of forms—everything from formal joint
ventures to outsourcing routine administrative tasks,
such as payroll. The use of the different types of collabo-
ration is fairly well distributed—each kind of alliance
we asked about is employed by at least 40 of the
companies in our survey.

Preferred vendor relationships and business process
outsourcing are most often cited as being frequently
employed in all regions (the United States, Europe,
and Asia/Australia), while exclusive sourcing arrange-
ments and joint ventures are cited least often. This
difference may reflect the relatively straightforward
nature of preferred vendor programs and outsourcing
agreements—they are just easier to do. For example,
deciding whether a company should be in the real
estate or payroll business is relatively straightforward
compared with assessing an alliance involving marketing
or R&D. Often, it is also easier to find the right partner for
these types of services nearby; 45% of respondents note
that their administrative activities are primarily domestic
in nature, and potential partners may be found just around
the corner rather than halfway around the globe. (A notable
exception may be in China, where international alliances
may be more common than domestic ones. See “Growing
pains in China,” page 7.)

SEPTEMBER 2008

© 2008 CFO PUBLISHING CORP.



Beyond Boundaries: A New Role for Finance in Driving Business Collaboration

Reducing costs and complexity in the health care industry

The health care/life sciences industry shows the
most growth by far in its use of collaborative arrange-
ments, with 71% of respondents from this sector say-
ing they have more alliances now than two years ago.
According to these respondents, within the past two
years their companies have established collabora-
tive relationships of every type at much higher rates
than any other industry sector in our study. And this
trend is likely to continue: 90% of the health care/life
sciences executives in our survey expect their com-
panies to increase the number of alliances they have
over the coming two years.

Inourinterviews, one representative from the health
care industry discussed how health care providers
form purchasing groups that give them greater lever-
age when negotiating discounts with manufacturers,
distributors, and other vendors. This allows even
relatively small health care firms to gain advantages
previously limited to only the largest organizations.
According to the Health Industry Group Purchasing
Association, there are more than 6oo health care
organizations in the United States that participate in
some form of group purchasing.

“The thing that’s interesting about health care pro-
viders is that we can [form purchasing groups] on a
national perspective,” says Phil Geissinger, executive
director of primary-care operations for CMC-North-
East Physician Network, a North Carolina hospital
and clinic. “We can be in our system here and some-
body that’s in Atlanta and somebody in Florida can
all be part of that alliance. It is basically purchasing
at the local level but negotiating on a global scale.”

Companies around the world report that they are estab-
lishing alliances in all areas of business activity: product
and service development, production and delivery, sales
and marketing, and administration. Alliances for adminis-
trative activities are seen as somewhat less important than
alliances in the other areas, but companies are by no means
neglecting collaboration in this area. Administrative alli-
ances can be especially useful as companies look to control
costs and focus resources on their core competencies.

Concerns over increasing costs and increasing
competition in the health care industry may be
reflected in these companies’ significantly higher-
than-average use of alliances to cut costs (82% vs.
48% for all sectors combined) and to focus on com-
petitive advantage (64% vs. 41%). The complexity
of regulatory requirements, supplier relationships,
and business models—not to mention operating
activities—throughout the industry makes it dif-
ficult, if not impossible, for a single organization
to house all the capabilities it needs. “We cannot
afford all of the expertise on an in-house basis,”
says Mr. Geissinger. “Thus, the more alliances we
have, the more we can leverage those relationships.”

Because health care providers are so regional
in scope, they may have advantages over other
organizations when it comes to negotiating and
assessing alliances. “I think our industry has a lot
more [alliances] because of the fact that you do not
have inter-state competitive relationships,” says
Mr. Geissinger. “So I can pick up the phone and call
somebody in Atlanta and say, ‘What do you think
about vendor X2’ And they are willing to share all
of their information because it does not affect them
other than they’re sharing information.”

“It just made good sense to stick
to what we do best...and in some
of these other areas, defer to outside
providers who have the expertise,”
notes the CFO of a large North

American transportation company.
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Growing pains in China

The Chinese market may be poised for growth
in partnerships as the country continues to
develop its internal business infrastructure.
Many Chinese companies already have al-
liances with international businesses, such
as for the manufacturing of products that
are then sold in the United States under the
brand of a company that is based elsewhere.
However, many services that are provided via
partnership in other nations have yet to be de-
veloped in China.

“Many of the disciplines in China are new,”
says Erick Haskell, CFO for greater China for
sporting-goods manufacturer adidas, which
had more than $16 billion in worldwide sales in
2007. “For example, with law you don’t have
hundreds of years of legal training to rely on
[here]. Yet the country is just growing so fast
and demand is growing so fast for these kinds
of things, they can’t develop the people quick-
ly enough.”

While China goes through these growing
pains, Mr. Haskell finds that he is constantly
surprised at some of the types of challenges
finance must manage. “In all my experience
in the United States, no retail company would
insource the performance of their inventory in
the stores,” he says. “In China, there is no op-
portunity to outsource this. It is all done inter-
nally and usually by the finance department.
We will sit down and argue with people every
night and do inventory in retail stores, which
is something I have never seen elsewhere or
thought would be possible.”

Companies collaborate
for many different reasons

The companies in our survey seek out collaboration for
a wide variety of reasons; no one rationale or objective
dominates. (See Figure 2, page 8.) Of the top four reasons
respondents cite for having established an alliance within
the past two years, two target growth (gaining access to
new customer segments, gaining access to technology or
expertise) and two target efficiency (improving produc-
tion and delivery, achieving cost savings).

This reflects the two main reasons for entering into
an arrangement with another company—either to do
something the company can’t do alone (extending its
reach into new markets or into additional products and
services) or to do it cheaper or better than the company
can itself.

For example, Mr. Doshi at Mahindra describes his
company’s successful partnership with Ford Motor
Company, which lasted for almost a decade and in which
each partner capitalized on the strengths of the other.
“Ford wanted accelerated entry into India [following
liberalization], and we were looking for a partner for
passenger cars,” he explains. “We had been manufac-
turing the four-wheel drive and SUV but had never made
a passenger car, and we wanted to learn how. And they
wanted to gain an understanding of the Indian market,
as well as a manufacturing facility to make the Ford
Escort their first product in India.”

Anotherexample comesfromthetransportationindustry
and illustrates the opposite end of the spectrum, where
a company looks to alliances for a level of expertise in a
field that is not related to its core products or services.
As Kevin Schick, senior vice president and CFO at
Con-way Inc., a $4.7 billion freight transportation and
logistics services company based in San Mateo, Cali-
fornia, notes, “Some of these disciplines—Ilike claims
adjudication—have become so complex that there was
just no way we could keep up with all the accountability,
controls, checks, and balances. It just made good sense
to stick to what we do best in terms of transportation
and logistics and work those aspects, and in some of
these other areas [worker’s compensation and casualty
claims assessment], defer to outside providers who have
the expertise.”

SEPTEMBER 2008

© 2008 CFO PUBLISHING CORP.



Beyond Boundaries: A New Role for Finance in Driving Business Collaboration

for the following reasons?

To improve production
and delivery

To gain access to new
customer segments

To achieve cost savings

To gain access to technology
or expertise

To broaden geographic scope

To improve focus on your company’s
competitive advantage

To improve customer service

To improve time-to-market

To expand into complementary
businesses

To manage risk to business
performance

To foster innovation

To avoid capital investment

Figure 2. Improving efficiency and extending market reach are the top reasons for pursuing alliances.

In the past two years, have you either formally or informally evaluated and pursued third-party business alliances

0%

Ml Established one or more alliances

20% 40% 60% 80% 100%

O Considered, but did not execute & Have not considered

Percentage of respondents
Note: Percentages may not total 100%, due to rounding.
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Scott Goble is the CFO of Alliance Flooring, a Chatta-
nooga, Tennessee, retail-licensing group representing
more than 450 retail flooring locations across the United
States with more than 1 billion in annual sales. He
comments, “I try to outsource where possible so that we
can concentrate more on our core functions.”

However, Colin Storrie, CFO of Qantas Airways Limited,
Australia’s largest airline, sounds a caution about
forming an alliance for the wrong reasons. “If you
haven’t got control either over the financials or the
process, it is not a good idea to give it to someone else,”
he warns. “If you don’t have a good handle on your own
costs and specifications, controlling them when they’re
in someone else’s hands only makes it that much more
difficult. You end up outsourcing the problems. Some
of where we’re seeing relationships go wrong is where
we’ve got a problem on our hands, and we try to give it
to somebody else and expect them to sort it out.” Mr.
Storrie concludes, “Our principle has always been if we
have a process or a function that we want to outsource,
we have to make sure that we understand it well, we
understand the economics of what’s being performed,
and it is a process that is under control.”

Collaboration is strong and
growing in all regions.

Even firms that have long been wary of venturing
outside their corporate boundaries now see collabora-
tion as essential in today’s business environment. “The
core business of Nokia is being owner of its own manu-
facturing supply chain,” says Javier Pineyro, a senior
controller for risk management based in the United
States for the Finnish wireless giant, which had $75
billion in sales in 2007. “But these days they realize that
this is a different game, and you cannot have in-house
all these skills and capabilities.... Rather than waiting for
people to come to us, we’re actually seeking out oppor-
tunities in the United States, Asia, and Europe.”

A global phenomenon

Finally, collaboration is strong and growing in all the
regions we targeted in our study, with 85% of respon-
dents from Europe, 90% from the United States, and
93% from Asia/Australia saying that alliances are impor-
tant to their companies’ business strategies. Alliance
activity in Asia/Australia may grow faster than in the
other two regions, especially as companies in countries
such as India, China, and Australia seek the economic
advantages of business relationships with their counter-
partsin Europe and North America as well as with Pacific
Rim countries closer to home. In Asia/Australia, 63% of
executives in our survey expect their use of third-party
alliances to increase over the next two years, compared
with 50% in the United States and 46% in Europe."

The respondents from Asia/Australia also have the
highest percentage of alliances formed to gain access
to new customer segments (60%), whereas U.S. compa-
nies, for example, are more likely than companies in the
other two regions to collaborate with others simply to
cut costs. Our survey shows that U.S. companies tend
to stay at home more often for administrative activities
and for sales and marketing activities, but third-party
relationships in these two areas are just as important
to them as to their peers in Europe and Asia/Australia.
It may be that U.S. companies have more opportunity
to form domestic alliances, given the relative size and
stage of development of the U.S. economy.

Overall, however, we see little distinction in responses
among the three regions. The increasing importance of
collaboration truly appears to be a global phenomenon.

'The sample size from Asia/Australia is smaller, with 57 respondents who answered this question reporting that their companies are located in this
region, compared with 112 respondents from Europe and 130 respondents from the United States. Note that not all respondents in the survey answered

every question.
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Doing the deal right, or
doing the right deal?

As collaboration between companies becomes more
widespread, the demands on finance grow as well. In
this regard, the finance executives in our study see them-
selves as having a critical responsibility: making sure the

In our survey, finance executives indicate how involved
they are in activities needed to develop and manage
alliances. Their list, ranked from involved most often to
least often, is seen in Figure 3. Not surprisingly, the areas
where finance is involved most frequently—monitoring
performance, assessing risk, and developing metrics—
are largely the things that can be measured, the tradi-
tional realm of finance.

alliance works.

Figure 3. Finance is most often involved in measuring and assessing the success of alliances, but it is the business
strategy that makes the metrics meaningful.

How involved is the finance function in each of these activities related to forming and managing third-party business
alliances?

Monitor performance and
results from alliance, collect data

76%
73%

Report on performance and
results from alliance

Assess alliance risk 67% 33% |

Develop metrics to assess alliance 67% 33% |
Negotiate terms with potential partner 64% 36% |
Develop alliance agreement 63% 37% |
Communicate with alliance partners 63% 37% |

Assess alliance strategy and |

performance, recommend changes 62% 38%

Assess and integrate IT capabilities

g p R 62% 38% |
and systems to support alliance

Identify and assess potential partners 59% 1% |

Select partners 55% 45% |

Identify new alliance opportunities 53% 47% |

T T T T T 1

0% 20% 40% 60% 80% 100%

[ | Always or regularly involved O Occasionally or seldom involved

Percentage of respondents
Note: In the interest of clarity, we have normalized these percentages to account for a small number
of respondents who chose “Don’t know/Not applicable” in this question.
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Strategic fit is paramount

But the fact remains that one can’t know the right things
to measure without knowing the strategy behind the
numbers. In a different survey question, finance executives
say that misaligned strategic objectives and poorly defined
strategic objectives are two of the top four challenges their
companies face in establishing successful alliances. (See
Figure 4.) They recognize that strategy must drive execu-
tion—making sure the engine is running smoothly without
knowing where you’re going is just a waste of gas.

Finance executives acknowledge
their critical responsibility: making
sure the alliance works.

Different strategic objectives of
partners

Poor information flow, communication, or
transparency with partners

Cultural differences between partners

Poorly defined strategic
rationale for alliances

Lack of communication among
company's own business units

Lack of trust between partners

Different performance measurement
systems of partners

Incompatible or mismatched information
systems between partners

Inadequate capabilities or
skill sets of partners

Underperforming or incompatible
business processes

Disparity in sizes of partnering companies

Other 1%

Figure 4. Strategic “fit” and information flow are among the most challenging aspects of developing successful alliances.

Inyour opinion, what are the primary challenges in developing and managing successful third-party business alliances?

38%

34%

31%

26%

25%

25%

21%

19%

18%

15%

1%

0%

Note: Respondents were asked to select their top three answer choices.

10% 20% 30% 40%

Percentage of respondents
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One problem finance executives note in interviews is that
proposals for alliances or partnerships sometimes are
based on nothing more than a desire to work with a partic-
ular company or get access to a hot, new technology. The
idea for a new alliance can come from anywhere. Although
more than half of all respondents in our survey (56%) say
their companies’ alliances originate at the corporate level,
the other 44% say alliances originate with the business
units. “Quite often it happens that the business-line
people who are interested in the alliance will approach
the managing director of the company,” says Mahindra’s
Mr. Doshi.

A key to successful collaboration
is “searching for win-win, not
win-lose or even win-neutral
results,” advises one CFO.

“Someone will tell me, ‘This is a great vendor. We
ought to work with them,”” comments Phil Geissinger,
executive director of primary-care operations for
CMC-NorthEast Physician Network, a North Carolina
hospital and clinic. “[My response is], ‘Okay, how do
you know them?’ ‘Oh. Well I just met them last week at
a conference.”” In which case, it is up to finance to work
toward developing the business case for this specific
alliance, so that decisions can be based on fact, not
feeling or anecdotal information.

The finance executives in our interviews underscore
the folly of developing an agreement with a partner
without knowing why the alliance is being undertaken
or what both sides hope to get from it. Martin Novak,
CFO of CEZ Group—the largest power generator in the
Czech Republic, and among the ten largest in Europe—
notes that, when considering a new partnership, “what
immediately raises a red flag is real non-compatibility of
the objectives. On the other hand, if both parties have
compatible objectives and the joint venture is the way to
achieve what they both truly want, then the probability
of succeeding is very high.”

One finance executive in our survey, responding to
an open-text question, notes that a key to success is
“searching for win-win, not win-lose or even win-neutral
results.” Mr. Schick at Con-way explains: “We realize
they [i.e., potential partners] have to run their numbers
and see what kinds of returns there are. We realize that

they’re in business to make money, just like we are, so
there’s just a healthy respect on both sides.” If there
isn’t an upside for both parties, the alliance is all but
guaranteed to fail. That’s because one party will quickly
realize there is no reason for them to contribute to it.

Getting in the game early

Finance must fully understand the strategic objectives
underlying an alliance in terms that make business
sense—that s, in terms that can be used to measure the
impact on the two businesses—and may even partici-
pate in the formation of those objectives to help alli-
ances succeed. For this reason, in many of our interviews
the finance executives stressed the importance of being
involved earlier rather than later. “It is important to be
involved early enough, to be involved in the whole busi-
ness model,” says Jorg Vandreier, CFO of IDS Scheer AG,
a German provider of business-process management
software and services with 2007 revenues of $616 million.
“This lets us really focus on what is the benefit to the
partners, and what is the benefit to us.” Mr. Vandreier
says being involved from the start allows finance to make
the most of an alliance in terms of IDS Scheer’s P&L.

Johann Murray, CFO of Hilton Grand Vacations Club
(HGVC), which operates time-share resorts for Hilton
Hotels, notes that letting finance weigh in early on
bottom-line issues gives other units an idea of how
much time and effort they should be investing in a busi-
ness relationship. The alternative, which happens all
too frequently, is having corporate or business units
trying to decide whether or not working with another
company was actually a good thing after the effort
had already been expended. Being excluded from the
front end means finance is frequently asked to decide if
the numbers work without being given the full context
of the problem.

Involving finance early on in
alliance formation will enable
business units to evaluate how
much effort should be invested
in the business relationship.
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One senior finance executive (who asked not to be iden-
tified) said this is a regular problem for him: “The most
difficult part is people coming to us with preconceived
notions, looking to us to support what they’ve already
decided they’re going to do. What they really want is for
us to find the numbers that justify this concept.”

Mr. Storrie at Qantas makes a similar point: “That’s why
you want to make sure you’re in there with the business
when the whole thing develops as opposed to coming in
at the back end and just saying, ‘No. This doesn’t meet
our financial criteria or this doesn’t meet our technical or
business or strategic objective.” When you get involved
at the back end, that’s where the business units get
upset because they’ve invested a lot of time, and we
get upset because it’s almost too difficult to change the
momentum of the particular project.”

But finance needs to involve itself judiciously. “You can
get too many chefs in the kitchen,” cautions Robert
Cotton, senior director of finance at BMC Software, Inc.,
a Houston-based provider of business software and
services with $1.8 billion in revenues. Mr. Cotton and others
believe that it is up to the business unit originating the
alliance to make the case for it, and that the finance role
is to review the business cases and arguments made
by the operational or marketing departments, provide
financial expertise, and act as advisor.

Even when ideas for collaboration originate within the
business unit, our interviewees note that it is impor-
tant for finance staff to be involved early in the process.
For example, at WSP Group plc in the United Kingdom,
Malcolm Paul, the group finance director, describes the
evaluation process at this global design, engineering,
and management consultancy. Any joint venture over a
certain size requires signoff from either the CEO or the
CFO. Even though Mr. Paul reserves his personal involve-
ment until the end of the evaluation process, his finance
staff works closely with business managers to develop
the case for or against a proposed project and delivers
a robust package of information on which he bases his
own “yes/no” decision. “It’s a mixture of operational and
finance people who are fully involved from the minute
[the evaluation of a proposed alliance] starts,” he says.
“I get a full business case, and a full financial out-turn.
[My role is] as a checker, an approver, a tester. I am the
guy who says, ‘Well, how does this work? You explain it
to me, and [then we can decide] if we want to do it.””

Finance’s role in assessing “the right deal” does not
end once the relationship is established, however. The
leading finance organizations are also involved with
monitoring the performance of alliances and ensuring
that they keep making business sense for the partners.
The executives we talked to recognize that the world
changes around them, and sometimes so does the
rationale for partnering.

Commenting on the value of
getting finance and business
managers at the table together to
work on alliances, one CFO from
the travel and leisure industry
points out, “Everybody looks at
problems from different angles.”

The leading finance organizations use the same type
of fact-based assessment of strategy and performance
to continually monitor the usefulness of alliances.
“Because we’ve always done it that way” is no reason to
continue with a relationship that has outlived its useful-
ness; in many companies, it is up to finance to pull the
plug. “If something does not make economic sense, then
the chances of survival are reduced,” says Mr. Doshi of
Mahindra. Things always change—the economics of the
alliance, the strategies of the partners, the performance
of the partner—and Mr. Doshi notes that finance must
continuously keep on top of the situation and recom-
mend changing the alliance structure or even discontin-
uing the alliance to adapt as circumstances dictate.

13
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Elevating finance’s role in
building trust and strategic
communications

According to BMC’s Mr. Cotton, finance’s strength lies
in its ability to use the facts to identify information gaps
and help fillthem in. “On the R&D side, you can get a little
emotional with, ‘Hey, I really want to build this product,’
or ‘T want to do this project,”” he says. “We [in finance]
can take the role of unbiased, unemotional third party,
listen and evaluate without a pre-set agenda. We don’t
write code. We don’t know how this all comes together.
We can understand the dynamics of the proposed product,
quantify the possible impact to performance targets, etc.
Finance should be saying, ‘But it seems to me, here are
your gaps or here are some problems that you’re not
talking about, so how do we address these?’ Thus, being a
partner rather than arbitrator.”

Mr. Doshi at Mahindra also comments on the value of
keeping focused on the facts. “The CFO has the job of
bringing objectivity to this discussion in terms of deciding
whether an alliance continues to make financial sense,”
he says. “And also at what point is the company over-
stretching”; that is, in helping to distinguish what a
company or a business unit is well prepared to do, and
what may strain the fabric of the organization’s abilities.

Understandably, finance sometimes finds itself at odds
with business units that may seek to stake out their own
territory. “In general, people think that you will be a more
short-term, black-and-white kind of person,” says Nokia’s
Mr. Pineyro. “They think that you will not understand qual-
itative things like brand awareness, brand preference, or
segmentation.”

The finance executives we talked to are eager to correct
this misapprehension. “It takes a village to raise a child,”
notes Mr. Murray of HGVC, “and it takes a village to run
a company. Everybody [in the company’s other func-
tions] is an expert in his or her own area of specialty, but
it is very important to get everybody involved in the front
end because everybody looks at problems from different
angles.”

For this reason, finance’s ability to communicate well—
both internally (with other functions and business units)
and externally (with partners)}—is a critical success
element. It is common sense that all relationships—busi-

ness or otherwise—live and die by how well those involved
communicate, and our survey results back up this view. Some
93% of those surveyed say communication between partners
has at least a moderate impact on the success of alliances,
and fully 60% of the respondents say it has a substantial
impact. (See Figure 5, next page.) Common strategic objec-
tives also appear high on the list; these are the only two
selections for which the percentage of respondents saying
these issues have a “substantial” impact is higher than the
percentage saying they have a “moderate” impact.

However, finance seldom seems to get credit for its
communication skills. Communication is perceived as
a “soft” skill, not a quantifiable one. It is an expertise
that many in management seem to think resides in other
departments, such as marketing. For most business units,
communicating is primarily about talking or writing.

For finance, effective communication means something
more—communications are much more likely to be judged
on the basis of whether or not they are analytically sound
and verifiable. Finance is constantly asking if the record
supports the claim. This may help explain why finance exec-
utives in our survey tend to view their ability to communi-
cate with other internal functions as being excellent more
often than they do other abilities associated with devel-
oping and managing alliances. (See Figure 6, page 16.)

For finance, effective communication
means something more—finance is
constantly asking if the record
supports the claim.

Because finance has to make sure of the connection between
words and performance, it has a leg up on other parts of the
business. Finance’s effectiveness in communicating with
partners is grounded in the facts. “The numbers tell the
financial story to give you the insight as to how the alliance is
working or might work in the future,” says Mr. Murray. “This
is clearly an advantage over those business units that do not
have or do not understand the records and numbers.”

Mr. Storrie at Qantas comments, “I don’t think it’s produc-
tive to just say, ‘This is the way that it is, and that’s it I
think you always have to consult with the business and
make sure that you’ve got a healthy relationship. You
want to make sure that the relationship is constructive
enough so that the communication flows freely between
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failure of third-party business alliances?

Communication
between partners

Common strategic objectives 48%

Economic incentives and
. 43%
business terms

Ability and willingness

to share risk 9%

Availability of financial and
. 36%
operating data

Figure 5. Finance executives say the success or failure of an alliance goes beyond the numbers.

Inyour experience, which of the following factors make the greatest contribution to the success or

60%

Hi|

33%

46%

50%

53%

54%

Compatibility of

corporate cultures A%

61%

Compatibility of IT systems

57%

1

0% 20%

M substantial impact

Percentage of respondents
Note: Percentages may not total 100%, due to rounding.

40% 60% 80% 100%

O Moderate impact E Minimal impact

the two groups.” He explains how the airline’s matrix
organization aids finance’s ability to communicate
effectively: “We have a small central [finance] group, but
we also have a very strong presence down in the line busi-
nesses. The finance functions in the line are very close to
the businesses, and they’re dealing with them on a day-
to-day basis. [So when a difference arises,] generally we
will consult with the line managers and explain why we
have a difference. In some cases, it can be that they’re
just not aware of some of the other implications of what
we’re doing. [Finance] gets a view right across the group,

whereas a business unit might only specifically understand
what they’re doing in their part.”

The more communication is verified by the facts, the
better the relationship with external partners as well. The
survey responses indicate that the ability to have faith
in your partner is a make-or-break item for collabora-
tion. Given the opportunity to tell us in their own words
what they consider the vital success factor for alliances,
finance executives in our study most often cite trust. In
an open-response question, one survey respondent put
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it succinctly when asked what was needed to assure a
successful partnership: “Trust, trust, trust.”

The basis for a good working relationship and trust is infor-
mation. Do the companies agree on the objectives for the alli-
ance? Are the partners willing and able to share risk as well
as rewards? Is it a win-win—equally beneficial to both part-
ners? As Mr. Novdk, the CFO at the Czech energy company
éEZ, explains, “You know, it’s very important to understand
where [the partner is] coming from, where they see the value

of the joint business. It’s all about open communication—
you have to discuss things in depth so that you are perfectly
aware of what the other party expects, and you just have to
sit down and [align] those expectations. And then do the
dealin the end. That’s how it works.”

Mr. Doshi at Mahindra puts it this way: “You help build
credibility and that’s where finance can play a greater role.
In a situation of crisis of confidence and trust, finance can
act as the glue by being transparent.”

and with external partners.

business alliances?

Figure 6. Finance executives rate their own communication skills relatively highly, both with internal business units

Inyour opinion, how strong is your finance organization at different aspects of developing and managing third-party

Tracking, monitoring, consolidating, and
reporting financial and operating results 40%
for third-party business alliances
Managing relationships and
communication with internal business 40%
units and functions
Developing and negotiating terms and
conditions for third-party 43%
alliance agreements
Evaluating alliance partners 47%
Managing relationships and
with external partners
Identifying, evaluating, and managing
risk associated with third-party 46%
business alliances
Coordinating IT and systems capabilities
and interactions to support third- 43%
party business alliances
Identifying and evaluating
alliance opportunities 46%
T T T T T T
0% 20% 40% 60% 80% 100%
M Excellent performance O Adequate performance E Room for improvement O bon’t know/Not applicable

Note: Percentages may not total 100%, due to rounding.

Percentage of respondents
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Filling the information gap

However, our survey also reveals a worrisome problem
when it comes to assessing and monitoring collabora-
tions: Many companies seem to be making decisions in
the absence of truly reliable numbers. Indeed, our survey
shows just how often companies lack robust and compre-
hensive data on which to make decisions. Only 3 out of 10
respondents (30%) say they use a rigorous set of metrics
when looking at an alliance’s financial performance. Even
fewer say they use a rigorous set of operational metrics,
such aserrorrates, product quality, customer satisfaction,
and process speed. In qualitative issues—such as ease of
doing business, improved managerial focus, and corpo-
rate or brand reputation—the number drops further. In
fact, for qualitative assessments more respondents say
they use few, if any, metrics than say they have a rigorous
set of metrics. (See Figure 7.)

The problem is underscored by the relatively high
percentage of companies that evaluate alliance risks
only informally. To make sure their companies are doing
“the right deal,” finance executives need to know what

assumptions are underlying any proposed alliance, and
what risks can threaten those assumptions. Yet a large
number of companies in our survey lack formal, docu-
mented processes for evaluating such basic categories
as financial or regulatory risk. (See Figure 8, next page.)
Other areas of risk management fare even worse.

Few companies in our research program are well equipped
to construct a comprehensive and holistic analysis of
performance and risk associated with alliances. The
consequences are underscored by HGVC’s Mr. Murray:
“At the end of the day, it’s hard to put a cost on tarnishing
your image.”

When it comes to qualitative issues,
including corporate reputation, few
respondents say they have rigorous
assessment metrics in place.

Figure 7. Many companies lack a comprehensive and rigorous set of data with which to evaluate alliances.

To what extent do you measure performance of your company’s third-party business alliances?

Financial metrics (e.g., revenue,
profitability, cost savings)

Operational metrics (e.g., error rates,
product quality, customer satisfaction,

process speed)

Qualitative assessments (e.g., ease of

doing business, improved managerial
focus, corporate or brand reputation)

58% -

56% -

T T T T T 1
0% 20% 40% 60% 80% 100%

.Rigorous set of metrics used [[] Some metrics used [l Few, if any, metrics used

Note: Percentages may not total 100%, due to rounding.

Percentage of respondents
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Figure 8. Companies indicate that they are making decisions using less-than-optimal information on the risk involved.
To what extent does your finance team consider the following risk elements in its evaluation of business alliances and
partners?
Market risk factors 53% -
Reputational risk factors m 55% -
T T T T T 1
0% 20% 40% 60% 80% 100%
W Formal, documented evaluation [ Informalevaluation [ Little or no evaluation
Percentage of respondents
Note: Percentages may not total 100%, due to rounding.

As noted earlier, some companies—the active practi-

Surprisingly a large number of tioners—are simply better at collaboration than others.
g These companies also tend to be good at the informa-

compan ies lack formal, documented tion game. They report that they use formal, documented
processes for eva[uating such basic evaluations in all risk categories at much higher rates
categories as financial or regulatory than others do. They also use rigorous sets of financial,

operating, and qualitative metrics to evaluate alliances at
risk when developl ng alliances. substantially higher rates than others. (See Figure 9.)
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Figure 9. Active practitioners routinely use more rigorous metrics to evaluate alliance performance in all areas.

To what extent do you measure performance of your company’s third-party business alliances?

Financial metrics (e.g., revenue,
profitability, cost savings)

Operational metrics (e.g., error
rates, product quality, customer
satisfaction, process speed)

Qualitative assessments (e.g.,
ease of doing business, improved
managerial focus, corporate or
brand reputation)

48%
24%
40%
21%
23%
18%
0% 10% 20% 30% 40% 50%
[l “Strongly agree” that alliances are important [CJ All other respondents

Percentage of respondents saying a “rigorous set of metrics used”

Our survey shows that two factors correlate to better use
of information and more effective decision making in devel-
oping and managing collaborations: one is whether or
not a company has explicitly designated resources for the
responsibility of managing alliances; the other is whether
a company has standardized the IT systems its finance
function uses to gather data and make decisions. Finance
executives in our study show that they are more effective at
developing and managing third-party relationships when
they have resources formally dedicated to alliances and
technology that supports their decision making.

Some companies are simply better
at collaboration than others. They
tend to be good at the information
game, and they use formal,
documented evaluations.
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A dedicated resource makes a difference

Having a dedicated resource—a person or team—respon-
sible for an alliance from planning through execution is
positively correlated with several measures of how well
a company manages its working relationships with other
companies.

Three-quarters of respondents say responsibility for
alliances at their companies is centralized in some way.
This result holds true whether a company originates alli-
ances primarily at the corporate level or at the business
unit level. One-third of respondents (33%) report their
companies have a dedicated team focusing on alliances,
and another 17% say their companies have designated an
alliance officer or other individual to take responsibility
for alliances. One-fifth (21%) say alliances are the respon-
sibility of the executive team at their companies.

Our study shows that finance
executives develop and manage
third-party relationships better—
and consider a wider range of
opportunities—when the resources
and technology are in place to
support effective decision making.

Companies employing some form of dedicated manage-
ment or oversight of alliances report establishing
collaborative relationships of all types more often than
companies without dedicated resources, and they also
consider a wider range of opportunities. The finance func-
tions at these companies consistently are more involved in
alliance activities, and typically use formal, documented
evaluations of alliance opportunities more often. They
are also more likely to conduct qualitative evaluations of
alliances.

Respondents from these companies rate their finance
functions as either “adequate” or “excellent” in all activi-
ties at higher rates than do their peers at companies
without dedicated resources. They also indicate that they
manage alliances more effectively.

The power of consistent information

There is a difference between centralization and stan-
dardization of responsibility for alliances, however. Most
of the executives interviewed for this report say that even
when responsibility is centralized, the process and the
people involved in it usually vary according to the dictates
of the situation. (See “Hitting a moving target,” page 21.)
At Nokia, for example, all the significant alliances are
examined at the corporate level, but the actual owner of
the relationship may vary according to the business unit
involved. “There is a group of people sitting in Helsinki
[Finland] who are like the base point for every task force
involved in that alliance activity; however, many or all
participants in that task force might be sitting around the
world,” explains Mr. Pineyro. “But, in many cases, they
are just making the checks and balances of the activity.
They might not really be the owner of the business or the
alliance.”

The fact that each alliance is unique only increases the
need for information that is as standardized as possible.
In order to assess any part of an alliance—from doable to
done—finance has to be assured that itis notin a position
of comparing apples and oranges. Doing that requires an
IT platform that is standardized across the enterprise.

Companies that have standardized their IT platforms for
finance systems report that their finance functions are
more involved with and are more effective at developing
and managing alliances. First of all, these companies are
much more likely to agree that they have the IT systems
and software solutions they need to support alliances.
Seven out of 10 (71%) survey respondents from companies
with standardized IT platforms say their companies have
the right software solutions in place to support alliances,
compared with only 51% of respondents from companies
without a single platform. The companies with standard-
ized IT are also more likely to say that they are able to
implement or integrate the IT systems needed to support
alliances.
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Hitting a moving target

What makes assessing alliances so challenging for
finance is the fact that no two are really alike. This
means that being asked to assess the risk on an alli-
ance often doesn’t mean the same thing twice.

“It is hard to establish, in my opinion, a standard
form because the goals are so different,” says Scott
Goble of Alliance Flooring. “It’s not always a direct
value or profit-maximizing proposition on the table.
Sometimes we’re going to do things just because
they’re right for our membership. Not every deci-
sion criterion falls neatly within the constraints of
traditional financial analyses. Forcing such analyses
as a matter of form is a time-waster in a best-case
scenario and leads to poor decisions and costly de-
lay in worst cases.”

Assessment can also mean assessing ROI. What is
the risk that a company will be wasting its money?
This is frequently the point on which finance and
marketing tangle the most. Perhaps to its own sur-
prise, finance is finding that it can pay to accept
some very soft measures of success.

Kevin Schick of Con-way points to his company’s
marketing agreement with NASCAR (the National
Association for Stock Car Auto Racing), which he
was not happy about at first. Marketing argued that
the sponsorship deal had several soft benefits, such
as increased visibility and building morale among

Aside from the capabilities of the information systems
themselves, finance executives from companies with
standardized IT platforms also report more frequently
that finance is “always involved” with the entire range of
tasks associated with implementing and managing alli-
ances. And these companies are more likely to consider,
evaluate, and implement a complete range of alliances
than companies that haven’t standardized finance’s IT
platforms. Finally, companies with standardized IT plat-
forms much more frequently rate their finance functions as
being “excellent” at the complete range of tasks involved
with identifying, establishing, and managing alliances.

Con-way’s truck drivers who have a strong affinity
for NASCAR. Mr. Schick’s first reaction was to want
proof that those things were worth the price. Even-
tually, he came around and decided the returns were
worth the risk.

“There’s no question, and quite honestly, I have to
admit that our drivers and their families seem to
really get engaged in NASCAR,” he says. “In a case
like that, you’re not going to box us in with hard
numbers. I have to recognize the fact that you can’t
put everything into a balance sheet or a P&L and
glean all the results from it.”

Mr. Goble says that standardizing the process works
only when you are doing the same things over and
over, such as when you conduct credit checks. But
activities such as acquisitions or major third-party
relationship-building require “a very open mind.
Once you document a process and say that we’re
going to do A through Z, someone is going to be-
come married to that concept and you’re going to
have a difficult time divorcing it in order to allow for
the unique analysis necessary,” he says.

These trends suggest that companies with a better handle
on managing the information they collect and use also are
better equipped to apply that information to evaluate
their alliances. The better a company is at collecting and
analyzing the relevant data, the more likely it is to pursue
and establish alliances of all kinds, and the more likely it is
to feel comfortable that it is making good decisions.

The fact that each alliance is unique
increases the need for information
that is as standardized as possible.
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Conclusion

“When we’re looking at any alliance or any supplier, we always
ensure that we have the right to have a look at their systems
and processes and controls. Otherwise, it’s a bit of a black
box.”—Colin Storrie, CFO, Qantas Airways

“It’s about education. It’s about explaining the bigger picture,
about explaining to [your business partners] how their piece fits
into the overall whole.”—Johann Murray, CFO, Hilton Grand
Vacations Club

Finance needs to be part of the strategic discussions
around alliances in order to fulfill its assessment and
monitoring responsibilities. Key to finance’s ability to do
this is what might be called “hard” communication—the
ability to verify the accuracy of what it is told, and to use
those facts to bring everybody onto the same page.

The current global economic instability means orga-
nizations are having to quickly adapt to mercurial
business conditions. This uncertainty could increase
companies’ reliance on alliances to provide as-needed
skills, resources, services, and products. Even if specific
areas are—or become—Iless volatile economically, such
stability is unlikely to diminish the ubiquitousness and
usefulness of alliances of all types.

Every alliance an enterprise looks at requires finance to
do additional work by assessing the potential partner-
ship, negotiating its terms, and then monitoring it. This
job is made easier when finance comes into the alliance
discussion as early as possible; however, other units are
frequently hesitant to bring finance on because of precon-
ceived notions about what finance does or is willing to do.

Survey respondents say financial risk is the area that
is most often subject to a formal, documented process
(54%), followed by regulatory risk (48%) and operational
risk (44%). The relatively high percentage of companies
formally documenting operational risk suggests the need
for increased operational expertise or knowledge on the
part of finance. In this way, finance will be able to come up
with new, creative, and responsible methods for assessing
situations and opportunities. Only by approaching peers
on their own terms will finance be able to educate them
on the necessity of an expanded role and communicate
analyses clearly and convincingly.

Finance’s real value in developing
and managing alliances depends on
the quality of the information it uses
and communicates.

Clearly, something has to change if finance is to get the
information it needs and the access to strategic-level
discussions it deserves. That change must involve how
other business units view what finance brings to the table.
This perception will not change on its own: finance has to
show it is able to work closely with business units and
external parties in a variety of situations. Such challenges
will sometimes push it outside of its traditional comfort
zone of assessing financial risk.

Finance’s success in establishing itself in this role is
enhanced when it is seen as being the keeper of the “real”
numbers—the measures that make the most difference
for the business and its strategy. Our study finds that
finance’s real value depends on the quality of the informa-
tion it uses and communicates, and the best information
comes when a team or person dedicated to handling alli-
ances can work with consistent data provided by a stan-
dardized IT platform.
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Tear Down this Wall, Mr. CFO!

Prepared by Jonathan Becher, Senior Vice President of
Marketing at Business Objects, an SAP company

Executive Summary

The title is a reference to the historic moment when U.S.
President Ronald Reagan beseeches the USSR’s Secretary
General Mikhail Gorbachev to “tear down this wall” and
end the Cold War, prophetically ushering in decades of
global productivity through collaboration across national
boundaries. Similarly, business leaders now need to
step up and tear down the barriers that inhibit corporate
performance today—those that separate boardroom
strategy from execution in the trenches and those that
prevent a company from taking advantage of its business
network for faster co-innovation, better customer expe-
rience, and quicker market access in emerging regions.
As primary custodians of corporate performance, CFOs
must help make finance a forward-looking strategic func-
tion, closing the loop between strategy and execution
across the business network. IT can play a crucial role in
boosting performance when strategic planning is tied to
insights from optimized processes and effective manage-
ment of risks across the business network.

Managing Performance by Closing the Loop
Between Strategy and Execution

Robert Kaplan and David Norton, in an article in the
January 2008 issue of Harvard Business Review, state
that 60% to 80% of companies fall short of the success
predicted from their new strategies. Strategic planning
and operational execution have historically worked in
isolation, often driven through different people, informa-
tion, and processes. Strategy without synchronized execu-
tion has led to wasteful corporate maneuvering, while
flawless execution in the absence of a good strategy has
led many companies towards perilous decline. Insights
and risks from operational processes are not taken into
account, or action across the company is not properly
aligned with a carefully crafted business strategy.

As the CFO Research Services study highlights, most
companies are also evolving to a networked model, in
which they rely on their partners for product co-innova-
tion, outsourced manufacturing, third-party logistics,
and alliance channels for sales. While closing the loop
between strategy and execution is challenging enough
within a company, it becomes crucial to success when
companies expand traditional business processes in
R&D, sales, operations, manufacturing, and finance to
their partners, alliances, suppliers, and customers. In
that ecosystem, strategy and execution must be planned,
executed, monitored, and improved across a business
network for maximum corporate performance.
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Governance, risk, and compliance

— ¥
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Insights Unified

decision
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Managing Governance, Compliance, and Risk

In business networks, companies have to manage higher
risk for higher performance. Understanding risks holisti-
cally and mitigating them effectively requires visibility,
trust among business network partners, and formal and
documented methods. As this report highlights, finance
professionals have traditionally paid more formal atten-
tion to financial, regulatory, and operational risk. Work-
force risks, such as segregation of duties; market risks,
such as rising global commaodity prices; and reputation
risks, such as product recalls, have not received the same
level of formal scrutiny. They could be managed implic-
itly within a company because they were obvious, but as
more and more of the risks come from outside the core
company, they must be formalized and managed proac-
tively with business partners. The Mattel executives who
suffered through a recall due to lead-based paint in toys
built by their suppliers can testify to the importance of
risk management in business networks. Companies need
a unified information foundation to manage compliance
requirements, automatically monitor risks, promote
company values, and build sustainable operations across
the business network.

Moving Forward with
a New Role for Finance

Finance has long played a crucial role in cost control
and corporate reporting. CFOs have helped line of busi-
ness executives manage their bottom line by negotiating
procurement terms based on past vendor performance.
And they have been the rock-solid foundation for monthly,
quarterly, and yearly performance reporting. While impor-
tant, these roles have been backwards-looking, concerned
with lagging indicators of corporate performance and
largely standardized into financial shared services. To
provide a competitive edge, successful CFOs are elevating
their role to that of the Chief Performance Officer, driving
performance forward by proactively managing strategy
and planning functions across their business networks.
Since corporate performance increasingly depends on
loyal customers and revenue from alliances, fast-emerging
regions, and new channels, the focusfor CFOsis also shifting
from pure cost control to sustained profitable growth.
Managing enterprise performance is the new imperative for
finance professionals in this global networked economy. It
requires a unified foundation for information, supporting
collaborative decision making across teams with smooth
flows for both structured and unstructured data and the
ability to optimize processes across the business network.

Role of IT and SAP’s Unique Value

Finance needs to leverage IT, not only to simplify and
standardize business processes that accelerate end of
quarter close, but also to deploy the corporate strategic
plan and monitor its execution proactively. To accom-
plish these tasks, transactional investments in enterprise
resource planning and other enterprise applications need
to be supplemented with investment in an information
management platform to integrate enterprise perfor-
mance and governance, compliance, and risk. SAP helps
finance professionals align execution with strategy by
delivering an IT solution that marries process execution
holistically with strategy development, planning, and
management of risk. It is our fundamental belief that SAP
and Business Objects, an SAP company, are uniquely posi-
tioned to help close the performance gap and ultimately
transform the way the world works by connecting people,
information, and businesses.

About SAP

For more information about how
SAP solutions can help finance
professionals increase their
strategic performance by taking a
holistic approach to strategy
development, execution, and the
management of risk, please visit
http://www.sap.com/solutions/
index.epx. You’ll discover why the
best-run businesses run SAP.
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