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1.

Executive summary
Evolution of CFO priorities and the role of service providers
e Key business challenges and priorities

e Drivers of outsourcing

Evolving CFO role

Evolution of F&A outsourcing programs

Increasing expectations from third-party service providers

How are third-party service providers gearing up to meet the evolving demand?
Understanding value in Finance & Accounting Outsourcing (FAO)
e Importance of different value levers in outsourcing objectives

e Value capture matrix

e Defining different outsourcing maturity levels

e What value means across the outsourcing maturity spectrum

How to unlock more value from F&A outsourcing engagements

e How to accelerate value from F&A outsourcing engagement

e Value optimization

— Arbitrageur

— Consolidator

— Transformer
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4. How to unlock more value from F&A outsourcing engagements (continued)
e Value creation
— Process scope
— Digital quotient
— Transformation quotient
— Pricing model
— Performance management
e Benchmarking exercise — an instrument for diagnosing outsourcing health
5. Assessment of F&A outsourcing engagement using the value capture matrix
e Value capture matrix
e Value achieved | cost, operational, and business impact
e Outsourcing maturity
— Process scope
— Digital quotient
— Transformation quotient
— Pricing model
— Performance management
e lllustrative example

6. Detailed scoring guidelines for assessing F&A outsourcing engagements using the value capture matrix
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Evolution of CFO priorities and role of service providers
Amid changing business dynamics, the CFQO’s role has evolved to that of a strategic partner, while organizations’
expectations for their service providers to provide more strategic support have also risen

As cost pressures have In addition to the need to Organizations expectations
emerged as the top concern reduce operational costs, from their CFOs are evolving
in 2023, organizations have rising demand for finance — organizations are asking
increased their focus on cost  transformation and service CFOs to serve as business

optimization, productivity providers’ capabilities to partners and architects in

improvement, and digital achieve those goals are driving agility, resiliency,
transformation to navigate  driving enterprises to choose  strategic decision-making,
economic uncertainty outsourcing as a solution and transformation initiatives
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across the broader
organization

Organizations have become
more open to leveraging
third-party support; CFOs
expect third-party service
providers to play a more
active role in supporting
strategic areas

Outsourcing engagements
have shifted from piecemeal
transformation-focused
pre-COVID to being
sustainable outcomes-
focused post-COVID

Service providers have
moved from the conventional
one-size-fits-all approach
to outsourcing and are
increasingly contextualizing
their offerings to meet distinct
demands across different
buyer types



Value capture matrix - a framework for measuring value achieved through outsourcing

Based on investment and outsourcing appetite, organizations can take various approaches to maximizing value from
their F&A outsourcing engagements

Arbitrageur Consolidator Transformer ILLUSTRATIVE EXAMPLE
Focused primarily on cost savings;  Focused on operational efficiency and Focused on business gains and
N efficiency wins are value adds some business value operational excellence Current state ’ Future state
=
T @ _ _
There are two primary ways to achieve
more value from FAO engagements
Business
impact 4 Value optimization
I Optimizing the value achieved with existing
T I investments
>
. 2
Operational S
impact  ® ® Value creation
3 ‘\f Enterprise B / Co-investing in capability building to create
S 3" exponential business value
S |
S
o4
Costimpact <«+— 1
Enterprise A
2
e}
-
Low Outsourcing maturity High
; ; T 7 L
Process scope Digital quotient Transformation quotient Pricing model Performance management
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Value optimization - optimizing the value achieved with existing outsourcing scope
To maximize cost, operational, and business benefits across different outsourcing maturity stages,

enterprises need to focus on different value optimization levers

Key optimization levers to drive
cost impact

Key optimization levers to drive
operational impact

Key optimization levers to drive
business impact

e Leverage low-cost offshore delivery locations suited
to the processes in scope

e Hold regular and ad hoc business performance reviews to
mitigate potential risks/bottlenecks

e Leverage provider capabilities and methodologies to
optimize processes across business units and regions

e Leverage providers’ point solutions to achieve short-term
efficiency gains

e Optimize resource allocation through flexible
staffing models

e Ask for provider support in maximizing utilization of
existing technology licenses

e Democratize data so providers can introduce meaningful
actionable insights

e Explore opportunities for joint innovation and value
creation with providers

e Leverage providers’ process mining tools to optimize
processes

e Develop a right shoring strategy to leverage offshore

and onshore/nearshore locations to deliver appropriate
processes
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e Strengthen Centers of Excellence (CoEs) to create high
value in key focus areas by collaborating with providers

e Take a one-team approach across the internal and the
outsourced resources by implementing joint KPIs and
common business objectives

e Optimize the service provider portfolio by rebalancing
or increasing scope of outsourced work with strategic
providers

e Leverage providers’ assets such as innovation labs,
CoEs, R&D labs, and digital assets to foster innovation

e Leverage providers’ internal L&D capabilities and
knowledge centers for to upskill/reskill talent

e Access to new markets through provider’s global network
of delivery centers

e Increase the use of innovative pricing and funding
constructs to incentivize providers



Value creation - co-investing in capability building to create exponential business value
Enterprises can also increase the overall value realized from their outsourcing engagements by elevating
their overall outsourcing maturity across outsourcing levers

Process
scope

Digital
quotient

Transformation
quotient

Pricing
model

Performance
management

e Outsourcing more complex
(FP&A and treasury and risk
management), upstream (revenue
cycle management, reinsurance
accounting, etc.), and adjacent
processes (ESG reporting,
enterprise risk management)

e Leveraging providers in niche
advisory areas such as integrated
business planning, data
management, and GBS
transformation

e Leveraging providers’ cognitive
digital solutions in areas such as
smart matching, automated
payment reminders, credit risk
assessment, DSO analysis, and
AML, and intelligent reconciliation

e Prioritizing the identified use
cases using prioritization
frameworks to gauge business
value creation for implementation
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e Understanding the current state,
defining the desired future state,
and designing a transformation
roadmap

e Optimizing processes before
transformation and orchestrating
digital/process levers together with
human intelligence to create an
integrated approach to
transformation

e Including innovative commercial
constructs such as outcome-
based, transaction-based, and
hybrid pricing

e Including innovative
transformation funding models
such as by self-funding, setting up
innovation funds, front-loading
benefits, and digitizing the human
workforce

e Creating a robust performance
management practice comprising
a transparent governance
structure, quality performance
monitoring, and a balanced mix of
operational and business
KPIs/SLAs

e Optimizing the list of contractual
SLAs through an SLA prioritization
framework



Benchmarking exercises - an instrument for diagnosing outsourcing health
Enterprises should conduct periodic benchmarking exercises of their outsourcing contracts to assess the gaps between
the as-is state and the optimal state to maximize value realization

Everest Group’s Strategic Engagement Review (SER) framework

Solution
review

Contract
assessment

Delivery and
performance review

Price
benchmarking

Transformation

Understand the solution in the
context of industry best practices
across

e Contract scope coverage (depth
and breadth)

e As-is technology maturity
e Global sourcing leverage

e Governance structure

Identify improvement opportunities in
contracts vs. market norms; review

e Key T&Cs
e Service management regime
e Pricing structure

e Incentives and penalties
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Operations metrics and insights
directly impacting win-win fee and
performance discussions

o Staffing mix

e FTE utilization/productivity

e Continuous improvement charter
e Best-in-class service level metrics

e SLA/KPI coverage and stringency

Optimize + transform

Differentiated approach that yields
e Highly contextualized benchmarks

e Base fee and overheads
benchmarking

e Calibration per service inclusions
and exclusions

e TCV impact (overall and by lever)

Highlight and size next-generation
disruptive transformation
opportunities

e Automation adoption

e Analytics leverage

e Delivery model transformation

e Financial model transformation

e Commensurate contracting regime

e Business case (investment vs. Rol)



This study offers five distinct chapters providing

a deep dive into key aspects of FAO market;

below are four charts to illustrate the depth of the report

ey business challenges and priorities

| How to accelerate value f utsourcing engagement

Key business challenges expected in 2023

Adapting to evolving Slowdown

Price/Cost customer needs and Talent/Skills Slowdown in customer
pressure business models shortage in demand decision-making

2023 Rank 1 2 3 4 5

2022 Rank 2 3 1 10

2021 Rank 3 1 5 9 2

Top business priorities going into 2023
1 2 3 4 5 6 7
Cost Digital Productivity Customer experience Innovation across Talent acquisition Service delivery
optimization transformation improvement improvement products and services  and management resiliency and risk

management

e As enterprises face recessionary headwinds, cost and margin pressures are top-of-mind issues, with changing customer demands and business models still plaguing
the business landscape

e This reality has impelled enterprises to take a closer look at their finance function and how CFOs can help drive broader organization initiatives

Buyer’s estimate of the importance on key outsourcing objectives [Jll 2022-23 [l 2020-21
(% of buyers rating very high)

Value achieved through outsourcing

Cost impact

Cost benefits achieved through FTE reduction, shoring
mix optimization, automation, and next-generation
technology implementation

100%
Cost impact °

Operational impact

Improvement in operational efficiency and productivity
(including indirect efficiency improvements across the
in-house operations due to outsourcing)

Operational
impact

Business impget
Impact of outsourcing engagements on the company’s ; i

top-line growth and stakeholder satisfactions .
Business

impact

Consolidator Transformer

Arbitrageur ILLUSTRATIVE EXAMPLE
E=y
jE__” Current state @ Future state
There are two primary ways to achieve
impact - more value from FAO engagements
@
>
[ P .
. = A Value optimization
_Operatlonal E 1 Optimizing the value achieved with
impact ° 1 existing investments
©
>
. Value creation
Cost impact T /' Co-investing in capability building to
create exponential business value
2
o
' N
Low Outsourcing maturity High
>
v \4 vV \ v
Process scope Digital quotient Transformation quotient Pricing model Performance management

Value capture matrix | Scoring guidelines | value achieved

Guidelines to assess the value achieved from the outsourcing engagement ILLUSTRATIVE

Identify and set targets for a set of operational KPIs and SLAs

o |dentify a list of business metrics, contractual SLAs, and operational KPIs that are tracked, as indicators, to assess the benefits derived from outsourcing in terms
of cost, operation,
and business impact (see the adjoining table for guidance)

e Based on the level of impact on each type, rate each type of impact on a scale of 1 to 5, where 1 is below par and 5 is above par adherence

e Depending on the business goal, arrive at the final score by taking an appropriate weighted average of the scores assigned

Type of impact Illustrative indicators to assess impact Achieved target Score across each parameter

Cost impact o % reduction in cost of operations High 5
e Productivity savings through service provider

Operational impact e Accuracy of processing Medium 3
e Timeliness (cycle time / turnaround time)

Business impact ¢ DSO/DPO Low 1.5

e Liquidity improvement
e Stakeholder satisfaction (customer/supplier/employee)
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How to Maximize Value from Your Finance and Accounting Outsourcing (FAO) Engagements November 2023
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