CHAPTER 1

The Finance
Outsourcing
Landscape

TRANSFORMING THE FINANCE FUNCTION THROUGH
OUTSOURCING

Alan Eilles, Vice President Group Financial Infrastructure
BP

BPplcisone of the largest oil companies in the world. The company first outsourced
its European upstream accounting services 15 years ago in a groundbreaking con-
tract worth $20m a year. By 2002, the outsourcing of finance and accounting (F&tA)
had been extended to other businesses in the group and elsewhere in the world - and
the value of the contracts had risen to $1.5bn. The BP deal is the largest and most
enduring F&A outsourcing arrangement ever. Undoubtedly, one of the biggest suc-
cesses BP has achieved has been the smooth integration of five major acquisitions
into its outsourcing arrangements. Alan Eilles credits BP's usage of outsourcing and
its outsourcing suppliers with contributing to this success.

Alan Eilles is responsible for managing F&A outsourcing contracts across the BP
Group. He has also been involved in the global restructuring of many F&A deals as
they matured and in renegotiating outsourcing scope as circumstances changed.
He comments:

As we demonstrated success through outsourcing and became confident in
other service providers, these relationships broadened across BP. Initially, this was
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seen as a financial transaction for accounting outsourcing. Now, it encompasses a
broad spectrum of services including: systems, technology, tax, property manage-
ment, HR services, construction, and procurement.

‘Clearly we've received benefits over the past several years that were only aspi-
rational when we first began outsourcing. If you only partially outsource, you can
never completely access the potential economies of scale. We have seen cost reduc-
tions every year for each of the 13 years of our outsourcing experience. In fact, in
the first seven years, the volume of work in the outsourcing centers doubled, due to
taking on new oil fields, but our F&A costs were halved.’

When BP merged with Amoco, its scale of operations radically changed over-
night. Alan Eilles says:

‘Consolidation of acquisitions was the key agenda point - in accounting, we
wanted to up the level of materiality and bring down the clerical workload! The
business case for outsourcing was revitalized by our acquisitions. Our new scale
made it even more compelling.’

Based on BP's size and the complexity of its various businesses as well as the
immaturity of the outsourcing market in 1998, BP decided to minimize the risks
involved by dividing upstream and downstream F&A operations between two out-
sourcing partners, Accenture and IBM. Alan comments:

‘Today, we have two very engaged and serious firms. After much deliberation,
we decided to go with a two-supplier model because we wanted to encourage a
competitive dynamic and reduce risk. We split upstream and downstream between
Accenture and IBM in both Europe and North America to ensure that we had resil-
ience across the board.’

BP's suppliers have outsourcing F&A centers in Houston, Tulsa, and Alaska in
the United States, and Calgary in Canada. In Europe, the F&A outsourcing centers
are in Aberdeen, Rotterdam, and Lisbon. Recently, both BP outsource partners have
chosen to migrate and consolidate a portion of the F&A operations in low-cost loca-
tions, such as Bangalore in India, and Krakow in Poland. As Alan notes:

‘The main benefit of moving location is labor arbitrage; however, we have found
benefits in both labor quality and embedded process improvement skills. How criti-
calis location? Well, the move to India and offshoring generally in F&A outsourcing
will drive change, as companies in the western world shift from considering the
“which city” issue and look deeper into collaborative practices. We need to turn our
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attention toward moving our business processes from being oil-centric to being
cross-industry to gain further scale globally. This means that we don't necessarily
want to own the process; ultimately the supplier should."While location isimportant
and feeds change into the equation, transition management is also critical to suc-
cess. Eilles says:

"You want things to happen smoothly and peacefully. Otherwise, the relation-
ship gets off to a bad start from which it is tough to recover. | am delighted to say
that our outsource partners have done a good job in transition management.' BP's
initial strategy was to get key employees to transfer to the outsourcer because their
knowledge, skills, and corporate history go with them.

‘But we also want a balance,” notes Eilles. ‘We also bring in people from the out-
side in order to help create a new culture and do things differently. With transition to
new geographies the old paradigm of moving existing employees had to be broken.
Of course, this places even greater importance on transition management. Where
and how do you cut the process for outsourcing? Our practice at BP is to retain in-
house matters of judgment, policy, and interpretation.’

The company F&A services now being outsourced include general accounting,
Joint venture accounting, retail site accounting, hydrocarbon accounting, inventory
accounting, accounts payable, and in some cases preparation of financial manage-
mentinformation. While BP has pushed the envelope on what has been outsourced it
still believesin its original premise that transactional services should be outsourced,
and analysis and decision-making remain BP internal activities.

Drawing from experience, Alan notes that any business will change over time.
Accordingly, outsourcing deals need to change. In one outsourcing location, BP has
been through multiple contract renewals. It started as a fixed price deal, and then
became open book, and finally cycled back to fixed. Alan says he would not be sur-
prised if it moved back to open book again. He comments:

‘Structuring involves many variables, including the preferences of the individuals
managing the deal. Sometimes it is about achieving the next level of benefits. The
first round gives you the low-hanging fruit; later, it's about change and realignment.
You have to focus your people on continuous improvement. We still have not yet
achieved lights-out back-office processing for accounting. We'll get there, but it's a
few years away. With all our acquisitions, we are still consolidating and standardiz-
ing. Forexample, we are implementing a SAP platform in North America and Europe
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tosimplify and standardize our infrastructure.’ Eilles advises companies considering
an outsourcing initiative for the first time:

"You should invest serious time and energy in developing and maintaining the
relationship. Both parties must be treated fairly. There will always be changes and
difficult times, but at the end of the day, the quality of the partnership and the rela-
tionship will have a significantimpact on the financial success of the deal.

‘The original outsourcing scope was the North Sea story. The challenge by
John Browne, the chief executive of BP, was: “l want you to provide a more holistic
approach.” This didn't mean that the outsourcers had to do more work for BParound
the world. Rather, he wanted them to understand BP's business at the strategic level
and to focus their offer where they could add value." In keeping with the vision of
the CEQ for the organization as a whole, BP's first outsourcing initiative was a truly
forward-thinking arrangement. Alan explains:

‘Creating an internal shared service center would not have driven internal trans-
parency. People at BP were used to spending significant effort on internal alloca-
tions. Outsourcing allowed BP to gain a complete understanding of its accounting
costs. Now we have an open book on cost, quality, and metrics. | can honestly say
we have never looked back!’ Alan continues:

‘This deal was perceived as innovative and years ahead of its time. It was coura-
geous and it took strong, committed leadership to actually make it successful. For
me personally, one of the biggest challenges was making sure that the transitions to
our service provider's new outsourcing centers were managed successfully.'

In this initial outsourcing arrangement, BP centralized the organization into a
single location in Aberdeen, it brought together accounting people from Glasgow,
from accounting centers in England, and from two offices in Aberdeen. So essen-
tially, it combined some 6 accounting groups from these locations. Alan points out:

‘In terms of cost reductions, we had a target of at least 30%. We've delivered
more than 50%, a very solid performance. In terms of being a catalyst for BPand for
the industry, we have evolved from a single-service center into a multiclient site in
Aberdeen. Part of our initial vision was the availability of industry-wide accounting
services in the North Sea. And we are very pleased that the outsourcer and other oil
companies have come together. They can learn and quickly transfer ideas from one
company to another. Today the service provider owns the people, processes, and
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SAP systems technology. This has created what | would call @ community of value.
Alan Eilles summarizes:

‘Would we ever bring this back in-house? My answer would be no! First, we are
finally seeing the outsourcing market mature. The advancement of multiclient
centers will create new value. Second, as new low cost centers spring up around
the world | want to have easy access to these opportunities. If BP were to insource
now we would be doing so at the wrong time. You do need the full and continuing
supportof the CEQ. It took us several years to build up the necessary experience and
confidence. In the longer term we seek robustness, with centers that provide service
on a rolling basis through time zones around the world. We want the ability to shift
services across locations to reduce the risk of service disruption and to take benefi-
cial economies. This flexibility will be a significant benefit of increased outsourcing
scale.’

BP has the largest F€&tA outsourcing program in the world. They see out-
sourcing as a fundamentally new way of doing business. In their view,
outsourcing has offered benefits that extend far beyond the enormous
cost savings they have reaped. BP’s outsourcing relationships have had
a transforming effect, not only on accounting practices, but also on the
managerial style of the company itself. By outsourcing financial opera-
tions and increasing control - the heart of every business - John Browne
and Alan Eilles believe that the enterprise as a whole has been encour-
aged to be more innovative.

BP’s experience underscores three powerful advantages that out-
sourcing offers:

e Radical transformation: Outsourcing is not just a tactical weapon, but
a strategic one. BP has successfully deployed its outsourcing model to
stimulate broad structural change. Outsourcing has been key to creat-
ing value without compromising corporate objectives.

e Growth through business partnering: Outsourcing is about partner-
ing, not merely service provision. BP, for example, has worked vigor-
ously to develop long-term strategic relationships with suppliers who
are prepared to invest both expertise and resources in BP’s business.
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e Increased innovation: By moving priority non-differential processes
(whether they be deemed to be core or non-core) and activities out-
side the enterprise, BP has released internal resources to focus on its
strategic agenda — a key source of competitive advantage. Deploying
its outsourcing model on a global scale has helped BP to fast track this
shift of internal resources from operations to innovation.

Most of the executives we interviewed for this book have not had the ben-
efit of BP’s experience. Among the advantages that BP has reaped from
outsourcing are: powerful economies of scale, standardized processes,
advanced technology, and continuing investment in the back-office. As
more and more companies of all shapes and sizes consider the outsourc-
ing continuum that BP has pioneered, CFOs and their finance team mem-
bers have many questions:

e How does a sophisticated, successful enterprise with all its complex-
ity and global spread achieve tangible results from finance business
process outsourcing (BP0)?

e How do you ensure you're working with the right outsourcing partner
to achieve a step-change, sustainable improvements, and a good cul-
tural fit over the longer term?

e How relevant is the BP experience to other companies?

In this chapter, we look at the evolutionary shift of the finance function
from the late 1990s trend towards in-house shared services to the current
phenomenon of finance BPO. We survey who is doing what. We capture
current thinking and describe the new business model that is emerg-
ing, powered in part by innovative outsourcing techniques. We go on
to examine the drivers behind this trend and the value proposition they
deliver.

THE IMPACT OF FINANCE BPO ON THE CORPORATE AGENDA

The overwhelming finding of our research is that the outsourcing prom-
ise is both tantalizing and tangible. Outsourcing suppliers pledge to per-
form front- and back-office functions, including F&A, far more cheaply
and efficiently than companies can do on their own. Our research shows
that outsourcing delivers powerful economies of scale by using standard-
ized processes and leading-edge technology. It also makes continuing

0trdch1.indd 6 @ 02/04/2004, 11:57:44



The Impact of Finance BPO on the Corporate Agenda

investment in back-office improvements affordable for companies of all
shapes and sizes. This adds a completely new dimension to the traditional
outsourcing model: an intriguing market dynamic in which minnows
can compete on the same terms as industry giants.

Higher quality service at ever-lower prices is irresistible, particularly
when outsourcing allows companies to focus on the true competitive
core of their businesses. The logic is simple: If someone else can perform
mission-critical processes cheaper, faster, and better while ensuring the
highest standards of security, integrity, and control - then why not make
the leap into outsourcing?

Sophisticated technologies that automate routine tasks and connect
far-flung corporations via a single platform are fuelling an unstoppable
trend. Furthermore, locations are emerging that can provide highly
skilled workforces at very low cost. Prime examples are Bangalore in
India, Prague in eastern Europe, Shanghai in China, Curitiba and Sao
Paulo in South America. A mature network of multilingual service deliv-
ery centers linked across the globe is now a reality. Many of the CFOs we
interviewed expressed both surprise and shock at the speed with which
this industry has come into being.

Business process outsourcing - contracting with an external orga-
nization to take responsibility for providing part or all of a business
process or function - is not new in F&A. Companies have a long history
of buying standard, discrete processes such as payroll, credit checking,
debt factoring, check printing, and regulatory reporting from external
service providers.

During our wide-ranging discussions with senior finance executives,
we discovered an obsessive interest in the broader role that outsourcing
is assuming. But why - and why now? Simply because operating costs
are too high, huge investments are being made in undifferentiated, non-
competitive areas, and everyone is still searching for the Holy Grail: the
ability to out-compete everyone else. Restoring growth in profits is an
absolute necessity, but we have found that this is sustainable only if it is
based on a radical transformation of the current business model.

Senior finance executives have continued to ask a number of common,
recurring questions:

‘We have read that company XYZ is deep into outsourcing;
what’s the story? They have a reputation for being in the upper
quartile for efficiency; what contribution has outsourcing made
and where does it fit in?’
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‘We hear others are outsourcing accounting; can they be seri-
ous? With tighter and tighter requlation, isn’t there a control
risk? Will we lose control and won’t it be more difficult to achieve
requlatory compliance? I cannot reconcile this with the fact that
so many are going into outsourcing; what’s the story?’

‘What’s this I hear about shared services centers that are
located in Costa Rica, Shanghai, and Manila? 1 know another
company that’s moving its finance function to India. What
should we be doing? Why are companies doing this?’

In the wake of explosive business scandals and the erosion of public
confidence, a new corporate agenda is emerging. Investors, the media,
regulators, and governments insist on transparency, honesty, and trust.
The stock market now has unprecedented access to more accurate data
underlying the drivers of corporate performance. Finance and industry
analysts regularly meet with CEOs and CFOs. The result? More realis-
tic and meaningful investment information that regulators such as the
SEC are scrutinizing constantly with a stream of new regulations in the
pipeline that are intended to make decision-making more transparent.
CFOs do not work in isolation. They, together with their boardroom col-
leagues, are addressing the challenges posed by new market dynamics
and accountability demands:

e Growing interconnectedness, through global capital flows, geograph-
ically transferable technology, and increased transnational trade - all
supported by international treaties and protocols

e Increased organizational scale and complexity, with wider asset
deployment, ever-more complex reporting structures, and tensions
between control and flexibility

e Pervasive low-cost technology, creating the opportunity for a tech-
nology environment that is always on, always active, always aware,
always changing

e Increased scrutiny from financial markets, regulatory bodies, and
the public - magnifying every aspect of an enterprise’s financial and
operating performance

e New roles for knowledge and intangible assets - drivers of today’s
economy, in which brand, intellectual property, reputation, loyalty
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and, perhaps most important, a commitment to innovation, have
become key competitive weapons

e Changing workforces, with new capability development, motivation,
and retention issues raised by diverse employee populations.

Our research confirms the fierce competitive battle being waged for
scarce investment resources to pay off corporate debt and recapitalize
balance sheets to fund the next phase of growth. It also reveals a radical
rethinking of conventional business wisdom. As described in Chapter 2,
a process of strategic renewal and innovation is now under way that will
produce a new operating model - lean in asset consumption and heavy
on growth in revenues and cash margins.

In the past, companies sought pure cost reduction from outsourcing;
better service at lower cost was the goal. Today, forward-looking com-
panies are moving beyond this. We have discovered numerous examples
of strategically focused outsourcing partnerships based on long-term
commitments between service provider and client companies that have
produced radical new business models. Such alliances commonly pool the
very best assets and capabilities of both partners to create new sources of
competitive advantage and spur step-changes in economic performance.
Similar in their impact to disruptive technology, such arrangements
promise to reshape whole industries. Although cost reduction remains
a key objective in today’s climate, for most companies, the real prize
is rapid transformation of the business model leading to higher market
valuation.

Once a company’s top-level team has selected the operating model that
will shift its business into a higher shareholder-value creating gear, it
then faces the next serious challenge: acquiring the capabilities needed
to implement the changes required. This is where transformation and
BPO (distinct from pure commodity-based outsourcing) come in.

THE CFO AND FINANCE TRANSFORMATION

Recently, the finance function has undergone major changes in response
to two distinct, but converging forces:

1 Transparency: Finance has never been under so much scrutiny - or

faced so much pressure for change. Although adherence to proper
accounting principles and disciplines is part of the answer, it is not
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Why Move to Shared Services?

today’s CFOs are shaping the futures of their finance functions at an
accelerated pace.

In Figure 1.1, the finance function of the 1980s is portrayed as a
relatively fat pyramid, emphasizing transaction processing and lightly
promoting decision support. In the 1990s, finance leveraged ERP systems
and became more compact, with a leaner transaction processing opera-
tion and greater focus on performance management. By the late 1990s,
the Internet had made its mark. As explored in the book, eCFO: Sustain-
ing Value in the New Corporation,” the CFO became the center of a web of
relationships managing the value of the extended enterprise. The finance
function was fragmented, with transaction processing operated remotely
in shared services or possibly outsourced. Decision support was embed-
ded in business units. Today, the success of this more fragmented model
depends on the CFO’s ability to maintain the integrity of processes and
systems.

WHY MOVE TO SHARED SERVICES?

Effective shared service centers (SSCs) are not about maintaining the
status quo of the in-country, federated business model; they are about
unremitting innovation. They need to be supported by strong corporate
commitment to investment in leading-edge solutions. Our research and
interviews with hundreds of organizations worldwide have led us to
conclude that the decision to enter into outsourcing arrangements rather
than adopting the in-house shared service option is motivated by six
factors:

1 Efficiency: Multiple business units operating with independent sup-
port organizations and systems are being closely scrutinized for cost-
effectiveness

2 Growth: Intent on growing through acquisitions/joint ventures, com-
panies are concerned about efficiently absorbing acquisitions

3 Scale: Large transaction volumes and/or above-average processing
costs are pressuring large companies to improve operating perfor-
mance, while small- and medium-sized businesses want access to
economies of scale

4 Location: Companies are seeking new geographic opportunities to cut
costs without compromising skills
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5 Capability: Outdated legacy processes/systems and the need for
change are tempered by concern over previous failures to build new
capabilities

6 Reputation: Internal and external pressures are mounting to increase
the finance function’s service and value, and to improve controls and
transparency.

As companies fine-tune their approaches, feedback about what works
and what doesn’t is rapidly accumulating. Some distinct shared service
trends are evident:

e They are expanding in scope ... Economies of scale are being achieved
by bringing more countries and business units into the fold. More pro-
cesses are included, such as IT, finance, human resource management,
procurement, and customer relationship management (CRM).

e They are becoming more and more automated ... Better technology,
less human intervention, and greater speed are close to making ‘lights-
out processing’ a reality.

e They are increasingly serving more than one client ... Mega players,
such as BP, who have used large, dedicated regional centers for the
past decade are being joined by agile, fast-growing smaller companies.
The age of multiclient service centers has arrived, giving small- and
medium-sized companies access, for the first time, to scale economies
that only their larger brethren have been able to enjoy.

e Businesses are being pushed towards greater flexibility ... Companies
are being driven to decide more quickly whether to perform services
internally or to outsource them. Why? Mainly because they must move
faster than ever before to absorb new acquisitions, handle disposals,
and manage corporate restructurings.

e Businesses are working hard to drive down investment and operat-
ing costs ... They are using new technology to process transactions in
lowest-cost locations, wherever they might be. They are partnering
with suppliers, customers, and competitors — and, in some cases, they
are sharing non-strategic support services. The leading outsource
providers continue to invest in next-generation, high-performance
technologies, freeing client companies to redirect their investment
programs to spur innovation and create competitive advantage.
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OUTSOURCING: WHO IS DOING WHAT?

Despite the growing attractions of outsourcing, finance remains a func-
tion that executives handle with care. There is far greater interest in
outsourcing low-risk, routine tasks than the more analytical, value-
added ones. ‘If you have a high-volume, repetitive transaction, you are
leveraging economies of scale and it works well, says one executive.
‘You can’t outsource thinking, but you can outsource brute force, quips
another. ‘We keep the role of the orchestra conductor and outsource the
rest,” explains a European finance director.

Consider the results® shown in Figure 1.2 of a survey in which more
than two hundred senior finance executives were asked which processes
they were already outsourcing and which ones they intend to in the
future.

The first outsourcing candidates are typically ‘commodity’ processes,
such as payroll. Such processes require limited company knowledge and
do not add competitive advantage. Some pioneers are moving beyond
basic service provision to include performance reporting and business
analytics. Other companies plan to broaden their programs down the road

Already

outsourced Intending to

successfully outsource
Employee payroll 27% === 26%  Mummsr=—wi
Tax compliance and planning 21% Wil 27% I
Financial system application support 16% N 27% Il
General and financial accounting 13%  — 24%  Hm—-ommg
Travel and expense processing 12% 31% [ oo
Accounts receivables and collections 12% 20% N
Accounts payables and vendor management 9% I 21% i~
Financial reporting 7% 19% ===
Other finance functions 7% 32% e
Management report preparation and analysis 6% 17% M=
Treasury and cash management 4% 1%
Financial risk management 3% H| 18%
Budget and forecasting 1% 1 1%

Source: Accenture and Economist Intelligence Unit Research, 2003

Figure 1.2 What companies outsource now and plan to outsource in the
future
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as they gain experience. One chemicals company, for example, intends
to expand its outsourcing program from accounts payable and receivable
to general accounting and treasury. Companies tend to retain in-house
finance policy formulation and management judgment.

CASE STUDY

Thames Water

Thames Water is a typical example. Its director of finance and support services
describes the company's finance function as a pyramid with four tiers. The first tier
at the bottom covers transactional activities, such as payroll and accounts payable;
the second handles financial and management accounting; the third covers finance
decision-making; the fourth is responsible for strategy and policy. Tiers one and
two account for 80% of Thames Water's finance headcount. Most of the first tier is
outsourced, while second-tier activities - cash management, reconciliation of cash,
statutory reporting, and management accounts - are run through a shared service
center. The CFO of Thames Water would consider outsourcing the second tier as well,
but he draws a line there. 'When you look to outsource management judgment,” he
says, 'you cannot hold the business manager responsible.’

Jones Lang LaSalle (JLL) is well acquainted with the complex issues
involved in choosing how far to commit corporate resources to the care
of outside suppliers. It has a dual involvement in outsourcing. As a ser-
vice provider, it offers property-outsourcing services to its far-flung
clients around the world. As a user of external suppliers, the company
has gradually expanded into outsourcing. Along the way, it has learned
first-hand some major lessons about managing and negotiating outsourc-
ing programs.

CASE STUDY
Moving from IT to F&A outsourcing

Jones Lang LaSalle is one of the world’s leading global real estate services and
investment management firms, managing 735 million sq. ft. of real estate properties
and facilities, with $20.5bn in real estate investment under management, and 7000
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professionals. It provides strategic advice to major companies owning, occupying,
and investing in property around the world.

The company was formed as a result of a recent merger between a leading
partnership in London (Jones Lang Wootton) and one in Chicago (LaSalle). These
partnerships were merged and floated on the NYSE (JLL) in the late 1990s. Lauralee
Martin, the company's global CFO, says:

‘The transition from two country-based partnerships, albeit with multinational
coverage, into one global publicly listed company, has provided us with strategic
advantage. But the transition has also confronted us with many internal manage-
mentchallenges. Although we are a global corporation, we still recognize the impor-
tance of the partnership ethos in our management culture - in pursuit of excellent
client service, we encourage entrepreneurial flair and incentivize our best people.
Although we wish to be fully aligned globally, we do not believe in standardization
for standardization's sake.' JLL sees its strengths today as:

e Global reach, with consistent culture and service
e Global best practices and infrastructure
e [nvestmentin technology and research.

As Lauralee Martin notes, 'We are an outsource service provider ourselves because
we offer property outsourcing services to our clients.’

DRIVING IMPROVED PROFITABILITY

In its drive to improve profitability, JLL is creating new revenue opportunities by
capitalizing on the outsourcing trend. Its recent most prestigious outsourcing win
was Procter & Gamble, which has outsourced global facilities management to JLL.
This involved the transfer of over 600 people from P&G to the JLL property service,
with over 40 million square feet of property under management.

Stakeholder management is probably the single most important factor in ensur-
ing the success of an outsourcing deal the size and complexity of P&G's. Security
of employment for those employees being transferred from one organization to
another - their compensation and incentives, and their alignment with business
objectives are all high on the early transition agenda.

Having experienced outsourcing as a supplier, Lauralee comments on some of
the learning points gathered from her company's recent P&G success:

15
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'We believe P&G chose us above our competitors for the quality of our people
- their temperament, their attitude, their deep experience, and excellent references
- which combined to produce a good cultural fit. P&G's challenge was to secure a
positive reaction from its in-house property staff to the outsourced deal. In return,
we had to provide the senior level of management we have taken on from P&G with
even more attractive career opportunities.’

JLL sees the skills and sequencing required for outsourcing deals the same way
it sees any M&A (merger and acquisition) transaction. First, due diligence; second,
post-acquisition planning, and third, deal negotiation. Governance of the ensuing
contracts is high on the agenda. Lauralee comments:

"You have to connect responsibilities for decision-making with accountabilities
for results. How decisions are made, who's responsible for delivery - these issues all
need formalizing and documenting. Our experience shows that if you have to revert
to detailed change control evidence and the contract itself to resolve disputes, then
governance can become a nightmare. What you need is a sound set of business
and governing principles that allow for flexibility and relationship-based dialogue.
Confronting the difficult issues face to face is much better than resorting to legal
documentation and data.’

The drive for improved operating efficiency at JLL has led them to focus on cost
management and streamlining their back-office. JLL also decided to take some of
its own medicine and experiment with outsourcing some of its own administrative
infrastructure.

INFRASTRUCTURE QUTSQURCING

The company has adopted a ‘tactical, evolutionary'approach to outsourcing itsown
infrastructure rather than going down the ‘big-bang’ route. Soon after its merger,
JLL had some early challenges with IT in terms of the need to connect its huge new
global platform. Lauralee comments:

"We thought that by outsourcing IT we were going to solve many of our internal
management process problems following our merger; our outsourcers were encour-
aging us to believe in a vision, a dream, rather than reality. IT outsourcing was only
part of the solution; we also needed to streamline and standardize our systems and
processes. We also underestimated the workload for us internally. Outsourcing
places more, not less, demand on your internal management to manage both the
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outsource supplier as well as the transition. My experience shows that you have
to work twice as hard when working with an outsourcing consultant through the
transition phase, but it pays offin the end.’ JLL's IT outsource contract has had to be
re-negotiated twice, but is now delivering results.

The complexities of the company’s business processes in Europe provided the
next greatest opportunity for savings.

OUTSOURCING PROCUREMENT
JLL believes in establishing a solid base line for service management on outsourcing
contracts. Service contracts are based on two key monitoring principles:

1 Metrics - where possible work outputs are quantified and measures estab-
lished.

2 Judgment - even with the most precise measures, subjective judgment is still
required to evaluate performance and, as such, strong current relationships
and well-documented performance review dialogues are essential.

The key to success in any outsourcing deal for JLL is to bring these two principles
together in a way that improves both service quality and efficiency. As Lauralee
points out:

‘In the USA, we have already outsourced some of our back-office processes,
such as travel and expenses (T&E), HR and benefits, and IT support for desktops. We
retain inside our organization customer-related activities, including client account-
ing. However, in Europe, we are starting our outsourcing program with indirect
procurement. This evolutionary approach is aimed at picking the low-hanging
fruit first - activities with relatively low risk - for example, procurement savings in
stationery of 30% of spend are already being achieved. We are starting with the UK
and working through, country by country. As our confidence grows, we shall then
potentially expand the scope from indirect procurement to client-related property
spend (direct) and to other related finance processes such as accounts payable.’ The
outsourcer on this contract is incentivized for a basic service level with a base fee,
supplemented with a success fee based on savings achieved. A scorecard monitor-
ing key performance indicators (KPIs) monthly has been developed to manage the
contract as a whole; quarterly contract performance reviews are carried out during
the year.
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The Finance Outsourcing Landscape

DEFINING PRIORITY F&tA PROCESSES TO OUTSOURCE
This CFO defines the following non-core finance activities as suitable for outsourc-

ing:

e FPayroll and benefits

e Procurement, payables and T&E

e Fixed assets

e C(Credit vetting, debtors and collections.

Lauralee does not believe that activities such as budgeting and forecasting, and
contact activities related to client contracts, should be outsourced since they
require judgment and JLL core skills. She says:

'We wish to retain in-house those activities that require our specialist know/-
edge and where we run the risk of making business-critical errors or exposure to
requlatory risk. The Sarbanes-Oxley requlations should be good for the outsourcing
business, since both processes and risks will have to be fully documented. In a good
outsourcing contract, you should map your processes, document your decision
rights, define your service management framework, and insist on reqular internal
control audits. However, before | move significantly up the food chain in outsourc-
ing my finance function, | would like to know more about what works well for other
companies in outsourcing finance and what the benefits would be if we were to do
things differently. | would also like to know more about outsourcing situations that
haven't gone so well and the lessons learnt.’

More and more companies are choosing to source corporate functions
with external business partners. An Accenture report developed in col-
laboration with the Economist Intelligence Unit, Outside Upside: Finding
focus through finance outsourcing, draws these main conclusions:

e Finance outsourcing is gathering momentum: Of the survey respon-
dents, 71% expect finance outsourcing to increase over the next three
years, 30% are currently outsourcing their F&A function - and a
majority of these think the arrangement has been very successful (8%)
or successful (57%).
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