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What Comes Next

i2M Ventures, a subsidiary of Malaysia’s
sovereign fund Khazanah Nasional
Berhad, asked CFO Innovation to invite a
select group of CFOs and other finance
executives to a roundtable discussion in
Singapore on 25 May 2016.
The participants shared their experiences
and ideas about centralizing finance and
other business processes to a captive
Shared Services Center or one operated
by a Business Process Outsourcing
provider, and then moving on to Global
Business Services. This report records
the insights of the following:
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It was recognized that there were certain horizontal activities
common across functions, which, when managed centrally, could
generate greater efficiency and effectiveness than is possible
when functions operated independently

It has been decades since companies started using captive
Shared Services Centers or SSCs operated by third-party BPO
providers to reduce costs, improve service delivery, ensure
compliance and enhance productivity. Those goals have largely
been met. But the initiatives tended to be fragmented. Different
functions such as finance, treasury, HR and legal set up SSCs
in various locations, with different leaderships, structures,
governance and geographical coverage.
Today, some organizations are taking things to the next level.
They are integrating SSC initiatives across the business into one
global hub or several regional centers, known as Global Business
Services (GBS), with a common approach to governance,
leadership structure, service management, continuous
improvement, and talent development.
Not all the 14 CFOs and other senior finance executives at the
CFO Innovation roundtable discussion held in Singapore in May
are graduating to GBS. Indeed, one or two are still studying
whether to form an SSC to begin with, while others that have
already done so are still working to expand beyond transactional
processes to financial planning & analysis, business intelligence
and analytics.

The GBS structure at Rio Tinto integrated finance services,
people services, information technology services, and
procurement, which includes property and facilities management.
The structure is now being reorganized in recognition of the
maturity and broadening of scope of the portfolios within GBS,
and the transformation progress of recent years.
Before the reorganization, GBS was managed globally endto-end regardless of geography or business unit. Each of the
process areas was globally managed under a single leader to
provide ownership and accountability, a key benefit of creating a
global business services structure. Whatever was improved or
enhanced in one function, for example, was easily propagated in
the other “towers,” as Rio Tinto called the four functional areas.
Best practices were easily propagated, synergies were realized
and governance and accountability were clearly delineated.
Much of Rio Tinto’s GBS structure was “location-agnostic, and
services were delivered out of low-cost locations by the BPOs,”
said Patel, but some activities needed to be close to the
business due to their strategic nature and/or need to be close
to the business or services needed to be performed onshore,
such as statutory accounting and taxation.

GLOBAL BUSINESS SERVICES
But some have embarked on the GBS journey. “Our business
services journey started around 17 years ago with group
procurement,” recalled Sanjay Patel of Australian mining giant
Rio Tinto. The company’s GBS was formed in 2012, and has
played a major role in functional transformation.
At the time, it was recognized that there were certain horizontal
activities common across functions, which, when managed
centrally, could generate greater efficiency and effectiveness
than is possible when functions operated independently.
Examples of these horizontal activities included decisions
regarding delivery models, BPO management, shared services
talent development and career paths, standardization and
improvement initiatives, and a consistent approach to
end-user experience.
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I have seen companies go straight to GBS without the proper
governance or strategy and it is a struggle. The value it was
supposed to deliver does not materialize because the efficiencies
you anticipated do not come through that quickly

For these and other cases, said Zulfiqar Zainuddin, Managing
Director of i2M Ventures, Iskandar Malaysia, a special economic
zone in the southern state of Johor, should be attractive to
Singapore-headquartered enterprises. His company helps
enterprises set up BPO, SSC and GBS structures in Malaysia.
“It’s a near-shore location,” he said. Iskandar is about 45
minutes by car from Singapore’s Central Business District. The
2,217 sq km zone boasts cutting-edge infrastructure and areas
zoned under the MSC Malaysia program, the national information
and communications initiative designed to facilitate Malaysia’s
transition to a knowledge economy. “Costs are low, tax
concessions are available and talent is something that continues
to be a focus,” Zulfiqar added.

ACTIONABLE INSIGHTS
Rio Tinto’s journey, and that of breakfast cereal giant Kellogg’s
and data center operator Equinix, which are both working on
a GBS structure, provided food for thought. Zulfiqar and i2M
Senior Vice President Azlan Ramli also drew from their decades
of experience with SSC, GBS and BPO projects, while others
contributed their own unique perspectives.
The resulting actionable insights include:
GBS is an incremental journey, not a leapfrogging project.
“I have seen companies go straight to GBS without the proper
governance or strategy and it is a struggle,” said Patel. “The value
it was supposed to deliver does not materialize because the
efficiencies you anticipated do not come through that quickly.”
GBS is a journey that took Rio Tinto around three to four years
to complete. Three different BPO providers and a captive SSC
were harnessed, but all the towers operated under the same
governance, leadership, KPIs, technology and best practices.
“Do as much as you can to drive efficiencies in a functional
shared services in a tower,” Patel counseled. “Once you have
gotten the level [of expertise] and scale, you can bring in that
umbrella GBS and common governance. Then you can start
sharing the end-to-end process structure and see if BPO can add
an extra dimension.”

CFO Innovation Insight Roundtable

The journey of each individual function should be incremental
as well. Kellogg’s started working on its GBS journey four years
ago. All the business units in Asia and around the world are now
on GBS.
“We started with finance and accounting, but we would like to
build on that going forward,” said Sameer Kela, Senior Director,
Finance & Strategy, Asia Pacific & Africa. In 2013, finance
partnered with Accenture to set up an F&A service center in
Manila to serve Kellogg’s snacks business unit in Japan. The
small team engaged in transactional activities such as payables
(purchase-to-pay), billing and collections (order-to-cash) and
bookkeeping (record-to-report).
Then over time, as experience and expertise were accumulated,
the number of people rose (from 20 staffers, the Manila center
now has 85) due to increases in both volume and geographical
scope expansion.
P&G has been the pioneer for GBS, where Sameer spent over 19
years. “Kellogg’s is a bit late in the game,” he conceded. “Within
P&G, finance and accounting happened 15 years ago, and then
they put in customer service, forecasting, HR, IT and analytics.
It’s the same journey that we are on now.” Observed Patel:
“I have always considered the likes of P&G as the platinum
standard when it comes to the GBS model.”
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If the process is being done in an expensive place like Singapore
and then offshored to a cheaper location such as Malaysia, the
differential can be substantial. “We did the cost-benefit analysis
and found that there were broadly 20%-30% savings in outsourcing
rather than captive,” said Sameer of Kellogg’s

“We are still learning that not everything can be aligned globally,”
said Ong Wee Gee, Asia Pacific VP for Finance at Equinix.
“People will say: ‘I don’t agree with that global strategy or
global process,’ whether in finance, accounting, controllership,
customer service, delivery, operations and so on.”
Two years after creating a Global Process Owners/Regional
Process Owners structure, Equinix has yet to really embark on
the GBS journey. “It’s quite a challenge,” said Ong. “There has
to be 80% global consistency with 20% regional or localized
processes. We haven’t achieved that.”

CAPTIVE VERSUS OUTSOURCED
There should be an organization that holds the various GBS
elements accountable. In Rio Tinto, a Strategy and Optimization
team ensured that the towers did not duplicate each other’s
efforts and that governance, customer engagements and
strategic projects were shared across global business services,
not siloed within a tower.
Global Business Services works best in companies of a
certain size and maturity. “I think if you are a global company,
it makes a lot of sense,” said Maggie Yeo, CFO at The Straits
Trading Company Limited, an investment company with stakes in
real estate, hospitality and resources businesses that span the
Asia Pacific region. An SSC or BPO provider focused on one
function may be more effective in a smaller regional or
national enterprise.
“There must be a level of maturity in the organization to be
willing to do it,” added Toby Poulson, Global Finance Director at
the education group International Baccalaureate Organisation.
His organization had embarked on a 2020 strategy to set up
global centers and started outsourcing finance, AP and AR, and
IT. “But it was just finance and the CEO that wanted it,” he said.
The rest of the business was lukewarm. The project has been
put on hold.
GBS is also most suited for companies that have standardized
processes and unified technology solutions across all countries.
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Regardless of where the participants are in the GBS journey or if
they are more focused on separate functional Shared Services,
one key discussion point was the issue of the captive versus
outsourced model. Is it better to have the SSC owned and
operated by the organization itself, or does it make more sense
to hand the process over to a BPO provider?
For some in the room, the main advantage of outsourcing is cost
savings. “I’m a big fan of outsourcing,” said Alice Chan, CFO of
Singapore payment platform NETS. “Costs are high in Singapore
and getting revenue is a bit difficult, so how to maintain a lower
cost base to support our company is a big issue for us.”
If the process is being done in an expensive place like Singapore
and then offshored to a cheaper location such as Malaysia,
the differential can be substantial. “We did the cost-benefit
analysis and found that there were broadly 20%-30% savings
in outsourcing rather than captive,” said Sameer of Kellogg’s.
Those savings are being realized in the Manila hub that
Accenture set up for Kellogg’s in 2013.
But the cost arbitrage disappears when the company is
headquartered in an already low-cost jurisdiction. “In North
America, we have already signed up with Genpac as an
outsourcing solution,” said Francis Tan, Vice President Finance
for Starwood Asia Pacific Hotels & Resorts. “But for Asia Pacific,
we are still struggling to find the right balance between the cost
and benefits. The cost in some of the countries in Asia Pacific
is really low.”
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Kellogg’s Sameer made a helpful distinction. “Decision-making
cannot be outsourced. But there’s a lot of data work that precedes
decision-making which can be outsourced

And outsourcing can sometimes be counter-productive. “We
used to outsource our transactions processing of AP and AR to a
third party in Sri Lanka,” Poulson recounted. “It was a disaster.”
The provider failed to pay some of the 40,000 volunteers and
support people. In the end, whatever savings the organization
reaped could not compensate for the unacceptable service and
the function was returned in-house.
The lesson here is that companies must first clean up their data
and systems before outsourcing them. “We didn’t change any of
our processes,” said Poulson. “We just lifted and shifted them to
a third party, expecting them to transform our back processes.”
But the provider was too busy fighting fires (that were caused in
part by the cumbersome and unfamiliar processes) to focus on
improving them.
It is hard to see whether opting for a captive rather than turning
to a BPO provider would have led to a happier outcome in this
particular case. The captive would have struggled with the same
issues as the BPO provider. But a captive SSC could be a good
choice for non-transactional processes that require access to
sensitive company information such as planning, budgeting
and strategy.
Kellogg’s Sameer made a helpful distinction. “Decision-making
cannot be outsourced,” he said. “But there’s a lot of data work
that precedes decision-making which can be outsourced.”
And it does not have to be an either/or decision. When a BPO
provider takes over transactions and data work, it allows an SSC
to be transformed into a Center of Excellence that focuses on
analytics, forecasting and even business partnering.
“That’s where you get a split between what you call Centers of
Excellence for FP&A and business partnering and controlling,”
observed Ruben Stappers, CFO of online retailer Zalora. The
centers take over “everything that can be standardized in terms
of analytics and planning so finance can add even more value to
the business.” Controllers can then focus on the content of the
forecast, rather than get bogged down in the weeds of creating
Excel sheets.
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The bottom line, said Ronald Ede, CFO of medical devices
company Biosensors International, “is to look at what makes
sense.” The company is looking to outsource, but Ede does not
want to repeat the mistake of a previous employer, whose policy
was to outsource everything. The costs ended up much higher
than anticipated because not all BPO providers are created
equal and talent, location and governance somehow fell by
the wayside.

LOCATION, LOCATION, LOCATION
“It’s interesting to see that at the higher level, everyone’s journey
is similar,” observed i2M’s Azlan. “I’m hearing patterns like
process, governance, top-down, scale, talent. You also mention
location. A lot of people say: ‘Singapore first, and then move
offshore after 3-4 years.’ Essentially that is what we see over in
Johor, which is the nearest offshore you can get. In the past year,
we’ve hosted several due diligence teams.”
His MD, Zulfiqar, picked up on the idea of doing whatever works.
“What you hear around the table are companies at different
stages with different strategies for putting together a GBS or
shared services activity,” he said. This is not new. “I have been
doing this for the last 15 years. I have worked with companies
large and small. There is no one formula.”
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In finance, Malaysia is getting a reputation for high-value skills,
in the same way that India is seen as hub for higher end analytics
and the Philippines for basic and repetitive transactions

WHAT COMES NEXT
Another differentiator for Iskandar is infrastructure. The
economic zone boasts state-of-the-art broadband and other
communications infrastructure. These could serve as foundation
for next-generation technologies. “It’s not just about broadband,
but upcoming things like augmented reality,” said Patel. “It’s
how you bring in RPA – robotic process automation – into the
processes we typically manage.”

This applies to the issue of location as well. “That’s one
realization we brought to our stakeholders,” said Zulfiqar. “We
must be adaptive towards the strategies and priorities of all
companies. So when you look at Iskandar, we will definitely
depend on what is the strategy those companies are looking
at for their GBS initiative and also what they are trying to make
their priority.”
Some of the things i2M has discovered about those priorities
can be unexpected. For example, it is taken for granted that tax
concessions are a key requirement when companies choose a
location for their GBS. “But that is something that is actually not
top of mind,” said Zulfiqar. For i2M, it is a given that tax holidays
should be provided, but these perks are not what Iskandar is all
about.

The reality is that Global Business Services is a continuous
journey, not a destination. The goal posts will always move as
new technologies, market strategies and business models come
online. “Time will tell whether we will be successful,” said Abel
Martins Alexandre, APAC Treasurer at Rio Tinto. Treasury is not
yet part of the company’s GBS, but he worked on parts of the
previous GBS strategy.
“In our experience, when you articulate a global business
services strategy internally you can’t just talk about costs,” he
said. Cost savings can lend momentum to the GBS agenda,
and process improvement, standardization and digitization must
also be part of the discussions. But “it has also got to be a
discussion about governance,” Alexandre stressed.
“You build a much stronger agenda when you actually entrench
what the right governance model is, what the right accounting
activities are, and why you are doing this beyond the cost-benefit
analysis,” he concluded. More food for thought for the CFOs in
the roundtable and those around the region.

When it comes to Singapore-based companies, SSCs and
Centers of Excellence, both captive and BPO, Iskandar’s proximity
to the Lion City should be a key attraction. When you have
nurtured hard-to-find talent in Singapore and then ask them to
move elsewhere, they will likely opt to leave if the relocated SSC
is far away. But a 45-minute commute is not a big problem.
Of course, companies can choose to source talent in Malaysia
and benefit from the labor cost arbitrage, the population’s multilingual capabilities and service delivery mindset. In finance, the
country is getting a reputation for high-value skills, in the same
way that India is seen as hub for higher end analytics and the
Philippines for basic and repetitive transactions.
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About CFO Innovation
An integrated digital, conference and research platform of Questex Media in the US,
CFO Innovation Asia aims to provide strategic intelligence to the region’s CFOs, finance
directors, controllers and treasurers. It reaches more than 25,000 finance professionals
through its three-times-a-week newsletters and regularly updated website.
CFO Innovation organizes the annual two-day CFO Innovation Asia Forum in Singapore
and Hong Kong, and holds other conferences in Bangkok, Jakarta, Kuala Lumpur, Manila
and Shanghai. It also broadcasts webinars and conducts research on a wide variety of
finance, accounting, treasury, management and career development topics.
For more information, please see www.cfoinnovation.com

About i2M Ventures Sdn Bhd
i2M Ventures Sdn Bhd was established in 2013 as a company that focuses on the
development of strategic investment promotion initiatives for the Global Business Services
(GBS) and Shared Services & Outsourcing (SSO) sector in Iskandar Puteri, Iskandar
Malaysia.
It is a wholly-owned subsidiary of Khazanah Nasional Berhad – the investment holding
arm of the Government of Malaysia.

About GBS ISKANDAR
GBS ISKANDAR is an initiative by i2M and it is a specialised programme to facilitate
businesses to locate GBS Operations in Iskandar Puteri, Iskandar Malaysia.
With GBS ISKANDAR, companies will be able to enjoy expert facilitation in order to
meet their GBS location requirements, covering key areas such as talent, infrastructure,
liveability and incentives. Additionally, qualified companies will enjoy privileged access to
customised incentives provided by GBS ISKANDAR.

