Navigating the
Multi-polar World

How multinationals in China and Chinese companies
expanding overseas pursue high-performance finance

P\t IR SR

12 ZE oM R NS [ A B A0 ) SR U 55 B







Every generation lives in a new world—created by the rolling
force of change. On that we can depend. What's distinctive
about change in our time is how quickly it occurs and how
radically different it leaves the globe.

Take the globalization of recent decades. Globalization

has shaken the traditional dominance by economies of

the United States, Europe and Japan—and transformed

the global terrain into a flat world--a level playing field.
Developing countries now account for 49 percent of global
GDP. Output, trade, investment—these measures all confirm
the spread of economic power from the industrialized
economies to the emerging world.

But now globalization too is changing, as it shifts into a
new phase. At Accenture we call it the multi-polar world. In
this world there are multiple centers of economic power and
activity. Here developing or emerging economies participate
not just as producers of low-cost products and services for
export, but as active shapers of global economics.

They are not just production hubs but also exporters of
capital, sources of talent and innovation and buyers of
companies overseas. In this environment of dispersed
economic power, globalization is a two-way process—and
the world of trading nations, highly interdependent.
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China on center stage
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In this multi-polar world, China moves to center stage as a
global economic power. China's staggering pace of growth
and 1.3 billion people offer tantalizing opportunities for
multinational companies in search of new markets. China is
now the world's largest consumer in many categories. It is,
for instance, the biggest market by far for mobile phones,
and has overtaken Japan as the world's second largest auto
market. There is more of this, much more, to come.

It works both ways. Chinese companies have in the last
decade gained in strength and are expanding beyond their
borders too, staking a claim for broader economic presence.
Many can be called multinationals in their own right.

What does it take for a company to perform successfully

in this new multi-polar world? Whether it's multinationals
coming to China or Chinese companies going abroad, one
constant remains in the pursuit of success. It's the demand
for high performance of the business. Linked to that is high-
performance finance--anywhere on the globe.

A high-performance business is still what it has
always been. In Accenture's research, it's the ability
of a company to balance today and tomorrow, to
consistently outperform its peers over time, across
business cycles, industry disruptions, leadership
cycles—and now, across geographical boundaries.

But how does a company achieve high-performance finance
when it comes to China in particular? Is it different here
from other places? If so, how?
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In this survey, we asked these questions of two groups of HIRAED, HAIEX A TR E 7X@l HTAE

companies. We tapped more than 260 multinational and T 260K W B st R H TR E T ST AR AT,
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Here's how these companies answered our questions.



Multinational and Asia Pacific companies
already in or planning to go to China
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1) What benefits are you looking for by coming
to China?

It's customers, customers, customers. That's the number one
reason why 749% of these companies come to China. Any
other benefit trails far behind. Only 13% come looking for
an abundant and low-cost talent pool.

“This was a surprise,” says Andy Hui, Partner, Finance

& Performance Management Greater China. "There's a
common perception that companies want to expand to
China because it produces reasonably priced products to sell
to global markets. But it turns out that these multinationals
care mostly about customers, not labor."

A couple of reasons may account for that, says Hui. "First,
labor costs and the exchange rate have been going up in
China in the last few years. So if you come to China solely
to lower the cost base and ship out to Western countries,
that may not work anymore."

That customer priority also reflects a sequence of

stages multinationals go through in pursuing the China
opportunity, says Matthew Podrebarac, Executive Partner,
Finance & Performance Management Asia Pacific. “They
start with offshoring, whether for supplies, products, IT

or finance skills. Then they go after the end user-the
customer--and begin to look at China as a part of their
global network. To deal with a shortage of finance skills in
China, multinationals may centralize their talent pool to
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share across multiple geographies, locations and business
units. Often this shared pool of skills may sit in China,

but could as likely be in multiple locations across a global
network. That way they can focus on the customers—which
is why they came in the first place,” says Podrebarac.

2) Have you realized the benefits you expected?

In a word, yes. When it comes to new customers, 80% of
these companies say they've found them.

But China is not all things to all people. For companies who
did come seeking an abundant and low-cost local talent
pool, 57% say they've found it. But the rest said they have
not or it is too early to tell. “Definitely talent is one of the
challenges multinationals face in coming to China,"” affirms
Andy Hui.

For those who came seeking access to technology,
innovations and business knowledge and skills, the results
are mixed. Only 39% of those companies got what they
came for, and the rest didn't or found it was too early

to tell. But then, that was not a major reason why the
multinationals came to China.

3) If not, why didn't you realize the benefits
you expected?

The most cited reason was unexpected government
reqgulations and restrictions (249%). Almost as important
was undercutting by emerging market competitors (22%).
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Add to that the fact that the market is more complex than
anticipated (14%), and that companies are unable to attract
and retain the right talent (12%).

The combination of these reasons underscores one point:
the complexity of the operating environment here. "Ask
multinational companies among our clients whether the
market is more complex than anticipated and every one of
them would say yes, it's true,” says Andy Hui.

When it comes to price undercutting, Matt Podrebarac says
one thing multinationals find in certain industries is that
“they have to make a choice to compete head to head with
local competitors, which is often a price game, or focus on a
niche or specialty that differentiates them.”

One example is chemicals. "A lot of multinationals will
focus on specialty chemicals instead of the more mass
market chemicals where they get stiff competition. In retail,
they may focus on service rather than go head to head

on price. That's where analytical capabilities come in. The
kind of analytical capabilities that you get from Enterprise
Performance Management. Here you get the information
you need about customer profitability relative to the
competitors in the market,” says Podrebarac.

4) What are the challenges facing the finance
function in China?

It goes back to the workforce issue, an unrealized benefit
cited earlier. The most important challenges are the
availability of a skilled finance workforce (39% rate this as
the number one challenge). Coming in a close second is the
ability to build and sustain the level of governance, control
and compliance required to operate in expanded markets
(35%). Some said standardizing the finance organization,
processes and technologies in the midst of all this growth is
the most important challenge (149%).

"This is no surprise,” says Matt Podrebarac. "When it comes
to getting and maintaining a skilled workforce, we're talking
about one of the biggest issues of doing business in China.
For the organization, it requires a workforce transformation.
It also points to the need for a business model that works in
the face of skill shortages. This is why so many companies
create shared services where you pool certain skills and
share them among locations and countries. You don't have
to have those skills in every location and every business.”

The same goes for the challenge of sustaining the level of
governance, control and compliance needed to operate in
expanded markets. These entail a mastery of tax, reqgulatory
compliance, currency and internal controls risks. “To address
those issues, many of our Accenture clients are changing
their operating model," says Podrebarac. “For example,

one of the energy companies that's expanding overseas is
looking to get a central shared services in place so they

can grow and focus on the end market and maintain that
standardization and control.”
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5) What finance capabilities do you need to
expand outside your base geographic markets?

What they need most of all is a standardized operating
environment, 35% of respondents say. That's far ahead
of anything that follows, such as the ability to handle
advanced tax and requlatory requirements (17%). To a
lesser extent these multinationals cite risk management
that takes into account various regulations of different
countries (14%), and advanced and integrated analytics
and performance management and reporting, at 7%, as
necessary finance capabilities.

"Because China is so big," says Andy Hui, "companies
coming here face a challenge when it comes to a
standard operating environment. Different provinces
and cities have different operating environments;

they have different tax and regulatory requirements.
And there are different interpretations of these
requirements. Companies need to be able to handle
these differences across geography.” That's linked back
to risk management too, Hui points out. With a shortage
of skilled finance and accounting talent, how to ensure
that the financial statements are consistently prepared
according to accounting standards becomes an issue.

Matt Podrebarac adds, "You can see they're having a
challenge dealing with all the end markets, the operating
environment, especially the back office, and support
functions like finance. They're looking to make sure that's
standardized because that's a way to ensure control and
consistency in very diverse markets around the world."

6) What opportunities has your finance
function experienced or does it expect to
experience in China?

No runaway opportunity heads the lineup. Several
opportunities are almost equally attractive. The most cited
opportunity is access to a broader base of skilled workers at
competitive costs (20%). Behind that are greater economies
of scale (17%) and the opportunity to restructure the
finance function (15%). The latter includes taking
advantage of multiple sourcing options.

"But there's a contrast here between expected opportunities
and realities," notes Andy Hui. “While some here see
opportunity in greater economies of scale and access to a
broader base of skilled workers, the reality is that almost
half the respondents said earlier that they had not realized
these benefits."

7) What initiatives has your finance leadership
team pursued in the last two years?

So far these multinationals have mainly dealt with the tasks
of standardization and ERP implementation. More than

half of our respondents have taken up or expanded these
initiatives in the past two years:
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e Formulation of a finance function strategy that addresses
the organization, processes, technology and alignment
with enterprise strategy;

e Standardization to ensure that the
finance processes are consistent;

® Implementation of ERP systems;

® Enhanced processes and systems to address governance,
regulatory and compliance requirements.

“These are the basics for them," says Andy Hui. “When you
come to China, you need to get the fundamentals in place
in the organization: the processes and technology. So for
the last two years they've mainly dealt with standardization
and ERP implementation, and implementations to address
governance, regulatory and compliance requirements. The
focus has been on getting the basics right.”

8) What finance initiatives do you plan in the
next two years?

With the finance foundations in place, multinationals are
moving on to optimizing their operations.

Specifically, they say these things are important to them
and they will:

® Provide management information and business
insights on product and customer profitability
across geographical boundaries;

® Provide management information to support socially and
environmentally responsible practices;

® Pursue flexible thinking within the finance function to
anticipate the next technological innovations;

e Segment the finance workforce by
skill level rather than location.

“As these companies get cost pressure from the locals, and
as they gain access to additional customers, they need to
know what to sell," says Podrebarac. “They need to know
about the performance of different products or channels.
So now the multinationals are focusing on Enterprise
Performance Management with its analytical capabilities.
Which is natural. They need analytics to help them decide
what to sell and where to sell it to remain competitive."

This is a natural progression of their operations in China,

he adds. "They're realizing cost pressures and they need to
have a strategy to achieve standardization and control and
leverage scarce skills. So they're focusing on multiple things
to compete successfully for customers in this market.”

Most of these multinationals already have a sophisticated
performance management system in place globally,
Podrebarac notes. "What they need to do is see if it fits the
China environment. They may need to put different metrics
in place locally. They often have the EPM framework, but
they need to tailor it to the China market."
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Chinese companies already operating
overseas—or planning to do so
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1) What benefits are you looking for by 1) SRRREEL KBRS L m 7

expanding beyond China?



In this Chinese companies are different from the
multinationals, who tend to be already armed with global
operating models, knowledge, technology, innovation
and skills coming in. Hence, the difference in priorities.
Multinationals come to China for customers. Chinese
companies go overseas for global technology, knowledge,
skills and innovation first, then customers.

2) Are you realizing these benefits?

When it comes to that top priority of finding
innovation, technology and business knowledge
overseas, more than half the Chinese companies we
surveyed said it was too early to tell. Some, 44%,
said yes they have in fact had success in tapping
new sources of innovation and technology.

But new customers? Fifty-eight percent said they did realize
their expectations when it came to finding new customers.
On the question of capital, they were split. Forty-three
percent said yes, they gained access to new sources of
capital and 43% said it was too early to tell.

It's ironic, points out Andy Hui. Chinese companies going
overseas are primarily in search of new technology and
innovation, but less than half get what they expect. And
while getting new customers is not their primary goal, they
are more likely to realize this benefit.

Behind the "didn't get what we came for" responses is
the fact that Chinese companies going overseas have

a steep learning curve for the external market. For two
likely reasons, Hui points out. “Usually the challenge is
international property rights, and second, the market is
more complex than they anticipated.”

As for access to capital, many did say it was too early to tell
whether this would be realized or not. But neither is this an
important issue for Chinese companies, since only 12% said
that this was a priority.

3) If you didn't realize the benefits you
expected, why not?

A dominant theme of the survey surfaces again: markets
are more complicated than expected. That's the reason
given by 449% of respondents. Every other reason trails
that, including unexpected government requlations and
restrictions and price undercutting by emerging market
competitors. But 21% of the respondents did give
unforeseen differences in customer taste and culture as the
number one or two reason for their disappointment.

Finding the markets more complicated than expected is a
typical problem faced by finance organizations going into
new cultures. In contrast, multinationals coming to China
usually have experience with cross-cultural issues. But
Chinese companies going overseas may be doing this for the
first time. "There's a tendency to send out mainland Chinese
to work in the new locations, rather than recruit local
resources,” says Andy Hui. “There can be questions of how

10

2) RATSEWTXLERFRAG?

X FIEBINF O BARURBW AR — &SI
Bir, BE—FHRipPEARFR, ETELANER.
NBEAPI LN TETEEE, FnEl1ER LEEMINit
EM R QR IR.

BHFHEFERAMIE? 58%HIZ I/ ARRE, TEFHH
ERAHEENRESRATMBEIR. ERAATTE, BIEEH
D, 430 RARIFHEEEEN AR FHEEEE, FRE
BRG TR ASKEIR, H5M3%H AR R TIE N4E1E
pSlinpORES

FISERIA XA mINRI SRR PEARHRREINEEE
AT FHIBIEAMEF, BAE—FARKI T HIE R .
BERREFEFAEEMNNEZRN, ENEXTEKES
FLINRIRTRE AN E =

OARKRIMBMERN X—OEFFBTREXHF—1
=R, Bt REESNIPE LR XM IR E AR E
SERENFIIE. FEEEH, XEBAEERKX
JRE: "ERRERR AR E R E Rk, SENETS
SEEMNIREAS

MTREAE, REQFFRR, WERHAEELSRIA N
R R . BT 1200M AR FRRXEMEED, Ei3FE
REKRR, XEFAENEZE .

3) NKBESCHBAR, REAHE?

FAENET AR B AT A E & Z&.
4492 IH ARG LR NRE. AR EREELEEG.
EHERTURL SN B IS EANBR S, AR ST ia 5 S F19
N&ESE. B B21009Z /ARG B ARE A T EHY
= S5 AL R R R PR B s S — R .

RITHIZILLL TN NS 02 W55 8B TN SLAL 4%
AEBR AR, AtE 2T, HHERENEEAREEX
BBNE DA —ERR, (BHFBIMNMITELRATRE
R —IOX LM " E 2 BB E A T E KRR R RS H
T, MASHEESMAS, " FiBERRT, XEEN
FAHM A A afa 7E E Bl 55 B FRiE S TR T IIERI
Bl BEAAMAWSAERENENREZEFORS, TR
NS SN e



to make use of local talent, how to work in international
business, or language issues. While multinationals have
systems of international teams taking over, that's not often
the case for Chinese companies.”

4) What challenges face your finance function
as a result of expanding?

It's the ability to build and sustain the level of governance,
control and compliance required to operate in expanded
markets (46%). After that, 31% cite the availability of a
skilled finance workforce. These are the same top two cited
by multinationals—but in reverse order.

Like the multinationals, Chinese companies need to build
and sustain governance and control and compliance, but
they may be short on the skills to do that. “This gets back
to what we just mentioned about cultural differences in
expanding operations,” says Hui. "When you expand to a
new country, there are a lot of local requirements that can
be especially challenging in the finance function. Sending
Chinese workers may compound the difficulties of learning
the local regulations. In addition, many Chinese companies
lack the brand name that can attract the best local talent.
So they find themselves competing with multinationals,
who do have brand names, to recruit and retain talent in
the area.”

5) What capabilities does the finance function
need to perform well overseas?

A standardized operating environment is first, cited as the
top capability needed by 469% of these companies. Risk
management that takes into account various requlations
and circumstances in different countries comes up as
number one for 12% of respondents. And rated number
one or two in importance by 14% of respondents is greater
focus on driving a value-centered culture across the
enterprise.

Just as the multinationals coming to China are confronted
with different tax and requlatory requirements and a new
operating environment, so are Chinese companies going
into new countries. Even so, as they are learning, they still
need to produce the financial statements and meet tax
and regulatory requirements of that country and operate
in its finance environment. To get control and consistency,
they need a standardized operating environment that will
position them well to do this in the world's very diverse
markets.

“Chinese companies are still in the first stage of establishing
a footprint in a given country, getting the operating
environment right, managing risk and recruiting and
developing the workforce," says Andy Hui.

"But as time goes by, they find they need to be more cost
conscious and get more profit out of existing operations.
So next they look at how, for the same amount of resources
and people, they can get more value out of the whole
enterprise. That's why they're citing the value-centered
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culture in this response. They're looking at how they can
drive those changes across the mindset of the culture across
the enterprise,” says Hui.

6) What opportunities has the finance function
experienced in going overseas?

Chinese companies point to a range of opportunities,
with none far ahead of the others. They cite access
to differentiated and specialized skills not available
in China (19%), greater access to capital, greater
opportunity for finance function innovation,
opportunity to restructure the finance function,

and greater economies of scale (15% each).

When they point to the opportunity of access to
differentiated, specialized skills not available in China,
they may face the challenge of realizing how difficult this
can be. The learning curve in going out of China includes
managing a multicultural environment, with all the
difficulties of that when it comes to recruiting talent. “If
you're a Starbucks or a GE, a famous brand name coming
into China, mainland Chinese like to patronize those brand
name companies,” says Hui. “But it doesn't work in the
reverse. When Chinese companies go overseas, often local
people have never heard of their company names. The
challenge to these companies is to recruit talent without
having this brand name, because local talent may question
how much of a career they can get out of the company.”

7) What initiatives has your finance leadership
team pursued during the past two years?

Standardization, standardization, standardization. Sixty-
four percent say they've done it. After that, the second
highest ranking initiative is implementing processes and
systems to address governance, requlatory and compliance
requirements issues, which 45% have done. Also important,
implementing a finance function strategy (41% have done
it), along with new workforce programs, such as leadership
development, retention, development, and implementing or
expanding ERP systems.

In these priorities, the Chinese companies and
multinationals are in general alignment. "It's a

matter of getting the basics right when you expand,
whether it's into China or going out of China,” says
Hui. The difference is the point on the globalization
participation curve where companies find themselves.
"Chinese companies are committed to mastering
these fundamentals of high-performance finance first.
For now, they are concentrating on how to operate
efficiently in this multi-polar environment."
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8) What initiatives will Finance pursue in the
next two years?

Chinese companies intend to pursue an extensive finance
agenda to keep up with the demands of high-performance
finance in the next two years. More than half say they will:

® Implement advanced enterprise performance
management capabilities;

® Promote flexible thinking within the finance function to
anticipate the next technological innovations;

e Conduct benchmarking studies to assess quality and
efficiency compared to similar enterprises;

® Implement new workforce programs;
® Implement or expand ERP;

® Provide management information and business insights to
support socially and environmentally responsible practices.

"These are more advanced capabilities and it's the path we'll
see the Chinese companies begin to take now to compete
globally with their peers,” says Andy Hui.
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Are they ready for the multi-polar world?
EX SRR, E1EEFE TE?

In this survey, the order and importance of the challenges
is somewhat different for multinationals and Chinese
companies as they navigate a multi-polar world. But

the themes are consistent. All cite the complexity of the
market they are entering. They may have known about
this, but on-the-ground experience in the new geography
makes it stunningly real and specific. It manifests itself
in the challenges these companies cite: unexpected
government regulations and restrictions; a shortage of
skilled finance workers or availability of a low-cost talent
pool; an unfamiliar local culture and buying preferences.
And for both multinationals and Chinese companies, price
undercutting by the competition.

“What you're seeing is that all these companies are
operating in a complicated and competitive environment
as they seek growth in new regions. They have to address
this complexity in a way that also allows them to be
competitive," says Matt Podrebarac.

How to get high performance as they do that is the question
for finance. "It seems they need to do multiple things," says
Podrebarac. "Get the operating environment standardized
and controlled, and at the same time do performance
management and analysis to see how they're competing
against other companies.”

These companies realize this. The multinationals coming
to China are pursuing more advanced finance initiatives,
and the Chinese companies plan to in the next two
years. “They want to transform the finance function.
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They are continually focused on a strategy to achieve
that. The strategy includes instituting a standardized
environment," says Podrebarac, "which addresses the
problem of government control and compliance and
also the shortage of a skilled financial workforce."

Often it means leveraging shared services or outsourcing.
"Using shared services accomplishes multiple things,” he
adds. "One, it allows you to share resources and it also
addresses the people and skill issue—because you can get

a pool of people and share them across multiple locations
and regions. Two, it addresses the governance, control and
compliance issues that come with operating across multiple
countries. By having a centralized group responsible

for these finance operations processes, you allow these
processes to be owned and maintained and standardized
within a central group instead of being dispersed across
multiple locations. And it also allows you to better leverage
the skills and technology you need to keep robust finance
operations functions going."

Beyond addressing the finance operations challenges,
companies realize they need to be competitive in going
after customers. "That's what performance management
is about,” offers Matt Podrebarac. "You have to have fairly
sophisticated performance management capabilities to

do the analytics and understand what is happening in the
market relative to your products and services. That means
understanding not just how you're performing internally
and your profitability, but also which markets to go
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after—and how your competitors are doing. With Enterprise
Performance Management, the finance function gathers
the analytics that help the company compete for that end
market—those customers.”

The finance function, then, has to accomplish multiple
ambitious goals to help the enterprise as a whole become
a high-performance business in this new multi-polar
world. By taking up a broad range of finance initiatives,
multinationals and Chinese companies are saying they are
ready to do what it takes to get ahead in the game.

Opportunity abounds. That much is never in question. But
how does a company pursue it successfully?

An Olympic task, perhaps. But was it ever more timely? Who
takes home the gold, the silver or the bronze in this multi-
polar competition depends on the will to win, the skills to
compete, the diligence to continuously improve. And on
finding that competitive essence that inspires a company to
show the world its best possible performance.
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