














The COO perspective — at a glance

Your time is precious. In order to get you the insights you need, as quickly as possible,
we designed The COO perspective — a series of short executive briefing papers that
provide a quick overview of the main findings of recent EY reports, with a particular
emphasis on the relevance for you.

The role of the COO is hugely diverse, changing markedly from one company to
another and across varying industries. Accordingly, in compiling The COO perspective,
we've sought to highlight insights of relevance to one or more of the six fundamental
components of the COO role, as illustrated by our wheel model that we believe
encompases the full extent and potential of the COO role.

What is Delivering tomorrow’s companies today about?

In a sentence: High-performing companies are adopting new multifunctional
shared service structures that supply the whole organization in a globally
consistent way, rather than narrow business functions.

COOs know that a business needs the right framework in order to thrive. No company

can hope to provide consistently top-quality products and services or to stay ahead of its
competitors, unless it has structures in place to ensure customer-facing divisions can focus
exclusively on doing exactly that.

In-house shared service centers and third-party outsourcing were developed with this
objective in mind. But high-performing companies are now taking these concepts to the next
stage, with the development of a single, unified global business services organization that is
capable of managing end-to-end processes across different business functions.

These aim to add value and also optimize costs. They seek to deliver scale and scalability,
process efficiencies, create standardization, innovation, career development opportunities
for employees and better integration of M&A, and to leave the retained business free to use
its time more productively. They may operate entirely as a captive, in-house organization,
or outsource work to third parties. The overarching ambition is to enable the rest of the
business to concentrate all its energies on producing sustainable growth.

For COOs, this is a huge challenge and opportunity, at both a personal and corporate level.
Along with CFOs, they are the obvious candidates to drive this shift and to manage it on an
ongoing basis.



How tO ensure global 2. No area of operations is off-limits
bUSineSS SerViceS Shared services and outsourcing have

traditionally focused on IT and finance, but

deliver transformation: agiobal business services unit is also likely
six key principles go further, including procurement, HR,

sales, marketing and legal, as well as parts
of research and development. Moreover,

1. Governance is crucial the nature of the work is wider too, with

Good governance is the key to getting a value-added tasks such as strategic analysis
global business services organization right, O management reporting, along with
but how should the reporting lines work? transactional tasks.

COOs, as the company's senior executives
for operational matters, certainly have a
strong claim to lead here, but they are likely
to find themselves in competition with CFOs
for the role, particularly when the core driver

COOs will play a key role in determining what
sort of work might be shifted to a global
business services organization. Eventually,
the goal may be to move any task that is

not customer-facing into such a unit. In the

is cost driven. short term, the COO's role will be to ensure
Whoever takes charge, careful consideration the business looks at all its processes and
on the governance structure will be crucial. ~ evaluates what will be needed to support
Clear, strong leadership will be necessary for ~the company in future —and how best these
delivering standardization and integration, are performed.

while also reducing the scope for disputes

over territory and budget, and providing 3. Scale delivers enhanced benefits

clear lines of accountability. One common
model is for a head of global services to
oversee the organization, reporting into

a C-suite executive such as the COO. The
different functions buy in work from the new
organization, which owns the process and
maintains its own profit-and-loss account.

Global business services units deliver
new economies of scale and process
improvements, as well as greater
harmonization across the organization.
By bringing previously separate shared
services together under a global
single-governance roof, know-how in
each silo is leveraged. Repetition of tasks
and processes can be eliminated, while
stand-alone expertise can be maintained
where needed.



COOs already recognize that end-to-end
processing, in which all the steps in

a particular task are identified and
automated, can produce valuable
efficiencies and service improvements.
Examples include “procure to pay” in
supply chain management and “record to
report” in accounting. As such, COOs are
well placed to identify new opportunities
for end-to-end processing — and, therefore,
to help global business services units deliver
on their promise.

4. Outsourcing isn't finished

A global business services organization
does not have to do everything in-house.
For many companies, some processes may
be better run by third-party providers, with
transactional work, in particular, more likely
to be outsourced as such services seek to
move up the value chain.

The nature of the business's relationship
with outsourcers is, however, likely to shift.
COOs have a clear role to play in managing
this relationship, especially if they are
ultimately responsible for global business
services. COOs are also well placed to
identify which work to retain in-house and
which to outsource to maximize potential.

5. Location, location, location

As companies move all their shared services
into a single multifunctional business unit,
they may need to rethink where the work is
done. One option is to operate from a single
location, but this may not be appropriate for
global organizations working across several
languages or time zones. Equally, operating
from too many locations will undermine the
potential for standardization and economies
of scale.

A "hub and spoke" approach is increasingly
common, with businesses designating a
handful of larger centers as hubs for their
multifunction units, with all work flowing
through one of them. Smaller centers, the
spokes in this structure, may then be used
to do some of this work, particularly where
delivering language competency is an issue
or to ensure constant time zone coverage.

For COOs advising or building global
business services organizations, the
challenge will be to find the optimal locational
structure, balancing the need for breadth

of coverage with the desirability of
standardization. Part of the consideration
will be the competencies available in
different geographies. While India remains a
popular location for captive shared services
and outsourcing alike, other countries

and regions, notably Philippines, China

and Eastern Europe, are increasingly
competitive too.



6. Performance must be measured

Global business services organizations
must provide performance measurement
tools that will produce evidence that

they are living up to their promises. Not
least, this is because other functions will
be reluctant to move work into shared
services without evidence of good results.

The traditional tests of performance by
shared service providers, whether captive
or outsourced, will remain important -
examples might include cost per
transaction, speed of delivery, availability
and response rates — but an organization
that claims to be offering improvements
further up the value chain must be able to
demonstrate that, too. Outcome metrics on
everything from employee satisfaction to
measures of innovation will be crucial.

For the COO, the responsibility here will
depend on the relationship with the global
business organization. Those who head

up such units will need to ensure they

are providing robust KPI data to other
stakeholders and working with the business
to drive performance higher. Those who

do not are likely to take at least some

of the responsibility for holding these
organizations to account.




Making it happen

These six key principles are not the only
issues with which COOs must grapple — the
shift to multifunctional shared services is
a major change management initiative,
and one that will require careful people
management before and after the move.
How to embed innovation is another
question, and many companies will also
need to consider what to do with their
emerging market operations where costs
at least are likely to already be low.

COOs must also engage with the
challenge of execution. The move toward
global business services is a process

of evolution rather than revolution for
most organizations, though this is not
to say it is not possible to move more
quickly. Recognizing progress made and
evaluating how to advance from there is
a constant challenge. But COOs evolving
toward a multifunctional approach have,
broadly speaking, reached one of four
distinct levels:
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The standard approach: Companies
have separate units to provide shared
services to individual functions. These
units have little contact with each other,
and report to their respective executives
at the C-level.

Going multifunctional: Companies have
begun to integrate shared service units,
but on a regional basis. Units combining
two or more functions exist in several
locations and they report to a head of
shared services.

Globalization: Two or more shared
service functions are aligned across all
regions on a global level under a single
head of global business services. The
unit offers a unified face to internal
customers.

Advanced multifunctional: The
company'’s global business service unit
is no longer organized on the basis of
the functions it serves, concentrating
instead on service products.




