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WELCOME
s the Chartered Global Management
Accountant (CGMA) designation moves
forward through its second year, we
would like to thank you for taking this
journey with us. As a CGMA designation
holder, you are demonstrating to the
business community the value of a skilled management
accountant.
When we launched the joint venture, over a year ago,
it was against a backdrop of disruptive and erratic global
economic conditions. We wrote in our welcome to the
inaugural edition of CGMA Magazine of the increasingly
global marketplace and the need business leaders have —
wherever they are in the world — for consistent, expert
finance professionals who are able to drive the right
decisions.
Today’s global economy is still in a state of flux — subject
to the ebb and flow of wealth, debt and widespread
sustainability issues. Organisations still face wide-ranging
complexities, affecting their ability to do business efficiently
and effectively. But while the global corporate landscape
remains much the same, the CGMA designation has moved
forward to address this global need. Leaders still — and
always will — need guidance along their journey. And as
management accountants you can, and do, provide the
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CHARLES TILLEY
FCMA, CGMA
CHIEF EXECUTIVE, CIMA

evidence-based analysis that leads the charge for worldwide
business success.
At this point in our pioneering adventure it’s a good time
to take stock of where we are and see what lies ahead. We
have enjoyed some great successes: an award-winning
website, CGMA.org; world-class reports, tools, videos and
other resources; this publication, CGMA Magazine, and its
news-driven online component and weekly newsletter; and
more than 120,000 professional management accountants
who now call themselves CGMAs. CIMA CGMA designees
hold 111 board positions at 91 FTSE 350 companies. Eightyeight per cent of the Fortune 500 companies employ AICPA
CGMA holders — as do 91 of the Fortune 100 companies.
And nearly a third of CGMA designation holders are in
C-suite-level roles.
Looking toward the future, we see: increasing recognition
by employers — both large and small — of the value and
rigour of a global management accounting designation that
signifies a level of expertise of their key employees; a
common global exam based on the CIMA syllabus for all
new CGMA designation holders by 2015; and additional,
robust resources and tools for management accountants.
Thank you for your continued support of the CGMA
designation, and we look forward to continued growth and
success.

BARRY MELANCON
CPA, CGMA
PRESIDENT & CEO, AICPA
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FOUR TRAITS OF

WINNING

Top-performing companies do a better job of listening to customers, are nimble in responding to
change, find innovative ways to control costs and are good at getting employee buy-in on
corporate values, according to an Ernst & Young survey of senior managers worldwide.
Four CGMA designation holders offer insight into these traits.
BY SABINE VOLLMER

1

Targeting and satisfying customer
demand. Top performers tend to seek new

geographic markets for existing products and services
and push harder to broaden existing lines into new
customer segments. They also are more likely to buy
competitors to increase market share.
Take Osborn International. The privately held US
manufacturer makes industrial brushes. The company, which
does business in Brazil, China, Singapore and several
European countries, is setting its sights on India to tap the
growth of the developing economy. Africa could follow.
To establish itself in a market, the company relies on its
sales force to track customers’ likes, dislikes and demands,
said Jeffrey Schad, CPA, CGMA, Osborn’s vice president of
global finance. The information is used to improve existing
products and develop new products that may cost more than
the competition’s but last longer, allow for automation or are
multifunctional. “We want to know what’s on a customer’s
mind, what they are mad about, and how can we develop a
new product that solves a customer’s problem,” he said.

2

Staying flexible and moving quickly.

Effective organisations respond wisely and rapidly
to change. Oilflow Solutions, a UK company
whose operations are in Canada, is one example.
The venture-capital-backed company is developing
an environmentally friendly technology to reduce oil viscosity.
The technology is expected to generate the most revenue
when applied to speed transportation in large oil pipelines,
said Stephen Rue, ACMA, CGMA, Oilflow Solutions’ CFO.
But this most lucrative option is also capital-intensive and will
take years to commercialise.
The company needed cash to support operations without
cutting R&D expenses. The solution was that a more moderate
revenue source could be tapped quickly and inexpensively:
individual well operators that could apply the technology to
boost production of single oil wells.
Within a few weeks, a few of the company’s 25 employees
programmed Excel tools that helped the sales team make their
case with well operators, Rue said.

COMPANIES
Scan this code or visit tinyurl.com/a5j6685
to read the full details of the Ernst & Young
report on high-performing companies.

Effective organisations have a better understanding
of what drives cost and what drives value. Having
up-to-the-minute data on how your products and
customers are behaving — and using it proactively
— is key, said Brenda Morris, CPA, CGMA, the CFO of 5.11
Tactical, a US tactical apparel and gear company. “For a good
executive team, it’s about analysis and understanding consumer
trends, coming from a customer’s standpoint,” she said. “Do we
see blips on the radar? And what do they mean?”
Aiding the effort are key performance indicators, which
can be a mixture of standardised indicators applicable to any
industry plus more tailored measures relevant to a specific
industry. The key to mustering the data is good technology,
such as business performance software, that can show changes
in core indicators in real time.
While tight economic times may place a premium on
having such systems, “it’s short-sighted to think that by not
investing in making your business better that you will get
ahead,” Morris said.

4

Making the value visible. Top companies
engage more than others with external
stakeholders, and their management effectively
communicates the company’s core values
internally. “Without clear communication,
employees couldn’t do their daily job,” said Jiake Brownbill,
ACMA, CGMA, director of JK Brownbill Consulting in
London. “If you don’t understand the company’s strategy, it’s
difficult to implement it in your daily work.”
Companies have many options to break down often
generally worded core values, such as “customers are key”,
and make sure employees in sales, accounting or human
relations know what that specifically means to each of their
departments. Companies can publish information on internal
websites, or have the CEO lead frequent conference calls or
face-to-face meetings with employees and managers. Quarterly
employee engagement surveys can help companies track how
well employees understand information that is cascaded down
the company hierarchy.
Once internal communications work well, Brownbill said,
it’s easier for a company to engage with external stakeholders
such as regulators, customers and investors. ■
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Maximising efficiencies effectively.

EMERGING CITIES:

GUANGZHOU
BY ARVIND HICKMAN

uangzhou (pronounced ˈgwäNGˈjō) is the commercial hub of
south China and the capital of Guangdong province. Located in
the heart of the densely populated Pearl River Delta, about 120
kilometres north-west of Hong Kong, it is China’s third-largest
city and one of the most rapidly developing.
Guangzhou’s population is 12.7 million. It has grown by 27% in the past
five years. GDP per capita has increased by 10.2% over the same period,
which is the 22nd highest among world cities.
“Guangzhou was traditionally the city in China that had the strongest
business links with the British Empire,” said Vicky Li, regional director in
northern Asia for the Chartered Institute of Management Accountants. “It is
the cultural base of the Cantonese people, with a huge population of
Chinese diaspora. It is fast becoming the most pro-business and pro-market
region of China, and some of the country’s most successful businesses
started, and flourished, in the city — Tencent and Huawei, for example.”

G
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MARKET COSTS

•

•
•

CHINA

EASE OF USE
The World Bank’s Doing Business
2013 report ranked China 91st out
of 185 countries.
Average time to register a
business: 33 days. The Organisation
for Economic Co-operation and
Development average is 12 days.
Construction permits: These are
difficult to obtain and take an
average of 270 days.
Securing electricity: China is
ranked 114th. It takes an average of
145 days to establish a permanent
electricity connection.
Transparency International
corruption index: China is ranked
80th out of 182 countries.

•
•
•
•

•
•

FOUR TIPS FOR SUCCESS
Laurence E. “Larry” Lipsher, CPA,
CGMA, author and tax consultant
at prctaxman.corp in Guangzhou,
offers the following tips for outsiders
considering the market:
Consider investment in
Nansha, the southern-most
portion of the city. It is one
of three subsections of cities in China
that are in the country’s 12th Five
Year Plan. Nansha is projected to
become a governmental hub within
the next 15 years.
Prepare for banking
challenges. Businesses that
are not state-owned will
have difficulty getting local financing.
Understand currency
regulations. You will need
to know how to work
within the confines of the laws and
regulations imposed by the State
Administration of Foreign Exchange.
Gain knowledge of the
“system”. Western
companies expecting to do
things the “Western way” will face
obstacles. A lack of appreciation for
the Chinese way of business has led
to many a business’s downfall.
Lipsher adds: “If you do not have
the patience to develop the trust and
friendships you need, then you will
fail.” ■
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Corporate tax: 25% for resident
companies; 20% for non-resident
companies and certain SMEs.
High-/new-tech companies that are
supported by the state pay a reduced
rate of 15%.
Average monthly wage:
CNY4,789 (about $773).
Commercial rent: Guangzhou
has four major office districts.
Zhuijang New Town CBD is the
most expensive, with an average
rental rate of CNY183.3 ($29.11) per
square metre per month. Yuexiu is
the cheapest with an average rental
rate of CNY124.4 ($19.76) per
square metre per month. The citywide availability is 8.6% of total
office space.
Retail rent: The average rent for
high-end shopping malls was
CNY1,315 ($210) per square metre
per month in Q4 2012.
Industrial rent: In 2012,
warehouse rent was CNY2.85
($0.45) per square foot per month,
and factory rent was CNY2.73
($0.43) per square foot per month in
the Guangzhou Economic and
Technological Development Zone.
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ANTI-VIRAL REMEDIES FOR
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REPUTATIONAL
DAMAGE

These days, bad news spreads faster than ever. Management accountants can help
companies prepare to inoculate their hard-earned reputations against damage on
social media and repair the harm when it occurs. Here is the experts’ prescription.
BY NEIL AMATO AND JACK HAGEL

CGMAMAGAZINE.ORG
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n important part of managing reputational risk is
knowing the potential sources — supply-chain
breakdowns, data breaches, CEO sound-bite
blunders and poor customer service are but a
few. But knowing how to react to a reputational crisis is
vital, especially in the era of social media, when news,
opinion and other information spread within seconds.
Take Domino’s Pizza, one of the world’s biggest pizza
delivery chains. In 2009, employees at a store in the US
filmed themselves violating health standards and common
decency while preparing food supposedly bound for
customers — then posted it on YouTube.
Domino’s responded two days later with a video of its
own. In it, company president Patrick Doyle acknowledged
that the incident had damaged the company’s brand, adding:
“We want to thank you for hanging in there with us as we
work to regain your trust.”
But by then, hundreds of thousands of people had viewed
the employees’ video, and Domino’s had learned a cruel
digital-age lesson: “We learned that we no longer owned our
brand,” said Tim McIntyre, Domino’s vice president of
communications. “We own the trademark, we own the
business, but consumers own the brand. They
determine how we are portrayed out in the world now.”
Executives predict social media will be among the
most important risk sources over the next three years
— ranked up there with the global economic
environment, government spending and regulatory
changes, according to Deloitte research.
Companies can learn a lot from the
Domino’s example: First, social media itself
isn’t a risk — it can just expose bad
behaviour to more people, more quickly.
So some of the risk lies in response, or the
lack thereof, which is the second lesson:

A

A quick, public response can help restore trust amongst
stakeholders. The third, and perhaps most important,
lesson: A quick response can only do so much because
reputation — good or bad — is built over time; a good
reputation is earned.
“Social media is merely the channel,” explained Nir
Kossovsky, executive secretary of the Intangible Asset
Finance Society and chief executive of Steel City Re, a
company that sells reputational value insurance. “What the
channel is conveying is what the company is actually doing.
... A company must be authentic in what it is doing because
it is constantly under a microscope now, and the ability to
have a reality that is different from its public story is very
hard.”

REPUTATION AND EXPECTATION
Reputation is what stakeholders — customers, employees,
suppliers, creditors, equity investors, regulators — expect a
company to do. It’s a forward-looking metric that covers areas
such as ethics, innovation, quality, safety, sustainability and
security, and how a company governs those factors, explains
Kossovsky, the author of Reputation, Stock Price, and You: Why
the Market Rewards Some Companies and Punishes Others and
Mission: Intangible: Managing Risk and Reputation to Create
Enterprise Value.
The value of that reputation is how the markets act based
on those expectations, he explains. Markets reward companies
for meeting expectations, and they punish them for failing to
meet expectations. And that’s observable through a company’s
share price and profit-and-loss (P&L) statement. A good
reputation can increase margins and reduce borrowing costs,
inventory lead time, head-hunting costs, internal litigation
costs, regulatory fines and supplier costs. “When customers
expect great things from a product or service, they’re willing
to pay more and the sales cycle is shorter,” Kossovsky said.
Oxford Metrica employs a proprietary Value Reaction
metric that captures the company-specific impact of an event
in percentage and financial terms. It calculated that a 2011
service disruption on BlackBerry mobile devices cost Research
in Motion nearly 50% of its value, which equated to more
than $6 billion.

PREPARATION, NOT VALUATION
Indeed, companies can spend a lot of time measuring balancesheet information, competitor and market performance, not to
mention social media “friends” and “followers” to gauge the
value of their brand or reputation. But the most important
ingredient to managing reputational risk is preparation, not
valuation, says Bonnie Hancock, the executive director of the
Enterprise Risk Management Initiative at North Carolina
State University’s Poole College of Management.
If a company’s official Facebook page has 1 million “likes”,
what’s the value of that information? “And then, over time, u
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if that dropped back to 800,000 because of some event, what
does it actually mean in dollars?” Hancock asked. “I’m not
sure there’s a lot of value in going through that exercise. At
the end of the day, what are you going to do differently
because you’ve calculated that value?”
So companies shouldn’t spend all their resources trying to
calculate what a potential reputational hit is worth, she says.
“Spend those resources instead being prepared to respond in

FOUR RESPONSE TEAMS
Peter Hirsch, director of reputation risk at Ogilvy
Public Relations Worldwide, works with companies
on response to crises, which includes knowing where
those crises could occur.
“We put them through what we call an issues
mapping process,” he said. The companies try to
“identify those places in their value chain where the
evolution of events might identify or throw up new
risks that they weren’t thinking about before.”
Once potential threats are mapped, plans begin to
take shape. “If these things were to occur, what would
be our response?” Hirsch said. “How would we
handle it operationally, what would we say about it,
and if there’s a pathway, how can we change what
we’re already doing to remove the threat or mitigate
its impact by doing something different today?”
Management accountants can help organise a
four-team response system:
The monitors: Companies should have realtime monitoring of traditional and social
media, so that they understand what the
world is saying as they prepare their response.
The investigators: Companies should
immediately deploy an operational team that
is doing the fact-finding to make sure it
knows what happened to cause the event.
The communicators: These are the people
who are adapting and customising templates
of content. Because emotion often gets in the
way of decision-making clarity, it’s vital to be
prepared for reputational hits instead of trying to craft
a response mid-crisis.
The gatekeepers: This group, Hirsch said, is
the go-between to all stakeholders. For
example, if a company in the dental hygiene
business has a product recall, that company’s
gatekeepers would make contact with dentists,
professional associations and pharmacies.
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the event that
something happens
that potentially
damages your reputation.
Think through how you’re
going to respond and be ready
to respond quickly to minimise
any potential damage and potentially turn it into a positive.”
Most companies will, at some point, face serious
reputational damage, according to Phillip Ellis, chief
executive of the Global Solutions Consulting Group at
Willis, an international insurance brokerage company. His
firm’s research shows that large companies will face such an
event every seven years, according to a 2012 white paper
published by Willis.

READINESS MATTERS IN A VIRAL WORLD
Social media, while not a risk itself, has prompted companies
to improve their reaction processes (see sidebars). The
“viral” aspect — a comment or video clip’s ability to go
worldwide in a short amount of time — is what’s prompting
the preparation. Just 8% of public company audit committee
members think their companies could respond adequately to
a crisis that goes viral through social networks, according to
KPMG research.
An effective response comes in three steps, Kossovsky
explains. Companies should acknowledge the bad situation,
commit to solving the problem and then “create some sort of
standard that raises the bar for the entire industry,” he said.
Just as Domino’s did.
The company acknowledged the situation, and it used
the video incident to improve the way it does business.
Domino’s bolstered its communication with customers soon
after the video was released; it launched an official Twitter
account ahead of schedule, for instance. The company also
began requiring deeper background checks of job
candidates, and it placed controls over the dissemination of
in-store videos captured by employees, McIntyre said. And,
for a time, the video was used as a code-of-conduct
cautionary tale in franchisee training. After all, explaining
expectations to employees is a big part of ensuring that a
company meets the expectations of its other stakeholders.
“If your reputation is damaged, your brand is
damaged,” said Domino’s CFO Michael Lawton. “Is that
quantifiable? Only after the fact. We certainly know that
our brand is worth a lot of money.”
Sales took a short-term hit in the weeks following the
incident, which the company estimated to have cost between
one and two percentage points in domestic same-store sales
for that quarter.
But the market quickly forgave Domino’s for the video
flap. The company’s share price, which suffered a slight dip
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in the days following the videos, recovered less than two
weeks later. And within months, equity analysts were
praising the company’s strategy for reporting better-thanexpected earnings — a performance that was, as J.P. Morgan
analysts put it, “commendable given a very difficult pizza
industry backdrop as well as the brand’s negative publicity
surrounding the YouTube event.” The market was
predisposed to forgive, according to Kossovsky.
“If you are a company that in fact has controls — and
Domino’s has phenomenal controls — you can pull this off,”
he said. “And when you pull it off, everybody says, ‘You’re
real, you’re authentic, you really care, you’ve done a great
job, terrific. We love you.’ And the employees are happy, and
the investors are happy, and the creditors are happy.”
And this year, Domino’s shares reached an all-time high.

REBUILDING REPUTATION
Global security company G4S followed a similar three-step
approach when it was facing a reputational hit last year.
The company won a £238 million (about $380 million)
contract to provide 10,400 security personnel at the Summer
Olympics in London. But as the Olympics neared, G4S was
having difficulty filling all the positions — a scenario that
ultimately forced the UK government to dispatch military
personnel to cover the shortfall. News of the shortfall broke, and
in less than a week the company’s share price had fallen 17.4%.
G4S acknowledged the situation, took responsibility for the
cost of the government personnel and offered regular updates
to stakeholders throughout the ordeal. It met with top investors
and walked them through the company’s crisis-management
plan. “The company deeply regrets that, despite the relentless
efforts of so many of its people, it is unlikely to deliver in full its
obligations to … everyone with an interest in these Games,”
G4S said in a statement prior to the Olympics.
After the event, company executives
sought to reassure employees and
customers, paying visits around the
world. The company also
commissioned an independent
review of the Olympics contract
and its internal processes. G4S
then released findings from the
report. The company vowed to
conduct more rigorous risk
assessment of new contracts
and improve contract take-on
processes and project management.
The company also said it would
enhance oversight by requiring review
and approval of contracts whose
annual revenues exceed £50 million. And the company
pledged to add at least two new non-executive directors and

create a board-level risk committee.
G4S’s share price has recovered. And the company is
looking to the future, which, for now, doesn’t include the
Olympics. G4S has said it will not bid to be a security
provider for the 2016 Olympics in Rio de Janeiro.
“To be honest, the profit upside, it would seem, is not as
great as the reputational downside if it goes wrong,” Nick
Buckles, the company’s chief executive, said in a conference
call with analysts and investors.
Later during the call, he added: “We’ve got to rebuild
that reputation. We’ve got a long-term track record of
delivering excellent service, and we’ve got to make sure that
we get that message across.” ■
Nick Huber of Seven contributed to this article.

FOUR COMMON MISSTEPS IN CRISIS
MANAGEMENT
There are four mistakes companies commonly make
in trying to respond to a reputation crisis, according
to Peter Hirsch, director of reputation risk at Ogilvy
Public Relations Worldwide.
Rushing to identify the cause, person or
entity responsible for the crisis event.
Hirsch says that if this identification is
premature, then companies end up having to spend
precious time “backtracking, restating and refining”
the messages they’re distributing.
Closing ranks. This is a natural human
reaction. Sometimes leaders think, “Oh my
God, this has happened to us,” Hirsch said.
Instead, they should be thinking about the issue from
the perspective of the stakeholders affected by the
event.
Failing to distinguish between harm vs.
pain. Companies must keep in mind whom
their message might hurt. For instance, if
an automaker’s top model is accelerating more than
it should, leading to driver injury or death, it’s not
in the best interest of that company to cite driver
error as the reason for the acceleration, even if it’s the
truth.
Declaring the crisis over. “It’s not over
when you say it’s over,” Hirsch said. “The
crisis is over when the stakeholders say it’s
over. You need to stay in the game as long as there’s a
perception that there’s more to be done.”
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A PERSONAL VIEW

Doug Bonthrone, ACMA, CGMA, who
retired this year after spending 17 years as
a finance executive with the Coca-Cola
Co., explains how creative vision and
smart change management can keep
continuous improvement flowing.

ABOUT THE AUTHOR
Bonthrone has served around the world in
many senior management positions with
the Coca-Cola Co., the last of which was
director of global services strategy in
London.
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n example of how innovation can occur
anywhere in a business comes from my
experience more than ten years ago in
China, a key strategic market for CocaCola. As the 1990s ended and China was
becoming an increasingly attractive
emerging market for a rising number of
businesses, Coca-Cola was having trouble
growing as it wanted to in a particular market segment there.
Coke is a franchiser operation that typically has
independent bottlers working as its franchisees in the countries
in which it sells its beverages. At the time, I was the company’s
equity portfolio director for Asia Pacific, helping lead and
coordinate interactions with the bottlers in that region.
We were performing well in China with our sparkling
(carbonated) beverages, but we weren’t satisfied with sales of
our non-carbonated beverages, which we call “stills”. Swire
Beverages, one of our franchisees in China, had put a lot of
money into building still beverages capacity there, but it had
been vastly under-utilised for several years. Furthermore,
growing market share in the stills segment had been identified as
a key strategic priority, but we weren’t winning as we wanted to
in the marketplace.
So we needed to change what we were doing, and the first
priority was to identify what was and wasn’t working. Coke
and its bottlers were developing the capabilities necessary to
develop, supply and sell still beverages in China, but no one
was happy with the way and pace at which the system was
investing in stills. Working with Swire Beverages, I developed
an approach that provided a financial framework that
encouraged and gave the bottlers confidence to put more
effort into stills. This framework covered the launch of a still
beverage and three to four years afterward — what we called
the “nurturing” period — to provide sufficient time for the still
brand to become established. After that, the financial
arrangements between Coke and its bottlers reverted to their
normal terms.
The strategy was very successful, and within a couple of
years significant new still beverage production capacity was
required in China. Coca-Cola’s still beverages have continued to
experience rapid growth in China, and a bottling system that
had been frustrated with the performance of stills has invested
ahead of the curve to develop additional still beverage capacities
and capabilities. Naturally, the original framework we developed
to encourage and support the growth of still beverages in China
has evolved a little, too.
Although this change was successful, change and innovation
seldom come easily, and this is a challenge each business must
address to be successful over the long term.

A

MANAGING INNOVATION
Machiavelli (author of the 16th century political treatise The
Prince) once gave an excellent description of the lonely role a
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change agent must play: The people who are doing well by the
status quo will resist you, while those who support you are not
going to vocalise their support until they know the change is
going to succeed. In my view, this is why it’s imperative to
build a culture within a company that continuously looks for
and welcomes change and innovation of both a tactical and
strategic nature. In other words, innovation should not be
something a business does from time to time, but instead
becomes a way of life and how the business operates. In my
experience, sound change management across the depth and
breadth of the organisation early, during and after the
innovation process is important for a successful outcome.

DEALING WITH BIG, HAIRY, AUDACIOUS
GOALS
Strategic change typically requires a stretched target that
provides a unifying destination for a business that pulls everyone
and everything together in pursuit of it. This overarching
objective will underpin all strategic and tactical planning, and I
call it establishing a BHAG, or a big, hairy, audacious goal.
In 2009, Coca-Cola CEO Muhtar Kent worked with the
company’s bottlers to come up with a BHAG of doubling
system revenues by 2020. In broad numbers, it was taking a
revenue level that took around 123 years to reach and aiming to
repeat it in 11 years.
In my experience, most successful businesses possess or have
had this kind of BHAG vision or destination. You need to pick a
realistic time frame to achieve the BHAG, particularly if
significant change is involved. I wouldn’t have anything shorter
than three years, and between five and ten years is probably a
good time scale for most businesses.
You also have to recognise that the BHAG is not the end of
the journey. It’s just a specific milestone along the journey of
achieving success and building a sustainable business.
What are we trying to do? In short, it’s freeing up people
and resources to invest in the business in ways that will enable
it to prosper in a competitive environment over the short,
medium and longer terms. Every year, a business must look at
how it can do more with less and how it can improve
internally as well as externally in the marketplace. I’ve never
bought into the old saying that, “If it ain’t broke, don’t fix it,”
as a business doesn’t operate in a static environment. New
threats and challenges constantly appear, and I believe it’s
better to be proactive than reactive.
Consequently, each business should continuously look at
how it can improve, because if its competitors are improving
and growing while it is not, it will fall behind in the race for
long-term survival. There are few certainties in business, but
you can be sure that if your business isn’t doing better than
its competitors, it’s probably not going to be around for
long. For me, that means embracing and pushing sensible
innovation across every facet of the business on an ongoing
basis.
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FIVE STEPS TO:
SUCCESSFUL INNOVATION

ACCOMPLISHING BIG GOALS

Give people responsibility and the freedom to
make mistakes. If you don’t make mistakes, you’re

Ground the BHAG in reality. Ask yourself: What
are the opportunities? What are the threats? What
competencies do I have and need? What are my
competitors doing, and what are their strengths and
weaknesses? What new competitors or roadblocks could
arise in the future? Form your goal sensibly, because you
are not going to achieve it in isolation, but within a
competitive and constantly evolving environment.

probably not trying hard enough, so it helps to provide a
framework within which people can innovate and find it is
easy to do so. The responsibility part means the change
agent ensures that key stakeholders are aligned each step
of the way and are kept informed on what’s working and
what’s not working, and there’s a learning process in place
so mistakes aren’t repeated and lessons are shared.

Scope your goal. Look at resource implications over
Get a budget based on robust financials. What
do you think the change project is going to cost overall?
What are the key variables, and how sensitive is the
budget to changes in these variables? How is the project’s
viability affected by changes in key variables, and how
likely are these to occur? If there is a reasonable chance of
success, then make sure you have the money available
when needed.

Break it into stages. At Coca-Cola we have a stagegate process, and as we go through each stage, we check
our progress against agreed targets and decide whether to
proceed to the next stage. If we do proceed, the budget for
the next stage is released. If one goes through a stage
without getting the expected results, find out why before
deciding on next steps. Maybe your change management
has been inadequate, your assumptions were wrong, or
perhaps the world has changed and made your innovation
obsolete.
Adjust. Be ready to alter course or even pull the plug, if
necessary, as soon as it looks likely the innovation will fail
or won’t be financially viable, although one should not be
put off by some early setbacks. Anticipate and look for
bumps in the road, and if things are going wrong, make a
course correction. On the other hand, if the innovation
turns out better than expected, be ready to quickly put
more resources behind it to accelerate what’s working.
Fish where the fish are. Focus change efforts on areas
that have the biggest opportunity and are easiest to
achieve. This means looking not only at areas where
improvements are required, but also at areas of specific
competence or competitive advantage. This applies to both
tactical and strategic innovation.

time and the likelihood of success, and prioritise the areas
where you get the most leverage for the least risk in terms
of both impact and probability. Furthermore, resources are
finite, so choiceful decisions must be made where
resources are invested with regard to amount of return,
time periods and probabilities of success.

Don’t try to be point accurate. Doing loads of
calculations around thousands of variables is useful to
understand the range of possible and probable outcomes,
but don’t get fooled by false precision. Trying to be point
accurate and predict every variable, especially if you have
a plan that’s three years or longer, is generally a mistake.
Be flexible. Just as you do with innovation stage gates,
set up a monitoring system that will warn you as early as
possible and allow you to change course if you encounter
new influences you didn’t anticipate, or your results aren’t
turning out as expected. Also, be wary of putting all your
eggs in one basket, as an error of judgement or an
unexpected occurrence could have catastrophic
consequences.
Good execution is essential. It’s better to do five
things critical to the BHAG really well than 15 important
things adequately. And always expect the unexpected — no
effort ever goes entirely according to plan. ■

Visit tinyurl.com/cg9o5dx or scan this
code to see videos of Doug Bonthrone,
ACMA, CGMA, and other leaders from
some of the world’s best-known companies
talk about innovation, risk and the role of
management accountants.
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CULTIVATING
INNOVATION
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Hal Gregersen, Ph.D., professor of innovation
and leadership at INSEAD, explains that
every individual has more untapped creative
capacity than he or she may realise.
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n today’s dynamic and hyper-competitive
global markets, innovation is a crucial
capability for organisations large and
small. As companies vie for loyal
customers, top talent and brand
recognition, the ability to consistently
generate valuable, new products and
offerings separates hot-ticket performers from side-line
observers. At the heart of every growth strategy, people play a
key role in crafting a company’s capacity to develop and
implement disruptive ideas.
More than a decade ago, Clayton Christensen of Harvard
Business School, Jeff Dyer, professor of strategy at the
Marriott School at Brigham Young University, and I
embarked on a study to unlock our understanding of what
skills, behaviours and actions enable individual creativity and
innovation. Hundreds of in-person interviews and more than
6,000 surveys of executives and entrepreneurs (combined with
detailed observations of innovators at work) uncovered
several valuable insights.
But one key takeaway stood out:
every function in an organisation
plays a vital role in the innovation
process.
We also found that far too often
finance executives are side-lined in
conversations about innovation — or worse, are described
as inhibitors of the creative process. The truth is that
management accountants play an integral role in fostering a
company’s culture of innovation, empowering leaders to tap
their full creative capacity and directly contributing to the
development of new offerings.
Many finance executives already exhibit strong delivery
skills. These abilities are crucial to successfully implementing
new ideas. Our research shows that as these same executives
spend more time developing the key discovery skills of
questioning, observing, networking, experimenting and
associating, they will be better equipped to recognise the
importance of innovation in company growth. They’ll also
get better at developing metrics that allow for long-term
innovation, and more frequently bring their own creative
solutions to the table.

I

voice of caution, a sceptic and the devil’s advocate in
boardroom discussions.
This role certainly has its place; however, elements of the
way finance executives view their function can be adapted to
better enable and accelerate growth. These elements include
gaining a better understanding of the role delivery skills play
in the innovation process, improving their discovery quotient
and encouraging themselves and their organisations to take a
long-term view.

DISCOVER, DEVELOP, DELIVER
We divide the process of innovation into three segments —
discovery, development and delivery. The discovery phase is
where novel products or services are generated through the
creative exploration and association of disparate ideas. These
rough gems then must go through a development phase,
where they are vetted for potential and practicality, and
subsequently mature in depth and design. Finally, with a welldefined idea in place, the delivery phase executes the idea —
organising and deploying resources
to bring the concept to life.
Our research of more than 6,000
executives from various geographies,
industries and functions shows that
those in finance or accounting shine
when it comes to the four delivery
skills that we identified: analysing, planning, detail-oriented
implementing and self-disciplined executing. With finance
executives being the organisation’s gatekeeper and steward of
records and resources, it is no surprise these are the skills that
are emphasised, valued and promoted. This delivery-driven
skillset is an important complement to have in discovery-driven
organisations and teams.
EBay’s Pierre Omidyar, for example, excelled at discovery
skills but struggled with execution. So he brought on board
Jeff Skoll, an electrical engineer and business school graduate.
“Jeff and I had very complementary skills,” Omidyar told us
in our interviews. “I’d say I did more of the creative work
developing the product and solving problems around the
product, while Jeff was involved in the more analytical and
practical side of things. He was the one who would listen to
an idea of mine and then say, ‘OK, let’s figure out how to get
this done.’ ” Together, Omidyar and Skoll grasped the power
of complementary skills when building a top management
team, proving that successful innovation as a team requires
the ability to generate and execute novel ideas.
In any conversation about innovation, it is easy to discount an
individual’s ability to execute his or her breakthrough new ideas. u

If you want to move up,
you had better improve
your discovery skills.

MANAGEMENT ACCOUNTING’S
TRADITIONAL ROLE
Finance departments today are taken to task when they fail
to mitigate risk or do not meet compliance standards. These
expectations push finance executives to be viewed as the
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Yet, the fastest way for an organisation to die is to stop executing.
Discovery-driven leaders need the delivery-driven skills of
people who excel at execution. Savvy executives and
managers remember how each of these three skillsets of
discovery, development and delivery complement each other;
and those in financial roles need to proactively lend their
strengths as executors to the team’s success.

THE VALUE OF IMPROVING YOUR
DISCOVERY SKILLS
There is no doubt about the importance of delivery skills in
the innovation process and, even more so, in the management
of your organisation’s finances. However, the finance
executive’s role has significantly evolved from serving as a
financial gatekeeper to becoming an active contributor in
setting company strategy, advising on growth opportunities
and supporting new ideas. A study of 164 CFOs by
McKinsey notes that 88% of finance executives are relied
upon to leverage their extensive ownership of market data,
competitive analysis and financial reporting to inform a
CEO’s strategic direction. In this sophisticated and complex
role, discovery skills are a powerful and necessary addition to
an already finely honed delivery skillset.
We found that in almost every organisation we studied,
discovery skills tend to distinguish those who move up the
ranks to the highest levels of leadership. Delivery skills are
certainly required and valued, but they almost seem to be par
for the course — a minimum standard expected of all managers
and executives. The best and brightest leaders, though,
no matter the function, all outperformed their peers
on discovery skills because the perspective these
behaviours bring to the executive table is so
valuable. In other words, if you want to move up,
you had better improve your discovery skills.

FIVE KEY BEHAVIOURS FOR
INNOVATORS
Our research led us to identify five discovery
skills that distinguish innovators from typical
executives. These “action-oriented” discovery
skills help increase the stock of buildingblock ideas from which innovative ideas can
emerge.
1. Associating: The most important
discovery skill is “associational
thinking” or simply
“associating”. Associating
happens as we synthesise
and organise novel inputs.
Individuals with strong
discovery skills are able
to make connections
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across seemingly unrelated questions, problems or ideas
— intersections where innovative breakthroughs often
take place;
2. Asking provocative questions to challenge the status quo;
3. Observing the world like an anthropologist to detect
new ways of doing things;
4. Networking with people who are in very different
walks of life and who come from different viewpoints to
gain radically different perspectives; and
5. Experimenting relentlessly to test new ideas and try
out new experiences — continuously learning from the
results.
Consider the example of Medtronic, one of the world’s
largest medical device manufacturers, and its efforts to serve
India’s vast middle class. The company’s executives, including
the finance team, were pushed well outside of their comfort
zone as they worked to develop a business model for a market
that was very different from the developed countries that
Medtronic traditionally serves. They spent several months
observing health-care patients and practitioners in their homes
and hospitals, and asked piercing questions about their
experiences with medical services. Through this process they
found that one of the key barriers to quality medical care was
a lack of appropriate financing. Unlike the people in most
developed countries, fewer than 5% of Indians have health
insurance — putting costly treatment involving high-end
medical devices out of reach for the majority of families.
By networking with a number of different organisations in
various industries and geographies, the finance team came up
with a two-pronged solution: providing a tiered-pricing
system along with the world’s first medical device
financing program. Finally, a series of experiments
refined the holistic business model and allowed the
financing model to scale across the country.
These behaviours of questioning, observing,
networking, experimenting and associating can be
learned, and they will improve the value a finance
executive can provide to his or her organisation. It
is simply up to each individual to make the time
to develop and apply these skills.

INTEGRATIVE THINKING:
A SHORT- AND LONG-TERM
APPROACH
In his now classic work, The Opposable
Mind: Winning Through Integrative
Thinking, Roger Martin discusses
the “ability to hold two opposing
ideas in mind at the same time
and retain the ability to function.”
Finance executives, perhaps
more than anyone else
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within an organisation, are well-positioned to influence
integrative thinking about a company’s short-term financial
targets and its long-term strategy.
We are all too familiar with the short-term and often
myopic expectations that investors within both large and small
companies require. This drives intense pressure to meet
quarterly and short-term earnings, often to the detriment of
longer-term investments, products and strategies. The CGMA
report Rebooting Business: Valuing the Human Dimension showed
that four out of five CEOs think short-term investor demands
are inconsistent with growing a sustainable business.
At the same time, finance executives must also be equally
supportive of the need to take smart risks, explore unfamiliar
product white space and invest in high-potential opportunities
for the long-term growth of the organisation. Those
organisations that have experienced the greatest growth and

BUILDING YOUR DISCOVERY SKILL
MUSCLES
The greatest finding of our research is that the key
discovery skills are in fact not genetic or purely innate
— instead they are behaviours that can be learned,
cultivated and applied. Building your discovery skill
muscles can be as simple as weaving each of the five
key behaviours (see page 22) into your daily life —
consciously spending more of your time developing the
ability to act and think as a disruptive innovator would.
Here are a few ways. While these simple activities
require an investment of time and work, those who
practise these types of behaviours for just a few weeks
will be pleasantly surprised to see that these activities
are stimulating creative ideas and providing fodder for
associational thinking in a way they’ve never
experienced before.
Spend just four minutes a day writing down all
the questions you can think about regarding a
particular problem.
Make it a point to go to new places or to put
yourself in unusual situations to observe what
happens and how people act.
Sign up to attend a conference that you would
normally never think of spending time at, and
make a genuine effort to network and learn from
the event participants.
Experiment with novel experiences or run small,
low-cost experiments and note your takeaways.

•
•
•
•

success over the long term are led by discovery-driven people
and founded on processes built around the five discovery
skills, redefining company norms to drive a culture of
innovation.
Jeff Bezos and his superstar management team at Amazon
have perfected this type of integrative thinking. Bezos brazenly
declared in his 1997 letter to shareholders that Amazon would
make its “investment decisions in light of long-term market
leadership considerations rather than short-term … Wall Street
reactions.” He has held true to that statement, taking Amazon
from simply selling books online to powering its way to become
one of the world’s largest online retailers with an intricate
transportation and warehouse system, and then pushing on
again into e-readers and most recently cloud-computing
services. Despite sometimes heated and intensely negative
market criticisms, Amazon held true to its long-term vision and
aspirations — ultimately quadrupling its revenue from just
under $15 billion in 2007 to more than $60 billion today.
It is increasingly important for finance executives, as
confidants, advisers and key decision-makers, to have the
courage to innovate. By looking past short-term demands and
criticisms, they will give organisations the breathing room
required to discover, develop and deliver game-changing results.
At the core of our research is the finding that every
individual has a more untapped creative capacity than he or
she may realise. As finance executives internalise this truth,
and work to improve these skills, we are confident they will
lead more fulfilling professional lives, with valuable insights
that will undoubtedly secure the welfare of their organisation
today and well into the future. ■
Browse the latest tools, reports and articles offering tips and best
practices for the successful management of risk and innovation at
cgma.org/innovation.
Hal Gregersen (hal.gregersen@insead.edu) is the Abu Dhabi Commercial Bank Chaired Professor of Innovation and
Leadership at INSEAD; co-author of the bestselling book, The Innovator’s DNA (with Clay
Christensen and Jeff Dyer); and founder of The 424 Project, which is dedicated to rekindling in
adults the provocative power of asking the right
questions so they can pass this crucial creativity skill
onto the next generation.
Curtis Lefrandt (clefrandt@innovatorsdna.com)
also contributed to this article. He is a principal and
director of Product & Training at The Innovator’s
DNA. He has held roles at Innosight, a management consulting firm advising on innovation and
growth strategy; Apple Inc.; a microfinance institution in Cambodia; a Utah-based venture capital
fund; and a start-up tech incubator called Virgance.
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HOW TO LEAD AN

INNOVATIVE
TEAM
Ravichandran Venkataraman, ACMA, CGMA, senior vice president
and head of the Global Business Services division at Hewlett-Packard, has
helped HP innovate by building a diverse team and welcoming ideas from
throughout the organisation. He offers five tips on how to foster innovation.

1

CHALLENGE YOUR OWN BELIEFS

The biggest challenge I have faced in my career is
maintaining the ability to challenge my own beliefs.
I did a few things at the beginning of my career in shared
services in 2002 that were highly successful at HP. And I got
rewarded for them.
When you get rewarded for outstanding work, it is
easy to sit back, relax and say, “OK, I will just do more of
it.” You do that for another year or two, and pretty soon
your belief system takes over and you don’t want to
change anymore. All of a sudden, ten years down the line,
you look back and realise that what you built is not
relevant anymore.
So you have to constantly challenge your
beliefs, and the way I have achieved this is by
building a diverse team.

2

DIVERSE VIEWS ARE VALUABLE

I may have one of the most diverse management teams in
the world. I have 14 direct reports spanning the globe,
from the US, the UK, Korea, India, Mexico, Poland, Japan
and Germany.
In addition to having a culturally diverse group of
people, I have people from many different functions
working for me. I have accountants, engineers,
management school graduates, people who have been
entrepreneurs, and people who have worked at HP Labs,
who, in the past, have had nothing to do with a shared
services organisation.
But the way they think about technology and how it’s
used is completely different from how I look at it. I believe
that the more these people think differently from me, the
more successful I will be.
u
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3

NO IDEA IS A STUPID IDEA

I believe innovation occurs when you direct where
breakthroughs are needed the most and then provide the
freedom and sponsorship to encourage good ideas. I always
quote A.R. Rahman, the musician who won two Academy
Awards for his work in the movie Slumdog Millionaire, who
says that “imagination has no budget.” I say the same thing
in my organisation. Imaginations have no budget. It’s only
organisations that have budgets. So don’t limit your
imagination.
Here at HP Global Business
Services, we started asking
employees to look at the processes
they’re doing and suggest one
change. Last year, we had 5,000
ideas proposed. We branded this
and called it, “I Made It Better.”
This has helped us build pride in
the workplace.
Somebody in an entry-level job
who has submitted an idea has an
opportunity to make things better
for the organisation. So we’re able
to get them to connect the work that they do to the
objectives of the organisation. This increases employee
engagement, because now they know that what they’re
doing makes a difference to the organisation.
We tell people that no idea is a stupid idea. We may not
take it up. We may not prioritise it. But it’s not a stupid idea,
and we encourage and invite employees to share their ideas
with us.

and explained to the people who are processing that they are
the CEO of their transactions. The rest of the organisation is
there to enable them in their work and act as their resource.
Then we asked them, since they are the CEOs, what they
would change, what was not working well with their
processes and transactions.
This encouraged them to take ownership of their
processes and be accountable for their transactions. And it’s
no longer a transaction. It’s an outcome for the business.
This helped move the teams from the belief that they are
processing transactions to the
understanding that they are
generating results for the business.
To reach the next level of
creativity and innovation, we are
experimenting with a portfolio of
approaches. For example, we
established an “automation and
innovation” club within one of our
centres. The “club” members
represent different parts of HP’s
process domains, and they explore
how to best innovate across domains.
Recently, we initiated a new
approach called “Innovation Pathway” to help combine what
we do with our internal partners to create an innovation
agenda. Hence, we are in a state of constant innovation; this is
a progressive journey.

Imaginations have
no budget. It’s only
organisations that have
budgets. So don’t limit
your imagination.

4

BE OPEN TO CHANGE, AND GRANT
OWNERSHIP

We are very open to change. We also give our people
ownership of their transactions in order to drive
accountability. I have a set of direct reports, who in turn
have direct reports, and there are seven layers in the
organisation before we get to the person who is actually
processing transactions and performing duties such as
paying invoices, or processing orders or payroll cheques. But
we inverted the pyramid of the shared services organisation
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5

BE HUMAN FIRST

I have admired leaders who remembered that they are
human beings first. Leaders can reach a stage where they
think they are infallible as they move up the organisation
ladder. They sometimes believe erroneously that they are
walking around in a coat of armour, and nothing can pierce
that. That’s probably the biggest reason you see people fall.
You should show yourself to be a human being, one who
is going to make the same mistakes as everyone around you.
You have to be approachable, and you have to give the
people around you the freedom to come help you correct
those mistakes.
I am fortunate to have that, with a diverse team that
constantly helps me challenge my beliefs. ■
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Introduction: The innovation imperative
Innovation is the key to sustainable business success in today’s fast-paced,
volatile and uncertain world. Companies that can nurture the creativity
necessary for innovation, and then finance and implement their ideas
efficiently, are more likely to succeed in the long-term.
Innovation is vital, but it isn’t easy. It can be
disruptive to an existing business, uncertain in
its outcomes, and requires a strong appetite for
risk. Some companies are good at coming up
with ideas, while others thrive on knowing how
to commercialise innovation at scale. There is no
single approach.
Another challenge lies in running today’s business
efficiently and profitably, while promoting the
culture of renewal that will help create a sustainable
business for tomorrow. Organisations need to
become deft at balancing the tensions and culture
clashes within their own business – between the
desire for creativity and flexibility on the one hand,
and the need for the discipline and controls that
help turn great ideas into profitable business on the
other. Pulling off this balancing act is a challenge
for all organisations.
While the finance function is rarely expected to
be the originator of a breakthrough product or
technology, it has an important role to play in
ensuring that great ideas are spotted, encouraged,
financed and delivered efficiently to the market.
There are few innovations, or innovation-led
organisations, that are truly successful without the
input and influence of management accountants
and the finance team.
Supporting innovation requires finance
professionals to develop strategic skills alongside
their functional competencies. It entails proactively
supporting the innovation strategy and managing
the associated risks. These are areas that
management accountants’ training equips them
for – but learning how to adapt those skills to
different stages in the innovation cycle can

be a considerable challenge, even for the most
experienced finance professionals.
CIMA and the AICPA wanted to explore how
management accountants can contribute to their
organisation’s innovation strategy, and has initiated
a new programme to explore this area. To kick the
programme off, senior executives were invited to
share their experiences at events in Asia, Europe
and the Americas. These insights will inform future
research projects, and in the meantime we have
published a report – Managing Innovation: Harnessing
the power of finance – combining these insights with
our own research. It identifies five broad areas
where finance leaders can have a critical impact on
the way companies commercialise innovative ideas.

Understanding the innovation
spectrum
The definition of innovation is broadening.
Innovation is not just about new
products and services; new processes,
organisational models and methods all
form part of the innovation spectrum.
The OECD defines innovation as “the
implementation of a new or significantly
improved product (good or service) or
process, a new marketing method, or a
new organisational method in business
practices, workplace organisation or
external relations.”1

1. O slo Manual: Guidelines for collecting and interpreting innovation data, OECD
CGMAMAGAZINE.ORG
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Five steps to innovation success
1. Create an innovation mindset

The innovation culture must then permeate every
layer of the organisation. Promoting an innovative
culture throughout the organisation can deliver
tangible results and enhance competitive advantage
– by designing incentive schemes for employees, for
example. And the attitude to failure is important
too. Senior managers need to accept individual
projects may fail if the overall strategy is to succeed
– something which can be anathema to finance
professionals steeped in the art of risk mitigation.
If it is to support innovation in an organisation,
the finance function needs to transform itself
into a business partner that can help innovation
teams succeed.

2. Nurture creativity
There can be a clash of cultures between those
responsible for coming up with ideas and the finance
professionals who are the guardians of financial
integrity and rigour. This is because, for most
organisations, operational excellence is driven
by predictability, reliability and standardisation.
By contrast, promoting innovation requires a
high tolerance of uncertainty, ambiguity and
constant change.

INNOVATION INSIGHT

A less mechanistic mindset
Simon Henry, FCMA CGMA, CFO,
Royal Dutch Shell plc
Shell has a huge innovation programme that
entails allocating around US$1.5bn to R&D
annually, while also investing an estimated
US$4bn on deploying innovation efforts within
its business. The role of finance in all of this is
multifaceted, explains CFO Simon Henry: “A
finance function needs to be able to understand
the business well enough to know what is a
worthwhile activity, but also, in this part of the
business, to have a bit more of an open mind. It
is less mechanistic, and has the ability to live with
ambiguity, to identify risk and to manage it. The
business is all about proper evaluation of risk,
whether it’s technological, market or otherwise.”

“

“

Successful companies put innovation at the heart of
their business, fostering a culture in which ideas are
allowed to flourish. That culture needs to start with
leadership from the very top of the organisation: the
CEO must set the vision, and the CFO has a vital
role in setting the framework in which innovation
can thrive.

Promoting an innovative culture
can deliver tangible results and
enhance competitive advantage

Companies need to adapt their financial processes
and metrics to the specific needs of the operational
business, and the innovation pipeline. Finance can
help by protecting early-stage ideas from premature
testing against traditional financial metrics or, for
example, by creating ring-fenced budgets with more
relaxed criteria for early-stage innovations. Above
all, finance must work in an environment where
uncertainty is part and parcel of the process.
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3. Prepare the path to profit
Innovation is not an end in itself. It is the means
to corporate renewal and long-term sustainability,
and that means that successful innovations must,
ultimately, create value for their organisations.
Finding the path to profit when an innovation moves
towards implementation is a core capability of
management accountants. Building cash flow models,
advising on financing approaches and allocating
resources are just some of the many ways in which
management accountants can bring rigour to the
process of commercialising ideas.
Finance can also be a valuable partner of innovation
teams – for example by constructively challenging
an innovative idea, by helping build a more robust
business case to gain further backing, or by ensuring
that plans are executed with maximum efficiency.

INNOVATION INSIGHT

Execution or invention?
John Beswick, ACA, Group Capex Controller,
BT Group plc
Innovation does not just comprise new product
ideas; some companies gain their competitive
edge from the capacity to commercialise
innovations really well. “Companies don’t have
to invent everything,” says John Beswick. “It is not
always about being first, but sometimes about
delivering and executing on a plan in a really
excellent way for customers. Look at our fibre
rollout in the UK, it’s one of the fastest on the
planet passing up to 200,000 homes a week.
Fibre is not new but our customers love it because
we are offering a great product. It’s the execution
of these projects once you’ve chosen them that
really separates the winners from the losers.”

4. M
 atch metrics to the stage
of development
Companies must beware of the dangers of trying
to put the firm metrics used in business operations
around early stage innovation. A phased, or staged,
process gives an innovative idea room to breathe, and
limits downside financial risk, while also providing
organisations with a structured approach to
evaluating innovations.
Finance can add immense value by creating the
“stage gates” for innovation, through which each
idea can be challenged and refined to prepare it for
the next stage of investment 2.

INNOVATION INSIGHT

Applying rigour to the
art of innovation
Doug Bonthrone, ACMA CGMA,
Director: Global Services Strategy,
The Coca-Cola Company Limited3
Innovation needs to become a way of life and a
way of doing business, according to Coca-Cola’s
Doug Bonthrone, and “you have to be willing to
have the failures and manage them in a thoughtful
risk management process, to get the successes and
the rewards of innovation”.
“There’s an art to innovation but there needs to be
some science that goes with that: understanding
the forward-looking side of strategy, being able
to scope the opportunity. In all these areas the
management accountant is really critical. Whether
it’s a new product, process or business model, the
management accountant can help assess the results,
evaluate how things have gone and learn lessons.”
Read more from Doug Bonthrone on page 16.

2. T he Stage-Gate® innovation process, pioneered by Dr Robert Cooper, is trademarked; its influence on
innovation has led to the term passing into everyday usage to describe a phased innovation process.
3. Subsequent to our interview, Mr Bonthrone retired from Coca-Cola in May 2013
CGMAMAGAZINE.ORG
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5. Take a balanced view on innovation risk
Innovation and risk are two sides of the same coin.
So while there can be a natural tendency to try to
manage risk out of a business, this approach will
stifle rather than encourage innovation. Companies
therefore need to recalibrate their attitudes to
risk if they are to create an environment in which
innovation can flourish.
Three factors are key to this. First, defining an
organisation’s risk appetite in the context of its
strategy. Second, tolerating failure and judging risk
across the whole innovation portfolio, as well as on

a case by case basis. Third, considering intangible
“soft” risks as well as tangible “hard” risks in their
risk strategy.
To support this, management accountants should
seek to create a framework that promotes clarity,
transparency and discipline across the total portfolio
of innovation projects. Companies that excel in this
realm of portfolio management are often also the
most successful businesses in the world – even if in
reality a lot of the ideas they bring to market are
bought in from outside.

The role of finance throughout the innovation lifecycle

Idea generation

Idea selection

Enable innovation

Embed finance
managers for
decision support
Favour judgement
over modelling
Separate finances
for innovation
from those for
core business

Scope the
opportunity
Assess potential
ROI
Constructively
challenge
assumptions

Investment phase

Launch

Advise on
financing options

Ensure rigorous
project
management
discipline

Optimise
business plans
Set and monitor
financial and
other targets

Work closely
with product
and marketing
teams to finance
the right launch
activities

Post-launch

Evaluate,
measure
and monitor
performance
against financial
and other targets

Prepare the
business case

Manage risk

Define, understand and communicate corporate risk strategy

Promote culture
of risk tolerance

Assess and
quantify the
risk-reward
trade-off

Ensure risks
being borne
meet strategic
criteria

Manage
operational risks
surrounding
launch

Manage risk
exposure across
the revised
product or
service portfolio

Adopt portfolio approach to risk, balancing range of short- and long-term opportunities, and spread of odds
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How the best companies innovate
Many companies today are striving to be more
innovative. Company executives across the world
study the examples of the likes of Google alongside
longer-established companies such as Procter &
Gamble, in a bid to discover the secrets of success.
Recent research of 759 companies, based in
17 major markets has established that corporate
culture is a more important driver of radical
innovation than labour, capital, government or
national culture 4. Building on this insight, Jay
Rao and Joseph Weintraub of Babson College in
the US, have developed a model for building an

innovative culture based on six building blocks of:
resources, processes, measuring success, values,
behaviours and climate (the tenor of workplace
life). Organisations often pay more attention to
the first three – which are more easily quantified –
rather than the harder-to-measure people-oriented
determinants of innovative culture. By assessing
their scores in relation to the building blocks,
organisations can develop their “Innovation
Quotient”. Once strengths and weaknesses have
been identified, organisations can take action,
but the advice is “start small and scale slowly”.

Conclusions: Innovation challenges
and opportunities
It is clear that with the right attitude, finance can become an effective co-pilot
on innovation, helping guide the rest of the business towards its goals. It can
target and prioritise company resources, both financial and human, to make
innovations a reality, while managing known and unknown risks.
But as our report argues, getting there may require
new thinking from within the finance function. With
the right tools and outlook, finance can support and
nurture the innovation process without letting it
run out of control. As innovations mature, finance
has a key role in supporting business decisions
and developing the business case. It has core
competencies in performance management and
evaluation during and after launch. And finally

it has a critical role in managing strategic and
operational risks.
Innovation is at the heart of an organisation’s
capacity for renewal; it is necessary for it to thrive.
The goal for finance, therefore, must be to create a
supportive culture that fosters creativity and ideas,
and underpins them with checks and controls, so
that the organisation can successfully turn ideas
into commercial success.

To read the full report, and to access further resources on risk
and innovation management visit cgma.org/innovation
4. How innovative is your company’s culture?, MIT Sloan Management Review, Spring 2013
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A TASTE FOR

INNOVATION
The global flavour company McCormick uses cross-functional, self-governing
employee boards to help identify business process improvements and other
innovations. Along the way, board members pick up leadership, communication
and analysis skills, among others. Ken Kelly, CPA, CGMA, senior vice president
and corporate controller, explains how it works.
BY KIM NILSEN

cCormick & Co. is a century-old
company that has built its reputation and
fortunes on spices. But in some circles, it
has become known for the ingredients it
uses to encourage innovation in its ranks.
“Innovation isn’t always seen as a
strength within the financial organisation,”
said Ken Kelly, CPA, CGMA, McCormick’s senior vice
president and corporate controller. “But it needs to be. Our
vision and mission for finance at McCormick is that we create
value and insight balanced by control in everything we do.”
Emphasis on innovation — one of McCormick’s five shared
core values, along with high performance, ethical behaviour,
teamwork and concern for fellow employees — has helped the
company survive and thrive.
In 1932, the US was mired in the Great Depression, and
Maryland-based McCormick had lost money three years in a
row. So C.P. McCormick, the company’s president at the time,
developed a recipe for problem-solving and innovation: a
participatory management initiative, served up by a series of
cross-functional employee groups called Multiple
Management Boards.
He launched the idea along with other human capital

M
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initiatives that were atypical for a Depression-era workplace in
the US.
“He gathered all the employees together — which, No. 1,
was an innovation — and basically said: ‘Listen, you’re one of
my most important assets. We need to work as a team and get
better here,’ ” Kelly said. “He raised salaries by 10% and
shortened the workweek from 56 hours to 48 hours.”
The result: “People started to work as teams to actually
increase that productivity,” Kelly said. “They felt they were
more empowered.”
Today, McCormick is a $4 billion business, known for
Schwartz spices in the UK, Ducros in France and brands such
as Zatarain’s and Lawry’s in the US. Forty per cent of its
business comes from industrial clients such as PepsiCo’s
Frito-Lay. And the cross-functional boards live on.

HOW MULTIPLE MANAGEMENT WORKS
In 2012, McCormick had 13 Multiple Management Boards at
locations around the world, as well as three regional bodies and
one global board. A sampling of the boards’ notable outputs
includes:
A recommendation to improve a major unit’s customer
relationships, effectiveness and processes to work

•

•
•
•
•

“We’re teaching leadership, we’re teaching collaboration and
also a broader knowledge of the processes and the business.”
Employees signing on to one of the boards get an additional
two weeks of paid time off and a supplement in their pay
roughly equal to two weeks’ salary. In several countries, there
are backlogs of employees interested in serving, while smaller
units see less demand.
Board participants are expected to take turns leading projects,
and everyone in the group delivers a presentation, which is
evaluated by others on the board. The boards are self-governing.
Members elect a chairman and other officers, and the boards
reconstitute every six months. Members evaluate others on the
board, ranking their contributions and skills and giving constant
feedback. Each term there must be 20% turnover of the board,
which may be by a combination of retirement, withdrawal or
dropping the lowest-ranked members. Those who withdraw or
are dropped can later apply to serve again.
Some of the board projects have measurable financial
benefits, Kelly said, while others, such as research, are less
tangible. But each project is mapped to the objectives of the
organisation, and project charters spell out the skills needed to
get the task done and the benefit of the project for the company.
“It’s rewarding,” Kelly explained. “But it’s demanding.” ■
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seamlessly across country boundaries.
Recommendations on a range of halal products to be sold
in North Africa.
Various HR projects including the development of a
corporate summer intern strategy and programme and
new employee cultural orientation.
Research, benchmarking and recommendation of a pilot
shared-services organisation within the company.
Development of a natural disaster/disruptions
continuity/management plan for the company’s largest
manufacturing site.
Any employee can sign up to serve on one of the boards.
“You’ve got finance people and production people and
marketing people and legal,” Kelly explained. “Everybody is
the same on that board, and you’ve got people from all different
levels” of the business.
Participants go through an orientation process. “They then
will tackle an issue, of which they may have an expertise or not.
They then will give an output,” he said.
While pumping ideas into the pipeline, the boards create key
human capital by-products, including stronger employee
engagement and career development. “You’re networking,
you’re working within a group to solve an issue,” Kelly said.
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THE SECRETS OF

MEASURING AND
MANAGING
BUSINESS PERFORMANCE

Twenty years after the introduction of the Balanced Scorecard, performance
management expert Bernard Marr explains the differences between
companies that merely compile data and those that thrive from it.

ever before have managers had more
data to ensure that they make the right
decisions. Today, companies collect data
and report on business performance so
that managers can better understand
how well the business is doing and to
help monitor the delivery of strategic
priorities and goals.
There is no shortage of performance data, key
performance indicators (KPIs), management dashboards and
“phone directory-type” performance reports. The big
question: Does all this data really lead to better decisions?
Not necessarily. Many managers are drowning in data
while thirsting for insights.
I thought it would be useful to understand whether there
are any factors that differentiate managers who are happy
with the benefits their performance management approaches
deliver from those who are unhappy.
Earlier this year the Advanced Performance Institute, in
collaboration with Actuate Corp., conducted a global study of

ILLUSTRATION BY MICHAEL AUSTIN/THEISPOT

N

more than 3,000 companies to answer some of these
questions. We took the 20th anniversary of the Balanced
Scorecard, one of the world’s most popular business
performance management tools, as the impetus to understand
the current state of play.
What we found was that while some companies were
applying business performance management approaches very
effectively to gain operational insights as well as strategic
foresight, a large proportion of companies were dissatisfied
with their efforts to measure and manage performance.
Based on the findings, we developed a business performance
management (BPM) maturity model (see Figure 1) to show how
different levels of maturity correlate with increased business
benefits. Approaches at the lowest levels of maturity, where
companies have little data, collect and report data in an uncoordinated fashion or produce lots of dashboards with little
substance, generate no or low business benefits. The companies
with the highest maturity levels and the highest business benefits
are those that use the data to inform operational and strategic
decision-making and to make predictions for the future.
u
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FIGURE 1: BPM MATURITY MODEL
High
Benefits

LEVEL 7: STRATEGIC FORESIGHT
LEVEL 6: STRATEGIC AND
OPERATIONAL KNOWLEDGE
LEVEL 5: STRATEGIC INSIGHTS
LEVEL 4: OPERATIONAL
INSIGHTS
LEVEL 3: INFORMATION
LEVEL 2: DATA AND FACTS
LEVEL 1: NO DATA
We have very little or
no performance data.

Low
Benefits

We have some
facts and data,
but their collection
and usage are ad
hoc, sporadic and
unco-ordinated.

We collect and
produce reports
or dashboards
with some useful
information.

We use
performance data
in a co-ordinated
fashion to gain
new insights that
improve
operational
decision-making.

We use
performance
data in a
co-ordinated
fashion to gain
new insights
that improve
strategic
decisionmaking.

Low Maturity

An analysis of the survey results shows that the largest
portion of companies fall into Level 3 maturity (about 25%),
followed by Level 2 (about 15%). Levels 4, 5, 6 and 7 all have
about 10% to 15% of companies. Few companies (about 5%)
are at Level 1.
Considering the seven levels of BPM maturity before
discussing the factors commonly found in companies with
higher levels of maturity should enable you to assess how
advanced BPM is at your company.

LEVEL 1: NO DATA
The lowest level of BPM maturity is where a company has
very little or no performance data available to support
management decision-making. Some small- and medium-size
entities in traditional industries may fall at this level because
they have been in operation for many years and have never
created the systems to collect and report data.

LEVEL 2: DATA AND FACTS
At this level, companies have some facts and data, but the
collection and usage of these data are ad hoc, sporadic and
unco-ordinated. This situation is much more common. In a
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We use
performance
data in a
co-ordinated
fashion to
gain new
knowledge
that leads to
improved
operational
and strategic
decisionmaking

We use
performance
data to
make
operational
and strategic
decisions
and to
develop
strategic
foresight
and
predictions
for the
future.

High Maturity

world where data are abundant, and where companies often
have to collect and report data for legal or regulatory
purposes, the problem is not collecting and finding the data
but exploiting them.
If a company fails to put in processes to co-ordinate the
collection, analysis and reporting of data, it often leads to
isolated and ad-hoc insights but little true decision support.
Companies falling into this maturity level often create more
confusion rather than useful and structured insights because
the data are not generated regularly and in a systematic
manner. At this level of maturity, there is some recognition
that data can be useful, but the systems are not in place to
collect, analyse and report the data in a meaningful way.

LEVEL 3: INFORMATION
This is one of the most common levels of BPM maturity.
Here, organisations have more structured approaches to
collecting and reporting data. The data are also more
relevant and allow companies to produce regular
performance reports and dashboards to support
management decision-making. While this might provide
some useful information, the insights and support for
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ABOUT THE SURVEY
Measuring and Managing Performance – A Global Study
had responses from more than 3,000 companies across all
continents. The majority of participants were based in North
America (32%) and Europe (41%), followed by Asia (8%),
Australia (7%), Africa (6%), the Middle East (3%) and South
America (3%). The companies represented varied from
large multinationals to small- and medium-size enterprises.
Large companies of 5,000 or more employees made up the
largest individual group. All major industry sectors were
represented. Almost one-quarter of the responses came from
the services sector, followed by government, retail and
wholesale, manufacturing, and energy and utilities – all with
about 10% each.

decision-making are still limited. These companies recognise
the importance of data to support decision-making but often
collect the wrong data or have data-quality issues, so the
data in their performance reports and dashboards look great
but fail to generate useful insights.

LEVEL 4: OPERATIONAL INSIGHTS
This is the first level of maturity at which companies generate
real value from their data. Companies on this level use
relevant performance data in a co-ordinated fashion, and this
is where they are used to generate
new insights that improve
operational decision-making. Here,
companies recognise the importance
of data to support decision-making.
They collect, analyse and report
operational performance data such as
internal efficiency or quality
performance data to improve and
optimise the way they operate.
However, the focus is on the
operational aspect of the business,
which means the scope is often the
business unit or an operational silo
such as production, supply-chain performance, finance,
marketing or HR. At this level of maturity, the data are not
aggregated up into a more strategic perspective, which can
create information silos and a disconnect between strategy
and operations.

support decision-making and are able to gain insights from the
data that allow them to make better decisions. The difference
is that, here, companies collect, analyse and report strategic
performance data such as high-level performance reports and
board-level dashboards. This information is used to improve
strategic decision-making, but companies are not linking it to
operational performance management. However, the strategic
insights are delivering slightly more business benefits than just
operational insights, and therefore this is a higher level of
maturity. The problem, however, is the same as with Level 4:
Companies using performance data just to improve strategic
decision-making — without linking it to operational decisionmaking — can easily create a disconnect between the strategic
direction of the business and what operations delivers to
achieve it.

LEVEL 6: STRATEGIC AND OPERATIONAL
KNOWLEDGE
Companies that reach this level are able to use relevant
performance data in a co-ordinated fashion to gain new
knowledge that leads to both improved operational and
strategic decision-making. Here, there is a recognition of the
importance of performance data throughout the business,
and it generates a high level of business benefits both
operationally and strategically. Here, companies are able to
create a tight link (both top-down and bottom-up) to ensure
operational performance information feeds into strategic
performance information and that the strategic performance
insights feed into what operational performance data are
used. The only difference between this maturity level and
the highest one is the time focus
and the level of analytics applied:
Here at Level 6 most of the data
are backwards-looking and
reporting past performance rather
than predictions of the future.

In a world where data
are abundant, the
problem is not collecting
and ﬁnding the data but
exploiting them.

LEVEL 5: STRATEGIC INSIGHTS
This level of maturity is similar to the previous one. Here,
companies clearly recognise the importance of relevant data to

LEVEL 7: STRATEGIC
FORESIGHT

At this level, companies use
relevant performance data to make
operational and strategic decisions
and to develop strategic foresight
and predictions for the future. But
here, performance data are used not only to inform decisionmaking at all levels of the organisation, but also to understand
what the future might hold. Predictive analytics, what-if
studies and scenario-mapping are common practices among
Level 7 companies. Level 7 companies know the value of
data and exploit them to generate true competitive
advantages and better decision-making in all areas of their
business, every day. Here, evidence-based decision-making is
part of the corporate DNA.
u
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Having the right reasons to
implement BPM is another key success
factor. The most mature and successful
implementations are those in which BPM is
introduced voluntarily by the company to
improve its decision-making and to generate
new insights and understanding that drive
performance improvements. Instead, if it is being
introduced because of external needs to report (often
the case in government organisations or highly
regulated industries where central government or
regulatory bodies force the reporting against targets),
then there will be resistance. Involuntary reasons can
also be internal — for example, internal quality
departments or senior management teams are seen as
forcing performance reporting and measurement.
Here, voluntary beats involuntary all the time.

SEVEN

SUCCESS
FACTORS
The business performance management (BPM) maturity
model will hopefully be useful for companies to assess their
own level of BPM maturity and understand a trajectory for
evolution and improvement. In addition to the levels of
BPM maturity, we wanted to identify factors of success that
companies with higher levels of maturity have in common.
The analysis of our survey data allowed us to identify seven
common success factors:

1

BUY-IN AND OWNERSHIP

With any management initiative, if there is no
ownership and buy-in, then the implementation is likely to
fail or deliver very limited benefits. The same is true for
BPM. The top team in a company needs to spearhead the
implementation. However, what we find is that there is
often buy-in at the top but little at the bottom of the
organisation. This indicates that BPM is either seen as a top
management initiative — often along the lines of “senior
management is checking on us” or where the grass roots
disagree with the measures and analysis performed.
To enable a successful BPM implementation, it is vital
that companies create pervasive buy-in and communicate
the need and reasons for measuring and managing
performance throughout the organisation. A lack of buy-in
at the grass-roots level is often the result of a lack of
engagement in the design and communication of the BPM
approach, as well as a lack of trust in the data quality or a
lack of trust in how the data might be used. A closed-loop
system, in which everyone understands the rationale of the
BPM approach and has access to the data, will help to
eliminate this problem.
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MOTIVATION FOR BPM

3

INTEGRATION OF OPERATIONAL AND
STRATEGIC APPROACHES

Traditionally, key performance indicators (KPIs) have been
used by organisations on two levels:
Strategically — to monitor the execution of the
strategic goals and objectives (eg, high-level KPIs
based on the strategic objectives of an organisation
such as financial performance or customer
satisfaction); and
Operationally — to monitor and improve operational
performance (eg, operational effectiveness metrics such
as quality measures, waste levels, capacity utilisation
or process optimisation metrics).
What many companies are struggling with is the
alignment and integration of strategic and operational
metrics. The operational measurement is too often still done
without aligning it with the strategic measures. This can
therefore create a disconnect between the strategic priorities
and the operational priorities.
Organisations that generate higher levels of benefits are those
that integrate a strategic and operational approach to BPM.
This study finds that companies that use KPIs only to measure
and report operational performance report low levels of benefits.
Companies that have strategic KPIs but don’t align them with
operational metrics also report low benefits. However,
companies that integrate them and use strategic and operational
KPIs and align them with strategy maps or mission and vision
statements report the highest levels of satisfaction and benefits.

•

•

4

INTEGRATION OF PERFORMANCE
MEASUREMENT AND ANALYTICS

Another factor that is becoming a differentiator is the level of
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integration between traditional KPI measurement and analytics.
While KPI measurement is more static with a focus on highlevel indicators to monitor performance against high-level goals
(the how well are we doing against our plan question), analytics
are more dynamic, using wider and larger data sets to challenge
the business (the what, why and how questions). Those
companies that report that they combine approaches such as
KPIs and Balanced Scorecard approaches with business
intelligence and analytics generate more benefits in the form of
richer and more comprehensive business insights.

5

TIME-FOCUS OF BPM

Traditionally, performance data were used to report
historic information (eg, financial performance of the last
quarter, success of the last marketing campaign or results from
a staff survey). More sophisticated approaches and the use of
information technology allow companies to track performance
much more in real time. Especially with the emergence of
sophisticated predictive analytics tools, companies can now
look into the future. Predictive analytics take past and present
data and apply statistical models to them to predict future
trends, behaviours, sales, etc. Examples include:
A telecom company uses past patterns as well as social
media analytics to predict which customers are
most likely to churn or be loyal.
Facebook analyses our posts, our “likes” and our
updates to predict what products or services we might
want to buy.
The police can look at past and current crime data
together with demographic and economic data and
predict how many crimes of various types will be
committed in the next year in specific neighbourhoods.
To be truly effective, any performance measurement and
management activity should be concerned with the next
quarter and the things it needs to do to improve performance.

•
•
•

6

DATA QUALITY

7

BPM TECHNOLOGY

Another critical success factor for more mature and
more successful BPM implementation is ensuring data
quality. The famous saying “garbage in, garbage out” sums
up the problem. If we want good insights that lead to
improved decisions that drive future performance, we need
data we can trust. It is no good putting in place sophisticated
performance reporting and shiny dashboard solutions if the
underlying data are not reliable.

Technology to support BPM activities has evolved
tremendously over the past few years. Initially, the focus was
on storing and reporting performance information using
databases and dashboard solutions. More sophisticated

GOOGLE: MATURE PERFORMANCE
MANAGEMENT AT WORK
Google is an example of a company that would fall into the
highest level of maturity. Board members have identified
their strategic priorities and a set of about 35 questions they
require answers to. Each question is tightly linked to the
company strategy and spells out the company’s information
needs. Board members ensure all data that are reported to
them provide answers to the key questions, which provide a
powerful filter for performance reporting and data.
Google then uses a combination of traditional key
performance indicators as well as more innovative analytics
such as text analysis. For example, the company’s traditional
HR performance data, such as 360-degree feedback scores,
staff engagement or productivity, are now supplemented with
interview data and text analytics of “best manager” type
awards. This combination of structured and unstructured
data has allowed Google to narrow the factors that make a
good manager at Google and the factors that managers who
struggle have in common.
Google has used the insights to inform changes in
its recruiting process, induction program and leadership
training as well as its performance management process.

approaches then allowed companies to create closed-loop
systems that help to integrate operational and strategic
performance data and align traditional performance
measurement with analytics. This allows companies to analyse
the data and integrate performance reporting with, for
example, financial management tools or other tools such as
risk management or project management.
Today’s sophisticated IT solutions provide integrated BPM
platforms with the ability to perform predictive and Big Data
analytics and enable companies to visualise performance in
interactive graphs and reports delivered to mobile devices over
the internet. Many previous studies have shown that using an
integrated performance management and analytics suite
generates the most benefits, while most companies still use tools
such as spreadsheets, Word documents and PowerPoint
presentations as their main IT tools to collect, store, analyse
and report performance information. Office tools have many
limitations when it comes to interactivity, data presentation,
data storage, data security and quality control. ■
Bernard Marr (bernard.marr@ap-institute.com)
is an author and authority on organisational performance and business success. He is founder and
CEO of the Advanced Performance Institute, a
research, consulting and training organisation in
business performance.
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THREE LESSONS IN

MANAGING
SUPPLY-CHAIN
DATA
Technology isn’t enough. Employees and customers are key
to successfully growing a business on a global scale. Aidan
Goddard, FCMA, CGMA, the CFO and COO of
L’Occitane en Provence’s Asia-Pacific operations, explains how.
BY JACK HAGEL AND HELEN LUK

n the surface, it seems like an easy recipe for
success. Step 1: Sell a product in a growing
segment. Step 2: Sell that product in fast-growing
economies. Repeat.
And, on the surface, that’s how L’Occitane en Provence
has done it. Its skin care, body and bath products —
particularly those that feature natural ingredients — are riding
a wave of demand for natural and organic consumer goods.
The company’s focus on emerging markets such as China and
Russia helped boost global sales to €1 billion (about $1.3
billion) for the 12-month period ending March 31st, up 14.2%
from the previous year.
But beneath the “where” of this success story is a more
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complex tale of “how” — that is, how a massive technological
update is helping L’Occitane manage that rapid growth, and
how it may help the company meet an ambitious goal: doubling
its revenues within five years.
“Our investments today are not only helping us to manage
the demand today, but to manage tomorrow’s business, which is
going to be much bigger,” explained Aidan Goddard, FCMA,
CGMA, who is the CFO and COO of L’Occitane’s Asia-Pacific
operations.
During the past three years, Goddard has helped implement
technology that improves the flow of data that help the company
more accurately gauge demand — allowing for improved coordination up and down the supply chain, including the French

farmers who grow lavender used in lotions and other products.
The upgrade follows years of unwieldy growth by
L’Occitane in the 1990s. During the ramp-up, different divisions
used different systems to track point-of-sale data to guide
forecasts. Incompatibility bred inefficiency. “As the company was
getting bigger and bigger and bigger, it was just getting more
difficult to pull everything together without having a unified
solution,” said Goddard, whose division contributed about half
of L’Occitane’s global sales during the last nine months of 2012.
L’Occitane’s shift to a more unified system offers several
lessons on how Big Data, when harnessed, can help a company
cut costs and inform sales and marketing strategies, and how the
role of finance is evolving into a key strategic partner.

1

Quality data are good, but it’s better when the
numbers talk to each other. Unlike many of its
competitors, L’Occitane manages its own
manufacturing, product development, distribution and
sales to about 1,200 company-managed stores, which make up
about 75% of group revenues.
One of the company’s major challenges had been getting
information from its stores to its factory. But a new system — in
which forecasting software, regularly updated with actual sales
data, produces better future projections — is strengthening an
important information cycle.
Armed with a more accurate, real-time understanding of
what its customers want, when they want it and where,
u
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L’Occitane can more easily tune its manufacturing, shipping and
retail processes to make them more efficient. The data loop
works like this:
L’Occitane uses point-of-sale software to collect stockkeeping unit (SKU) data on every purchase made at
each of the retail stores it manages.

1

Every night, the point-of-sale data are transferred from
each store to a central business intelligence data
warehouse in France. The data are processed and sales
reports are generated, allowing the company to review the daily
performance of every store, and to measure growth versus last
year and against the budget.

2

Local marketing teams use the sales data and
forecasting software to create monthly sales forecasts at
the individual-country level. The sales forecasts are
based on years of actual sales data. The forecasts are also based
on the selection, at an individual SKU level, of the most
appropriate statistical model, including “level shift”, “double
smoothing exponential”, “polynomial regression” and “linear
regression”, among others. The models are designed to cope
with the differences that may arise due to the actual product lifecycle stage of any SKU, or due to seasonality impacts. Because
the sales data are updated daily, the forecasts are dynamic. So
the company uses a predetermined date each month to capture
the forecast.

3

Local supply-chain teams then turn the sales data into
purchase forecasts on a per-item basis, looking ahead
12 months. This demand resource planning (DRP)
process also results in the routine creation of purchase orders at
a subsidiary-company level. The DRP process also captures
details of actual inventory on hand as well as inventory in transit
to produce the purchase forecast. If inventory runs below certain
“safety” levels, it will add to the sales forecast. And if it is above
safety levels, it will deduct from the sales forecast.

4

Consolidated purchase forecasts are then fed into the
factory manufacturing planning systems, allowing the
factory to determine how best to schedule production,
delivery and procurement of raw materials from suppliers for
the next 12 months.

5

Finished products are transferred to a central
warehouse in France. Upon receipt of actual purchase
orders, which should correspond with purchase
forecasts, the products are shipped to local-country warehouses.
From there, they are sent to the local stores. Details entered into
the local point-of-sale system can then show real-time availability
at the store level. The loop is closed when the products are on
the shelf for final sale. The process begins again when a product
is sold to a customer.

6
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Throughout the process, L’Occitane is closely monitoring
accuracy. Sales and purchase forecast data are compared
monthly with actual sales and purchase data. The company
aims for a minimum 75% sales forecast accuracy (weighted), and
a 90% purchase forecast accuracy. The feedback focuses on
variances and enhances the learning process while promoting
responsibility.
All of this informs the inventory equation, which is critical
given the relatively short shelf life of the company’s products,
particularly those that include perishable natural ingredients.
The process has helped the company improve product
availability while decreasing inventory levels — without
significant shortages.

2

Software is the tool, but people drive the process.
Much of the system is automated, but finance
professionals are critical to ensuring its accuracy and
making the data work within the company’s strategy.
“Software is a tool, but it’s the people who are actually using
the software that bring the results,” Goddard said. “The
software, if it’s not properly calibrated, not properly used, will
not necessarily give a good result.”
When it comes to sales forecasting software, for instance,
forecasters are responsible for selecting the appropriate statistical
models to achieve the most accurate forecasts for up to 18
months. Every month, the finance team compares actual sales
with the forecasts of the previous six months, three months and
one month to gauge accuracy. The reports help the company
decide which products to develop and which to discontinue.
Finance can also drill down to work out what the data mean
for inventory at the local level, enabling the company to make
sure it has enough capacity in warehousing or in production to
manage scenarios, such as spikes in demand around holidays.
As with sales forecasts, the accuracy of purchase forecasts
is measured each month, and a root-cause analysis is performed
to determine the cause of variances and create remedial action
plans.
“Warehousing is expensive. Over-production is wasteful and
expensive and leads to write-offs, which we want to avoid,”
Goddard said. “At the same time, we want to make sure that we
don’t run out of stock and that we always have enough product
to sell. So that’s where finance brings a discipline, brings a
control model to that whole process.”
It’s increasingly important for people on the finance team to
communicate with other divisions what the forecasts and
budgets say, what’s most likely to happen, and to question things
when they don’t look right.
Finance is also expected to think more analytically and be
able to explain and interpret key numbers for senior
management, Goddard said. Many finance executives tend to
focus too much on managing the budget and costs, and not
enough on honing their financial analysis skills.
“A key ability is to interpret financial information and tell the
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story, and to have a degree of courage to make predictions,”
Goddard said. “Especially at the board level, finance executives
should be very strategic.”
He added: “We need people who can go and talk to people in
a sales function, in a marketing function, in a supply-chain
function to understand how their work is evolving and what that
means in terms of future revenues and future costs for the
business. … Analysis begins with asking yourself questions. And
if you can’t answer them, it means going and talking to someone.”

3

Keep it fresh and let the customer be your guide.
L’Occitane normally carries about 500 regular products
at any given time. Each year, the group introduces
about 100 new products and discontinues about 100
existing products. The goal is to improve or remove every SKU
over a five-year period. In addition, the company produces
special sample sizes, the sales of which must be co-ordinated
with the sales of regular products.
“If people pass our stores every day and see the same
products in their window, they won’t get excited,” Goddard
said. “They won’t get interested. So, we have to change and
change and change. Even when we have very good products, we
want to continue developing those products and offer better
versions to customers. It also gives us an opportunity to trade up
in terms of price and margins as well, and grow into highervalue segments without actually taking away existing segments.”
Customer point-of-sale data help L’Occitane determine which
products to develop and which ones to discontinue. The data
also help the company make decisions about the design of
storefronts and how the company sells to customers who don’t
live near a bricks-and-mortar location. “Most countries offer the
ability to purchase products over the internet, and we want to
understand these customers as well by using similar processes,”
Goddard said.
The company can also better understand customer
preferences through data collected from customer relationship
management (CRM) programmes. Take L’Occitane’s VIP
programme. Every time a VIP customer makes a purchase, he
or she collects points on a loyalty card. The points can be
redeemed for a free product at a later stage. Such programmes
are popular with the company’s Asian consumers, many of
whom are keen to know first about new product launches. That
helps the company tailor how it reaches customers and how it
advertises new products and promotions.
“The data can tell you whether the demand is growing for
a product, whether it’s static, or whether it’s falling,” Goddard
said. “So, if demand is growing, that basically informs the
whole supply chain and factory production. … It also helps
marketing to make decisions about that range. ‘Should we add
to that range by extending the line?’ ‘Do we need to make a
change now?’ ‘Should we start thinking about phasing out?’
‘If we’re phasing out, what’s going to replace that?’ So, a lot of
life-cycle decisions are made based on the information.” ■

Visit tinyurl.com/cvo5986 or scan this
code to learn more about the software
packages and processes L’Occitane uses
to manage its supply chain.

IMPLEMENTATION TIPS
Aidan Goddard occupies two roles in his region’s C-suite:
CFO and COO. The data-integration project he has
overseen at the Asia-Pacific division of L’Occitane en
Provence shows how the roles are increasingly inseparable.
“Supply chain, IT and finance are very closely linked,”
said Goddard, FCMA, CGMA. “You can’t have a supply
chain without good IT systems, and the IT systems must be
appropriate. You cannot design IT systems or information
solutions until you actually have a model of how your
supply chain should work in terms of data requirements,
data processing and information generation. … [And]
there’s lots of information that finance can generate to
steer people.”
Goddard offered these tips on how to manage a
successful implementation:
Understand your business model and ask yourself if
that’s the model you want, you need or makes sense
for you. Build your strategies on a solid business
model and think five years ahead.
Determine what information you need to help you
achieve your strategy. Then you can start to talk
about how you build systems to process data.
Determine how much you want to spend — and don’t
just buy a product because competitors have it. “It’s
very easy to spend a lot of money on IT,” Goddard
said. “Once you make a commitment, once you make
a decision to go and start, it’s hard to unravel.”
Make sure your finance team is integrated into all of
these important decisions, and ensure that they can
help calculate the impact on the business of the
investments, both in terms of benefits and the cost
going forward.
CFOs and other finance team leaders need to be
hands-on during an implementation and operations.
Check on the progress every day. Consider having
formal reviews each week.
Get the best people around you when you’ve got
difficult projects, and make sure that the target is clear.
A manager is only as strong as the team members.

•
•
•

•

•
•
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ACCOUNTANTS AT THE

FOREFRONT
OF CHANGE

Management accountants are helping to
drive integrated reporting, an initiative
with profound implications for businesses,
investors, capital markets and the
economy. Paul Druckman, CEO of the
International Integrated Reporting
Council (IIRC), offers an update and a
call to action. The IIRC’s consultation
draft of an integrated reporting framework
is available for review and comment at
theiirc.org/consultationdraft2013.

ntegrated reporting represents what
will soon be the new face of corporate
reporting. By building on the strengths
of today’s financial and non-financial
reporting, integrated reporting
enhances the communication between
businesses and their key stakeholders
to ensure investors have greater insights into the business
model and outlook of a business, which encourages longterm thinking.
The management accounting profession has a large role
to play in this evolution of reporting to make it become
more relevant and meaningful to business itself and to the
providers of financial capital.
Critics of today’s lengthy financial reports point to their
size — in some cases 200 pages or more — as a barrier to
effective communication. Investors and analysts continue to
rally for reduced information overload amid a growing
body of disclosure rules, guidelines and listing
requirements. Although the internet has democratised the
access to information, it has also spurred a deluge of filings,
website content, press releases, analyst reports and articles,
making it increasingly tough to separate the wheat from the
chaff.

I

CAPTURING HOLISTIC LONG-TERM VALUE
Although our understanding of business value has evolved
in recent decades, our reporting approach and its
disproportionate focus on financial capital has not adapted
at the same pace. There is growing evidence that brand
equity, innovation, customer loyalty and positive
stakeholder relationships are key drivers of value. How the
company manages intangible assets such as intellectual,
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the view that reporting should go beyond pure compliance
to communicate value creation over the short, medium and
long term.
The IIRC is now in a crucial phase in the evolution of
integrated reporting. During the consultation period ending
July 15th, the IIRC will be hearing from accountants and
other stakeholders — regulators, investors, businesses,
standard-setters and NGOs from around the world — with
their opinions about the international Integrated Reporting
Framework. The goal is to launch the framework in
December.

PILOT PROGRAMME
human, natural and social capital is just as important as its
prudent management of financial assets.
Integrated reporting seeks to reveal hidden value that
cannot be explained by traditional financial reporting.
Integrated reporting aims to communicate “integrated
thinking” by bringing together material information about
an organisation’s business model, strategy, governance,
performance and prospects in a way that reflects the
commercial, social and environmental context within which
it operates. Through that integrated approach, management
applies a collective understanding of the connectivity and
interdependencies between the full range of factors that
have a material effect on an organisation’s ability to create
and preserve value.

A growing number of international businesses, such as
Prudential Financial, China Light & Power, Unilever and
Tata Steel, are part of this innovative global movement to
inspire new reporting practices that put businesses in control
of explaining how they create value, boosting the potential
for hidden value to be revealed and improving the
conditions for a more financially stable and resilient
business environment.
u

FIGURE 1: INTEGRATED REPORTING GUIDING
PRINCIPLES AND CONTENT ELEMENTS

Today’s reports place an undue emphasis on historical
performance. True, a company should be held accountable
for its use of invested funds. But if we recall that reports are
also used to inform future investment decisions, it seems
logical to equip investors with a road map. Where is the
company going? Will consumer trends, changing
demographics and emerging technologies help or hinder its
progress?
Recognising the need to communicate a concise and
holistic picture of value, now and in the future, the
International Integrated Reporting Council (IIRC) has set
out to develop an international integrated reporting
framework (see Figure 1 for an illustration of the
framework’s guiding principles and content elements). The
IIRC is a global coalition of accounting professionals,
regulators, investors, companies, standard-setters and nongovernmental organisations (NGOs). This coalition shares
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SHORT, MEDIUM AND LONG TERM

Source: Inte national Integrated Reporting Council.
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Integrated reporting is also supported by a growing
number of providers of financial capital who see it as a way
of increasing the relevance and value of corporate reporting,
helping them to gain greater insights into the business
model and outlook, which encourages longer-term
investment decision-making. It is being developed, shaped

CIMA AND AICPA CONTRIBUTIONS
The Chartered Institute of Management
Accountants (CIMA) and the American Institute of
CPAs (AICPA), which partnered in the creation of
the CGMA designation, have been active in
integrated reporting efforts. The organisations led
two of the technical collaboration groups that
produced background papers on key integrated
reporting topics.
CIMA participates in the IIRC’s pilot
programme and incorporated integrated
reporting principles in its 2012 annual review.
CIMA Chief Executive Charles Tilley,
FCMA, CGMA, is a member of the IIRC
council and chairman of the IIRC’s technical
task force. CIMA co-authored a business
model paper that explores and reconciles
approaches in business model reporting with
the aim of reaching a widely accepted
definition of the business model for use in
integrated reporting.
The AICPA supports the IIRC’s mission and
advocates for a voluntary, global, bestpractices framework for integrated reporting.
AICPA President and CEO Barry Melancon,
CPA, CGMA, is a member of the IIRC
council. The AICPA led the materiality
project that produced a definition of
materiality, distinguishing it from materiality
as it relates to financial reporting and
sustainability reporting. The AICPA has
served as host to IIRC round tables in the
US, and has helped to sponsor a number of
US meetings of the IIRC.
—CGMA Magazine staff

•

•
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and tested by the direct involvement of more than 50
institutional investors that are helping to ensure that the
framework addresses the needs of providers of financial
capital.
At a time when the eyes of policymakers and regulators
are fixed on the role of different actors in the financial crisis,
integrated reporting represents an opportunity to
demonstrate the profession’s broad remit and appetite to
improve the quality of corporate reporting. The importance
of the CFO’s role in ensuring the integrity of the company’s
story and the management accountant’s responsibility for
the quality of information presented publicly support the
view that there is a role for the profession.
Benjamin Franklin, one of the founding fathers of the
United States, once said: “The great part of the miseries of
mankind are brought upon them by false estimates they
have made of the value of things.” Management
accountants: This is your chance. Help drive clear
communication of value. ■
Paul Druckman (Paul.Druckman@theiirc.org) is CEO of the IIRC.
Following a career in the software industry, he operated as a non-executive
chairman and director for companies in various
sectors until taking over this post. He was formerly
a director of the UK Financial Reporting Council;
member of the City Takeover Panel; and president
of the Institute of Chartered Accountants in England and Wales. His work on sustainability matters has included chairing The Prince’s Accounting
for Sustainability Project Executive Board and the
FEE Sustainability Group.

THREE KEY ACTIONS
The IIRC is calling on you to help with this process by:

1

Building awareness about integrated reporting
within your own network.

Visiting the IIRC’s website (theiirc.org/
consultationdraft2013) before July 15th to
download the consultation draft and share your views.

2

3

Encouraging your business to join the IIRC’s
integrated reporting pilot programme, which
covers 25 countries worldwide. With more than 90
companies and 50 investors testing the concepts of
integrated reporting around the world, participants can
be at the forefront of driving change.

GR WTH
It’s what the CGMA designation stands for
®

13559-312

Access exclusive resources, tools, videos and more
at cgma.org
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5

MINUTES WITH: PRISCILLA MUTEMBWA

THREE RISK
MANAGEMENT TIPS
Mutembwa offered these tips
on managing complex risks:
Keep pace as much as
possible with what is
happening in the
business environment and
implement solutions as quickly
as possible.

1

Use good
communication skills,
which are key in
translating complex situations
into easily understood
language and concepts that can
be addressed at all levels.

2

Be tenacious and stick
with the job — even
when it feels
impossible to continue.

3

Résumé: Mutembwa, FCMA, CGMA,
is managing director of Cargill Cotton
Zimbabwe in Harare. A computer
programmer and systems analyst
turned management accountant, she
has work experience with UNICEF,
Coopers & Lybrand, British Railways
and British American Tobacco.
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hose lamenting the loss of predictability might take a tip or two from Priscilla
Mutembwa, FCMA, CGMA, who has become a master at dealing with the
unpredictable nature of her business and region. As the managing director of Cargill
Cotton Zimbabwe in Harare, Mutembwa contends with all the supply-and-demand
intricacies that are inherent to any commodities-based business. But she must do so in an
economy with multiple official currencies and a challenged infrastructure. Sudden
introduction of new legislation, such as a 2012 law that authorised the government to set
the price cotton merchants have to pay to farmers, only adds to the uncertainty.
So Mutembwa finds control where she can. One such place: the cotton farms that
are essential to Cargill’s supply chain. The business works with more than 40,000
small farmers who grow cotton on contract. Cargill provides the farmers seeds on
credit, buys their crops, subtracts the credit and pays them the difference.
“We provide essential financial, technical and in-kind support to farmers to enable
them to access necessary crop inputs, such as planting seeds, fertilisers and
pesticides,” she says. “This supports farmers and helps to improve yields and enables
them to improve their incomes.”
“We also ensure farmers are paid immediately in cash. This has improved the cash
flow of individual farmers, reduced the number of unnecessary and long journeys
they have to make to the buying stations and helped them cope with substantial
increases in the cost of fuel, electricity, utilities and labour.” ■

