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A simplified view of evolution of CFO’s Role in
Business




“The trusted Munim ji”
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The Accountant ...handling accounts and tax matters
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Also a Finance Manager ... arranging loans



The Controller ... meeting growing business needs,
tapping equity markets, controlling finance and other
functions.
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The New generation global CFO




Changing Titles of the function

® Accountant

® Chief Accountant

® Finance Manager

® General Manager — Finance/Vice President-Finance
® Financial controller

® Finance Director / Chief Financial Officer



Changing Role of the CFO




-
CFO : Traditional Role

® Book-keeper and emphasis on recording transactional information
® Report this information

® Complete the statutory accounting

® Get statutory audit completed & take out Annual Report

® Very few regulatory requirement

® Largely owner managed business needed accounting for reference

purposes
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Addition to CFQO’s role in mid seventies and eighties
g

® Dealing with Banks & FI’s (Resource mobilisation)
® Corporate Taxation & Tax planning

® Planning, Budgeting & Control

® Investments of surplus funds

® Foreign currency risk management
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Paradigm shift in last two decade - emergence of
multidimensional new generation CFO

® Why a paradigm shift

® Paradigm shift in CFO’s role
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I
Why a Paradigm shift (1/2)

® Changing Business landscape

® Global ambitions of Corporates

> Increasing geographical spread and size of Businesses (globalisation)

» Growing Complexity in Corporate functioning

® Widening investor base

® Growing Information needs of multiple stakeholders

® Importance of corporate governance

® Multiple regulatory bodies

® Growing reliance on & expectation of accuracy of financial statements
® Speed and Innovation becoming key success factor

® Multiple Accounting: Management Accounting, Brand Accounting, Human Resource

Accounting etc.

® Reporting under different Accounting standards
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I
Why a Paradigm shift (2/2)

® Focus Shift

» Disclosures

Fair value of accounting

Accounting for complex instruments, contemporary contracts, derivatives
Risk Management

Y V V

® Setting of Standards

> International convergence of accounting standards across major capital markets, implementation
of IFRS

» Principals based approach

= Focus on economic substance over form
= Reduce potential conflicting rules

® Regulatory changes
> Proposed DTC, GST
GAAR
Tightening of regulatory framework - SEBI, IRDA,RBI etc.
Audit committees (of Independent directors)

YV V V V

Corporate Social Responsibility

® New Companies Act, 2013
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Paradigm shift in last decade :

- Emergence of multidimensional new generation CFO__(1/3)

® Strategic Role, as part of Core team

» Define core vision for organisation

» Develop sustainable business strategy
® Value creation champion IE
® Performance measurement
®Forecasting and Business Intelligence

® Efficient Financial & Resource Management
> Raising resources

» Capital allocation strategy

» Managing Cost of Capital (WACC)
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Paradigm shift in last decade :

- Emergence of multidimensional new generation CFO_ (2/3)

® Business& Financial Restructuring
® Mergers & Acquisitions
> Deal Maker

® Risk management IE

» Defining Business risk & work out mitigation plans
> Decide on Trade off between risk & return

» Minimise litigation risk

® Corporate Governance IE
® Disclosure and Transparency Standards IE

® Sustainability Reporting
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Paradigm shift in last decade :

- emergence of multidimensional new generation CFO__ (3/3)

® Statutory compliances
»Proposed DTC, GST
»>GAAR
> Tightening of regulatory frame work - SEBI, IRDA, RBI etc.

®New Companies Act, 2013
® Assisting Audit Committee & Board of Directors particularly on -

» True & Fair View of Financial Reporting
» Coordinate Internal Audit

» Co-ordinate / Manage Statutory Audit
® Investors Relations IE
®Information Technology planning
® Integration of financial & non financial activity

®Public face for Organisation and a spokes person
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Role of the Finance Function

Corporate Governance

Market Value of Capital
Managing Finance

Investor Relations
A professionals
A
CAPITAL

Generation of Cash :

From existing capital employed
- Performance / Returns
- Quality of reporting

- MIS

Usage of Cash :

Allocation decisions
CAPEX
M&A

Best Use of Capital Risk
Future Visibility

Payouts
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Additional Dimension
in case of CFO of a conglomerate



- .
CFO’s Role - Few more thoughts

® CFO — From Beans counter to Business Enabler IE
® CFO - Yesterday, Today and Tomorrow IE

® World-class CFOs improve effectiveness IE

® CFO Qualities [[B=3

®1 cading Indian CFOs on their roles  [[BE3
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Cases of Failure of CFQO’s expectations
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On extended accountability under the New Companies
Act’2013

“CFO has been included as a “Key Managerial personnel” u/s
203 of New Companies Act 2013”

>1Is it a better recognition of the position?

» Or putting additional responsibilities through the Act?

>1Is it a result of various governance failures/frauds?

» Has expectation from CFO substantially increased ?

> The challenges before CFO in discharge of his responsibilities.
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What could be CFO’s higher aspirations?
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s
The Best CFOs

® The Finance Minister as “CFO of the Country”

® The “Boss at Home” highly empowered CFO
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CFO - From Beans Counter to Business Enabletr.....

1. Value preservation and
value creation

2. Manage risk, don’t
eliminate risk

3. Loosen control without
losing control

4. Decentralize the balance
sheet

5. Manage talent to drive
change

6. Refocus the executive
agenda

Identify low-return businesses and develop specific
cannibalization/ exit strategies

Improve trading capabilities — acquiring and integrating,
dressing for sale, lowering acquiring/divesting transaction costs

Transform the risk management function from a controller/
restrictor into a business enabler — driving the pace of business
entry and exit by managing rather than minimizing risk

Eliminate low value control, compliance, budgeting, and
planning systems Change/decentralize control processes to
allow faster mobilization around opportunities without reduction
in overall control

Create capital accountability and enable resources to organize
rapidly around opportunities

Strengthen the use of HR levers — recruiting, developing,
deploying, retaining — to create a culture which prides change

Rebalance the agenda to increase time spent on creation and

prevention of destruction m
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The CFO Function : Yesterday, Today and Tomorrow

Business Partner

s

Diligent Caretaker

Commentator
Score Keeper EI

“Accounting is no longer only about counting of Beans, but also enabling growing the Beans”
g g y g ’ gg g
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Wortld class CFOs improve effectiveness
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-
CFO Qualities

® Patience, patience, patience

® Must be able to say ‘NO’

® Must be able to say ‘YES’

® Must be constantly on the look out for new ideas and concepts
® Must be flexible, responsive and international

® Must have strategic orientation and business acumen

® Must be willing to enforce good governance and compliances

® Independence of thoughts

But the good news — Need not be Superman
That role one leaves to the CEO
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-
Leading Indian CFO’s on their roles  (1/2)

® [FEXxiting from non core business is a key task for CFO — “Its not just about

getting out, but at the right price & at the right time.”
® “In our Group CFO has emerged as Dy. CEO”

® “The CFO is in the best position to know the strength of the organisation. It is
up to him to set bench marks & determine the company’s unique positioning &

strength, or weakness”

® “We aren’t just number crunchers any more. I have to get involved in every major

decision the company makes because there is a cost issue involved in each of the

decisions. 7 EI
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-
Leading CFOs on their roles (2/2)

® ‘“‘with several of the organisation’s business units competing for the
capital, the role of the CFO becomes pivotal in ensuring that

Capital gets allocated in the most optimal manner across business

unit”’

® “The CFO is now setting the rules of the game ...(but) though the
responsibilities have increased , so have the risks. If you cut
corners, you are more exposed than the CEO”
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Strategic Role

® CFO should be part of core vision team — defining “Vision
Statement”
® Strategic partner to line management
> Develop sustainable business strategy

® Cannot perform “allocation of capital” task without

strategic context

® Cannot perform IR role without understanding strategic context

CFO is an alter ego to the CEO — to really influence

and deliver in strategy
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Value Creation Aspect

® Understand where value is created in value chain
» CFOs as Value Chain captains
» Disaggregate businesses and study each separately
» Benchmarking
® Good information metrics required
» Downward cascaded MIS systems
» Deployment of IT tools / systems
® Must focus line management on correct value creation measures
» Identify key value drivers
» Put systems in place to measure both financial and non financial measures

® Sharcholder value creation

® Market value of Capital
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Effective Financial & Resource Management

® Raising resources
» Capital Markets — Debt / Equity
» Banks & FI’s

> Domestic & Overseas markets

® Choice of Instruments
» Debts
» Equity
» Convertibles

® Managing Cost of Capital (WACC)

® C(Capital Allocation Strategy

® Treasury

> Investment of surplus statement EI

> Risk v/s Returns



- .
Risk Management (1/2)

® In the globalising economy, Risk Management is very critical

® CFO needs to constantly balance generation of cash and its
utilization in value generating activities

® In a “stretching-for-growth” corporation, this will be a fine
balance

® Understand the risks in the system

® Both quantifiable and non quantifiable
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e
Risk Management

® Quantifiable risks
» FX risk

» Financial / Capital structure risk
» Commodity risk

» Derivatives

» Quality of assets

»Project execution risk

® Non quantifiable risks
» Processes / systems
» Event risk
» People risk
» Capturing the full picture
» Sustainability

(2/2)
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Corporate Governance

® Corporate Governance is first about values and then about structure, system and
processes

® Should not be just “check list” concept but should be a way of life

® CFO has to facilitate good CG practices across organization as it leads to immense
benefits

» Valuations of company
> Attracting capital at lower cost
» Attracting and retaining talented human capital

® CFO is accountable to the Board & Audit Committee for providing accurate
information

® Fair, transparent and clear financial reports to all constituents/stakeholders.

® Internal compliance and control mechanisms function effectively EI

“People who deal with othet’s monies are but trustees acting for others”-

President Roosevelt in moving the Securities Act in the US Congtress in 1934




Disclosure & Transparency Standards

® Quality of financial reporting
»Best Accounting Practices
» Correct measurement of capital employed
» Correct measurement of returns

® C(Credit Ratings

® Corporate Governance framework and ratings

® Emphasis on Minority Shareholders interests
»External perception management
»Independence of Board of Directors

> Active Audit Committee.
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Investor Relations

Maximize market value of capital employed

Be the company’s ambassador

Proactive investor relations

Focus line managers on P/E multiples, not just E
Investors focus on CFO’s standing in an organisation
Every company has the same product — its stock

CFO Must treat investors as his owners as well as customers

® Growing significance of IR as

» Ownership is distancing from management

> Emergence of large investors
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