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Findings

"Not long ago, companies thought cost management was about
reducing expenses. The notion then evolved and was viewed as a
way to manage costs while also driving growth. Now, cost
management is advancing further. Business leaders see it as a
strategic initiative that is part of a larger transformation process”
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The survey helps to understand business leaders’ perspectives on current and future

cost reduction initiatives and indicates the need for transformation

USA Latin America Pan-Europe Global

Publication
Timing
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April 2016 June 2016 October 2016  December 2017

« Deloitte's cost-management survey was released for the first
time outside USA in 2016 and has since then been released
several times in order to highlight different regions

» The objectives of the study are to:

Understand factors, approaches, actions, and targets
related to cost initiatives

Assess the effectiveness of the cost actions, including
lesson learned from previous efforts

Understand the drivers and scope of past and future cost
initiatives

Provide context on how digital disruption and advanced
digital technologies are affecting cost-management

Evaluate industry results, and provide insights on
different behaviours related to cost reduction

Global Europe Nordics

>

April 2019 September 2019 October 2019

New data was collected in November and
December 2018 from more than 1,200 senior
executives across all major global regions and
industries

With this report a Nordic cut of the data is
shared, highlighting where and how the Nordic
cost-management initiatives differ from other
areas

The survey includes 48 Nordic responses from
relevant executives involved in cost-
management decisions, including CEOs, CFOs,
COOs or executive management, from six major
industries. The prevailing industries were
Consumer and Industrial Products, Energy and
Resources and Financial Services



We experience an increasing number of discussions around cost-management, while at

the same time revenue outlook remains strong...

Likelihood of cost program Survey analysis
()]
'g + Cost-reduction efforts are less common in the
T Nordics than in Europe, USA and globally, but the
e Nordics seems to be catching up over the next 24
] months
=
e . 24% 31% - Positive expectations for revenue growth with
= 20% . 19% many companies reducing costs to allow for
g “ 8% gop 10 necessary growth
Likely Neutral Unlikely « The identity of cost programs is changing.
h . > h An emerging theme from the study is that today it is
Change in revenue - next 24 months not only about savings. It is about managing cost
42 structures in conjunction with revenue growth and
g 83% -90, changing the product and service offering
c
o
§ + By leveraging digital technologies, companies
= can achieve immediate growth objectives while
.g preparing for different cycles of the economy
e 15%
g 8% 9% 10% 6% 40, 6 6%
Increase Anticipate flat top line Decrease

I Giobal M USA EMEA Nordics
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...where Nordic companies are leveraging new technologies in the new era of cost-

management and implementation levels are expected to increase rapidly

Nordic implementation levels (past 24 months) — Survey analysis

+ Technology implementation levels in the
Nordics will increase over the next 24 months
The Nordics have been lagging behind in the past,
but the implementation levels are higher than
comparable regions for the future

+ Despite the numerous advantages, new
technologies are not being done at scale
One of the call-outs to the market is to use these
RPA Cognitive & AI BI Cloud technologies at scale as they will have a significant
impact on the business on several areas

% of total respondents |

Nordic implementation levels (next 24 months) ——

- Digital disruption enables transformation
Successful digitalization in companies, is not only
about managing cost structures, but also changing
product and service offerings, ways of working, etc.
Leading companies use it to fundamentally transform
their business, where the cost advantages come
along with that

%o of total respondents

RPA Cognitive & Al BI Cloud

B Not implemented but planned
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However, 9 out of 10 Nordic cost programs fail (higher than elsewhere), indicating the

complexities that comes with larger transformations and ambitious targets...

Success analysis cost programs Survey analysis
@ « The failure rates for cost programs are
remarkably high, especially in the Nordics (92%),
82% g0, compared to comparable regions such as Europe
81% (83%), USA (82%) and global average (81%)

« The failure rates have increased dramatically
compared to the 2016 survey with 50
percentage points while total European increase is
26 percentage points

« The high failure rates can partially be explained
by the need for larger transformations to meet
the ambitious targets. Quick wins are not enough
or have been exhausted and traditional cost programs
now need to be combined with new digital
technologies

% of total respondents

13%

14% 12% + Two concrete problems are around architecting
6% and implementing the transformation programs.
° 5% 5% 5 0% Companies architect aggressive programs but then
. . - implement them tactically. Rather, the programs
Did not meet goals Met goals Exceeded goals should focus on strategic initiatives that enable

companies to reach the ambitious targets

I Giobal I UsA EMEA Nordics
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...where the main barriers for successful cost-reduction initiatives are; implementation

challenges, target setting, and ineffective ERP systems

Top barriers in the Nordics Survey analysis

+ The top barrier to effective cost-management
in the Nordics is management challenges in
implementation (54%) while other immense

46% . i . . ;
barriers are erosion of savings due to infeasible
40% target setting (52%) and lack of an effective ERP
system (50%)

« The relatively high targets combined with the
experienced barriers with target setting could be
part of the reason with high failure rates. Other
reasons may be relatively low use of technology for
cost-cutting, lower levels of centralization initiatives
or less focus on cost-cutting as a strategic priority

+ Change management and following up on the

48%

Top preferences of respondents (in %)

business case, with solid tracking and
reporting are not amongst the very top barriers,

Management Erosion of  Lack of an Lack of Poorly Weak/ but are important to achieve a successful cost
challenges in savings due effective understanding/ designed unclear rogram
implementing to infeasible ERP system acceptance of reporting business Prog

initiatives  target setting the solution by and tracking case for cost

the audience improvement
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Improving Nordic cost-management maturity will be key to lower the high failure rates,

where the Nordics can be inspired by cost-management practices employed in the U.S.

Cost-management maturity level

% of total respondents

Global 15%

USA |6% 35%

Europe 19%

Nordic

3

35%

Low Medium

Few or no formal cost policies
or procedures are employed
or documented, or they are
significantly fragmented
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31% 35%

50%

25% 29%

33% 13%

Cost policies and procedures
are continually reviewed and
examined to ensure best
practices around efficiency
and cost-management

Survey analysis

According to survey responses, cost-
management tends to be less mature in the
Nordics, which is under the European average

Nordic companies have a potential for
improvement in cost-management as they report 37
percentage points less than USA (50%) in cost-
management maturity level among the ones who
reported high level

Nordic management style is more non-
hierarchical and inclined to decentralize
governance compared to global average, which
provides a limited overview of the business to be
able to drive cost-management, contrary to U.S.
companies

To achieve sustainable cost savings and
making it stick, it is key to blend the classic
cost management program with the day to day
practices, avoiding that programs run in isolation
from the daily business

10



Get started



Nordic companies have increasingly ambitious targets, with 4 out of 10 cost programs

having targets of more than 20%, higher than elsewhere

Cost targets

42% 42%

34%
30%

(o]
30% 30% 31%

29%
27%

% of total respondents

Less than 10% 10% to less than 20% More than 20%

M Giobal I usA EMEA Nordics
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Survey analysis

* The survey shows that cost-reduction targets
have increased significantly since 2016 in all
regions. In 2016, 8% of Nordic respondents had
ambitious targets above 20%, today that number is
42% of respondents

« Strategic transformations are needed to meet
these ambitious targets of more than 20%
Cost-management in isolation is only a tactical
decision to meet a short-term target. The ambitious
targets above 20% needs larger transformations. If
handled isolated, and not strategically, cost
reductions tend to return to historical levels once
again

+ Align cost program vision with actions
throughout the company. Target setting and lack
of understanding/acceptance of the solution by the
audience are among the top barriers from the
Nordic survey results
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A typical cost program is comprised of three stages to develop a comprehensive

enterprise-wide solution, and is usually run in several waves

1. Setting the ambition ) 2 mnitiatives

Identify and Detail business Sign-off,
Set scope and plan prioritize case and interlock, Wave 1
initiatives baseline Implem. plans

Typically
increased
complexity
of initiatives

Establish high-level hypothesis Wave 2

e a .
o U U U U

3. Implementation

Initiate program structure Continuous cost performance monitoring and review

Financial reporting; forecasting and reporting

© 2019 Deloitte AB

Strategic
work

Delivery
methodology

Operative
work

Financial
work
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Stage 1 focus on the diagnostics, i.e. baselining, setting targets and developing high-

level hypothesis where the largest potentials are

1. Setting the ambition 2. Initiatives

3. Implementation

Example deliverables

Baseline (e.g. Cost, FTEs, etc.)

Forw Span of Control

As-Is Service Delivery Model

280 | In-Scope Headcount Spend
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Best practice

Moving away from diagnostic analysis to rather focus on
facilitating a transparent discussion around cost
structure and management and how to make it stick

Involve management heavily in setting the ambition,
targets, baseline, and establishing a top-down view of the
largest cost components. In order to establish ownership and a
clear answer to why are we doing this. Conduct selected quality
checks in terms of costs and FTEs to ensure a solid baseline

Support the target definition by analysing selected deep dive
areas such as span of controls, industry efficiency or high-level
benchmarking to identify potential target

Align ambitions with the scope, complexity & depth of initiatives
in order to ensure relevant business cases are established

Ensure that effective tools are in place to view the cost
structure and monitor the cost development, all linked to

the baseline prompting long-term effects
14



Opportunities are identified, quantified, prioritized and signed-off in stage 2, while

considering any interlock effects to ensure enterprise-wide sustainable improvements

1. Setting the ambition
3. Implementation

2. Initiatives

Example deliverables

Quantified Opportunities Prsliminary improvement themes havea savings rangeof S10M to S16M4

Opportunity Prioritization

‘‘‘‘‘‘
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Best practice

Make use of external- and internal category benchmarks,
sourcing levers and industry insights in order to identify
opportunities for improvement

Detail business cases by addressing and elaborating on all
implications and consequences of the initiatives

Clarify the purpose of each initiative to foster engagement and
transparency

Start out with less complex initiatives to create
momentum and quick-wins and move forward in
iterations to tackle the more complex and large potential
initiatives in coming waves

Establish a clear tollgate process for sign-off of initiatives
in a general and standard reporting template (for all
initiatives) to keep track of progress and adjust
initiatives if needed

15



The cost reduction program should focus on all levels of improvement initiatives, where

Nordics could benefit to focus more on strategic actions to match the ambitious targets

Value generation curve Survey analysis
e 4 Strategic * The ambitiou_s targets from Nordic companies
need strategic actions
Tactical B starmyratnaie " However, according to the survey respondents, the
Efficlency Core compatency most frequently implemented cost-reduction actions
Evoluoray Higher Investment in the Nordics were tactical in nature. Looking

Process changes

Rg term ahead for the next 24 months, strategic actions

Operational omer facing

Improvements i have a small advantage over tactical actions in the
Short to mid-term Nord |CS

Non-customer facing
Single function

Savings
Opportunity

Lower investment

v
.

The Nordic companies are leaning more

Low

Low Degree of Complexity High - -
towards strategic cost actions than other
—— Expected cost-reduction actions (Next 24 months) —— regions over the next 24 months

" 2% 1% This indicates that actions and ambitions may align
- G 66% 68% 68% — to a larger extent in the future, potentially even
T ’ reducing the failure rates
(=]
n
4  Nordic focus around centralization
= Traditionally Nordic companies are less centralized
0 than companies in other regions, e.g. USA (also
- 38% 44% . . . . . .
s ﬂ indicated in the survey). However, centralization is
o ‘ ‘ ‘ ‘ ‘ ‘ ‘ 1 the cost-reduction action where attention increased
o . . . . . .

Streamlined I Reduced I Improved IImpIementationl Streamlined I Changed IOutsourced/off—l Increased mOSt In the Nordlcs and It WI” be a top pr|0r|ty over

business external spend policy of automation org. structure business  shored business centralization the next 24 months

processes compliance or cognitive configuration process

I Tactical Action M Strategic Action Planned Action
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In Stage 3 a program structure is established, including project charters,

implementation plans and linking the cost initiative results to the financial reporting

1. Setting the ambition

2. Initiatives

3. Implementation

Project Charters

Example deliverables

Benefits Tracking Model
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Implementation Roadmap

Best practice

Establishing a central PMO that as a minimum level
provides a holistic oversight and consolidation of total
progress against targets and ambition levels

However, ensure that plans and commitment are integrated into
departments and minimise any gap between a cost
program and the day-to-day cost-management

Implementation plans should be developed jointly by the project
team and the executives / managers responsible for the areas
affected

Linking results from cost initiatives back to the financial
reporting and P&L structure, to ensure accountability and
ownership in the daily business to the cost program and
improvements to cost-management

Ensuring that there are financial-, operational- and activity
follow ups

17



Despite most cost-reduction initiatives fail to reach their targets, respondents still

rank "assess, validate and adjust targets" as a top lesson learned from implementation

Lessons learned from Nordic cost programs ———— Survey analysis
67% + Investing in technology improvements is
relatively undervalued as a lesson learned in
58% 58% 58% the Nordics. Comparing to USA, Europe and

>0 Global, this is the top lesson learned

50%

* Understanding the barriers from the lessons
learned is a good first step, but to really
overcome them means to set and implement actions
and strategies according to the lessons learned.
Many of these barriers are key considerations
according to best practice

+ Detailed preparation and learn fast
Although many of these lessons learned can be
adapted from start, they also indicate the
importance of the 'learn fast' mantra. To learn fast
throughout the cost program requires the ability to

Top preferences of respondents (in %)

Assess, Deploy change Design a Invest in Develop, Designate a full track and understand changes
validate and management solid tracking technology validate and time position to
adjust targets activities and reporting improvements sponsor a drive efficiency
according to process to enable data clear business and cost

reality availability & case for cost improvement

reliability improvement initiatives

© 2019 Deloitte AB 18



© 2019 Deloitte AB

Digital
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Digital disruption has significantly changed the management agenda, being recognized

both as a risk, but also enabling a new cost-management approach to transformations

%o of total respondents

Global USA

M Digital disruption, survey 2017
I Digital disruption, survey 2019
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Digital disruption

EMEA

+59%
points

67%

Nordics

Survey analysis

Digital disruption was barely seen as an external risk in
2016. However, This year, 67% of Nordic companies cite digital
disruption as a key risk, which represents an increase in
awareness of 59 percentage points. Another risk emerging from
the 2019 survey is cybersecurity

Digital disruption is not only a risk, but also an enabler.
Any company can invest in digital technologies and technology
infrastructure to make operations more efficient and effective and
enable new and more agile business models to prosper in a
digitally disrupted market

The rise of digital technologies and innovations contributes
to a shift in how Nordic companies approach cost-
management, with the save-to-grow mindset from 2016 steadily
evolving into a save-to-transform mindset where investments in
digital enablement and transformational technologies play a
prominent role

The increased focus on digital technologies implies
increased complexity when implementing cost transformation
initiatives as digital technologies require a strategic focus and a
larger transformation process, when done at scale

20



However, the technologies implemented to drive increased productivity, reduce costs

and tighten data security are currently run at a sub-scale level...

Implementation of technologies
(past 24 months)

62%

25% 25%

Top preferences of respondents (in %)

Global USA EMEA Nordics

Il Cloud Solutions

B Business Intelligence (Not including Cognitive or AI)

Automation: Robotics Process Automation

Cognitive technologies: Artificial intelligence and machine learning
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Survey analysis

« The Nordics represent a low preference level
amongst all technologies in scope which might imply
lower engagement and support behind driving technology
implementation agendas

« One reason for limited cost reduction success in the

Nordics may be that Nordic companies have been
lagging behind the average levels of technology
implementation. However, the survey indicates a trend
shift where Nordic companies will be in the forefront of
new technology implementations over the next 24 months

- Digital technologies are changing the strategic

rationale for companies, contributing to modified
operating models and services. The transformation will
allow companies to become more efficient, when done at
scale

21



...despite that the results from implementing Cloud and RPA are according to or above

expectations, while Cognitive & AI demonstrate less satisfying results (so far)

Results of implementing
technologies in the Nordics

Survey analysis

* Most technology implementations meet or exceed
Top preferences of respondents (in %) expectations. According to the survey at least 50% of the Nordic
companies claim their expectations were met or exceeded when
implementing the various technologies. For Europe, at least 70%
of companies had their expectations met or exceeded for all

Cloud technologies.

* Nordic companies in the survey have good experiences
from implementation of Cloud and RPA, whereas cognitive
and Al often achieved results below expectations.

RPA

- Dissatisfaction can be derived from an initial low degree of
understanding of the technology which skews expectations
This also implies a lower degree of maturity in the Nordics
compared to its American counterparts

Cognitive & AI

Il Above expectations

B According to expectations
Below expectations
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However, the Nordics are expected to increase the pace for technology implementation,

primarily with Cognitive and AI receiving more focus than previously

Implementation of technologies
(next 24 months)

Survey analysis

« Technology implementation levels in the
Nordics are much higher for the next 24
months than they have been in the past. According
to the survey, Nordic companies have been lagging
behind, but the implementation levels are higher
than comparable regions for the future

+ Increased focus on Cognitive and Al
The survey show that 69% of Nordic companies are
planning or in the process of implementing
Cognitive and AI. Our experience is that many
companies are moving into the intelligent side of
automation

Top preferences of respondents (in %)

+ The ambitious cost targets require digital
solutions to succeed. The increasingly high cost-
reduction targets need large transformations

RPA Cognitive & AI BI Cloud including digital solutions

+ Digitalization has many reasons. The cost
advantages comes along with that, but are not
B Not implemented but planned necessarily the driver themselves. Digitalization is
Il In process of implementation also about increasing revenue and improving data
and business control
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Nordic companies stand out in aiming high and failing more often with cost reductions,

but this may change as they now take the lead in implementing new technologies

© 9 © © ©0 O

Nordic companies aim higher when taking action on cost reductions. Four out of ten companies have targets above 20%0, more than
double the number from 2016

Although, 92% of Nordic respondents are unsuccessful to meet their cost cutting targets, compared to 81% globally
Implementation is the greatest barrier

Cost-management maturity levels are lower in the Nordics. A high maturity level is typically when cost policies and procedures are
continually reviewed and examined to ensure best practices around efficiency and cost-management

Many companies are adopting a save-to-transform mindset. A save-to-transform mindset leverages the power of digital technologies to
streamline cost structures and generate strategic cost savings that are both significant and sustainable

Automation and other digital technologies take a lead role in cost reduction. RPA and cognitive technologies such as AI have
emerged over the past 24 months as the most common digital capabilities developed to reduce costs

Technology implementation is a key strategic priority for the next 24 months
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What happens next

Webinar follow up

Sector specific discussions
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