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With so many moving parts,
it can be challenging to get G&A functions in synch

G&A as Indirect costs — those not directly linked to operations — are not normally addressed
) with the same discipline and rigor as direct costs. We've found this type of mindset
proﬂt enablers to cause unnecessary process complexity, inefficiencies and high levels of non-value
added activities. It is also responsible for unnecessary rework and organizational silos
characterized by high levels of process fragmentation and hand-offs.

Viewing G&A functions as profit enablers instead of cost centers and expecting

similar value creation performance will drive hidden efficiencies while
generating approximately 25-40% in cost savings.

www.alexanderproudfoot.com



The different The complexity of addressing G&A improvements lies in the disparate assembly of
functions, skills and their interdependences within the organization and across multiple

gears of G&A profit centers.

Nature Location Relationships Links

G&A functions include:
Human Resources,
Information Technology,
Marketing & Communications,
Research & Development,
Finance, Procurement,

EH&S, Maintenance,
Facilities, Utilities, Legal,
Project Engineering,

Security, Internal Audit,
Treasury & Risk Management

Residing within a
business unit

Highly

. Centralized
transactional

Simple reporting

Horizontally split
across business
units and functions

Centers of
excellence with
deep expertise

Decentralized Complex matrices

Profit center Cost allocations exist, but tend to be arbitrary based on less-than-scientific accuracy.
i _ Therefore, an expectation exists that an increased cost base can be passed on to
mentahty IS internal “customers” without any repercussions.

a vital cog in the
G&A engine

As a result, G&A
functions are perceived
as overhead...

instead of perceiving
G&A as a source of
tangible business value

resulting in an unclear
contribution of
corporate value...

m Cost of running G&A functions
is rigorously documented and
proactively managed

m Business units are uncertain if
they “got what they paid for,”
causing people to lose faith in
the corporate functions

m Limited understanding of the
“cost of doing business” beyond
a macro-superficial level

m "Selling" their services

m Limited ability to explain or
to the business units and

impact corporate function
allocations to business units

m Difficulty understanding the
true cost or productivity of
the corporate function due
to limited ability to link cost
to value

m Limited cause and effect
relationship between corporate
actions and the business unit
they are structured to serve

m Corporate functions are
uncertain if they “delivered
what they committed” due
to limited accountability and
poor customer focus within the
corporate function

u Difficult to drive continuous
improvement efforts due to the
quality of data and inability to
make fact-based decisions

m Ultimately leading to
confusion and frustration with
respect to who is the customer
and who is the supplier

"earning" their corporate
function allocations

m Documenting performance
baselines and
demonstrating ongoing
reductions in process
variability, waste, cycle
times, costs and increased
levels of service

m Tightly linked relationships
between corporate cost and
business-unit wealth creation



A look under [nourexperience, a good analysis of the current nature (functional design) and
state (condition) of G&A functions will likely reveal:
the hood

m Unnecessary process complexity

m [nefficiencies and high levels of non-value added activities

m Lack of a consistent focus on internal and external customers

m High levels of process fragmentation and hand-offs

m Low process quality resulting in rework, errors and missed opportunities
m Long process cycle times, delays and lack of customer responsiveness

m Lack of effective controls and resource allocation mechanisms

Tuning up The G&A structure can be especially complex; all parts must function properly
for it to be successful. A fresh perspective on this intricate network of operations
processes often needs a zero-based approach — a structured process that can build
a culture of cost management by facilitating cost visibility, cost governance,
cost accountability and aligned incentives. It is a repeatable process that
organizations can use to rigorously review every dollar, manage financial
performance and build a culture of cost management. A world-class process
is based on developing deep visibility into cost drivers and using it to set
aggressive, yet credible, budget targets.

This is a powerful tool for any company, regardless of its
association with a cost reduction campaign or growth
campaign [while managing profitability and costs). Eliminating
unproductive costs will redirect companies towards more
productive areas. It is not a slash-and-burn exercise that
cuts costs without regard for the expense; rather, it drives
significant and sustainable savings.

An integrated zero-based approach can m Confirm business strategy and requirements for corporate functions

achieve 25-40% tangible cost benefits m Conduct a financial review including key indicators, benchmarking, ratio
analysis, spans of control and general ledger account review

m Define business processes within and across corporate functions
m Observe what actually happens instead of assuming what should happen

Top-down review m Establish baselines for cost, quality, productivity

and volume for each process

m Identify improvement opportunities to eliminate waste
and improve cycle time (Lean principles)

m Identify improvement opportunities to improve reliability and
predictability (Six Sigma principles)

m Determine appropriate manpower loading given planned business

Organizational volumes (zero-based planning approach)
effectiveness m Define cost/service trade-offs for maintaining 100% service levels

Bottom-up review

m Segment corporate functions and corresponding business processes by
key attributes (transaction, expertise and customer based)

m Determine business requirements for each process
m Explore alternative organization designs

m Determine skills and capabilities to operate in a more
team-based environment

IT enablement

m |dentify opportunities to better leverage existing platforms

m Automate interfaces between departments, and eliminate manual
transactions and data translation

m |dentify opportunities to leverage new technologies




High-octane
benefits

How far and how quickly
are your current initiatives
progressing?

For more than 70 years,
Alexander Proudfoot

has worked side-by-side
with client personnel and
management at all levels
to rapidly implement
performance improvement
programs aimed at revenue
growth, expense reduction
and asset productivity.

Contact us at
www.alexanderproudfoot.com

Benefits are realized via tangible cash and performance savings as well as
gualitative intangible benefits. Tangible cost benefits typically range from 25 -
40% depending on the magnitude of the change.

Some representative cost-saving actions are:

m Implementing flatter organization structures

m Consolidating transaction processing activities to leverage economies of scale
m Eliminating historic non-core or non-value added functions and activities

m Streamlining and simplifying retained processes

= Implementing best practices

m Realigning labor costs with work-related tasks

m Maximizing the use of technology solutions

The intangible benefits are also significant and support the long-term
sustainability of the changes. Some representative actions to drive the
qualitative benefits are:

m Standardizing procedures across the business

m Improving process repeatability and predictability

m Improving scalability and the creation of a strong platform for growth
m Streamlining accountability and communications

m Increasing skill development and job satisfaction

In the end, G&A functions are instilled with a new clarity of purpose that is
defined by internal customers’ perceptions of value, and by their own ongoing
drive to improve services, lower costs and fulfill service level agreements.

Business units that previously doubted whether they “got what they paid for”
from corporate functions are presented a clear account of what they will receive
in return for their corporate allocations. Business unit frustrations with corporate
functions will begin to diminish. Less friction equals less wasted energy and
greater efficiency. All parts of the company will start to share the same focus

on improving performance and maximizing profits. And, previously unattainable
levels of business performance are now within reach.
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