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Corporate Transformations Often Force a Fundamental Rethink of
Back Office Spending

A look at shared services

UBS and Credit Suisse, Switzerland’s two largest banks, are reportedly in talks about combining functions such as
settlements and compliance, after UBS CEO Sergio Ermotti said banks could no longer afford separate back office
functions as profit margins shrink.

“It's very easy for the back end of a business to become disconnected from the reality of the front end,” says A&M
Managing Director Brian Smith. He gives the example of a clash over technology spending: the IT department wants
to spend $20 million on a better website content management system, but the sales team has realized that sales are
flowing through from Amazon, not the company’s own site.

As UBS has acknowledged, financial services companies face particular challenges getting their back office costs
on the right scale: banks are being disrupted by fintech companies, squeezed by regulators and consumers, and
they’re operating in a low interest rate environment — all putting profit under pressure.

Back office spending made in the past is now becoming irrelevant, such as call centers built offshore or in cheaper
locations at home, as well as huge data centers. Now companies can buy all the server capacity they need from
Microsoft Azure or Amazon Web Services more cheaply, and telephone services can be provided by robots
responding to voice commands.

“All these changes have profound implications for shared services,” says Smith. “The middle-management jobs such
as data center managers, which were immune from earlier changes that moved lower-skilled jobs offshore, are not
needed. That becomes a formidable obstacle to change.”

To address this challenge with clients seeking to put shared services on a sustainable footing, A&M takes a step
back and disconnects its view from decisions made in the past. Instead, it starts with a clean sheet of paper and
asks: “How would we do it if we were starting today?”

“At the CEO and Board level, there’s an understanding that to be sustainable, the revenue generating parts of the
business have to dictate what'’s in place to support them,” says Smith.

“We come in and ask ‘what can we do?’ We’'re not focused on just the traditional little cuts and subtractions here
and there, but rather fundamentally changing from the ground up. We ask questions like ‘Given the future business
model, what is a sustainable level for shared services?’ and ‘Should functions be automated, outsourced, moved
offshore or onshore?’ We determine what can be achieved and how we’re going to get you to where you need to
be.”

When a company goes through transformational change, the most obvious effects are on the customer-facing parts
of the business, including product changes or new payment terms. Maybe an entire division might suddenly be
owned by someone else. However, some of the most effective changes for driving profitability occur in the back
office.

“As margins get squeezed in the front of a business, the ability to pay for all the supporting infrastructure gets

squeezed, and in order to sustain itself the company needs to cut back on its shared services by a significant
amount,” says Smith.
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The costs of service functions such as finance and accounting, human resources, technology, facilities management
and corporate governance are usually shared across all divisions. However, with established business models being
disrupted by technological change, any function that is only indirectly linked to the company’s products and services
is a candidate for automation or to be supplied by an external, shared, utility provider.

Stay informed about the key issues driving companies to seek meaningful, lasting change in From the Inside
Out, our corporate transformation newsletter.
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ABOUT ALVAREZ & MARSAL

Companies, investors and government entities around the world turn to Alvarez & Marsal (A&M) when conventional approaches
are not enough to make change and achieve results. Privately held since its founding in 1983, A&M is a leading global
professional services firm that provides advisory, business performance improvement and turnaround management services.

With over 3,000 people across four continents, we deliver tangible results for corporates, boards, private equity firms, law firms
and government agencies facing complex challenges. Our senior leaders, and their teams, help organizations transform
operations, catapult growth and accelerate results through decisive action. Comprised of experienced operators, world-class
consultants, former regulators and industry authorities, A&M leverages its restructuring heritage to turn change into a strategic
business asset, manage risk and unlock value at every stage of growth.

When action matters, find us at: www.alvarezandmarsal.com
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