THE DNA OF THE FUTURE CFO

The evolution of the CFO as a strategic visionary
and business advisor
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CHALLENGES
FACING CFOs

CFOs have been gradually transitioning to a more

influential and business-focused role, presenting them

with a different range of challenges and a complex

and demanding remit.

KEY TAKEAWAYS

The role of CFOs has been evolving for 15
years, though the COVID-19 pandemic
has accelerated the trend and further
elevated their position as a key business
partner to the CEO, creating an overall
more challenging and demanding job.

Rather than replacing the traits required
of a successful CFO, this evolution has
widened what CEOs and boards look for
- combining both legacy finance skills,
which are almost a given nowadays,
with strong commercial and operational
understanding.
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The leadership DNA of a CFO is therefore
also changing, with the best CFOs now
able to offer strategic vision to the CEO
while showing adaptability, fuelling agility
in the wider business, and inspiring and
motivating people in a more virtual world.

Succession routes will be split fairly equally
between internal and external hires,
depending on the contextual perception
of the business at the time, and a diverse
range of candidates is likely to be more
important than hiring from the same
industry.
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The CFO has evolved significantly
over the last ten to 15 years. The
2008 global financial crisis was a
particular inflexion point, whereby
the crucial part CFOs played

in steering companies through
choppy waters and back to growth
reflected not just their growing
influence but also their broadening
remit. The CFO has since emerged
as the corporate conscience

and the most prominent business
partner, and indeed sounding
board, to the CEQO. By the time

the latest major crisis arrived in
February 2020 in the form of the
COVID-19 pandemic, it was clear
that many CFOs had become

a leading strategic force within
organisations.

Having more influence at the very
top of a business, usually one of
only two executive directors on the
board, has no doubt given CFOs
heightened exposure, but it has
also made their job more complex
and demanding. Still responsible
for reporting, forecasting and the
day-to-day running of the finance
function, they are also expected to
make more strategic contributions,
and in many cases even serve as A
de facto co-leader of the business.
Boards continue to rely on CFOs
for risk analysis, but they also want

them to be able to view challenges
and opportunities through a
commercial as well as financial
lens.

To ease the pressure on CFOs and
free up some of their time typically
dominated by reporting historic
numbers and controlling risk and
cost, it has become common to
delegate some responsibilities
down to their finance team. They
are still expected to keep a forensic
eye on the detail, however, while
also overseeing other functions
such as technology, legal and
procurement, and leading group-
wide transformation programmes.

FROM LEGACY TO LEADER

In autumn 2020, Savannah Group surveyed CFOs from
FTSE and PE-backed companies about their views on
how the traits and skills required of a successful CFO
are changing. The responses to an open question
about their fundamental challenges in the next three
fo five years echoed the journey that many CFOs have
been on from a legacy role, concentrating on financial
control and process, to an essential business driver. It
is telling that half of respondents described their role
as either a deputy CEO or combined CFO and COQ, a
tfrend that will continue to grow.

Naturally, many of the responses emphasised more
fraditional finance responsibilities, albeit more
challenging in a time of such unprecedented
uncertainty. The CFO of a large care home provider,
for example, identified forecasting post-COVID as
parficularly important for providing confidence to
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equity and debt investors, as well as developing cost
structures to meet the new demands and deciding
where businesses should invest.

The CFO of a FTSE manufacturer expressed a

similar view, calling for "more timely analysis and
forecasting of trends as a basis for rapid action and
implementation amidst significant amounts of change
and uncertainty”. The CFO of a soft drinks manufacturer
said in an environment of *competing tensions”’, when
the business wants agility in the face of uncertainty,
CFOs should stick to "championing controls and
process”. They were echoed by the CFO of a listed pulbs
and restaurants group who said the biggest challenge
is “implementing a long resilient capital structure and
efficiency of costs”, while the CFO of a PE-backed
fraining firm also noted the challenges surrounding
“liquidity and forecasting given the uncertainty”.
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ELEVATED FOCUS

Other responses, however, while
still concerned with legacy
finance challenges like cash flow,
forecasting and capital structures,
also clearly demonstrated the
fransition that many CFOs have
made info a more elevated,
business-centric and sometimes
even customer-oriented role. The
CFO of a listed industrial and
electronic products distributor
noted liquidity as a challenge,

for example, but also mentioned
changing work styles and digital
customer interaction. And the
CFO of a FTSE manufacturer
acknowledged the importance of
ensuring adequate cash resources
but then also stressed the need to
“capture permanently the value
of the strategic shifts in consumer

BALANCING ACT

The CFO of a large media and telecoms group also
used the word balance when explaining his most

behaviour and industry dynamics
while remaining agile to respond to
rapid shifts”.

The CFO of a FTSE recruitment firm
pointed fo liquidity management
while outlining wider strategic
responsibilities: “The challenge

is managing costs without killing
the business, but also scenario
planning to be prepared for a wide
range of fast-moving outcomes,
both positive developments and
negative.” Meanwhile, the CFO

of a FTSE defence company also
listed cash as a key challenge next
o strategic vision in an uncertain
business landscape: "What does
the new work look like? What has
changed?”

Some responses, even, could
easily have been written by a CEO,
underscoring just how business-
focused CFOs are. One respondent
said the biggest challenge facing
him as CFO of a FTSE shipping
company is achieving the right
balance between progress and
profit in a world where short-term
returns are a focus of investors. "It's
not easy in the best of times, but it's
made far more difficult when there
are so many possible changes

to the business landscape,” he
said. "Brexit, China, sustainability,
the need for increased ftaxation;
all must be balanced against an
infernal dynamic where staff are
thinking of work-life balance and
changes to their normal working
practices.”

of a standards body. And the CFO of a FTSE waste
management firm said: "“Macroeconomic growth,

pressing challenges. *"We need to reinstate value-
driving activities that were cut during the height of the
pandemic and find more efficiencies due to the losses
we have incurred whilst af the same time plotting a
revised long-term path for growth,” he said, adding
that CFOs should be a “guiding light” during uncertain
fimes, “ensuring that we make measured, balanced
choices that can be amended if necessary”.

Far from fechnical finance tasks, the challenges
noted by some CFOs focused entirely on macro
business factors. "Global recession, the outcome of
Brexit, frade deals between the UK and other nations
but also between the US and China,” listed the CFO
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geopolitical deterioration from China to Brexit, climate
change and energy fransition.”

All of this has meant the skillset required of a successful
CFO is evolving, quite rapidly, in line with their changing
role and responsibilities. Future CFOs must now be an
accomplished financial, operational and commercial
leader while keeping numerous different plates
spinning and being relied on by CEQOs for their business
and strategic judgement. In a year of momentous
disruption, stakeholders in both listed and private equity
environments have looked to the CFO for stability and
confidence, not just in terms of liquidity and forecasting
but as a true business leader supporting the CEO.
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THE DNA

OF FUTURE CFOs

What will define successful CFOs in a post-crisis

business landscape?

On their journey from bean counter to business
leader, CFOs have grown confident in their wider
abilities and are more willing to frust their feam with
the detail, thereby allowing them fo serve a higher
strategic role for the CEO and board. This is changing
the CFO 'DNA, as it requires them to think in ferms

of the future, articulate a clear strategy and vision,
not just for the function but the wider business, and
communicate in a way that inspires others. Needless
to say, they must also secure the resources to
execute the strategy while ensuring robust financial
controls, compliance and risk management.

The training provided for the last generation of
management accountants, and even chartered
accountants, has perhaps helped fuel the CFO'’s
evolution, as it has become more business-focused
than technical, urging trainees to consider the risks
and where companies need fo focus their efforts.
Forcing trainee accountants to think less about what
is happening and more about why it is happening
has created a generation of finance professionals
who are more likely to get involved in other areas of
the business.
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That's not to say all CFOs are prepared for the

new demands being placed on them. The DNA of
successful CFOs continues to evolve, and they must
now be equally capable of understanding complex
reporting and regulatory frameworks as they are at
overseeing areas of which they are not specialists
and providing bigger-picture strategic advice and
support to the CEO. As a result of these changes,
strong leadership and communication skills, combined
with broad experience in general management,
are increasingly viewed by many as just as essential
as a robust financial grounding and accounting
background.

In Savannah Group'’s survey, strategic vision fopped the
charts when respondents were asked to list the most
important CFO skills and traits over the next three to five
years, cited by 65 percent of the CFOs surveyed. This
was followed quite closely by agility, adaptability and
operational effectiveness, cited by 57 and 54 percent
of respondents, while 48 percent chose capability to
inspire others or stakeholder management.
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Over the next 3 to 4 years (post-crisis) please rank what you
think the top 5 CFO traits and skills will be in terms of their
relative importance:

65% Strategic vision

57% Agility and adaptability

54% Operational effectiveness

48% Capability to inspire others

48% Stakeholder management

37% Resilience

37% Tolerance for ambiguity

28% Diversity of knowledge and experience

25% High EQ

22% Growth mindset

22% High drive

14% Low ego

Savannah Group Future CFO Survey, November 2020

Survey participants were also asked to list three words
that describe a good CFO, with commonalities across
their answers providing inferesting insight into what
CFOs themselves aspire to be. The inclusion of words like
stability, certainty, credibility and pragmatic indicate
that many traditional CFO fraits are sfill important, but
they were accompanied in the responses by a more
modern inferpretation of a CFO: commercial, inspiring,
strategic and business-focused. The study also revealed
that, from a more personal standpoint, CFOs seek o be
honest, empathetic and loyal.
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Based on the results of this study as well as our wider
experience working with and studying hundreds of
CFOs across publicly listed and privately held business,
Savannah Group has identified three core strands

of ‘leadership DNA" which have emerged as primary
indicators of the most successful CFOs.
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STRATEGIC VISION AND BUSINESS ADVISOR

Having closely observed the CFO
role for many years now, we were
unsurprised fo see that strategic
vision was identified by survey
respondents as the most important
attribute in CFOs, particularly

as businesses emerge from the
pandemic crisis. Their fransition
from bean counter fo business
partner has very much been

driven by the desires of CEOs, who
ultimately want somebody to help
them run the business.

It's no secret that being CEO can
be a lonely job. The buck stops
with the CEO, and it always will. It is
no surprise, then, that when asked
what they think the CEO wants
from a CFO, a ‘business partner’

and ‘sounding board’ were the
emphatic responses by CFOs, cited
by 85 percent and 74 percent of
respondents respectively. One CFO
surveyed spoke for many when

he said CEOs want a CFO to be
their “right hand; part partner, part
COO and the right balance of
loyal, challenging and sounding
board”.

What do you think your CEO wants from you over and above
‘jlust the numbers’?

85% A business partner

74% A sounding board

11% Complete loyalty

11% Succession plan

Most CEOs want to have somebody who, if all else fails,
they can say is their successor. More often than not that
confidence is placed in a CFO, and not just because
that’s who the board sees most of after the CEO. Trust
and understanding are atf the heart of the relationship
with the CEO and board, but CFOs also need the
courage to ask challenging questions and deliver

The DNA Of The Future CFO - Savannah Group

Savannah Group Future CFO Survey, November 2020

fough messages. They must be able to tell a story from
the numbers (which involves understanding them in the
first place), deliver strategic insights and understand
the impact of decisions on the business as a whole. This
much broader, business-focused DNA means CFOs are
increasingly technically able rather than technically
superb when it comes to hard finance skills.



FUTURE FUNCTION SERIES

AGILITY AND ADAPTABILITY

It was perhaps inevitable that

the second most important trait
identified by CFOs was in fact the
same as what a similar study by
Savannah Group, identified as the
number one ftrait in a future CEO:

agility. Indeed, if CFOs are to be
a close business partner to the
chief executive, some of the skills
that both require to be successful
will overlap, and in an uncertain
and rapidly changing business

landscape it couldn’t be more vital
that companies are able to pivot
and adapt to the environment
around them.

Thinking about the next 3-5 years, what are the CEO traits
and skills you think will be the most important?

80% Agility and adaptability

76% Ability to inspire others

76% Strategic vision

62% Resilience

51% Operational effectiveness

50% Tolerance for ambiguity

48% High drive

38% Cultural dexterity

36% Low ego

17% Diversity of career experience
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Savannah Group Future CEO Survey, 2020
Read the report: Sequencing the DNA of Tomorrow’s CEO



https://www.savannah-group.com/wp-content/uploads/2020/12/Sequencing-the-DNA-of-Tomorrows-CEO-Savannah-Group.pdf
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Remaining flexible will be
challenging from a financial,
strategic and operational
standpoint, which is why
CFOs that exhibit skills and
strong judgement in all of
these areas are more likely to
thrive. Technology is also an
essential driver of flexibility, so
CFOs that digitally transform
the finance function, and
indeed ensure processes and
systems throughout the whole

enriched with new data with
which to inform better business
decision-making. This will also
naturally bring CFOs closer to
crucial insights such as customer
experience.

That's not to say the core talents
of CFOs won't be required
anymore. The ability to analyse
and forecast accurately in
uncertain times is a highly
important skill of an experienced

businesses to adapt and pivot
more quickly. Understanding
what the capital structure needs
to be in an uncertain landscape
is also paramount. Does the
business need to borrow more
or less? Does it need to put
some money away, or will the
markets punish it for having a
lot of cash and not doing much
with it? CFOs able to answer
these questions confidently,

and execute with creativity, will

organisation receive a healthy
dose of automation, will be

CFO, and as the basis for
borrowing money it also enables

provide businesses with their
needed agility.

INSPIRING PEOPLE IN A VIRTUAL WORLD

COVID-19 forced businesses to embrace flexible working
and virtual platforms for both internal collaboration
and external interactions with customers, partners and
investors. Though the pandemic will eventually come to
an end, workplaces will not return to what they used o
be. Many businesses are already planning for a more
hybrid future of work that combines a dispersed remote
workforce with central collaboration hubs.

As CFOs take a more prominent leadership role in
businesses, they will be expected to inspire and
motivate people, and that means learning how fo do
so in a digital world. CEOs and boards are looking

for CFOs with enormous energy, an ability fo inspire
geographically diverse and virtual teams, and who give
confidence fo all stakeholders.
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Team leadership and development are crucial skills
that CFOs must master, and doing so in a virtual
environment might favour those who tend to be more
infroverted characters. The CEO can't get around the
whole business virtually, so CFOs will play a central

role in building culture, team ethos and ensuring new
workers are onboarded successfully. They will also need
strong stakeholder management skills, whether that be
engaging with investors or other department heads and
functions across the business. The ability to inspire and
motivate people is what will sef future successful CFOs
apart.

10
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FUTURE CFO

SUCCESSION

If the skills and traits required of a successful CFO
are evolving, are the approaches to identifying the
best succession candidates, internally and externally,

changing too?

Other than the CEO and chair, the CFO appointfment

is the most important hire in any listed company.

As an executive board hire, it is also a very visible
appointment. This means the factors influencing

the CFO search criteria and parameters, whether

an infernal or external successor, are different than

any other hire in the business. With the CFO role also
becoming more influential in its own right, external
stakeholders and investors are even more likely to take a
strong view on who is chosen.

In the Savannah Group study, CFOs valued internal

and external succession candidates in almost equal
measure, though internal candidates slightly edged

it with 57 percent of respondents saying they are
important or very important, compared to 51 percent
for external candidates. However, for listed companies
especially, boards are more likely to view CFO
succession in a similar way as they do CEO succession,
which is by assessing it contextually as per how investors
and shareholders perceive the business at the time.
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That means if a company has been perceived as being
well-run, and is highly regarded in the City, an internal
succession is more likely fo be welcomed. If the City holds
an opposite opinion, however, an external CFO who
could be seen as able to help turn things around, or even
challenge an under pressure CEO, may be preferred.
Likewise, if a business is seen as needing fo restructure
and reduce costs, a board may seek an external
candidate with experience of doing that elsewhere. If its
strategy is to grow rapidly through M&A, and it lacks an
infernal head of M&A suitable for CFO, then that will drive
the search.

11
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Most important considerations for future CFO succession, ranked by
popularity of response

| INTERNAL SUCCESSION CANDIDATES

57% Important/Very Important
12% Not at all Important/Little Importance
31% Indifferent

| GENDER DIVERSE CANDIDATES

54% Important/Very Important
32% Not at all Important/Little Importance
14% Indifferent

| EXTERNAL SUCCESSION CANDIDATES

= [ 51% Important/Very Important
>~
, \\\\\\ . 12% Not at all Important/Little Importance
g o
/////// | \\\\\\\\ —  37% Indifferent

The DNA Of The Future CFO - Savannah Group
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| BAME DIVERSE CANDIDATES

43% Important/Very Important
37% Not at all Important/Little Importance
20% Indifferent

| CANDIDATES WITH EXPERIENCE FROM OUTSIDE OF INDUSTRY

37% Important/Very Important
17% Not at all Important/Little Importance
46% Indifferent

| CANDIDATES WITH EXPERIENCE FROM WITHIN INDUSTRY

23% Important/Very Important

37% Not at all Important/Little Importance
40% Indifferent

The DNA Of The Future CFO - Savannah Group
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LOOKING OUTSIDE THE INDUSTRY

When external succession candidates are sought, the
fraditional preference of hiring from the same industry
appears to have been somewhat diluted in recent
years. Only 23 percent of the CFOs surveyed felt it

was important or very important fo have succession
candidates with experience from within the same
industry. This compares, inferestingly, to 37 percent who
said it’s important to have candidates from outside

of the industry. We interpret this view as meaning an
adjacent ‘outside’ industry, such as a manufacturing
firm hiring a CFO from an FMCG business, or going from
a Saas to a fintech company, as opposed to recruiting,
for example, a healthcare CFO for a bank.

This widening of the talent pool when it comes to
targeted industries is likely to reflect the narrowing of
desirable candidates that has resulted from the CFO's
fransition to a commercial and operational leader
rather than just financial leader. With fewer candidates
equally strong across all three areas, and possessing
the skills to inspire people, businesses may need o look
further afield. Size is also an important factor. It's difficult
for any external candidate to become CFO at a billion-
pound business if they haven’t held the same role at a
similarly sized or af least very significant entity. A CFO'’s
number two in a billion-pound business is more likely to
become the CFO of a £200 million company.

The CFOs surveyed by Savannah may have been less
concerned with what industry a succession candidate
comes from, but they did express more interest in
having sufficient diversity in the shortlist. Gender
diversity, in particular, appears to still be leading

the corporate inclusion agenda, with 54 percent of
CFOs saying it is important or very important fo have
gender-diverse candidates, compared with 43 percent
saying the same about ethnically diverse candidates.
Savannah anficipates that diversity in all recruitment
searches will confinue to be sought as organisations
recognise how a more diverse workforce powers a
better work environment and stronger, more balanced
decision-making.

Though diversity and external perception from investors
will play a part in the search for a CFO, the final
decision will always be based on who the CEO and
board have the most confidence in to deliver success
for the business. Savannah recently placed two people
who worked together as CEO and CFO af a previous
company info the same roles at a multinational
corporation. Though the CEO didn’'t deliberately set
out to hire his former CFO, he ended up gravitating to
somebody he knew was loyal to him and understood
him, and he was confident they would hit the ground
running from day one.

The DNA Of The Future CFO - Savannah Group
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ROUTE TO THE TOP

COVID-19 has heightened the risk
profile of any senior hire, though it is
in fact the level below CFO, finance
professionals aspiring to be CFO in
the coming years, where churn has
slowed during the pandemic. This
is both because people consider

it risky to change jobs amidst

the uncertainty and because
companies have been less willing
to make changes of their own.
Savannah has engaged with one
company, for example, that held
off from removing underperformers
because the CEO felt it was wrong
during the pandemic and hard

to onboard new people remotely.
The ‘wait until things have settled’
approach was also observed by
Savannah with Brexit, although
eventually change can be delayed
no further.

When it comes to the internal
succession route, there is no
obvious one when it comes to

reaching CFO level. The reality is
that some outstanding people
never make it and some less able
people do. Much of it comes
down fo timing, and to a certain
degree of luck, particularly with
regard to the prior point around
external perception at the tfime

of succession. The most obvious
intfernal step-up remains from

the group function - Group
Financial Controller or Deputy
CFO - mainly because the board
feels comfortable having already
had access to them. Those in

a divisional finance team in a
decentralised business are afforded
little access to the board and may
therefore be overlooked should a
new CFO be required.

While CEOs and boards will
ultimately seek the best CFO for
the job, the increasingly natural
progression from CFO to CEQO is
unlikely to escape their minds. As

mentioned in part two of this report,
CEOs want somebody who will
help them in their role and, should
it come to it, be their successor.
This means that while opting for
somebody who ficks the right CFO
boxes, many CEOs will also identify
somebody whose career they can
consciously manage fo ensure
exposure Across an ever-more
complex business.

In a business landscape only
becoming more complex and
challenging, CEOs will want a CFO
that fills some gaps they perceive
in their own capabilities, as well as
providing opportunities for the CFO
to develop and be primed for CEO
succession if necessary. If that is
indeed what a CFO wants, and not
all do, Savannah advises them to
communicate that to the CEQO, take
their time, build confidence and
then make the move if and when
the opportunity arises.

5 QUESTIONS FOR ORGANISATIONS TO ANSWER WHEN HIRING A CFO

1. How does this hire play into the wider context of 4.
what is expected of the business af this time?

2. What are the relative weaknesses in the CEO that

this CFO hire could help offset?

3. Have we weighed the pros and cons of internal

versus external candidates?

Is the highest calibre internal successor suitable for
the CFO role at this time?

5. Are we viewing this CFO hire as a potential CEO at a
later stage should an unexpected succession event
be required?

For more information, visit savannah-group.com

The DNA Of The Future CFO - Savannah Group
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ABOUT SAVANNAH
GROUP’S FINANCIAL
OFFICERS PRACTICE

Savannah Group’s Financial Officers Practice covers the full suite of senior Finance
appointments including CFO, Finance Director, Controller, Tax & Treasury, Investor Relations,
Divisional Finance and Audit Chairman. Our experience of working with boards and the level
below, for both Executive Search and Interim appointments, means we are able to source very
broadly and generate candidate ideas that challenge our clients’ thinking.

Richard Ashton

Partner

Richard Ashton specialises in executive and non-executive appointments with a particular
specialism in finance. Having qualified as an ACA with KPMG, he has spent over a decade
working with a variety of public, private and private equity-backed business across all industry
sectors.

Mike Faull

Partner, Interim Management

Mike has over 16 years’ interim management experience. He is highly skilled in recruiting senior
finance specialists and programme leads fo support clients through periods of fransition. Clients

with complex integration and delivery requirements, particularly in post-acquisition, call on Mike
fo deliver top chief financial officers as well as transformation and programme directors.

Paul Mendelssohn
Partner, Interim Management
Paul has over 12 years' experience placing high impact interim managers intfo a diverse portfolio

of companies. Through his network, Paul partners with his clients to overcome several business
challenges including, growth, transformation, M&A, and furnaround situations.
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