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This first edition of the survey of Romanian Chief
Financial Officers carried out by KPMG in Romania took
place at the end of 2017. We aim to identify the current
challenges of the Romanian business environment and
to provide insight into Romanian CFOs' perspective on
the contribution of the finance function to the growth
of their companies.

As a key chief executive, the role of the Chief Financial Officer in
organizations is crucial in the efficient management of finance and
accounting, and capital management, corroborated with their well-
defined role in business strategy and data analysis.

The four main issues considered important by Chief Financial
Officers within their organizations were the following: maintaining
profitability, the battle for talent, and efficiency improvement
through automation and taxation.

The role of today’s Chief Financial Officers is fundamentally changing.
Their activity is not limited to checking figures, revenues and
expenditures, since executive directors have higher expectations of
the performance of Chief Financial Officers, such as a mix of analytical
and operational competencies, cooperation with the other chief
executives, diverse experience and proactive involvement in defining
and execution of the organization’s business strategy.

Operating companies in an increasingly complex environment is a
challenge for Chief Financial Officers, who must stimulate innovation
and take bold decisions about investments in technology.

We express our appreciation to all survey respondents for their time
and interest.

We are here to discuss in depth the findings of this survey
and to find together ways to help improve the performance of
your organization's finance function.
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Optimism about the development of their industry and their own
organization

— Chief Financial Officers are optimistic about the development of their industry and their own
organization in 2018 compared to 2017.

Growth through intensive and extensive strategies

— Asignificant proportion of companies (63%) estimate a trend of revenue growth in the next 12 months.
— The most common targeted growth strategies are new product/service launches (29%)
or expanding current production capacity (23%).

Four priorities for Chief Financial Officers: profitability, automation,
taxation and the battle for talent

—NMaintaining profitability (25%)

The main risk factors for increasing profitability are the increase in salary (569%),competition (54 %)
and the increase in the number of regulations (52 %).

—Efficiency improvement through automation (22%)

For 68% of respondents, improving efficiency through automation is a priority on the 2018
agenda.71% of respondents see obsolete technology as a hindrance to growth and profitability,

and nearly 9 out of 10 Chief Financial Officers estimate higher technology costs. Approximately 63%
of respondents have invested up to EUR 500,000 in technology, the rest reporting

investments in technology that exceed this amount. The main areas targeted for investment in

new technologies are the operational area, data management and security and customer experience.

—Tax developments (20%)

There is a lack of predictability in the tax system and the desire for greater stability in the

medium and long term. More than half of the surveyed companies consider that tax legislation is
arbitrarily interpreted and procedures are difficult to apply, while another 40% complain about

lack of dialogue and unpredictability in relations with the tax administration.

There are a number of compliance risks for which companies are interested in an
independent external review: tax risk, effectiveness of the internal control system of the
financial reporting process, regulatory compliance, and benchmarking of key performance
indicators.

—Battle for talent - an ongoing concern (16%)

Recruitment and retention of staff is a high priority in the opinion of 16% of respondents, while 66% of
them consider it a priority on the 2018 agenda. Moreover, 40% of respondents estimate a major
increase in salary costs over the next 3 years . The increase in salary costs is, in the opinion of 59% of
the respondents, a major impediment to increasing the profitability of the organization over the next 3
years.
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are confident
about the
prospects of
their
organization in
2018
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The main objective of this survey was almost 82% of the sample believe that
to identify the current challenges of the the industries they work in will perform
Romanian business environment and better or similarly in 2018 compared to
to provide insight into Romanian CFOs' 2017 and 89% believe that their
perspective on the contribution of the businesses will maintain at least their
finance function to the growth and current level or will grow.

development of their company.
Therefore, the first questions asked
were related to the economic
environment. Thus we learned that

Chart no. 1 - Confidence level for 2018 as compared to 2017 in
a positive development of the organization and industry

Not confident Not confident

Confident / Confident /
My Organisation My Industry
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5%

of
respondents
believe that
the Romanian
economy will
not deteriorate
significantly in
the next 2-3
years

Chart no. 2 - The predicted direction for the Romanian economy

in the next 2-3 years

At its full potential

Better than now,
but still below potential

Optimism on the development of the
economy seems to be more moderate
in relation to the projections for the
next 2-3 years. Thus, 44% of the
samplebelieve we will witness higher
growth than we are seeing now, while
18% believe performance will be at
least equal to the current level.

\

Same as itis now

/

“\Worse than it is now

It is obvious that the materialization of
the trends estimated by the
respondents will largely depend on the
development of important
macroeconomic indicators, such as
inflation, the exchange rate and
domestic demand.

Chart no. 3 - Issues requiring priority attention from the

Government

Taxation Regulatory  Construction  Obtaining
and lagal  permits/ other  funding

IS5UES authorizations
managenent

B High priority

Solving Starting a Trading Minority Property
insohlvency business acToss investor registration
borders protection

B tviedium pricrity B Low pricrity

Survey of Romanian Chief Financial Officers| | 6



Taxation is perceived as an area of
particular importance. It has a
pronounced dynamic character, with
frequent changes with an impact on
business efficiency, the tax burden and
budget planning.

The ideal fiscal environment is stable in
the long run, has proper implementation
and well timed changes of legislation
and efficient and accessible payment
systems. In the context of recurrent
changes to the Fiscal Code, in the
absence of a predictable approach by
the authorities, finance departments
need to invest more time and
resources, thus having less time left for
operational activities.

As seen above, in relation to the
Government’s role in the economic and

business environment, an
overwhelming majority of respondents
indicate that taxation (81%) and
regulatory and legal matters (73%)
require priority attention from the
Government.

This result can be interpreted in
particular in the context of the recent
amendments to the Fiscal Code. We
recall the shift of compulsory social
contributions from the employer to the
employee, which had at least an
administrative impact on all employers
and employees.

Moreover, a large number of companies
that were paying corporate income tax
found themselves in the situation where
they now fall under the conditions for
paying the income tax on micro
enterprises due to the major changes in
the maximum revenue limit.

Survey of Romanian Chief Financial Officers | 7
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of
respondents
expect an

Improvement
In revenue,
while only
37% expect
an increase in
operating cash
flows
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Nearly two-thirds consider that revenue The projected trend for operating costs
will increase in the next year and 37% is, to the same extent, deterioration or
believe that operating cash flows will maintenance at the same level, while
improve. Respondents estimate a asset impairment is expected to remain
slower collection of receivables, at the same level. Just as operating
compared to the estimated revenue costs, especially salary costs, are
growth rate, which could be attributed considered a major impediment to

to more relaxed payment terms that profitability growth, companies are
support the increase in turnover. considering strategies to improve

efficiency or outsource services.

Chart no. 4 - Assessment of the development of the
company's financial performance indicators in 2018

Revenue Operating Gross Margin Operating Costs ~ Asset Impairment

Cash flow
. Improvement . Maintaining at the same level . Deterioration
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Chart no. 5 - Main priorities of Chief Financial Officers

Recruitment and
retention of qualified
and talented personnel

Taxation /

20%

The main

Issues faced

by finance
executives
are
maintaining
profitability,

fighting for
talent, and
Improving
efficiency
through
automation
and taxation

Availability/
Cost of new funding

The main priority of 25% of
respondents is maintaining the
company's profitability. They
consequently place high value on
strategies to increase profit by raising
revenue and reducing costs. They look
for the most advantageous financing
solutions, as well as ways to manage
the company's resources as efficiently
as possible, leading to the most
satisfactory rates of return.

At the same time, they recognize that
qualified and talented staff contribute
to maintaining sustainable returns

Another priority of finance executives
(22%) is also related to cost reductions

Efficiency Maintaining the
improverment through (rate of) return
automation ¢

\ Over-regulation

and increasing efficiency: integration of
automated processes into economic
activity. As mentioned in the
“Technology and Innovation” section,
technology plays an increasingly
significant role in organizations, leading
to efficiency improvements.

Automation reduces the risk of errors,
reduces the execution time of
operations, takes over some of the
staff’s responsibilities, and leaves more
time to solve strategic issues. Although
automation involves considerable initial
cost (depending also on the industry
concerned), variable costs decrease
significantly afterwards.
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Half of the
respondents
believe that
the launch of

new
products and

Services or
the
expansion of
current
capacity are
basic
prerequisites
for growth

Chart no. 6 - Cost management strategies over

the next three years

Process efficiency Better risk
improvement management

MW High influence

Most respondents believe that
improving process efficiency and better
risk management will be the most
effective cost management strategies
for the

Qutsourcing wathin/
outside the country  the level of services cost-effective service

B Medium influence

Reducing Using mare

channels

B Low influence

next three years, while there is a
general expectation that new, innovative
and relevant strategies will be
developed to tackle these issues.

Chart no. 7 - Growth strategies for the next year

Additional marketing campaigns

Expanding capacity

The two main growth strategies for
the next year are based on the
launch of new products/services and

Increase in prices

J Decrease in prices

Mergers or aquisitions

Entering new markets

'\ Launching new products/services

capacity expansion to facilitate an
anticipated increase in demand for
products and services
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Chief
Financial
Officers

consider
finance
function as a
strategic or
control
function

Chart no. 8 - Role of the financial function within the organization

A controlling function

N

More than ever, leaders in finance and
the companies they represent operate
in a more volatile global economy,
presenting new challenges to Chief
Financial Officers, but also new
opportunities.

A strategic function

/

.\An accounting function

Today's finance team is expected to add
significant value beyond the traditional
cost management and finance control
roles.

Chart no. 9 - Risks that will generate the need for
independent external verification

Tax risk

Financial risks (credit risk,
liquidity risk, foreign exchange risk
and interest rate risk) .

As the role of the finance function
expands, Chief Financial Officers seek
additional assurance that the

organization’s goals are being achieved.

The areas of the greatest concern are
taxes, internal control over the financial
reporting process, regulatory
compliance and measurement of key
performance indicators.

Others

o

KPls measurement

e

Internal Controls
QOver Financial Reporting

%\, Regulatory compliance

Business decisions are based on data,
often gathered from multiple sources.
In many respects, the quality of the
decision is a function of the quality of
the data underlying the decision. There
is a general concern among decision-
makers that the data used for decision
making may be inaccurate or irrelevant.
In response to this, Chief Financial
Officers consider obtaining
independent assurance

Survey of Romanian Chief Financial Officers | 11



6

of respondents
believe that tax,
regulatory or
internal control
matters will
require
independent
verification

Regulations have
become
increasingly
complex and
organizations are
seeking to ensure
that the
requirements for
compliance with
these regulations

are understood, as

well as their
possible impact,
and that there is

on the accuracy and relevance of the
data underlying key decisions.
The existence of external assurance

can provide independent
understanding, reliability, technical
and industry expertise.

Chart no. 10 - Impact of financial risks on the organization

Foreign currency risk Liquidity risk

B High impact

Respondents believe that currency and
liquidity risks have the highest impact on
a company'’s business, while interest rate
risk has the lowest impact

Between January 2017 and February
2018 the, the local currency (RON)
depreciated by 3% in relation to the

Euro.

Moreover, following this survey, there has
been a significant increase in the ROBOR
index (i.e., the ROBOR 3M index has
doubled to around 2% per annum).

Managing currency, interest rate and
liquidity risk using a variety of metrics
offers companies potential benefits in the
following areas:

Interest rate risk

Credit risk

B Low impact

— Low income volatility
— Improving cash flow forecasting

— Improving the capacity of forecasting
and measuring foreign currency
exposure and liquidity shortage

— Protection against interest rate
variations for interest-bearing assets and
liabilities by concluding forward rate
agreements, swaps or interest rate
options

comfort in terms of
remedial measures
implemented. ,’

Clemente Kiss
Director for
Regulatory Affairs,
Audit & Assurance
KPMG in Romania

Survey of Romanian Chief Financial Officers | 12
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KPMG is
committed to
bUIIdlng d Cu |ture Technology has become an integral Organizations see automation as a way
. - part of the strategy of any organization to improve efficiency. Moreover,
Of Innovation and that wants to maintain, discover or concern related to this area was ranked
|earnin improve a competitive advantage, and second among respondents, by 22%,
gl the digital age brings with it many after maintaining profitability.
eSpeCially Wlthln opportunities that we generically call
“technology”.

our audit practice. Chart no. 5 bis - Main priorities of Chief Financial Officers
Recruitment and

We work with

universities, el emmed pevsoten
regulatory e /
authorities and
cutting-edge

technology Effcency

Maintaining the
0 . improvement through (rate of) return
organizations to autommation

improve our
people's skill sets,

to develop new e e \_ overrequion

Capab”ities to Chart no. 11 - Impediments in increasing profitability of the
Increase the organization over the next 3 years

quality of the

audit and build the
foundation of

trust that is the
cornerstone of

our profession. ”

Aura Giurcaneanu

Partner,
Audit & Assurance
KPMG In Romanla Increasing Competition Increasing Geopolitical  Increasing Outdated Lowwer Cost of Foreign Inflaticn Lonevar
payroll regulatian risks raww material Technology domestic  funding exchange foreign
costs costs demand nzk damand
B Bio Impediment B edium Impediment B Lovw Impediment
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Chief Financial

Officers consider

outdated
technology
as an
iImportant
impediment
to growth
and
profitability

8/ %

of respondents
estimate an
Increase in
technology
costs.

In the same context, over a three-year
horizon, outdated technology is seen by
71% of respondents as one of the main
impediments to the growth and
profitability of the organization.

Thus, it is not surprising that the top two
priorities of the organizations surveyed

are the acquisition of product and
operations technology and data
management and security.

In the context of rising employee wage
costs, a strategy of many companies is
process automation.

Chart no. 12 - The main directions of investment to support the

growth of the organization

Service delivery  Operational redesign/ Production capacity Others

W High influence

The trend is also supported by the
expectations of the respondents in
relation to cost structures at firm level.
Thus, over 87% estimate an increase in
technology costs and over two thirds an
increase in research and development
and innovation services.

transformation

B Medium influence M Low influence

At the same time, improving efficiency
through automation is a high priority for
2018 (68%), next to personnel
retention (66 %), while almost half have
identified the same direction in the
development and / or implementation of
IT systems in financial processes.

Chart no. 13 - Estimated cost developments over

the next three years

W Major incr

B No change

L2 L2k

Compliance T or =3 Marketing

Minor decl W Major decrease
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Chart no. 14 - Priorities for 2018

Increasing wage
costs does not
always contribute

H 1 I Effici I Staff retenti I Development/ I Staff recruitrment I Implementation I Design/ I
to IncreaS| ng the improvenﬁeiﬁirough e implermentation of ; of new accounting implementation
efflc | e n Cy Of automation IT Finance systems standards of a talent pool

. . W High priorit W Medium priori W Low priori
processes within Jreneny Py prory
a company.
Cha nging the Within the growth strategies of the 21% of respondents indicated that the
_l; h k companies surveyed, the launch of main purpose of investments in
Way O t N mg new products and services has the technology will be product
3G largest share (29%). development and operations.
and traditional 9 (29%] velop perat

models of
outsourcing and
resource Increase in prices
techno|ogy IS Additional marketing campaigns J Decrease in prices
considered by | 4
companies as
part of the
development
strategy to
Increase
productivity and

profitability. ,,

Chart no. 7 bis - Growth strategies for next year

Mergers or aquisitions

Expanding capacity Entering nevw markets

\ Launching new products/services

Chart no. 15 - The level of investment in technology in the last year

< 50.000 EUR

Nicoleta Rusu
Director,

Audit & Assurance >500.000 EUR
KPMG in Romania N

50.000-100.000 EUR

100.000-500.000 EUR /*
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Chart no. 16 - Priority issues for investments in technology

Risk management and compliance

Product and operations

jedeLand coerien

Performance measurement and tracking

Payments / Finance
Marketing and know your client /
‘ Distribution /
*\Customer experience

Data management
Chart no. 17 - The main levers to be accessed in difficult
economic conditions

This focus on technology
investments is also very
clear when analyzing the
amounts spent by

organizations in this area.

Thus, 37% of surveyed
companies say they spent
over 500,000 euros on
technology acquisition/
implementation in 2017,
and 25% invested amounts
between 100,000 and
500,000 euros.

In addition, 90% of
respondents stated that
replacing technology has
the potential to support
companies in difficult
economic times.

The specific operational uses of
future technology investments
will be mainly in product
development, data
management and security, as
well as in customer experience

Changing technclogy Increasing price margins Raducing/ postponing Reducing staff costs/
CAPEX investrnents Staff dismissal
W High importance B Medium importance B Low impaortance
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— Tax incentives such as tax exemption for
employees involved in Research & Dvelopment
and Innovation projects

— Additional deduction of 50% in the calculation

of the corporate income tax on Applied Research
and Technology Development expenses

Survey of Romanian Chief Financial Officers | 17
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Accounting ronots

GG

Advanced technologies make it possible to automate the recording of over 80% of
invoices without human intervention. How? With the help of artificial intelligence, we
can identify the set of accounting rules, analyzing 1-3 years of accounting history, and
our advanced robots read the invoices and apply the hierarchy of rules, then enter the
data in any accounting system. Thus, efficiency increases 10 times, with an average of
200,000 invoices a year per person compared to the current average of no more than
20,000 invoices a year per person. ,’

Cristina lonescu

Director,

Technology and Innovation
KPMG in Romania

— An accounting robot can significantly reduce administration costs and error margins currently
recorded in accounting.
— The invoicing process can be quite expensive.

—On average, organizations incur costs of up to EUR 10 per invoice in terms of operation,
validation, correction and storage of data.

— Most invoices are received electronically (in PDF) or by e-mail and their operation means
document printing and manual recording in accounting.

— The ability of a robot is to collect data from multiple formats and convert them into a document
easy to import into any accounting system.

— The invoice recording process by the accounting robot is typically automated in the four steps
shown below.

Survey of Romanian Chief Financial Officers | 18



Wnat can an accounting

opotS pe used torn
e INVOICING Process?

1.

Reception of incoming invoices
The Accounting Robot receives all incoming invoices and recognizes each digital format. PDF
invoices are swiftly translated into digital invoices and are imported into the platform.

Enrichment and validation of information

Considering the interaction with all the other operating systems, the robot consults relevant
legislation, VAT rules and applicable taxes, as well as pending orders and validates the
information from the invoice received. Invoices that do not meet the requirements are
forwarded to a supervisor for validation or immediately returned to the issuer.

Automatic book of invoices

Invoices are booked automatically as well. The invoices are correctly linked to the
corresponding cost center and ledger account. This process is possible due to the robot's
permanent learning ability based on previous rules and historic information collected while
processing data, which leads to correct booking of complex invoices (containing information to
be allocated to several cost centers/ledger accounts).

Import of invoices directly to your ERP

The final step is that of automatic import to your ERP. The robot ensures that each invoice is
booked according to the correct booking rules. Integration is available for all existing financial-
accounting systems

Survey of Romanian Chief Financial Officers | 19
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To achieve sustainable economic
growth, there must be a close link
between companies and state
authorities. The legislator together with
the tax authorities must create an easy
and efficient environment.

The Romanian tax environment is
constantly changing, regulations and
authorities’ approaches are not always
clear, and therefore, as the results of the
study reveal, tax issues have become an
important point on the agenda of the
people who run the finance
departments of today’s companies.

Facing the growing complexity of the
tax environment and the related
regulations requires innovative
approaches that go beyond the task of
“filling in” some forms,
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irrespective of the taxes to which they
relate.

Furthermore, over the last 5 years,
increased attention has been paid
worldwide by international authorities
(e.g. the OECD and DGTAXUD) to
taxes, especially direct taxes, and,
more specifically, income tax.

Furthermore, these tax changes at
international level (Anti-BEPS measures
("BEPS-Base Erosion and Profit
Shifting”), as well as the European
Anti-Tax Evasion and Country by
Country Reporting Directives have
begun to be transposed into Romanian
legislation, generating more tax
information to assimilate, in addition to
changes made by domestic legislation.
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Chart no. 5 bis - Main priorities of Chief Financial Officers

Recruitment and
retention of qualified
and talented personnel

Taxation /

Efficiency Maintaining the
improvement through (rate of) return
autornation
Taxation is
one of the
major Availability/ \ |
priorities of Cost of new funding Over-regulation
Romanian
Chief
F | Nna nCial 20% of respondents consider to use technology to improve
. taxation an essential priority on their efficiency. Approaches can include
Ofﬁcers ) agenda. Many of the companies various solutions that streamline
surveyed said that they wanted the company's tax administration.
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Itis very likely that at some stage, your economic activity has been (creating interest and penalties), we bring to your attention an
hampered because of the technical restrictions of the Romanian tax application which is very useful and easy to use.
authorities’ IT system. To support your employees in the financial This application integrates in real time the databases of the Ministry of
department who want to speed up the process of verifying the VAT Finance, the National Fiscal Administration Agency, the Trade Register
registration numbers of all business partners on the tax authorities’ Office and VIES and generates the history of the VAT registration
websites, or those who want to prevent situations in which tax number or tax identification number you are interested in. All with a
inspectors reject the deductibility of significant amounts of expenses single click, in a few seconds.
and, more specifically, VAT related to these acquisitions
Informati Setari Asstenta
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In this application these
codes will no longer be
introduced manually. They
can be imported not only
from an Excel file but also
from an ERP program,
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Note that a contract for this
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partner with whom we have
developed this application.

system.
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Chart no. 18 - Perceptions of the tax system in Romania

Stable and clear systems
and procedures

600

Chief
Financial

Officers
notice
instability and
a lack of
predictability
with regard
to the tax

system

Instability and
lack of predictability /'

More than half of our respondents
want a more stable tax system with
predictable legislative changes,
implemented correctly and with
enough advance warning, introduced
after consulting the business
community. The remaining 40% of
respondents are dissatisfied with

Numerous changes
and lack of clarity
in certain areas

the current state of the tax system,
considering that too many legislative
changes are implemented and that
many of them are unclear and open to
interpretation.

Thus, the high volume of tax changes
makes it difficult to correlate legal
provisions with practice.

Chart no. 19 - Perception of the Tax Administration in Romania

Arbitrary interpretation
of the law and
combersome procedures

Executives with finance and tax
functions regard the Romanian tax
administration as being unwilling to
engage in dialogue and showing an
arbitrary interpretation of the law rather
than being communicative and
effective.

Lack of dialogue and unpredictability
were cited by 41% of respondents,
even though the duties of tax officials
include

Open to dialogue
and efficient

Lack of dialogue
and unpredictability

/

communication with and assistance of
taxpayers.

Lack of transparency is a significant
matter of concern, but it appears to be
a logical consequence of the rapidity
with which high-impact tax decisions
are taken — for example the recent shift
of social security contributions from
the employer to employee.
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The fiscal
function in

an
organization
IS perceived
as a
particularly
Important

component
by over
80% of

respondents

Chart no. 9 bis - Risks that will generate the need for independent

external verification

Others

Tax risk

Financial risks (credit risk,
liquidity risk, foreign exchangs risk
and interest rate risk) .

Of all the risks mentioned (tax, financial,
internal control, etc.), our respondents
believe that tax risk requires increased
attention to ensure that the other
operational risks are managed
appropriately (22%). Thus, respondents
confirm the latest statistics indicating
that the number of Romanian

KPls measurement

s

Internal Controls
QOver Financial Reporting

'\ Regulatory compliance

companies that have decided to work
with a tax consultant has grown as a
consequence of the frequent changes
in tax and accounting legislation as
well as due to the desire of companies
to mitigate any risks associated with a
function that is not part of their
operating activity.

Chart no. 20 - Importance of the tax function for your organization

Moderately important

Very important

The tax function in an organization is
perceived as an extremely important
component by more than 80% of
respondents, most likely due to the
dynamics and complexity of this area.
Recently, much has been discussed
about additional tax reporting and
compliance requirements faced by
organizations in Romania. The function
is considered important by the majority
of respondents, since tax compliance is
necessary for

Critical

Extremely important

the financial security of a company
(correct declaration of obligations and full
compliance with legal requirements
reduces the chances of possible fines,
interest, penalties etc. and increases the
efficiency of the use of resources - time,
people).

Poor management of the tax function can
generate additional expenses (fines,
interest, penalties, etc.), and can even
lead to insolvency and bankruptcy.
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The information published in this report is based on a survey conduced amongst 76 Chief Financial Officers and chief
accountants from companies in Romania, conducted in the fourth quarter of 2017. The Chief Financial Officers are

representatives of companies in industries such as production, banking, automotive, technology, consumer goods, retail,

energy, food and beverages, telecommunications, transport and logistics, pharmaceuticals, media, insurance and
investment management.

Headcount of Finance Company annual
function turnover
Outsourced Less than 3 MIL RON

3-35 MIL RON

510
1015 / Greater than 35 MIL RON
Industry
Telecornmunications Consurmer goods
Technology / Food and drink
Media Retail

Transport and logistics

N

'::"E Banking

Pharmaceuticals /

" Insurance
Manufacturing /
9 \ Investment management
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