>

IGPI

Digital Transformation
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Digital transformation is necessary for businesses to stay relevant and capture new growth
opportunities in their markets. Many business leaders today recognize this importance and are
taking up digital transformation initiatives. However, only a very few have managed to achieve
success in their digital transformation journeys and majority of them have either not taken up the
necessary initiatives or are finding themselves in the digital transformation impasse due to the
complexity - technological, organizational, and market wise. This article aims to present IGPI
Singapore team observations, key insights and learnings from their experience in working on
digital transformation initiatives in the industry.

Digital transformation is about positioning companies to fully lever the
opportunities new age technologies present

As interest around digital transformation heightened, we observed that companies have started
to use digital transformation loosely for their digitization initiatives which have undermined the
power and importance of digital transformation. Digitization essentially refers to the process of
converting information from a physical format to digital one to automate processes or workflows
without any different-in-kind changes to the process itself.

Digital transformation, on the other hand, is about exploiting digital technologies to create new
or modify existing business processes, customer experiences to meet changing business and
market requirements. It means two things at the highest level. Firstly, digital transformation
is about exploitation of what the company is already good at doing by transforming
its core business using digital technologies to conduct business better, faster, cheaper and
more effectively. Secondly and more importantly, it’s about building new businesses
by stepping out of the core and creating something that did not exist by exploring
new and adjacent business opportunities.

Irrespective of the industry, digital transformation is a business imperative

Even if the company’s business and mission don’t change much over time, we have seen time and
again that companies always need to be looking ahead for new ideas and new ways to accomplish
familiar tasks because technology is a massive value creation lever and traditional competitive
advantages are becoming fragile.

Technology is a massive value creation lever

In the past 15-20 years, digital technology made it cheaper for businesses to store, process, and
communicate information in digital form. We also noticed that there is a positive correlation
between technology investments and gross margins of a company. Our observation also aligns
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with the Harvard Business Review study that focused on financial services industry, which found
thatdigital leaders outperform digital laggards by 13% in developed markets and 15%
in emerging markets in yearly revenue growtht.

Traditional competitive advantages are becoming fragile

Technology has deconstructed the links in the vertically integrated value chains of established
industries and lowered significantly the barriers for entry, especially for new digital attackers.
This has led to a drastic change in the competitive landscape for established companies. New
startups are becoming very good at capturing value from market leaders, especially those that felt
a bit too comfortable in their stable, slow-growing plateau. For instance, telco operators face
challenges from players such as WhatsApp, which drastically affected their traditional short
messaging service business. The advantage that companies have historically enjoyed by being the
share leader of their markets is not sustainable anymore. Today, only 7% of companies that
are market share leaders are also profit share leaders, down from 25% in the 1960s2.

For a successful digital transformation, companies need a holistic approach

Exploit the core — automate existing processes and rethink how value is delivered to the end
user

With increasing pressure on companies to become leaner, companies need to manage legacy
businesses efficiently. While digitization can help companies with efficiency and getting to
operational excellence, it must go hand in hand with enhancing customer experience. A study
from the MIT Sloan School of Management found that companies that increase both digital
operational excellence and customer experience outperformed industry average
net margin by up to 16%?3.

For instance in 2012, AlA Singapore, a leading insurance company launched the world’s first fully
mobile interactive Point of Sales (iPoS) system on iPad*. The adoption of iPoS went beyond the
company’s expectations. Within 12 months of launch, 80% of the new business came through iPoS
and the net impact to the business was three fold®. Firstly, agents closed more deals, secondly,
turnaround times were a fraction compared to paper based approaches and finally, back office
costs were much lower.

Establish a strategy to explore and exploit adjacent digital growth opportunities

Companies often focus on exploitation of their current (core) business activities and neglect the
need to explore new territories and enhance their long-term viability. Instead of trying to cope
with disruption when it happens, you can attack digital disruptors by creating a digital disruptor
of your own by leveraging on your assets and brand to create a model disruptors cannot copy.
Research shows that over a 10 year period, explorers grew 6% faster than exploiters,
and delivered 2.4% higher total shareholder returnss.

You can explore adjacent digital growth opportunities internally through R&D departments or
setting up new independent business unit, or you can rely on your eco-system to source ideas
externally through acquisitions, partnerships and running incubation labs.
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While exploring new business opportunities however, you need to avoid the perpetual search trap
— continually searching for new ideas but failing to commercialize them — by engaging in
relevant innovations, selecting opportunities that fit your capabilities and focusing
on monetization of the innovation.

Tetra Pak, market leader in the food processing and packaging business, best known for
manufacturing of food and drinks packaging is a good example of how an established company is
exploring and exploiting adjacent business opportunities. Leveraging on its market position,
knowledge of the food and beverage industry, new advances in technology, Tetra Pak through its
Industry 4.0 initiatives is preparing for the digitization of manufacturing. It has collaborated with
other established players in the market like ABB to offer efficient energy management Industry
4.0 solutions to food and beverage industry which is expected to deliver US $5007 billion in value
by 2022.

Define organization structure and processes that support digital transformation

Firstly, becoming digital requires a massive change in how an organization thinks and functions.
For executing a digital transformation agenda, companies require a whole new set of
capabilities —ambidextrous (the ability to foster both explorative and exploitative
behaviors) leadership, fast execution, experimental mindset, trial and error
approach.

Secondly, companies need to ensure right structural framework is in place to support the digital
transformation agenda. While there is no one right approach, based on our experience, itis ideal
for companies to create a separate team that is independent from the established
business units to explore new possibilities, while having access to its existing
corporate assets (e.g. client base). The digital activities must be allowed to run in parallel and
sometimes in competition with other business units. When the new business is proved viable, it
can be quickly scaled and integrated into the organization.

Last but not the least, organizations need to adopt new way of working suited to the needs of the
digital age. Unlike traditional practice that follow a hierarchical structure where decision making
is slow, companies must rely on small execution units and allow for more autonomy
by practicing agile at scale to keep up with change. This allows companies to keep the
organization adaptive over time, decreases the risk of taking the organization in the wrong
direction, gives high visibility on what value every team is creating, allows companies to focus on
minimum viable product at every stage and realizes business impact early with early releases and
faster time to market.

Successful digital transformations in the industry are far and few

According to Forbes, 84%?2 of digital transformations failed and more than 50% did not go right
at all - the gap between expectation and actual implementation were so enormous that those
implementations were considered a failure. Three major reasons for those failures are described
below.
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Leaders fail to fully grasp the level of uncertainty in their industries when technology led
disruptions are in play

Unfortunately, many business leaders underestimate the exponential progress of environments
they are operating in while embarking on digital transformation journeys. With large
organizations operating in multiple markets with multiple lines of business that work in specific
environments that change over time, leaders often miss choosing the right approach to winning
in the right part of the business at the right time. While embarking on the digital transformation
journey, it is critical that business leaders carefully evaluate the environment they
are operating in and choose a combination of approaches their businesses need and
run them simultaneously.
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Companies take a technology first approach instead of business first approach

Many companies across industries are adopting digital technologies like analytics, cloud, mobile,
social media and more recently Internet of Things (10T) to engage customers innovatively, provide
greater possibilities for their employees and optimize or redefine operational models. While it is
fascinating and heartening to see how digital is revolutionizing several industries and the very
nature of businesses itself, companies must also realize that digitalization potential varies across
businesses and industries. A comprehensive view spanning front office, mid office and
back office is essential to define and drive business and operational outcomes. Trying
to adopt digital technologies just because your competitor or industry is doing so will not yield the
desired benefits, especially in the absence of a business-focused goal.
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Companies run a digital transformation agenda with traditional processes

Having a strategy and technology is insufficient for companies to achieve digital transformation
fast enough or in a good enough way. Digital transformation is a fundamental shift in the way
people think about how they interact, collaborate and work. According to Forbes, a large part of
companies failed at digital transformation because these companies were not prepared to change
traditional processes. Digital transformation efforts fall flat when companies do not spend
sufficient time changing people’s behaviors, culture and how people make decisions. Companies
that achieved successful digital transformation identified adaptation to agile ways
of working as the critical underlying secret of their successful digital
transformation.

Looking ahead

While successful digital transformations are hard to attain, the benefits are extremely rewarding.
To stay relevant, companies need to balance both exploitation and exploration and
adopt implementation strategies based on the environment their business is
exposed to. While doing so, companies need to ensure that the right structures, processes and
ways of working are adopted to support the digital transformation initiatives.

How can IGPI help you in your digital transformation journey?

We understand that technological changes and digital transformation are quite challenging for
companies. With this article, we hope you get a deeper understanding of the key constituents
necessary for a successful digital transformation program. While these are key underlying themes,
there is also no “one size fit all” approach and companies need to employ different strategies based
on the unique needs and environment they are operating in. IGPI is known for our corporate
turnarounds and transformations and we will be delighted to assist you in strategizing your end-
to-end digital transformation initiatives. Our non-exhaustive list of digital transformation
capabilities include:

o Assessment of company’s positionin terms of its digital capabilities relative to
competition by benchmarking with traditional and emerging competitors and making
recommendations on areas of improvement

e Market research on the technologies that can impact/improve the service offerings of the
company and potential ways of implementation

¢ Developing and validating existing and evolving consumer behavior and preferences

e Reevaluate the existing processes and tools (to free up capital) that support businesses
and identify areas of improvement

e Conceptualize new business models through running ideathon to tap on market
opportunities

e Execute an incubator or accelerator program that suits the needs of your organization
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Case study:

IGPI's digital transformation advisory support from identifying opportunities to offering
execution support

Our client, a global financial institution that serves customers in more
than 30 countries wanted to explore opportunities presented by latest
technological advances to drive both top line and bottom line growth

1

Which segment to
target?

2 ) Whatis the 3

mode of
operation?

Who should
they partner?

IGPI’s
involvement

Outcome

e Performed analysis

of 3 key market
segments in terms
of market size and

potential,
government
regulations and
support, business
operating

environment etc.

Client decided on
exploring risky
driving prediction
using Artificial
Intelligence (Al) as
key area to explore
based on holistic
consideration

¢ Analyzed options

such as build in-
house or leverage
on the ecosystem,
who should this
new team report to,
what are the key
success factors,
what changes are
necessary in the
organization

Recommended
client to work with
partners within the
ecosystem and
separate the new
team from current
organization

Created list of
potential targets
for collaboration,
contacted targets
for collaboration
and orchestrated
collaboration with
all the parties

Partnered with
MNCs, Startups,
and data providing
agencies like
driving schools, car
sharing companies
to develop Al based
proof of concept

Key takeaways:

1. Exposure to technologies and understanding how those technologies can benefit the
client is essential. IGPI was able to convince the management why it must look at
Al and target automotive segment — to increase revenue and reduce costs

2. Companies often do not have the necessary skill set in technology required for
exploring opportunities presented by advanced technologies like Al, 10T and big
data. The Japanese client was convinced that it’s in its best interest to collaborate
with the ecosystem

3. The new business idea can cannibalize the existing revenue of the company. IGPI
was able to convince the management to separate operations
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About IGPI Singapore

Industrial Growth Platform Inc. (IGPI) is a premier Japanese business advisory firm with
presence and coverage across Asian markets. IGPI was established by former members of
Industrial Revitalization Corporation of Japan (IRCJ) in 2007. IRCJ, a US $100 billion Japanese
sovereign wealth fund, is known as one of the most successful turn-around fund supported by the
Japanese government.

In 2017, IGPI collaborated with Japan Bank for International Cooperation (JBIC) to form JBIC
IG, providing investment advisory services and supporting overseas investment. In 2019, JBIC
along with BaltCap has jointly established Nordic Ninja, a €100 million venture capital fund to
focus on deep tech sectors such as autonomous mobility, digital health, AR/VR/MR, artificial
intelligence, robotics and 10T in the Nordic and Baltic region. In 2019, IGPI established IGPI
Technology to focus in the area of science and technology. The company invests in technological
ventures and provides hands-on management support. The company also provides business
development support towards commercialization and monetization of technologies

IGPI Singapore was established in 2013 to focus on management consulting and M&A advisory
in Southeast Asia across various sectors. We act as a bridge between Japan and Southeast Asia,
having advised on market entry strategy, potential target search, valuation, due diligence, M&A
process management, post-merger integration and change management for leading Japanese
clients. In addition, we have helped businesses in Southeast Asia enter Japan and acted as sell-
side advisor for SMEs and private equity fund looking to divest.

Get in touch with us on digital transformation, strategic planning and M&A related topics!

IGPI Singapore — contacts:
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Kohki Sakata Chong Han Lim Kim-Lan Dang
Chief Executive Officer Senior Manager Senior Manager
+65 81682503 +65 90692611 +65 91000273
k.sakata@igpi.co.jp c.lim@igpi.co.jp k.dang@igpi.co.jp

This material is intended merely for reference purposes based on our experience and is not intended to be
comprehensive and does not constitute as a digital transformation advice. Information contained in this material has
been obtained from sources believed to be reliable, but IGPI does not represent or warrant the quality, completeness
and accuracy of such information. All rights reserved by IGPI.
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