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Beware the curves

The impact of regulatory changes and
market developments on the business
models and IT strategies of leasing
companies

Marc Peeters and Paul Kromhout

The world is changing rapidly, as is the leasing industry. The impact is felt
throughout the whole industry, from lessor, vendor, lessee and end users (e.g.
drivers) to the suppliers of the front- and back-office IT systems used by the
leasing companies. Changes affecting the leasing industry are various and
include, but are certainly not limited to, accounting aspects like the new defini-
tion of a lease, Basel lll funding requirements , the demand for more service-
based product offerings, the introduction of CO, emissions regulation and the
increasing volatility of residual values. Additionally, the credit crunch is having
an impact on balance sheet management.

Introduction

This article discusses the market developments that leasing companies face and the
impact of those developments on the companies’ business and IT strategy. Topics include
the following:

e characteristics of the equipment and automotive lease sector;

e market developments;

e the impact of these developments on the IT strategy and systems of the leasing com-
pany;

e tools and templates available for multi-country implementations of front- and back-
office systems for the leasing industry.

In addition, we have asked CHP Consulting and Sofico, two of the market leaders in IT
systems for leasing companies, for their thoughts about recent market developments and
the impact on their service offering.

These recent market developments and the changes the leasing industry is currently
facing have predominately been triggered by changes in the business environment. These
developments and changes may transform leasing companies, which have historically
only been involved in funding and supplying the lease asset, into service providers. In
other words, instead of funding the relevant asset, such as a photocopier, truck or pas-
senger car, the lessor will provide the ability to make photocopies, manage the transport
mobility mix and providing mobility services to drivers.
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Characteristics of equipment and
automotive leasing

“Aleaseis a lease is a lease” is not something anyone within the
asset finance industry would say, because they know that one
lease product can differ greatly from another: possibly in terms
of product type and/or services included, and largely based on
local legislation or market conditions. This applies to both mar-
ket segments in leasing, equipment and automotive leasing,
described in this article.

Equipment leasing products are usually geared to funding the
asset or the specific usage properties of the leased asset. The
nature of the asset may vary widely — from heavy machinery,
trucks, ships and aircraft to medical equipment, containers,
photocopiers and laptop computers. For heavy equipment,
terms can exceed ten years (e.g, for trailers or machinery). For
medium- and small-ticket items, the terms can vary signifi-
cantly. Furthermore, leased assets can be anywhere in the world
at any time. While this has an impact on the requirements for
asset insurance, it plays a specific role if the lessee defaults;
recovering the asset can take quite a lot of time and be a costly
affair. The residual value risk in general is borne by the lessee
or a third party. Additionally, various contract-to-asset rela-
tionships are possible: multiple assets may be covered by a sin-
gle contract (as is often the case for photocopiers) or contracts
may consist of various sub-contracts with differences in useful
lives and maintenance plans (e.g., airplanes). As companies are
increasingly focused on cash flow, equipment lease companies
have been turning more and more to external funding even by
serving as an intermediary between the lessee and the financ-
ing party, and selling service-only contracts.

Leasing products for passenger cars, whether financing leases
or operating leases, have become commodity products with a
continuing strong focus on the financing or use of the assets,
which are traditionally leased for terms of three to five years.
Furthermore, passenger cars are relatively homogenous assets.
Automotive leasing is still predominantly limited to one coun-
try at a time, with a limited number of large corporate clients
working with pan-European master lease agreements. There
is usually a one-to-one relationship between the leased asset
and the contract. Currently, lease assets under full-service
operating leasing are not capitalised in the lessee’s balance
sheet, however the new IAS 17 will no longer classify the asset
into an operating or finance lease for contracts longer than 12
months.

Market developments
Impact of the credit crunch

Many European banks that own leasing companies are cur-
rently supported by government funding, and many players in
the industry are financially distressed. As a result of the unfa-
vourable market conditions, the leasing industry has been
forced to revise its existing business models, and several banks
have been contemplating divesting their leasing activities as
they want to get back to their core business.

Globalisation

As a consequence, the wave of consolidation and centralisation
within the mature European automotive leasing sector contin-
ues unabated: benefits of scale are vital. These days, car manu-
facturers are getting more and more interested in taking over
the lease portfolios disposed of by banks attempting to improve
their liquidity ratio. There are some major incentives for car
manufacturers to purchase a multi-make portfolio. First of all,
it gives them an opportunity to better control the entire value
chain from manufacturing to the actual use of the asset. Sec-
ondly, they can significantly increase their customer base in
one go. And lastly, the purchase of a multi-make portfolio pro-
vides them with detailed historical information about the tech-
nical quality and maintenance figures of other makes/models/

types.

As a result of local market saturation, over the past few years
all of the large leasing companies have expanded into emerging
markets throughout Europe. They have followed their large
international clients in pursuit of multinational service provi-
sion under pan-European terms and conditions. The CEE
region, but also Turkey, can thank its attractive growth outlook
to relatively high forecast-GDP growth rates and a shift from
financing leases to operating leases. Yet there is also a downside
to the growth and increasing maturity of CEE economies.
Where these markets were historically important for selling
ex-lease assets, more people and businesses now purchase or
lease new assets.

Increasing residual value risk

It goes without saying that used-car prices have been in decline
over the last three years, with a low in 2009 and stabilisation
in 2010 at low levels. In countries like the Netherlands, where
full operating lease is the predominant product type for auto-
motive leasing, the losses on residuals could, in most cases, be
limited to the accelerated depreciation of the portfolio, since
other service components were still profitable. In other coun-
tries that have predominantly finance leases, many of the auto-
motive leasing or financing companies were forced to recognise
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significant impairments. It is, however, expected that used car
prices will remain much more volatile than before, because of
changes in passenger-car taxation across Europe, the ever-
growing model lines of car manufacturers and the growing pace
of model changes. Furthermore, leasing companies have to
estimate not only residual values but also the maintenance costs
of hybrid and electric cars, despite there being scant historical
data on these vehicles and limited ability to hedge these risks.

Equipment lessors are also affected by developments in the
second-hand prices of their assets. It can be difficult and cost-
ly to repossess and remarket the recovered assets of clients in
default, which can be all over Europe (e.g. containers). Fair-
market value options at contract termination also force the
equipment lessor to take a residual risk. Economies of scale and
knowledge of second-hand asset markets are key to managing
this relatively new risk for equipment lessors.

Corporate social responsibility

The profitability of automotive leasing companies is also being
affected by the changing composition of their portfolio. The
focus by businesses on costs and low CO, emissions has given
way to increasingly smaller and cheaper passenger cars, which
results in lower lease revenues and margins. Furthermore, cus-
tomers are rationalising their lease fleets and limiting the
number of car makes which they lease. When bidding for a
contract, it is not uncommon for equipment and automotive
leasing companies to have to provide details on the estimated
CO, emissions of the assets to be leased, as well as on their own
company’s CO, footprint. Leasing companies can prepare for
this by providing detailed environmental information on the
actual use of their assets and by developing incentive schemes
for clean and fuel-efficient asset usage. The emphasis on CO,
reductions will also have an impact on the distance covered not
only by vehicles but also by trains and ships as part of the total
equation; it is not unimaginable that a leasing company might
have to offer a complete mobility mix to achieve the lowest CO,
emissions for a specific transport requirement. These types of
programs, sometimes on the back of tax incentives, have already
begun surfacing in mature EU markets.

Changes to lease accounting standards
(IAS 17 and Basel III)

One thing that will definitely transform the leasing industry is
the expected change to the accounting standard applied to
leases, as set down by International Audit Standard 17 (IAS 17),
which is currently under review and being redefined. This
redefinition of a lease will affect all automotive and equipment
lessees and lessors. In short, all asset finance companies that
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need to report under either International Financial Reporting
Standards (IFRS) or US GAAP. Following a meeting in July 2011
between the International Accounting Standards Board (IASB)
and the US Financial Accounting Standards Board (FASB), it
was agreed to re-expose the draft new leasing standard before
it becomes final. However, a clear result of the plan so far has
been the decision to abandon the current classification of
finance and operating leases under the new standard for lessor
and lessee accounting. An exception will be made for short-term
leases with a term of less than twelve months, where lessors
and lessees will most likely be able to continue to apply the
current operating-lease accounting. Figure 1 shows who is to
account for the asset in the current and in the new situation.

Finance Lessor Lessee
Lease
Operating Lessor Lessee
Lease

Asset
New Lessor Lessee

Figure 1. Accounting for the asset.

As this standard has yet to become final, its full impact remains
to be seen. However, we do know that some aspects are likely
to have an impact on automotive and equipment leasing. For
lessors, the boards have opted for a “receivable and residual”
model, whereas for lessees, a “right of use” model is opted for.
Some of the aspects of the new standard that will have an impact
on leasing are related to the front loading of costs and the split
between asset and services accounting. Particularly for the les-
sor the recognition of profits on the lease commencement if
“reasonably assured”, and the requirements for accounting for
the residual asset are new apects of the lease directive.

Besides the changes to IAS, Basel III has been rolled out as a
new regulatory framework for more resilient banks. This new
regulation aims to increase the quality of capital and sets new
standards for a minimum level of liquidity. This is also impor-
tant for bank-owned lease companies. In general, banks have
to obtain more long-term funding or reduce their investments
inlong-term loans in order to comply with the Net Stable Fund-
ing Ratio. In Table 1 we summarise the impact of the expected
changes in the leasing industry due to the changes mentioned
above.
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Liquidity (Basel I11)

e Banks may become less willing to accept
leasing products in their books

Lease accounting standard (1AS 17)

e Lessee must also recognise the asset (right
of use) in its balance sheet — impact on

Lessor — impact on funding cost the incentive to lease

Scarcity of funding

© Many banks that currently own leasing companies are supported by government funding
e Many players in the industry are financially distressed, which makes it difficult to obtain funding
e Due to Basel Ill, banks may become less willing to accept leasing products on their books.

Lessor — impact on funding cost

Table 1. Impact of the changes in accounting regulation & scarcity of funding.

Strengths

o Strong asset base

e Predictable cash flows

e Strong customer or installed base resulting in relatively
low risks of customer defaults

e Automotive leasing remains an important employee
benefit

o Typical subsidiaries of large international companies
such as banks or asset manufacturers

e Recent rationalisation of the cost base and stock levels
has led to more efficient operations

Opportunities

e Leasing companies can take a front runner role in
providing mobility services

o Shift towards “green” transportation

o Strong outlook in CEE countries and others, e.g. Turkey

e Introduction of new lease products and the potential for
service offering extensions

o Cross-selling opportunities for other lease products

e Repricing with customers as a result of increased capital
costs

e Further portfolio rationalisations

e High level of buying power towards OEMs, insurance
providers, maintenance suppliers, damage repair
companies and fast fitters

o The ability to make use of the detailed and vast
historical data about customers and drivers built up
over many years

Table 2. SWOT analysis of automotive leasing in Europe.

Weaknesses

o Exposure to financial market dynamics

o Customer concentration in case of limited
country presence

o Exposure to used-car market

e Demand is subject to government
influences

o Many mature markets with high
competitive intensity

Threats

o Government austerity programs that
diminish the tax benefits of automotive
leasing

o Continuation of low residual value levels &
higher volatility

e Maintenance costs and residuals for cars
with newly introduced fuel types are
difficult to estimate

® Ongoing scarcity of funding (Basel I11)

e Local competition for smaller accounts

e Volatility of oil prices

o Volatility of residual values
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o Predictable cash flows e Exposure to financial market dynamics

o Strong customer or installed base results in e Customer concentration in the event of limited
running a relatively low risk of customer country presence
defaults e Economies of scale & knowledge of a wide

o Typically subsidiaries of large international variety of assets is required to estimate
companies such as banks or asset residuals and fair-market values
manufacturers (access to knowledge base, e Exposure to second-hand asset prices in event
financial backbone, international network) of client default, or fair-value options at

e Recent rationalisation of the cost base and stock contract termination
levels has led to more efficient operations

o As customers become more cash-flow driven, o Impact of new accounting standard (IAS 17) on
leasing becomes more attractive asset classification not yet known (how will

o Service offering extensions / provision of financial analysts interpret solvency ratios for
additional services provide revenue lessees?)
opportunities (leasing of medical equipment) o The precise impact of Basel Ill regulation on the

e Strong outlook in CEE countries and others, e.g. treatment of leasing companies is still
Turkey unknown

e Introduction of new leasing products e Losing track of asset locations due to

o Further integration of bank & equipment globalisation of customers in the event of client
leasing back-office IT systems creating defaults

cross-selling opportunities for bank-owned
leasing companies
e Further portfolio rationalisations

Table 3. SWOT analysis of equipment leasing in Europe.

How are leasing companies reacting
to these market developments?

These developments mean that a mix of various strategies must
be followed. They impact the IT strategies of leasing companies
unequivocally. In summary, the European automotive lease
market can be expected to recover, although the pace appears
to depend on current government austerity programs and the
general economic situation. Tables 2 and 3 summarise our view
of the SWOT analysis of the automotive and equipment leasing
markets in Europe.

Back to core business (services or asset
finance)

As it is not feasible for banks to build up specific asset knowl-
edge and as they are becoming more risk averse, the only way
banks will continue as funders is by using residual value guar-
antees or buy-back agreements within the equipment leasing
industry. Vendors, who understand the assets better than any-
one else, increasingly bear the risk as the leasing companies try
to avoid funding and offer more service contracts. Although
market characteristics and lease penetration vary, in some mar-
kets we now see a closer coupling of asset finance alongside
other banking services, such as invoice finance and general busi-
ness banking. The management of common product lines

between the bank and lease company and the optimal manage-
ment of the customer relation is key in this. Joint master-data
management is required for consistent reporting to both super-
visory boards and customers. Further simplification of the user
interface, workflow automation, business rules processing and
more extensive integration with banking systems could further
improve efficiency and accuracy. This would allow the leasing
company to fully focus on maintaining and providing asset-
specific expertise.

Product innovation and diversification

Leasing companies are seeking alternative sources of income.
Financial leasing companies are increasingly offering addi-
tional services, while automotive leasing companies seek to offer
alternative finance products (such as dealer financing or con-
sumer finance), or financing for other vehicle types (such as
commercial vehicles). Similarly, captive automotive lessors are
offering multi-make leasing. Furthermore, some leasing com-
panies specialize themselves in offering back-office to other
lessors or offer fleet management services to large fleet owners
or dealer fleets. The offering of mobility services for the B2E
market is yet another example of product diversification. Table
4. shows our thoughts regarding the potential impact of mobil-
ity services on the IT front and back-office systems of automo-
tive leasing companies.
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What is the major
impact of mobility
services on the IT front-
& back-office systems
of automotive leasing
companies?

While the current generation of leasing and fleet-management systems focus on the vehicle, the near future will see a
mobility budget being managed at the employee and also the company level. Cities will see the promotion of bicycles,
E-bikes and electric vehicles, while people are dissuaded from using petrol and diesel-powered passenger cars. This in
order to promote car pooling, public transport or the use of other modes of transport. For leasing companies, this
implies a shift from business-to-business to business-to-employee product and service offerings.

Therefore, current systems need to evolve from car and contract-centric systems into individual or people-centric
systems that can manage different payment cards and different modes of transport in varying combinations.

As mobility and environmental aspects will become more and more important in fleet management, the translation of
these issues into IT solutions may be different from country to country, or even region to region because of the
differences in the development of the public transport infrastructure or local subsidies to promote the use of electric
vehicles. Take, for instance, the city of Amsterdam, which plans to have 2,000 public charging points and 10,000 electric
vehicles on its streets in the next five years, with reserved parking spots for EVs and a scheme that will allow people to

Table 4. Mobility services & related IT requirements.

Efficiency improvements

Optimising business and administrative processes is often the
first step towards realising the indirect benefits of acquisitions,
product innovation and expansion. Time-to-market is becom-
ing more and more challenging for many of the legacy systems
in use by the large leasing companies across Europe. Substantial
efficiency improvements can generally no longer be achieved
by mere cost-cutting, but require the further automation and
centralisation of back-office activities. To this end, the business
processes as well as the architectural and system landscape
require a real rethink.

Centralisation is a recurring theme. The centralisation of back-
office activities is an option, especially for automotive and some
equipment leasing companies. In fact, a number of leasing com-
panies have already put it into place. This is partly supported
by the fact that current back-office systems enable customers
to use one single instance for multiple countries. Multi-country,
multi-currency and multi-company features are now better
suitable in the current generation of systems. Although sales
and remarketing, required for close customer contact, will still
be managed locally, credit acceptance, payments, invoicing,
billing and asset management can be, and are already, managed
centrally at multiple captive leasing companies. An additional
advantage is that such a new operating model enables the start-
up of lease activities in new countries in a relatively fast and
cost-effective manner.

Although centralising back-office activities is the obvious thing
to do, and some companies have succeeded or are succeeding
at it, the differences per country and product portfolio make it
complex and expensive for IT suppliers and hence difficult to
budget. The latter is especially risky as some software suppliers,
driven by the market, have to make fixed-price agreements that
include many more responsibilities within the area of configu-
ration and data migration than before. Under the surface, inter-

swap their EV for a conventional vehicle for, say, a one-week winter holiday.

nal company politics plays an important role: it can be costly
and time-consuming, and is often related to having authority
over the back office and front office versus P&L responsibility.
Without a solution to the latter, business and the related IT
projects have failed and will continue to fail.

Further consolidation — sales and acquisition
of lease portfolios

Asa consequence of the credit crunch, several companies have
evaluated whether to expand or sell their leasing activities.
Acquiring competitors or portfolios requires harmonising a
variety of factors, including business processes, pricing param-
eters and IT systems. Moreover, data migration for the acquired
fleet is required as soon as possible. The first issue to address is
to evaluate which of the current IT systems in use are capable
of managing the increased portfolio size, which have the lowest
long-term IT operations costs, and which are best suited to deal
with future market and legislative changes. The next main chal-
lenge is to realise a fast integration project and related data
conversion so that the migrated contract data can be actively
used in the target leasing application.

Monaging regulatory changes

The changes to legislation and accounting standards mentioned
above make it difficult for leasing companies. This is not just a
question of speed and impact; significant changes to systems
and also to business processes may be required. Although many
changes are still local (such as those related to emissions or
luxury taxes), changes with an international footprint such as
IAS 17 and Basel III are increasingly expected as European and
international regulations continue to grow and develop. It is,
for example, expected that those new international regulations
may also have an impact on IT systems. Larger international
operating-lease companies with different local IT systems may
be confronted with significant investments, as each of these
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Project
Management

Local IT

1. Local Project 2. Local Business 3.Local 4. Local Final 5. Local Go-Live and
Preparation Blueprint Realization Preparation Hypercare

1.1 Design and 2.1 Approve 3.1 Reporting on 4.1 Manage cutover 5.1 Evaluate Go-Live,
set up project templates and realization, testing and approve go-live project closure and
organization and deliverables and data migration readiness report sign-off
governance

1.2 Design 2.2 Initiate 3.2 Execute 4.2 0CM and 5.2 OCM and
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communication-
strategy / plan

communication
and prepare for
training
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material and
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1.3 Confirm fit-gap
items and plan
detailed gap
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blueprint, tailor
test plan / strategy
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and tailor cutover
strategy / plan

4.3 Perform
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performance and
UAT testing and
execute cutover

5.3 Go-Live and
provide Hypercare

1.4 Prepare data
migration and
conversion
activities

2.4 Perform data
cleansing and
finalize migration
and conversion
strategy and plan

3.4 Finalize data
cleansing and
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simulations

4.4 Perform data
migration to
production and
execute pre-go-live
operations

5.4 Finalize data
migration and close
down old systems

1.5 Confirm
interfaces and plan
detailed interface
workshops
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and draft
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specifications

3.5 Build and test
interfaces

4.5 Final test
interfaces (incl. UAT
testing)

5.5 Extra interface
monitoring and
support

1.6 Establish
country & central
infrastructure

2.6 Design local
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application
architecture and
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set up local support
organization

4.6 Ready for
cutover - finalize
local infrastructure
and support
organization

5.6 System support
and Hypercare
activities
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Figure 2. KPMG'’s onboarding approach for multi-country IT system implementation projects.

local solutions has to be adapted to comply with these new
standards. Operating a single IT system across Europe only
requires changes to one system. Dealing with other changes,
such as environmental car legislation, provides further incen-
tives for a standardised pan-European system landscape. A
disadvantage of the single-IT system solution is the general
concern often raised by smaller countries: will the local require-
ments of small countries get a high enough priority from the
central centre of excellence? In addition, a single IT system
solution has a significant impact on release management. What
will be the most efficient way to implement new releases across
Europe, to manage the testing activities and to keep the releas-
es aligned in multiple countries? These are all important aspects

to consider when defining your new system architecture and
landscape on an international level.

Business in tronsition and its
impact on IT

Market developments and business strategies call for a flexible,
service-oriented IT landscape that is not monolithically depend-
ent on different products or software vendors. It should com-
prise a client interaction layer through which not only dealers
and intermediaries but also fleet managers, lessees and drivers
can interact with the lessor. The back-office should contain a
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We have asked CHP Consulting, one of the leading
suppliers of software for the leasing industry, which
modifications they have made to their system (ALFA) to
ensure compliance with the new classification
standard.

“CHP Consulting has been following the IASB/FASB
convergence project since its inception, including the
publication of the Exposure Draft and the subsequent
re-deliberations. From a systems perspective, we have
identified some key challenges for leasing companies.
Now that a single de-recognition based model for lessor
accounting has been proposed, the required software
changes are simpler than previously envisaged. Neverthe-
less, where systems have a more flexible architecture, the
challenge posed by the introduction of new accounting
models will be far less onerous than for home-grown
systems built around the existing standards. Given that
some national tax authorities have said that lessors
should continue to account under the current standards
or local GAAP for tax purposes, the ability to apply both
the new and old accounting methods simultaneously will
become critical in certain regulatory environments.
Managing the transition to the new standards will be a
significant project for lessors as they will need to reclas-
sify their leases, determine the current fair values of all
their leased assets that will be accounted for under the
de-recognition model, bulk change their agreements to
restate their portfolio under the new standards and
provide comparative figures, potentially over a significant
length of time.

As the regulatory boards have recently announced their
intention to expose their revised proposals for the new
standard, we will finalise our system modifications after
that. However, we are confident that the level of change
will be relatively small, as, for example, multi-accounting
support is already standard functionality in ALFA.
Modifications to support the de-recognition model will
be based on our existing support for finance leases under
IFRS and US GAAP.”

modular product set-up that enables the lessor to add new prod-
ucts, to keep pace with local and international legislative chang-
es and enter new markets rapidly and flexibly. In addition, an
IT strategy needs to be able to manage a mixed portfolio of
legacy systems, off-the-shelf software systems and components
of the IT landscape that can be put in the cloud so as to up- or
down- scale hardware components in a faster and more flexible
way. Such a landscape requires the lessor to rethink the business
processes and reconsider the management required to maintain
control over a complex IT infrastructure.
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Many of the major lease companies still have in-house
developed legacy systems that have become difficult and
expensive to maintain. One of the main reasons not to
buy standardised IT solutions is that the larger compa-
nies do not want to be dependent on a relatively small
software house for their back-office system, certainly not
on an international scale. In addition, they want to pos-
sess the intellectual property rights of the specific deve-
lopment/customisation. We have asked Sofico, one of the
leading suppliers of software for the automotive leasing
industry, about their service offering and their opinion on
how to deal with these sometimes contradicting require-
ments.

“Sofico’s strategy in developing Miles has recognised the
conflicting needs for standardisation and variation. Asa
result, Sofico wants to provide a spectrum of implementa-
tion models for Miles, to suit different scenarios.

The Miles reference implementation is the most standardi-
sed offering. In this scenario, a default system configuration
is used to fast-track the implementation. The implementa-
tion begins from a base configuration that is used to bench-
mark specific requirements. Where the leasing company
calls for changes, these can be made, but wherever practical,
the default implementation should be retained. Configura-
tion tools can be used to implement the required changes
efficiently and without changing the Miles source code.

At the other extreme, Miles includes a comprehensive
toolset for implementing specific, differentiating require-
ments into the end solution. These range from configura-
tion (formulas, business rules, workflows) through to coded
extensions via Open Miles. Open Miles brings access to the
Miles Public Application Programming Interface (API)
meaning that the leasing company is able to develop its own
applications on top of the Miles core.

In this way, Sofico believes that Miles can offer the flexibi-
lity of bespoke development without the massive cost,
underpinned by a set of end-to-end core functionality which
is both maintained and enhanced externally from the
perspective of the leasing company.”

International system rollout

Based on previous implementations and lessons learned, KPMG
has developed an international onboarding approach. This
approach can be used for a multi-country implementation of
ERP systems and is based on a standard rollout and implemen-
tation with the ability to have limited changes made to the
system in individual countries. This tool set contains a fit-gap
analysis of the target system against local environment, an
onboarding approach for each of the countries and the govern-
ance model after onboarding.



A multi-country system implementation project should be con-
sidered in a wider perspective, as the onboarding of multiple
countries on one system is an important enabler for a the con-
solidation of back-office activities into a shared service centre
(SSC), which enables the centralisation of back-office processes
in finance, human resources and risk. The expected savings for
such a set-up could be significant.

Using the onboarding approach, a project can be split into five
phases and six task categories. The key deliverables for each
phase and task are shown in Figure 2.

An enabler of a successful solution roll-in is an “adopt harmo-
nised processes and policies, rather than adapt functionality”
attitude during the onboarding project and after going live.
Local customisation of the solution should be limited as much
as possible; instead, compliance with the harmonised process
or local configuration of functionality will be promoted. In
order to support this, KPMG has set up a tool kit that supports
this onboarding approach:

e Country specifics: a questionnaire filled out with country
specifics for multiple countries for leasing companies with
respect to legal and business specifics

e Process analysis: process descriptions of lease processes and
key risks, combined with a security questionnaire (this is used
for role and security setup of the system)

e Data migration & financial reconciliation plan: detailed plan
and key criteria for executing data migration and financial rec-
onciliation

e Project plan: plan that describes and supports international
onboarding approach for countries to implement a centralised
system

Conclusion

The leasing market is “under reconstruction” after years of sta-
ble growth and relatively few developments. Leasing companies
will need to fully focus on maintaining and providing specific
asset-type expertise. In the automotive leasing market, both
mobility services and a stronger focus on the environmental
impact of asset usage are unavoidable, with the Netherlands
and the United Kingdom as front runners. The credit crunch
and changing legislation are shaking up the establishment, and
the impact of developments such as accounting changes or Basel
II1 is not yet fully known, as opinions are still being formed in
this area. However, changing capital and liquidity requirements
have the capacity to skew the attractiveness of one product vs.
another, or even to influence the corporate structure of busi-
nesses engaged in asset finance. Although efficiency is key, this
results in tension around compliance.

52  Beware the curves

Economies of scale are created by take-overs and back-office
centralisation. Contemporary IT systems need to be up to the
job, and many legacy systems are due for replacement. The call
for open systems has been heard, and up-scaling hardware with
more and more “cloud computing” solutions should become
less of an issue. Inevitably, it is often not so simple; issues of
data security, compliance and IT readiness will need to be over-
come. Nevertheless, this is an area that we will see develop. As
the market dictates and as customers are becoming more aware,
the IT-system suppliers are facilitating open systems. A flexible
and scalable IT landscape is required to be able to tackle regu-
latory changes, quickly introduce new products and enter new
markets. Methodologies have been developed by KPMG based
on past experiences to support rollouts in multiple countries
for a single ERP system rollout.





