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Executive summary

Welcome to the inaugural Mazars Sustaining Growth in
Europe Survey Report 2002 which focuses on the critical
issues facing UK businesses growing their operations in

Europe.

Europe is an important region for UK business.
It is a market of 375 million consumers. More
than 50% of the UK’s exported goods are
destined for the EU and some three million UK

jobs are linked to these exports.

For the majority of respondents, the decision to
expand into Europe was ultimately based on the
size of the market and its economy. Most
respondants’ businesses are operating in France
and Germany, although the Netherlands,
Belgium, Italy and Ireland are also popular

countries.

The research highlighted a number of common
features which enable companies to sustain
growth and performance over a turbulent

economic period:

High quality people. Recruiting and retaining
people on the ground was considered a major
factor that contributed to companies success in
Europe. People are also the major area of
investment for most of the companies surveyed

over the next three years.

Recruiting and retaining high quality people was
also considered the biggest challenge in growing
the business. Adding to this challenge are the

differences in labour laws and strict employment

laws which operate in Europe.

In addition, the right mix of unique products or
services is a significant factor contributing to
successful growth. To sustain this growth
companies are also planning to invest in product

innovation and in sales and marketing.
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It is interesting to note that the majority of strategy,
finance, investment and capital expenditure
decisions are still controlled by the Group, as

opposed to being made locally.

The respondents were spilt in their views of whether
the implementation of International Accounting
Standards, to be adopted by 2005, would improve
homogeneity and comparability in reporting. Many
felt that it would be an additional burden rather than

aid in the consolidation process.

An effective website and a universal brand name are
the most popular marketing tools adopted by the
companies involved in this survey.

The introduction of the Euro, meanwhile, has not
hindered the success of the UK businesses surveyed
in any way. With 63% of respondents believing that
its introduction in the UK will have a positive effect
on their business.

We hope the survey will provide you with
valuable insights into operating and sustaining

growth in Europe.

We appreciate the time and thought executives have
devoted to this survey and look forward to the

further discussions and debate that will follow.

David Herbinet

Partner



Aims of the survey

The objective of this survey is to gauge how UK companies with European operations have achieved and

sustained growth.

The questionnaire, released in July 2002, covered the opportunities, challenges and the current

environment facing UK companies looking at sustaining profitability and growth in Europe. This has
been assessed in the context of a number of key areas such as the business environment, corporate
structure and leadership and operational and marketing approaches. European-wide issues such as

the introduction of the Euro and International Accounting Standards (IAS) have also been addressed.

The survey targeted CEOs and senior decision makers of UK listed companies with operations in
Europe. The average group turnover of companies targeted were in the vicinity of the following :
£1-50m (52%), £50 - 500m (34%) and £500m+ (14%)
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Key findings

Expanding into Europe

The size of the market, economic growth and the technical skills of the labour force are considered
the main reasons for expanding into Europe.

The majority of respondents established local units and grew organically as a preferred route into
Europe. This is not surprising considering the size of the companies surveyed. Other popular routes
into Europe included establishing partnerships and an acquisitions led approach, and developing
joint ventures. Our research shows the most popular location for respondents to operate in Europe

are Germany, France and the Netherlands.

Countries representing the most significant growth opportunities over the next three years
(percentage of total responses)

Germany
France

United Kingdom
Asia Pacific

15.2%
USA

iLO00N

Other

13.9%

Countries expected to offer the most significant growth opportunities over the next three years are

Germany (19%), France (15.2%) and the UK (15.2%).

The business activities in European countries which dominated the companies surveyed were service

provision and distribution. These are in line with general trends in the European economy.

"Acquire local knowledge of the market and working practices" and "Secure good local management,"

was some of the advice given by respondents to companies wanting to expand into Europe.
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Critical success factors

Factors contributing to successful growth in Europe

Exceptional/unique product or service
High quality personnel

Business acquisition

Adopting cutting edge technology
Local market knowledge

Availability of funds to invest

Introduction of the Euro

J
0 % of total responses 100%

Exceptional or unique products, high quality employees, and appropriate business acquisition are

considered to be critical success factors for growing into Europe.

Companies are also planning to invest mainly in their people, sales and marketing followed by

training and product innovation over the next three years, to ensure successful growth is maintained.

Surprisingly, when asked to state the factors contributing to success in Europe, understanding of the

language, finance, culture and macro-economics of each country were not raised.

Challenges to sustaining growth in Europe

"Don’t underestimate the challenges," was a warning given by a respondent to companies wanting to

expand into Europe.

Recruiting and retaining the right people, developing and implementing a strong sales and marketing
strategy and strong competition were regarded as the biggest challenges in sustaining growth in

Europe.

When dealing with cross border operations, cross cultural issues that posed a challenge included
differences in labour laws followed by differences in work processes, general working practices and

differences in country cultures.
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The impact of the Euro

European operators’ functions affected as a result of the introduction of the Euro

Back office (invoicing/payment) - no impact
Hardware / software |:| low

Pricing policy
B o

Legal

Budgetary

Sales

Marketing
Training

Production

J
0 % of total responses 100%

For the companies surveyed, functions most affected by the Euro were back-office administration
functions such as invoicing and IT infrastructure. Pricing, legal and budgetary functions were also

impacted.

The strong emphasis in the results on back office and IT was expected as the immediate challenge
that faced companies in regard to the Euro has been handling the change. Now that the change has
been made, it will be interesting to see how companies exploit the Euro in areas such as pricing

policy and budgetary processes.

Will the Euro have a positive effect on your business if it is adopted by the UK?

(percentage of total responses)

6%

B ves
B o
|:| Don’'t know

31%

The majority of respondents (63%) believe that the Euro will have a positive effect on their business
if adopted in the UK. Some respondents were almost indifferent to its arrival: "Impact will be

minimal. Currency risk will reduce but this is not that significant."

Those who were negative about its effect were concerned about the unification of tax and interest

rates and the Government’s handling of the economy prior to Euro acceptance.

It is also interesting to note that 40% of respondents hardly ever use hedging to mitigate currency

and interest rate charges.
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Where decisions made -
The ‘globcal’ challenge

One of the significant difficulties that many company’s have to face is finding the right balance

between a global approach and a local presence (the globcal challenge).

Where functional decisions are made in relation to European operations

Il Head Ofice [l Local Office

Finance

Strategy
Investment
Capital Expenses
Budgeting
Product Dev
Production

Pricing

Sales & Marketing

Recruitment

0O 10 20 30 40 50 60 70 80 90 100
% of responses
Our survey showed that over 85% of finance, strategy, investment, budgetory and capital expenditure
decisions are made from head office. Sources of funding, including banks, the stock market, venture

capital and utilised cash are mostly Group sourced.

Decisions made locally include recruitment, pricing, sales and marketing and production. It is
interesting to note that these appear at the forefront of the list of the key success factors for expanding
into Europe. So while strategy and finance are controlled centrally, people and sales are given local

autonomy.

In budgeting and planning for growth very few companies have plans which span more than five

years. The majority of respondents (53%) are developing two to five year plans.

In benchmarking their operations, most respondents are using margins, turnover and EBIT/EBITDA

as Key Performance Indicators.
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International accounting

In June 2002, the EU Council of Ministers approved the requirement to present consolidated financial

statements in accordance with International Accounting Standards (IAS) as of 1 January 2005.

It is interesting to see that that the respondents were split in their views on whether the implementation
of IAS would have a positive effect on their business, 40% of respondents surveyed felt that it will
improve homogeneity and comparability, yet 40% felt that it will bring an additional burden rather than
aid in the consolidation process. Once they have come to terms with the wide-ranging impact of IAS
first time applications, the benefits of IAS maybe easier to appreciate. Surprisingly, 20% of respondents

believed IAS would not affect their business.
A key piece of advice given by a respondent was to "Put strong control systems in place."

Most respondents undervalue the use of an internal audit function. Many are still using management
as the principal method of assurance. External auditors meanwhile are widely used for assurance and

to verify that accounts are free of material errors.

Progress still appears to be required in terms of financial control of overseas operations. Over 50%
of companies thought that the financial control over their European operations was good while 40%

thought that it could be improved.
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Marketing strategies

Marketing strategies adopted for successful penetration into the European marketplace

Website

Advertising

Events / Corporate hospitality
Direct Mail

CRM

Public Relations

Other

Joint promotion

J
% of total responses 100%

Most companies appear to be e-literate with the website (20.6%) being seen as the marketing tool

that most contributed to market penetration in Europe.

All respondents also felt that the intranet was important to their business communications. Email,
however, was the most popular method of communication across the Group, followed closely by

newsletters and memos. Face to face meetings are perceived to be declining in importance.

A consistent international brand was used by 81% of the respondent companies.
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Contact details

Mazars is an international business advisory and accountancy firm, represented in over 50 countries
worldwide. In Europe, we are the fifth largest accountancy-based partnership. Our clients span across
international corporate organisations and we work with over 10% of the FTSE Euro top 100

companies, and growing entreupreneurial businesses.

Independence of outlook, commitment to uncompromising standards of professionalism, and a
determination to develop long-term, robust relationships that help client businesses grow

sustainably, are values shared across Mazars.

Our partners and staff are focused on adding value to our clients operations, by tuning into their

needs and then exceeding their expectations.

You are always welcome to contact us to find out more...

UK

David Herbinet

24 Bevis Marks

London

EC3A 7NR

Tel +44 (0)20 7377 1000
Fax +44 (0)20 73778931

France

Thierry Blanchetier

La Vinci

4 allée di 'Arche

92075 Paris La Défense
Tel +33(0) 149 97 60 00
Faz +33(0) 1 49 97 60 01

Italy

Vinenzo Miceli

Corso di Porta Vigentina, 35
20122 Milan

Tel +39 02 58 20 10

Fax +39 02 58 20 14 03

Spain

Josep Pou

Avenida Diagonal 609 - Planta 10

08028 Barcelona
Tel +34 934 050 855
Fax +34 934 052 694
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Holland

Walling Dykstra
Queens Towers
wilhelminatoren
Delfandlaan 1

PO Box 7266

1007 )G Amsterdam
Tel +31 20 20 60 500
Fax +31 20 64 48 051

Germany

Jean-Paul Stevenard
Wirtschaftsprufungsgesellschaft
Rennbahnstrasse 72-74
Frankfurt

60528 Frankfurt

Tel +49 69 96 76 50

Fax +49 69 96 76 51

www.mazars.co.uk



MAzARs Is THE UK FIRM OF MAZARS, AN INTERNATIONAL ADVISORY AND ACCOUNTANCY GROUP.

A LIST OF PARTNERS IS AVAILABLE AT EACH MAZARS OFFICE:
BEDFORD, BIRMINGHAM, BRIGHTON, BRrIisTOL, DUDLEY, EDINBURGH, GLASGOW, HUDDERSFIELD,
LeEeps, LONDON, LuToN, MiLTON KEYNES, NOTTINGHAM, OXFORD, POOLE,
SOUTHAMPTON, STOCKPORT AND SUTTON.

REGISTERED BY THE INSTITUTE OF CHARTERED ACCOUNTANTS IN ENGLAND AND WALES TO CARRY OUT COMPANY AUDIT WORK.
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