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Agenda

Highlights from European Working Capital Study 2010

Working Capital Optimisation in Transactions

Q & A
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European Working Capital 
Study 2010

Promises, promises?
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Scope of European study
Over 1200 publicly listed companies of 12 countries 
sampled

Key objective of the study is understand working capital movements 
in the context of the financial crisis, across different countries, across 
different sectors
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For the first time since 2005, European working
capital levels deteriorate
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Large differences in overall country performances
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Overall European cash conversion cycles have 
increased by 1,5 days
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Pharma and retail companies show biggest
overall improvements
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Oil & Gas and basic material companies show 
biggest deteriorations
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European companies carry over €475bn excess
cash in working capital
Large spread across sectors show difference in performance
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Return on Net Assets (RONA)
Dupont model
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Return on Net Assets (RONA) – Crisis impact
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Return on Net Assets (RONA) – ST and LT 
improvement
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Potential impact on profitability
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Nature of working capital management
A simple concept…
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Finance

Sales

Operations

Treasury

• Pricing (LCY, FX)

• Terms negotiation

• Credit escalations

• Flooring

• Financing

• Credit Insurance

• Credit Policy

FX Hedging Credit Management

• Collections

• Payments

• DSO Analysis

• Account Reconciliation

• Cash Positioning

• Foreign Exchange

• Investments

• Bank Management

• Risk Management

• Cash Forecasting

• DSO Reporting

• Vendor Pmts

• Pmt Systems

• Bank Technology

• Controls

• Credit Cards

• Reporting & Analysis

• Process Improvement

• Escalations

• Purchasing

• Strategic Buys

• Terms Negotiation

• VFP Strategy

• CAPEX

• Policy

• Purchase-Cards

Source: Dell; adapted
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Key trends in underlying drivers impacting 
management of working capital 

Order-to-Cash
1. Progress in technology 
led to mature systems to 
support, automate and 
professionalise various 
activities in managing 
receivables

2. Consolidation of 
disparate systems 
increases transparency in 
dispersed organisations

3. Increased collaboration 
and cross-departmental 
interaction leveraging 
existing information

Purchase-to-Pay
1. Reverse factoring sees 
come-back in the light of 
tightening liquidity and 
more difficult access to 
credit for SME’s. 

2. Supplier risk 
management led to 
monitoring of suppliers and 
more collaboration and 
support of strategic ones

3. Payment term 
regulation in several 
European countries has 
passed in and is likely to be 
adopted elsewhere over the 
long-term

Forecast-to-Fulfil
1. Further globalisation of 
supply chains leading to 
additional complexity 

2. Lean methodologies 
and concepts are rolled out 
further into non core-
operational processes 
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Working Capital Optimisation in 
transactions
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Working Capital within due diligences and SPA’s
Typical consideration points

• General issues:

- Average / Normalised / 
sustainable working capital

- Sustainability

- Seasonality, Inter and intra 
month swings

- Quality and value

- Cut-offs

• Definition of (normalised) 
working capital: 

- agree on common definition

- Exclusion of non-trade items

- periods

• Sale and Purchase Agreement:

- definition of adjustment 
mechanisms
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• Funding:

- Average, minimum and 
maximum levels required

- Asset-backed lending

• Materiality: 

- Actual/forecast levels

- WC relative to total deal 
size/funding

• Reporting:

- Composition of balance

- Value and quality of cash flows
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Working Capital within due diligences and SPA’s
Normalised working capital as baseline

• Backward-looking analysis usage and performance

• Based on pre-integration operations

• Objectives: 

- Define sufficient level for ‘ordinary trading’

- Assess (and limit) risk of additional funding requirements for continuing 
operations
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Provision for WC adjustment. The cash value of the WC 
adjustment will directly affect the price paid and the acquisition 
funding requirement

What is the potential scale of cash release from working 
capital improvements in short & medium terms?
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Working Capital within due diligences and SPA’s
Assessing upside potential
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• Quality of assets acquired (for example, 
conversion stock and debtors into cash)

• Cash generation through improved 
management of working capital

• Impact of growing business on WC

• Post acquisition WC 
strategies and facilities 
support future business 
growth and minimise WC 
requirements

• Acquire assets we don’t 
need and liabilities we 
don’t want

• Insufficient facilities to 
grow business

• ‘Current’ assets difficult 
to concert to cash

Rewards RisksObjectives

Example: €100m normalised WC

Due diligence Post-deal
short-term medium-term

€20m excess working capital 
identified during initial 
assessment

€10m as conservative estimation 
used for differential pricing

€8m realised through 
one-off levers and quick-wins

Additional €10m realised through 
further process improvements

Contribute to funding and 
mitigate financing risk
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From an investor perspective
Value enhancement

Key levers for valuation 

• Reduction of working capital will reduce net debt and increase valuation by a 
factor of 1 

• Increase of EBIT will improve valuation by a multiple factor (7.5)

• Topline growth and technology will drive the multiple

Other benefits from reducing WC requirement

• Reduces borrowings and improves profitability

• Frees up cash for new initiatives / projects

• Helps provide flexibility to meet new constraints

• Improves customer service levels and supplier relationships

• Reduces reserves for bad debt and obsolete inventory

• Better processes require less costs to manage
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Example of how improvements impact both the 
bottom line and the equity/debt split
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2,051Debt

2,933
Enterprise 

value

882Equity

2,544Turnover 

2011 budget€M

1,128Gross Margin

737Overheads

7.5Multiple

EBITDA 391
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1%
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7.5
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1,768
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to 10%
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EBITDA % 15.4% 16.4% 18.0% 18.0% 18.0%

NETWC/Sales 21.1% 21.1% 21.1% 18.0% 10.0%

NETWC 537 537 537 458 254
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EBITDA margin
Justification for higher working capital? 
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When could higher working capital levels be 
justified?

• Over-average operational funding 
requirements to create additional 
added value

• This is also recognised by customers 
willing to pay premiums (e.g. 
premium brands)

• Result are higher gross margins

Example: Rolls-Royce dashboards 

• Wood supply is stored per unique 
vehicle identification number

• Second layer of the same block of 
wood is kept for each car in stock in 
case of replacement for lifetime
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Leverage momentum of change of ownership
Reap benefits early in investment period

• Rigorous working capital programmes had always been on the 
agenda of ambitious owners and investors (PE houses as early 
adopters) 

• Common characteristics:

 Focus on cash as key scarce resource 

 Seek fundamental change with high impact

 Create sense of urgency

 Seek to instil cultural change to embrace cash awareness

• Change management 
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Appendix – European study
Sampled companies by industry and country
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Appendix – European study
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Appendix – European study
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Appendix – European study
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Appendix - Order-to-Cash
Optimising receivables is more than just improving collections

31

January 2011

Order to Cash Cycle

Cash

Collection & 

Dispute 

Management

Manage

Account 

Receivable

Issue

Invoices

Verify

Credit-

worthiness

Process

Orders

Manage 

Customer 

Contracts

• Market & customer risk 

• Channels to market 

• Pricing

• Payment terms

• Master file data

• Sales forecast

• Order limits

• Method of payment

• Credit enhancement

• Order Fulfilment

• Volume rebates

• Financing

• Billing triggers

• Multiple formats

• Reducing mail lag

• Invoice accuracy

• EDI

• e-Billing

• A/R posting

• Credit rating and 

evaluation procedures

• Credit limits

• Organisation

• Risk management

• Technology

• Reporting

• Ownership

• Reporting

• Credit policy

• Unapplied cash

• Surface and record

• Payment discounts

• Electronic receipts

• Auto -matching

• Audit trail

• Identify root causes

• Resolve queries

• Eliminate causes

Increase

profitability
Reduce cycle time

Minimise 

unbilled

Minimise bad 

debt levels

Minimise 

AR balance

Minimise 

Overdues and 

credit notes

Process 

aim

Key 

drivers
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Appendix - Purchase-to-Pay
Accounts Payables is more than just paying later
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Purchase to Pay Cycle

Pay

Invoices

Process/book 

Invoices

Assess

Supplier 

Performance

Order

Materials

Choose Suppliers 

& Negotiate 

Contracts

• Purchasing policy

• Multiple sourcing

• Assess vendor risk

• Risk ratings

• Vendor reduction

• Pricing

• Payment terms

• Settlement discount

• Purchasing and 

approval controls

• RFP/Tender process

• Auctions

• e-procurement

• Use of preferred 

suppliers and group 

frameworks 

• Rebates

• Dispute management

• Quality Management

• Contract Mgt

• Prioritise spend

• Purchase order 

management

and control

• Use of EDI

• Invoicing timing

• Responsibility

• Authority levels

• Validation 

• Dispute resolution

• Input to systems

• Consolidated invoices

• ePayables and 

automation

• Settlement

discounts

• Prioritise critical 

suppliers

• Method of payment

• Payment frequency

Process 

aim

Key 

drivers

Minimise 

sourcing cost
Optimise timing 

Increase supplier 

performance
Increase cycle time

Maximise 

Accounts Payables
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Appendix - Forecast-to-Fulfil
Reductions in inventory require fine-tuning the entire end-
to-end process
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Forecast to Fulfil Cycle

Delivery and 

Customer Service

Production 

Planning

Receive Materials  

& Manage 

Inventory

Sales

Forecast

Product 

Development

• Purchasing policy

• Make or buy

• Market dynamics

• Plant organisation

• Inventory objectives

• Supply and cost 

of inputs

• Supply of labour

• Demand drivers

• Safety stock

• Lead times

• Product range &

SKUs

• Scheduling

• Targets

• Shift patterns

• Line utilisation &

change over

• Product quality

• Minimal variation

• Forecast requirements

• Stock planning

• Technology

• Controls

• Stock audit &

leakage

• Returns

• Excess stock

• Obsolescence

• Maintenance stock

• Picking & packing

• Part shipments

• Distribution network

• Shipping regulations

• Proof of delivery & billing triggers

• Product returns

• Maintenance plan options

• Response times

• In-house or outsource

• Product quality

• Billing accuracy

Minimise cost base
Accurate future sales 

driven forecasts 

Minimisation of 

stock holding

Strategic customers 

prioritised

Minimise stock held in 

distribution network

Process 

aim

Key 

drivers


