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What could your company do with a free cash injection equivalent
to 5% of annual sales? This is how much unproductive cash is tied
up in the average UK company’s working capital.
Deloitte’s annual working capital study has found
that total excess working capital rose to £69 billion
in financial year 2012, up from £64 billion in 2011,
showing deterioration in performance. Excess working
capital is the cheapest source of finance available to
companies that can be used more effectively to protect
or grow shareholder value. This excess is due to a
combination of several factors across finance, risk and
supply chain management, impacting the accounts
receivable and payable functions as well as inventory
management.
A greater focus on supplier collaboration and a relaxing
of the approach to payables has driven the shortening
of supplier payment periods and the decline in accounts
payable performance. Companies have made a concerted
effort to manage customer payment terms and payment
performance, which has led to improvements in accounts
receivable. Improvements in this area were also a
by-product of an increased focus on risk management
through the strengthening of credit risk processes.
UK plc also achieved an improvement in inventory
management, driven by a continued focus on supply
chain efficiency.

•E
 xcess working capital in UK plc rose 8%
to £69 billion in 2012.
•S
 ize matters in the supply chain: Large
companies continue to use leverage but
smaller companies are closing the gap.
•E
 uropean companies made the largest
year-on-year improvements versus UK
and North America.
•N
 ot all companies are overflowing with
cash; the majority of cash is held by a small
number of companies.
• Investors are expecting an improvement in
return on capital with asset efficiency likely
to contribute.
•W
 orking capital optimisation can contribute
to cash flow improvement, which is still a
high priority for CFOs.

However, the opportunity remains to drive sustainable
benefit across all working capital components, without
a detrimental impact on customer and supplier value
and those key relationships.
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In addition to internal pressures, businesses continue
to be challenged to manage the impact of external
working capital drivers, with commodity and currency
fluctuations in the year adding complexity and
distorting performance interpretation in certain sectors.
Large companies appear to be continuing to use
leverage over customers to greater effect in reducing
cash tied up in accounts receivable, via lower payment
terms and potentially concerns over security of supply
from customers driving quicker payments. Smaller
companies are managing inventories more carefully
than larger peers whilst paying suppliers earlier than in
the prior year.
Performance also varies at a regional level with
European companies making the largest year-on-year
improvements compared to UK and North
American peers.

With the average UK Return On Capital Employed
dropping to 13.6% during 2012, greater asset efficiency
is likely to be one of the means of meeting investor
expectation of better future returns.
The Q3 2013 Deloitte 2013 Survey demonstrated that
68% of respondents believe the operating cash flows
of their business will improve in the next 12 months.
The likelihood is that working capital optimisation will
play a part in that.
Successful programmes can give sustainable access
to funds to make more productive investments and
meet investor expectations, as well as other noncash benefits. In light of increasing pressure from
shareholders and investors to grow returns, partly
through asset efficiency, one challenge will be to
improve customer and supplier value generation whilst
maintaining important relationships.

Whilst at a macro level cash holdings are at a record
high, not all companies are in this position. Sustainably
releasing cash from working capital can be a means to
help fund the future of businesses with relatively low
levels of cash and for those looking to improve return
on investment.
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The level of excess working capital increased
again in 2012
UK plc: Working capital improvement opportunity

2. The level of excess working capital increased
again in 2012

UK plc’s working capital increased
to £69 billion during 2012. This
is up from £64 billion in 2011.
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UK plc improves receivable management
Companies are collecting payments from customers
on average two days earlier than in 2011. This
improvement has been partly driven by a focus on
receivables management and is also a by-product of a
trend in strengthened risk management, particularly
when dealing with customers in new and emerging
markets and those Eurozone countries with significant
underlying economic issues.

UK plc: Days Sales Outstanding (DSO) performance 2008 to 2012
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Inventory

Slight improvement in inventory management
UK plc has delivered a 1% improvement in inventory
management performance, with a continued focus
on supply chain and inventory efficiency. If economic
forecasts are correct and UK business achieves growth
in the short-term, companies should maintain inventory
control to ensure that demand forecasting and
inventory planning are as accurate as possible to exploit
new opportunities. Effective planning on volume,
absolute value, product and materials mix and location
to best exploit those opportunities will help avoid too
much cash tied up in inventory in the wrong locations.
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UK plc: Days Inventory On-hand (DIO) performance
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Shortening supplier payment period
The 2009 to 2011 trend of UK companies taking longer
to pay suppliers has somewhat reversed in 2012 with
the average period reducing by two days to 31. Even
the best performing companies have paid earlier, falling
from 45 to 41 days. The shortening of time taken to
pay suppliers and the decline in accounts payable
has perhaps been driven by a mix of greater focus on
supplier collaboration and a relaxing of a payables cash
management approach. Going forward the European
payment directive may have an impact on payment
behaviour (debtors liable for interest and reasonable
recovery costs of the supplier if payment is not on
time; 60 days for corporates and 30 days for public
authorities). However, some companies will choose to
protect relationships in specific segments as opposed to
charging interest across their whole customer portfolio.

UK plc: Days Payables Outstanding (DPO) performance 2007 to 2012
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Accounts payable cash opportunity remains
Where companies delay payments, suppliers often seek
to protect value through other variables such as cost
and a relaxing of service level agreements. This may
have contributed to the reduction in the average
payment period as companies have focussed more
on non-cash value, however the opportunity to drive
greater value in accounts payable remains. Companies
can drive sustainable benefit without a detrimental
impact on supplier value and relationships through
focus on optimisation in specific supplier segments
(e.g. non-strategic) and with selected suppliers in others
(e.g. strategic, sensitive).
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Materials and Media make gains but consumer debt contributes to poorer accounts
receivable performance in Utilities and expansion reverses past improvements in Pharma.
In investigating specific industries it is clear that
sector characteristics can have a significant impact
on working capital performance.
On average, UK companies have decreased Days
Sales Outstanding, a measure of customer payment
performance, by two days since 2011. However,
underlying sector performance differs markedly, with
Materials companies dropping this by four days and
Media companies by six days.
Utilities companies in the UK have seen customer
bad debt levels increase, with the impact of higher
utility bills and lower household income weighing
on consumers. Certainly those companies with higher
proportions of consumer debt will have experienced
more difficulty in collecting cash from this segment,
with higher bad debt write offs in 2012.

UK plc: Days Sales Outstanding (DSO) performance by sector
Average days
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After a significant improvement in performance
between 2008 and 2011, where a number of major
global pharmaceutical companies used working capital
optimisation to sustainably release cash from established
markets to help fund acquisitions, overall performance
in the sector deteriorated due to expansion in emerging
or existing markets where longer payment terms and
slower payment behaviour are more prominent.
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Not all sectors improved management of inventory
UK companies have on average dropped inventory
days holding by 1% since 2011. However, Materials,
Pharmaceuticals, Retailing and Utilities sectors all
remained similar to 2011.

UK plc: Days Inventory (DIO) performance
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Source: Deloitte analysis of publicly available information
Media
Materials

Accounts payable performance declined in
most sectors
Accounts payable performance, from a working capital
perspective, has deteriorated, with Days Payable
Outstanding down four days on average. More
prevalent use of supply chain financing may have had a
depressive impact on both Days Sales Outstanding and
Days Payable Outstanding within the supply chain, with
those taking advantage of this method of financing
receiving cash from their customers much quicker
(via the finance provider), although at a cost. Those
implementing supply chain financing are also paying
accounts payable (to the finance provider) on time as
opposed to having payment run-led delays. Extending
payment terms in this situation would protect Days
Payable Outstanding.
Materials, Media and Retailing sectors followed the
declining trend in 2012. However, Pharmaceutical
companies balanced deterioration in accounts
receivable performance with an increase in supplier
payment period.

Pharma, biotechand life sciences
Telecommunication
UK plc: Days Payables Outstanding (DPO) performance by sector
UK Average
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Source: Deloitte analysis of publicly available information
See Appendix 2 for UK plc most and least improved industry groupings 2011-2012
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Large companies appear to be using leverage over customers to greater effect by reducing
cash tied up in accounts receivable. In comparison, smaller companies are typically
managing inventories more carefully whilst starting to pay suppliers earlier than in the
prior year.
Mixed performance across UK segments
For large companies, accounts payable performance
was flat between 2011 and 2012. Between 2010 and
2011, small companies appeared to stretch payments
to suppliers, both from a payment and contractual
term perspective, perhaps due to pressure on cash
flow. However, these companies reduced the payment
period by three days between 2011 and 2012 to a level
that matched the performance of large companies.
Mid-sized companies also dropped Days Payable
Outstanding in the period to a level of approximately
30 days.

UK: Average Days Payable Outstanding (DPO) by revenue segment
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Large company inventory performance declines
Potentially due to smaller companies generally being
more defensive and large companies taking greater
inventory risk in anticipation of growth or switching
focus elsewhere, small and mid-sized companies
improved inventory performance between 2011
and 2012, but large company performance deteriorated
by 3%.

UK: Average Days Inventory Outstanding (DIO) by revenue segment
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Smaller companies close the gap
Larger companies appear to be using leverage over
customers more effectively, demonstrated by the
relative performance between revenue segments in
accounts receivable performance, with the period
required to collect payments from customers inversely
proportional to revenue segment size. Performance
may also be impacted by some smaller companies using
payment terms to win business. All revenue segments
improved in 2012, however, small and mid-sized
companies are closing the gap on large companies in
accounts receivable performance.

UK: Average Days Sales Outstanding (DSO) by revenue segment
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2012

Source: Deloitte analysis of publicly available information
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European companies make largest
regional improvements
UK plc working capital performance deteriorated in 2012 with a lengthening of the
cash conversion cycle (Days Working Capital up 1%), yet European companies made
the largest year-on-year improvements versus UK and North America.
A regional comparison
Companies in the study have global sales and
procurement footprints and so local payment
behaviours, typical industry and local payment terms,
procurement approach and supply chain structures
will impact overall working capital performance.
However, at a regional level, where there is a mix of
company types and diverse business structures, the
changes in working capital performance year-on-year
in response to common external pressures is indicative
of the way companies are approaching working
capital management.

UK and Europe make gains in accounts receivable
Continued economic downturn in the euro region and
underlying economic issues in certain member states
have continued to provide incentive to strengthening
credit policies and influenced corporate sales strategies
and this is reflected in improved performance in the UK
and Europe.

UK plc vs. Europe & North America: Days Sales Outstanding (DSO) performance
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Source: Deloitte analysis of publicly available information
UK plc vs. Europe & North America: Days Payables Outstanding (DPO) performance
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North America maintains accounts payable
performance, UK and European performance
deteriorates
Supplier payment periods in the Uk and Europe dropped
by approximately two days between 2011 and 2012,
with a decline in performance across the average and
the best and worst performers from a working capital
perspective, driven by increased supplier collaboration,
strengthening of credit risk processes across the
supply chain and potentially increased take-up of early
payment discount options, typically more prevalent in
Europe than the UK. In the UK, the range between the
worst and best performers tightened in 2012.

5. European companies make largest
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UK plc vs. Europe & North America: Days Payables Outstanding (DPO) performance
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UK and European companies improved inventory
management whilst North American performance
deteriorates
On an average basis, UK and European companies
improved performance by 1% and 3% respectively,
whereas relative inventory holding in North American
companies increased by 3%, driven by higher US
confidence leading to building of relative inventory
levels and perhaps a relaxation of inventory controls in
certain companies.
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At a macro level cash holdings are at record highs, but it is the minority of companies
that are holding the majority of the cash.
Cash holdings concentrated in minority
of corporates
Assessing 2012 cash distribution on a pareto basis
demonstrates that the majority of cash is with a
minority of companies in all regions, with almost half of
UK plc’s total cash on the balance sheets of 2% of the
companies. A comparison of the companies holding the
largest cash balances with annual revenue demonstrates
that in the UK and North America, it is not the largest
companies by revenue that are necessarily holding the
largest relative amounts of cash, with the companies
that make up the top 80% of cash recording 68% of
the revenue.

Regional comparison of companies that make up the top 80% of revenue

Relative holdings of cash vary by region and size
of company
Days Cash Outstanding (DCO) is a measure of cash
relative to sales, calculated in order to give insight
into relative cash holdings on the balance sheet
between industries and regions. This is not one
commonly used by corporates to manage cash and
should not be confused for a measure of net cash
inflow and outflows, however as a consistent and
relative performance measure it helps to provide some
interesting conclusions.

Days of Sales in Cash & Cash Equivalents by revenue segment

UK – Top 50 UK companies
100%
75%
89%

32%

11% 50%
68%

Europe: Top 200 companies
100%

21%

North America – Top 380 companies
100%
20%
75%

75%

79%

88%

25%
0%

25%

12% 50% 75%

80%

15% 50%

85%

68%

0%

20%

80%

25%

25%
Cash Revenue

32%

0%

Cash Revenue

Cash Revenue

Source: Deloitte analysis of publicly available information.
The analysis above was produced on a pareto basis to assess the companies that make up the
top 80% of cumulative cash and cash equivalent holdings in each region (UK, Europe and North
America) to compare to the overall percentage of total sales they achieved in the period.

Days
60
55
<£300m

50
45
40

>£1.5bn

35
30

£300m to £1.5bn

25
20

2008

2009

2010

2011

2012

Source: Deloitte analysis of publicly available data
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2. The level of excess working capital increased
again in 2012

3. UK sectors achieve a mixed performance

4. Size matters in the supply chain

5. European companies make largest
regional improvements

6. Not all companies are overflowing with cash

In the UK, small companies (revenue <£300m) hold
considerably higher relative cash levels, potentially
due to defensive priorities or a need to be agile
to exploit new market opportunities. Since 2010,
companies in the UK, Europe and North America have
reduced relative cash and cash equivalent holdings.
UK companies are holding the least relative cash
holdings, with North American peers being more
defensive in their approach. North American and
European companies arguably reacted more defensively
with building of relative cash holdings between 2008
and 2009 during the global financial crisis, whereas
UK companies grew relative cash holdings consistently,
on a slower basis, until 2010.
Macro level assessment masks micro level
opportunity and need
33% of UK companies have less than two weeks of
sales in cash and cash equivalents.

7. Shareholder expectation and CFO risk
appetite align

A total of 14% of UK companies and 20% of North
American companies have less than one week of sales
in cash and cash equivalents.

8. Excess working capital is the cheapest source
of finance to fund growth

A total of 4% of UK companies and 8% of North
American companies have less than two days sales in
cash and cash equivalents.

Appendices

The assessment of cash and cash equivalents therefore
indicates that there are plenty of companies that are
not overflowing with cash. When combined with the
assessment of excess working capital in all regions, this
indicates that there are many companies for which cash
is not so plentiful and sustainably releasing cash from
working capital can be a means to help fund the future
of their businesses.

Days of Sales in Cash & Cash Equivalents: Regional Comparison
Days
60
North America

55
50

Europe

45
UK

40
35
30

2008

2010

2011

2012

% of companies with DCO <7 days

% of companies with DCO <14 days

Region

%

Region

%

UK

33%

UK

Europe

24%

Europe

12%

North America

31%

North America

20%

14%

% of companies with DCO <2 days

Region

h

2009

Source: Deloitte analysis of publicly available data

%

UK

4%

Europe

3%

North America

8%
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2. The level of excess working capital increased
again in 2012

3. UK sectors achieve a mixed performance

4. Size matters in the supply chain

5. European companies make largest
regional improvements

6. Not all companies are overflowing with cash

7. Shareholder expectation and CFO risk
appetite align

Shareholder expectation and CFO
risk appetite align
Pressure is on to deliver higher return on capital investment as CFOs look to expansionary
tactics yet during 2012 the average Return On Capital Employed dropped to 13.6%.

More UK companies improve Return On Capital
Employed (ROCE) but average falls
A total of 51% of UK companies showed an
improvement in ROCE between 2011 and 2012,
compared to 43% and 44% in Europe and North
America respectively. However, despite a majority
improving ROCE, average ROCE for the UK dropped
from 14.1% to 13.6% in 2012.
ROCE performance varies by revenue segment
By revenue segment, small (<£300m) and large (>£1.5bn)
UK companies suffered a drop in ROCE between 2011
and 2012, whereas mid-sized companies maintained
2011 performance after a year-on-year improvement
since 2009.

UK Average ROCE by revenue segment
20%
18%
£300m to £1.5bn

16%

>£1.5bn

14%

<£300m

12%
10%

2008

2009

2010

2011

2012

Source: Deloitte analysis of publicly available data

8. Excess working capital is the cheapest source
of finance to fund growth
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4. Size matters in the supply chain
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Increasing pressure on improving asset efficiency
We are seeing greater emphasis on asset efficiency in
the market with increasing pressure from shareholders
and investors to make better use of assets to generate
returns. Recent analysis has shown that institutional
investors are expecting far greater productive
investment and a move away from defensive strategies.
Companies in all regions are holding significant excess
working capital which is reducing the opportunity to
generate shareholder value.
The Q3 2013 Deloitte CFO survey indicates that
CFOs are also moving toward expansionary strategies
and increasing appetite for risk with a significant drop in
defensive strategies.

% of fund managers who would like companies to increase capital expenditure, return cash
to their shareholders and repair balance sheets
80%
70%
60%
50%
40%
30%
20%
10%
0%

70%
54%

28%
11%
Increase capex
2009

11%

10%
Return cash to shareholders

Repair balance sheet

September 2013

Source: Bank of America Merrill Lynch, September fund managers’ survey, 2013

6. Not all companies are overflowing with cash

7. Shareholder expectation and CFO risk
appetite align
8. Excess working capital is the cheapest source
of finance to fund growth
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6. Not all companies are overflowing with cash

Expectation and appetite align
As shareholder expectation for optimisation of assets
to generate value and CFO appetite for risk and
expansion aligns, companies will expect to improve
ROCE and asset efficiency. We believe that sustainably
releasing cash from working capital can be one of the
foundations of this improvement in return.

CFO’s perception of defensive and expansionary strategies
40%
38%
36%
34%
32%
30%
28%
26%
24%
22%
20%

Defensive strategies

Expansionary strategies

10
Q3

10
Q4

11
Q1

11
Q2

11
Q3

11
Q4

12
Q1

12
Q2

12
Q3

12
Q4

13
Q1

13
Q2

13
Q3

Source: Deloitte Q3 2013 CFO Survey.
Arithmetic average of the % of CFOs who rated expansionary and defensive strategies as a strong
priority for their businesses in the next 12 months. Expansionary strategies are introducing new
products/services or expanding into new markets, expanding by acquisition and increasing capital
expenditure. Defensive strategies are reducing costs, reducing leverage and increasing cash flow.

% of CFOs who think it is a good time to take greater risk onto their balance sheets
60%

7. Shareholder expectation and CFO risk
appetite align
8. Excess working capital is the cheapest source
of finance to fund growth

50%
40%
30%
20%
10%
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07
Q3

08
Q1

08
Q3

09
Q1

09
Q3

10
Q1
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Q3

11
Q1
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Q3

12
Q1

12
Q3

13
Q1

13
Q3

Source: Deloitte Q3 2013 CFO Survey
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Excess working capital is the cheapest
source of finance to fund growth
Cash conversion efficiency has
declined for three years in a row
but 68% of UK CFOs believe
their operating cash flow will
increase in the next 12 months.
The likelihood is that working capital optimisation
will play a part in this improvement in cash flow.
Successful programmes can give sustainable access to
funds, which can be used to make more productive
investments. These in turn will help to meet investor
expectations as well as resulting in other non-cash
benefits.

% of CFOs who rated each of the following as a strong priority for their businesses in the
next 12 months
Introducing new products/
services or expanding into
new markets

40%
38%
35%

Increasing cash flow

40%
29%

Reducing costs

34%
20%

Expanding by acquisition

21%
15%

Increasing capital
expenditure

14%
11%

Raising dividends or
share buybacks

13%
9%

Reducing leverage

12%
9%
Disposing of assets

8. Excess working capital is the cheapest source
of finance to fund growth

8%
2013 Q3

2012 Q3

Source: Deloitte Q3 2013 CFO Survey
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2. The level of excess working capital increased
again in 2012

3. UK sectors achieve a mixed performance

UK cash conversion efficiency has declined in the
last three years
Cash conversion efficiency has declined in the UK to
11% but remains higher than European peers and
lower than North American companies who achieved
an average of 14%. Reducing costs is still on the CFO
agenda, with gross profit margin reducing 1.5% yearon-year despite UK plc total revenue growing 1.3%.

Average Cash Conversion Efficiency: Regional comparison
18%
16%
North America

14%
12%

UK

10%

Europe

8%
6%

4. Size matters in the supply chain

4%

2008

2009

2010

2011

2012

Source: Deloitte analysis of publicly available data

5. European companies make largest
regional improvements

6. Not all companies are overflowing with cash

7. Shareholder expectation and CFO risk
appetite align
8. Excess working capital is the cheapest source
of finance to fund growth
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4. Size matters in the supply chain

UK small company cash conversion deteriorating
UK small company (<£300m) cash conversion
deteriorated at the largest rate of any of the regional
revenue segments in 2012, and it is arguably this
segment who have found credit more difficult to
obtain and more expensive than larger companies.
The Deloitte CFO survey demonstrated that the cost
of credit and availability is improving, but 11% of all
segment CFOs are still saying that credit is not available
and 28% expect the cost of credit to increase in the
next 12 months.

UK Average Cash Conversion Efficiency by revenue segment
16%
14%
>£1.5bn

12%

£300m to £1.5bn

10%

<£300m

8%
6%

2008

2009

2010

2011

2012

Source: Deloitte analysis of publicly available data

Net % of CFOs reporting credit is costly and credit is easily available

8. Excess working capital is the cheapest source
of finance to fund growth
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100%

80%

80%

Cost of Credit (LHS)
60%

60%

40%

40%

20%

20%

0%

0%

-20%

-20%

-40%

-40%
Availability of credit (RHS)

-60%

-60%

-80%
-100%

-80%
08
Q3

08
Q1

08
Q3

09
Q1

09
Q3

10
Q1

10
Q3

11
Q1

11
Q3

12
Q1

12
Q3

13
Q1

13
Q3

Credit is available

7. Shareholder expectation and CFO risk
appetite align

Credit is cheap

6. Not all companies are overflowing with cash

Credit is costly

100%

Credit is hard to get

5. European companies make largest
regional improvements

-100%

Source: Deloitte Q3 2013 CFO Survey
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Excess working capital is the cheapest source of
finance but successful optimisation programmes
bring other benefits
Companies typically achieve a strong return from
working capital improvement programmes from
the sustainable release of cash to fund productive
investments. Amongst the other potential benefits are
a reduction in funding cost, increased process efficiency
and associated cost reduction and potentially a revenue
benefit from improving administration and ease for
customers to do business with the improving company.

How much can a company achieve?
In our experience, successful organisations achieve
sustainable working capital improvements of between
15% and 30% for each of the elements of working
capital optimised.
As shareholder expectation increases, many CFOs
will need or want to focus on tapping into their share
of the £69 billion UK excess working capital to fund
corporate strategies.

Driving sustainable improvements
Companies who successfully and sustainably release
cash from working capital are those that ensure buy-in
and accountability across the business with central and
local senior management support. Companies must
also combine effective performance visibility through
insightful management information with a deep
understanding of the performance drivers to achieve
improvements across the organisation.

In our experience, successful organisations achieve sustainable
working capital improvements of between 15% and 30% for each
of the elements of working capital optimised.
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Appendix 1: Working capital
performance overview
2012 regional working capital performance metrics

2. The level of excess working capital increased
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of finance to fund growth

Average
2012
Performance

Upper
Quartile
2012
Performance

UK

North
America

Europe

UK

Days Working Capital

43.7

55.0

69.1

Days Sales Outstanding

45.8

47.9

59.4

Days Payables Outstanding

31.3

26.8

39.4

Days Inventory On hand

30.5

30.9

40.0

Who's Funding Who (days)

14.6

19.8

Days Working Capital

14.3

Days Sales Outstanding
Days Payables Outstanding

Less
than
£300m
revenue

£300m
to
£1.5bn
revenue

Days Working Capital

52.9

40.8

36.3

Days Sales Outstanding

52.7

43.4

38.5

18.1

Days Payables Outstanding

31.7

30.4

31.7

23.9

28.2

Days Inventory On hand

29.8

27.6

31.0

25.1

28.6

37.9

Who's Funding Who (days)

23.9

10.9

6.4

40.6

35.1

51.5

Days Working Capital

23.6

13.8

5.5

2.6

2.6

7.4

Who's Funding Who (days)

-6.7

0.1

-1.9

Days Working Capital

70.3

81.2

97.2

Days Sales Outstanding

62.9

64.2

77.3

Days Payables Outstanding

18.7

13.9

22.4

Days Inventory On hand

50.0

49.7

62.1

Who’s Funding Who (days)

32.5

38.2

36.2

Days Inventory On hand

Lower
Quartile
2012
Performance

2012 UK revenue segment working capital performance metrics

Source: Deloitte analysis of publicly available information

Average
2012
Performance

Upper
Quartile
2012
Performance

Days Sales Outstanding

31.5

27.9

19.8

Days Payables Outstanding

42.8

38.5

40.3

0.1

2.4

5.9

Days Inventory On hand

Lower
Quartile
2012
Performance

More
than
£1.5bn
revenue

Who's Funding Who (days)

-0.7

-8.1

-11.7

Days Working Capital

79.8

70.4

59.6

Days Sales Outstanding

69.2

58.5

58.0

Days Payables Outstanding

16.0

20.7

21.6

Days Inventory On hand

50.5

49.1

49.0

Who's Funding Who (days)

45.3

29.6

26.0

Source: Deloitte analysis of publicly available information
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Appendix 2: UK plc most and least
improved industry groupings 2011-2012
UK plc most improved industry groupings 2011-20125

2. The level of excess working capital increased
again in 2012

Most improved by DWC
2011
Industry sub-group

3. UK sectors achieve a mixed performance

4. Size matters in the supply chain

DSO1

DIO2

2012
DPO3

DWC4

DSO

% Change

DIO

DPO

DWC

DSO

DIO

DPO

DWC

IT Services

55.1

6.2

31.6

29.7

50.9

3.4

35.8

14.7

8%

46%

13%

51%

Food Products

34.5

42.2

37.2

38.5

32.2

34.1

39.4

29.3

7%

20%

6%

24%

Oil, Gas and Consumable Fuels

49.7

25.4

28.3

47.2

43.9

20.7

25.9

37.8

12%

18%

8%

20%

Trading Companies and Distributors

64.1

32.3

41.8

54.6

62.4

31.2

49.1

45.7

3%

3%

18%

16%

Commercial Services and Supplies

59.8

9.5

30.5

38.2

59.0

8.8

32.7

32.9

1%

8%

7%

14%

Source: Deloitte analysis of publicly available information

5. European companies make largest
regional improvements

6. Not all companies are overflowing with cash

7. Shareholder expectation and CFO risk
appetite align

UK plc most improved industry groupings 2011-20125
Least improved by DWC
2011
DSO

DSO

DIO

DPO

DWC

DSO

DIO

DPO

DWC

25.8

2.6

19.8

8.6

28.4

2.6

17.6

13.4

10%

1%

11%

55%

Energy Equipment and Services

86.0

18.8

42.0

59.7

83.9

14.1

29.0

72.1

3%

25%

31%

21%

8. Excess working capital is the cheapest source
of finance to fund growth

2

DPO

3

DWC

% Change

Industry sub-group

Specialty Retail

DIO

2012

Airlines

1

4

9.0

54.0

35.7

27.0

8.7

55.4

35.3

29.4

3%

3%

1%

9%

Machinery

67.2

55.5

41.9

79.3

63.4

56.4

39.8

86.1

6%

2%

5%

9%

Construction and Engineering

80.6

20.6

53.2

48.0

79.4

26.4

54.1

51.6

11%

28%

2%

8%

Note: Red represents a negative working capital impact, green a positive working capital impact. Metrics are averages; hence rows do not cast.
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1.
2.
3.
4.
5.

DSO – Days Sales Outstanding
Days Inventory
Days Payable Outstanding
Days Working Capital
Industry Groupings are detailed in Appendix 4

Source: Deloitte analysis of publicly available information
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Appendix 3: Other metric
performance overview
Average Cash Conversion Efficiency

2. The level of excess working capital increased
again in 2012

3. UK sectors achieve a mixed performance

4. Size matters in the supply chain

UK

Europe

North America

Revenue
segment

2008

2009

2010

2011

2012

2008

2009

2010

2011

2012

2008

2009

2010

2011

2012

<£300m

10.2%

10.1%

11.8%

11.3%

10.0%

8.3%

9.4%

8.0%

7.9%

8.3%

13.7%

13.1%

14.6%

14.1%

13.8%

£300m
to £1.5bn

10.5%

12.0%

12.5%

12.0%

11.6%

10.7%

13.1%

11.3%

10.6%

10.3%

12.8%

14.9%

14.3%

13.4%

13.4%

>£1.5bn

11.5%

13.3%

13.6%

11.9%

11.8%

9.6%

12.2%

11.2%

10.0%

9.9%

12.4%

14.4%

14.0%

13.3%

13.5%

Average

10.7%

11.6%

12.5%

11.7%

11.0%

9.5%

11.5%

10.0%

9.5%

9.4%

12.9%

14.2%

14.3%

13.6%

13.6%

Source: Deloitte analysis of publicly available information

5. European companies make largest
regional improvements

Average ROCE
UK

6. Not all companies are overflowing with cash

7. Shareholder expectation and CFO risk
appetite align
8. Excess working capital is the cheapest source
of finance to fund growth

Revenue
segment

2008

2009

2010

2011

2012

<£300m

14.1%

11.3%

13.2%

12.2%

11.9%

£300m
to £1.5bn

16.4%

14.3%

15.5%

15.9%

15.9%

>£1.5bn

15.6%

13.5%

14.1%

14.4%

13.6%

Average

15.3%

13.0%

14.2%

14.1%

13.6%

Source: Deloitte analysis of publicly available information
Average Gross Profit Margin

Appendices

h

UK

Europe

North America

Revenue
segment

2008

2009

2010

2011

2012

2008

2009

2010

2011

2012

2008

2009

2010

2011

2012

<£300m

38.2%

36.9%

38.3%

38.4%

37.3%

38.1%

37.3%

37.9%

38.1%

38.0%

40.2%

40.5%

41.6%

42.6%

42.0%

£300m
to £1.5bn

34.6%

34.3%

35.9%

36.0%

35.8%

37.5%

37.1%

38.5%

37.6%

37.6%

36.1%

35.8%

37.3%

37.5%

37.2%

>£1.5bn

30.9%

31.4%

32.6%

33.1%

32.7%

33.7%

33.2%

34.0%

33.3%

32.9%

32.7%

32.8%

33.8%

33.6%

33.6%

Average

34.9%

34.5%

36.0%

36.1%

35.6%

36.6%

36.0%

37.0%

36.4%

36.5%

36.1%

36.1%

37.5%

38.0%

37.7%

Source: Deloitte analysis of publicly available information
Working Capital UK plc’s unproductive £69 billion

32

Working Capital
UK plc’s unproductive £69 billion

1. Executive summary
Average Days Sales in Cash (DCO)

2. The level of excess working capital increased
again in 2012

3. UK sectors achieve a mixed performance

4. Size matters in the supply chain

UK

Europe

North America

Revenue
segment

2008

2009

2010

2011

2012

2008

2009

2010

2011

2012

2008

2009

2010

2011

2012

<£300m

48.4

51.5

55.8

49.0

48.7

41.9

52.9

50.8

51.5

52.9

59.3

73.1

78.4

77.3

75.9

£300m
to £1.5bn

35.3

38.8

39.7

38.8

32.4

43.4

51.8

52.3

48.3

47.8

42.7

57.6

55.4

51.1

47.8

>£1.5bn

32.8

37.7

40.6

32.6

34.5

30.7

42.7

43.8

39.0

40.4

32.3

44.5

41.0

37.9

36.9

Average

39.4

43.4

46.3

41.3

39.8

39.2

49.6

49.4

46.5

47.9

43.7

57.7

58.2

56.1

54.3

Source: Deloitte analysis of publicly available information

5. European companies make largest
regional improvements

6. Not all companies are overflowing with cash

7. Shareholder expectation and CFO risk
appetite align
8. Excess working capital is the cheapest source
of finance to fund growth
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6. Not all companies are overflowing with cash

7. Shareholder expectation and CFO risk
appetite align

Appendix 4: Methodology
The Deloitte working capital study provides a view of
working capital performance of UK listed companies with
turnover greater than £60m. This is in relation to their
North American and European listed peer groups. The
Financial Services and Insurance sectors are excluded.

The following ratios were calculated on the data, as
defined below:

The analysis is based on data extracted from Capital
IQ for the past five years (latest available accounts plus
preceding four years):

Days Payables Outstanding (DPO) = Trade Payables/
(Net Sales/365)

• Net Sales.

Days Inventory (DIO) = Inventory/(Net Sales/365)
Who’s Funding Who (WFW) = DSO – DPO

• Trade accounts receivable.

Days Working Capital (DWC) = DSO + DIO – DPO

• Trade accounts payable.
• Inventory.

Net Working Capital as a % of Sales = (Trade
accounts receivable + Inventory – Trade accounts
payable)/Net Sales)

• Cash & cash equivalents (does not include short-term
investments or marketable securities).

Return on Capital Employed (ROCE) = Earnings Before
Interest and Taxation/Net Capital Employed

• Net Capital Employed (Total assets less
current liabilities).

8. Excess working capital is the cheapest source
of finance to fund growth

• Operating cash flow.

Appendices

• Earnings Before Interest and Taxation (EBIT).

• Gross profit.

• Country .
• Industry Sector.
• Industry Group.

h

Days Sales Outstanding (DSO) = Trade Receivables/
(Net Sales/365)

Cash Conversion Efficiency (CCE) = Cash generated
from Operations/Net Sales
Gross Profit Margin (GPM) = Gross Profit/Net Sales
Days Cash (DCO) = Cash and Cash Equivalents/(Net
Sales/365)
The days based calculation of the elements of
working capital takes net sales as the denominator.
This consistency of calculation enables addition of the
individual elements to give Days Working Capital and
Who’s Funding Who figures. Who’s Funding Who is
a measure to what extent a company is effectively
‘funding’ the supply chain.

• Industry Sub-Group.
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In assessing average Days Inventory performance of
a segment, country or region, house builder inventory
has been excluded to avoid this group skewing the
underlying performance levels through significant land
bank holdings.
The Days Cash measure is a measure of cash relative
to sales calculated in order to give insight into relative
cash holdings on the balance sheet between industries
and regions. It is not a measure of the balance between
cash inflows and outflows.
In order to assess whether size of company has an
impact on working capital performance, we split UK plc
into three annual revenue segments to obtain roughly
1/3 of all companies in each; <£300m, £300m to
£1.5bn and >£1.5bn.

Calculation opportunity/Excess Working Capital
Deloitte calculates the level of opportunity for releasing
cash from working capital on the assumption that
the top quartile of companies (the ‘best performers’)
within a peer group have achieved relative success in
managing working capital, and have accordingly set
a benchmark for others to follow. It then moves all
UK listed companies, on a sector basis, towards the
performance level of these ‘best companies’, whilst
making allowance in the calculation for the relative
difficulty of the task of achieving this standard, hence
calculating a number that is realisable rather than based
on aspiration.

6. Not all companies are overflowing with cash

7. Shareholder expectation and CFO risk
appetite align
8. Excess working capital is the cheapest source
of finance to fund growth
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Appendix 5: Industry Groupings
The following industry groupings were used in compiling the Deloitte 2012 Working Capital Performance Study:

Capital IQ Industry Classification
Industry Sector

Industry Group

Industry Sub-group

Consumer Discretionary

Automobiles and Components

Auto Components
Automobiles
Household Durables
Leisure Equipment and Products
Textiles, Apparel and Luxury Goods
Diversified Consumer Services
Hotels, Restaurants and Leisure
Media
Distributors
Internet and Catalog Retail
Multiline Retail
Specialty Retail

Consumer Durables and Apparel

4. Size matters in the supply chain

Consumer Services
Media
Retailing

5. European companies make largest
regional improvements
Consumer Staples

Food and Staples Retailing
Food, Beverage and Tobacco

6. Not all companies are overflowing with cash
Household and Personal Products

7. Shareholder expectation and CFO risk
appetite align
8. Excess working capital is the cheapest source
of finance to fund growth

Food and Staples Retailing
Beverages
Food Products
Tobacco
Household Products
Personal Products

Energy

Energy

Energy Equipment and Services
Oil, Gas and Consumable Fuels

Healthcare

Healthcare Equipment and Services

Health Care Technology
Healthcare Equipment and Supplies
Healthcare Providers and Services
Biotechnology
Life Sciences Tools and Services
Pharmaceuticals

Pharmaceuticals, Biotechnology and Life Sciences

Appendices
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Capital IQ Industry Classification continued

2. The level of excess working capital increased
again in 2012

Industry Sector

Industry Group

Industry Sub-group

Industrials

Capital Goods

Aerospace and Defence
Building Products
Construction and Engineering
Electrical Equipment
Industrial Conglomerates
Machinery
Trading Companies and Distributors
Commercial Services and Supplies
Professional Services
Air Freight and Logistics
Airlines
Marine
Road and Rail
Transportation Infrastructure

3. UK sectors achieve a mixed performance
Commercial and Professional Services

4. Size matters in the supply chain

5. European companies make largest
regional improvements

Transportation

Information Technology

6. Not all companies are overflowing with cash

7. Shareholder expectation and CFO risk
appetite align
8. Excess working capital is the cheapest source
of finance to fund growth
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Semiconductors and Semiconductor Equipment
Software and Services

Technology Hardware and Equipment

Semiconductors and Semiconductor Equipment
Internet Software and Services
IT Services
Software
Communications Equipment
Computers and Peripherals
Electronic Equipment, Instruments and Components
Office Electronics

Materials

Materials

Chemicals
Construction Materials
Containers and Packaging
Metals and Mining
Paper and Forest Products

Telecommunication Services

Telecommunication Services

Diversified Telecommunication Services
Wireless Telecommunication Services

Utilities

Utilities

Electric Utilities
Gas Utilities
Independent Power Producers and Energy Traders
Multi-Utilities
Water Utilities

h
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