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Glossary of terms

AP - Accounts payable

AR - Accounts receivable

CCC - Cash conversion cycle
COGS - Cost of goods sold

DIO - Days inventory outstanding
DPO - Days payables outstanding
DSO - Days sales outstanding

EBITDA - Earnings before interest, taxes, depreciation,
and amortization

ER&I - Energy, resources, and industrials

GDP - Gross domestic product

LSHC - Life sciences and health care

PQ - Prior quarter

OGC - Oil, gas, and chemicals

Qtr - Quarter

TMT - Technology, media, and telecommunications
WC - Working capital

YoY - Year over year

QoQ - Quarter over quarter

Basis of preparation
and assumptions

For the first time this year, we reviewed the financial and
WC performance of all publicly listed companies based in
the United States.

We reviewed the financial and WC performance of
many companies listed on a public stock exchange in
the United States.

Our review included 3,239 companies, looking at their working
capital performance and related key indicators.

We also looked at shifts in performance on a quarterly and
annual basis to highlight the impact of the pandemic and other
economic events on WC and liquidity, particularly between Q4
2020 to Q4 2021 and Q3 to Q4 2021.

Due to their varying WC trends and profiles, we excluded
the following industries from our analysis: Financial Services,
Government & Public Services, and Others.



Executive summary

Key statistics (YoY Q4 2020 to Q4 2021)'

Number of companies Change in revenue

18.2%

Change in DSO Change in DIO

=] =]
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days days
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Change in EBITDA

31.2%

Change in DPO




Overview

In the 2021 issue of the annual WC Roundup, Deloitte
provides a detailed view on WC performance across
industries, focusing on the individual sectors, identifying AR,
AP, and inventory trends and underlying drivers.

Many companies experienced significant growth in 2021
boosted by government stimulus and driven by strong
consumer demand. Despite the weaker second half of the
year marked by supply chain disruptions, labor shortages,
and rising labor and energy costs, as well as distribution and
logistics challenges, the companies analyzed reported a high
increase in revenue coupled with strong margin growth. This
growth was accompanied by an improvement in free cash
flows and a reduction of net debt.

Revenue and margin

In 2021, the US GDP increased at an annual rate of 7%,?
propelled by increased consumer spending, business
investment, and efforts to rebuild inventories.? The

WC data reads the strong growth in revenues ranging
between 17% and 34% across all industries compared

to an approximate 6% decline in 2020. The growth in
revenue was accompanied by a 37% increase in EBITDA in
2021, compared to a 9% decline in 2020. Although many
companies were able to grow their business and generated
double-digit EBITDA increase, several smaller companies
(less than $500 million in revenue) struggled with negative
EBITDA and double the losses compared to 2020.

Labor cost

The pandemic caused a major disruption in America’s labor
force. More than 47 million workers quit their jobs in 2021.#
Many industries, including transportation, health care,
social assistance, accommodation, and food, experienced

labor shortages. The manufacturing industry faced a major
setback after losing roughly 1.4 million jobs at the onset of
the pandemic.® Since then, the industry has struggled to
hire entry-level and skilled workers alike. Durable goods
manufacturing, wholesale, and retail trade also experienced
labor shortages (e.g., the gap between unemployed workers
with experience in durable goods manufacturing and the
vacant jobs amounted to 35%).6

US wages have risen across the board in the past year
due to the strong competition employers are facing to
retain workers. Worker shortages boosted wages and
benefits causing US labor costs to rise by the highest rates
since 2001. Wages increased by 4.5% for civilian workers
and 5% for private industry according to the Bureau of
Labor Statistics.”

Supply chain disruptions

Starting in 2020, companies reacted to the economic
downturn by canceling production plans and reducing the
size of the workforce as well as capital investment. Virus
containment measures and infection clusters triggered
factory shutdowns impacting supplies just when consumers
spending was shifting from services to goods.® Escalating
shipping prices, labor shortages, and capacity restrictions
contributed to more pressure on shipping, containers,
railroads, and warehouses. Average transportation costs
and the wages in the transportation industry skyrocketed.

’

In recent months, the supply chain started to normalize.
The Institute for Supply Management (ISM) recent survey
results showed signs of improvements in US labor and
supplier delivery performance for a third month and
purchasing manager testimonies in Europe also suggested
easing pressures.’
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However, many suppliers are still encountering difficulties in
meeting the strong demand and delivering products timely

under current hiring challenges, lengthier lead times for raw
materials, and inconsistent transportation availability.

Inflation

Labor costs rose to a 20-year high, crude oil prices hit their
highest level since 2014, and shipping costs rose to record
highs, resulting in inflation that has not been seen in the
United States in 40 years."”

The consumer price index rose 7%, led by gasoline prices
surging almost 50% and energy by more than 29%." In
some cases, whole industries were hit by the surging prices.
For example, the producer price index for inputs to new
nonresidential construction—the prices charged by goods
producers and service providers, such as distributors and
transportation firms—increased 19.6% in 2021. The index
price for plastic construction products climbed 34% over
12 months, and index for lumber and plywood rose 12.7%
and 17.6%, respectively.”?

Interest rates

In the past two years, companies loaded up on liquidity,
cushioning their balance sheets against the impact of the
pandemic and taking advantage of low financing costs.
According to the analysis, companies increased their free
cash by 6.6% in 2021, after an almost 42% increase in 2020,
while reducing net debt by 4.1%, just in time to get ready
for 2022. The interest rates are coming off a historically low
base, and companies should again start thinking about the
rising financing cost in the years ahead, and working capital.



Impact of the economic recovery on
key financial metrics

* Companies experienced a further
slowdown in revenue growth in
Q4 2021, where revenue grew 1.8%
compared to 3.9% and 6.5% in Q3 and
Q2, respectively. The slower growth
was caused by persisting supply chain
challenges and labor shortages but also
the recurrence of new COVID variants.
Year over year, the revenue grew 22.4%
after a 5.8% decline in 2020. We see the
strongest growth in ER&l (34%), led by oil,
gas, and chemicals (46.9%) and mining
and metals (42%) driven mainly by a
surge in crude oil and energy prices, and
raw materials. All other industries grew
between 16.7% and 19.5%, led by the
transportation, hospitality, and services
sector (28.7%) and technology and
automotive sectors (both 21.7%).

Companies reported a 37.3% increase
in EBITDA YoY, after a decline of more
than 9% in 2020. Industries that suffered
the biggest declines in 2020, such as ER&
(-20.7%) and consumer (18.1%), increased
their EBITDA by 57.1% and 41.2%,
respectively. Mining and metals added
92.7%, oil, gas, and chemicals 91.6%;
automotive 60.3% and transportation,
hospitality, and services 128.1%, after a
61.9% decline in 2020. The strong growth
was seen across all sectors, although

power, utilities, and renewables reported
only a 2.0% increase in EBITDA despite

a 21.5% growth in revenue. QoQ, almost
all sectors reported a decline in EBITDA
between -1.3% and 18.1%, except OGC
(20.1%), technology (5.3%) and telecom,
media, and entertainment (1.0%).

DSO improved by 1.6 days, or

4.3% YoY, and improved across all
industries. The improvement ranged
from 0.3 days in consumer to 4.2 days
in ER&l and LSHC. The only sectors that
recorded a deterioration were retail,
wholesale, and distribution (1.1 days),
industrial products and construction (0.4
days), and automotive and technology
(0.1 days). The top performer was health
care with a 6.1-day decline in DSO. QoQ,
the improvement amounted to 2.3%,

or -0.9 days, led by TMT (-1.7 days),
LSHC (-1.2 days), ER&l (-1.1 days), and
consumer (-0.7 days).

* DIO improved by 1.4 days QoQ across

all industries except LSHC, which
grew 1.1 days. The biggest decline
was reported by industrial products
and construction (5.0 days) and retail,
wholesale, and distribution (3.8 days),
while mining and metals grew 7.5 days.
DIO shows a 2.2-day decline YoY (4.8%)

due to a 21% increase in COGS while
inventory increased 14%. We see the
biggest decline in ER&I (10.4 days, or
16.0%) driven by oil, gas, and chemicals
and power, utilities, and renewables, while
TMT added 2.8 days, or 11.4%.

DPO declined 1.9 days. or 3.3% YoY,
driven by LSHC and ER&I, which
deteriorated 8.6 and 4.7 days,
respectively. Consumer shows a 0.8-day
improvement across all related sectors
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and TMT an improvement of 1.3 days also
across all related sectors. QoQ, we see a
significant decline in DPO amounting to
5.7 days, or 9.1%, with the biggest decline
observed in oil, gas, and chemicals of
15.2 days (22.1%) and life sciences 11.6
days (15.7%). Mining and metals and
automotive reported a quarterly DPO
increase of 0.4 days (0.8%) and 0.9 days
(1.7%), respectively.

Impact of the economic recovery on key financial metrics

Actual Actual YoY Q4-20

Q4-21 Q4-20 to Q4-21
Revenue $5.7T $4.8T 18.2%
EBITDA $1.0T $0.8B 31.2%
Cccc 24.6days 26.5days -1.9
DSO 37.6days 39.2days -1.6
DIO 44.2days 46.3 days 2.2
DPO 57.1days 59.0 days -1.9

Q4-19 Actual Q3-21
to Q4-20 Q3-21 to Q4-21
Q 1.2% $5.6T 1.8%
& 0% $1.0T ® 2%

-0.8 21.2 days

Q -

@ 20 38.5 days -0.9
@ 45.5 days 1.4
45 62.8days & 57

Note: Change calculated in percentage and days: Quarter values measured YoY 2020 and 20271 and QoQ.
Source data: S&P Global Market Intelligence LLC, December 2021; Deloitte sector mapping.



Working capital performance in the
new normal

We see a significant shift in WC
performance in the last quarter of 2021.
The composite metric measuring the
combined performance of DSO, DIO, and
DPO increased by 3.4 days between Q3
2021 and Q4 2021, even though DIO has
been at its lowest levels in the past two
years (44.2 days) and DSO was only 0.4
days from its two-year best of 37.2 days.
Year over year, the CCC declined 1.9 days.

The main reason for the quarterly CCC
deterioration was the decline in DPO by
5.7 days (9.1%) QoQ and 1.9 days YoY.

Quarterly DPO declined across all
analyzed industries, led by ER&l with 9.8
days (15%) and LSHC with 7.1 days (11%).

Although QoQ DSO improved in all four
analyzed industries, we see a mixed
performance across the individual
sectors.

DIO improved between 1.1 and 2.3 days in
all analyzed industries except LSHC, which
grew 1.1 days.

Developments in CCC by quarter (days)
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When breaking down the companies and
their CCC results by industry, we can see
the biggest improvement in ER&l and
LSHC, which grew 9.9 days, or 18.4%, and
3.4 days, or 15.2%, respectively. CCCin
consumer and TMT increased by 0.4 days,
which represents an increase of 2.3% and
8.3%, respectively.

The main drivers for the improvement
were DSO, which declined between 0.3
and 4.2 days across all industries, and
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CCC in days by industry from Q4 2020 to Q4 2021

Actual
Q4-20

Actual
Q4-21

Consumer

74 ]

-0.3
1.5

Life Sciences and
Health Care

7.4 0'8
Energy, Resources, 104 4.2
and Industrials o 47
-4.2
3 7.8

Technology, Media,
and Telecom '

DSO DIO

DIO, which recorded a decline of 10.4
days and 7.8 days in ER&I and LSHC. The
reductions in DIO were offset though by
the decline in DPO of 4.7 and 8.6 days in
these industries. And although we usually
see a shorter DPO at the year end, this
behavior was amplified by improved
payment performance to suppliers as
companies started returning to their
pre-pandemic payment terms and offered
more attractive payment terms in the
environment of supply chain challenges.

- N N
¢ o W N
N ) © 0
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2.8 5
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Source data: S&P Global Market Intelligence LLC, December 2021; Deloitte
sector mapping.

e Compared to 2019, in the aggregate,

companies (in the industries reviewed)
are back to pre-pandemic levels in terms
of DPO, DSO, and DIO. DIO improvement
can be partially attributed to the supply
chain challenges, which reduced the
inventory levels despite the growing
demand and revenue, indicating more
companies are experiencing stockouts
and product allocations.



Industry findings: Consumer

Actual Q4 2021 * Within the consumer industry, the
industry experienced growth at a
significantly slower rate of 19.0% in Q4

CccC 2021 versus Q4 2020 as compared to CCCin days by industry from 2019 to 2021
41.2% in Q3 2021 versus Q3 2020. Of 36.6
/I 7. 8 the four major categories, consumer 27.7 29.6 26.8 318 29.7 311
days products (17.9%), retail, wholesale, 19.9
and distribution (25.3%), and
transportation, hospitality, and .
services (39.3%) all experienced revenue .
: Lo Automotive Consumer Products
growth, only slightly offset by decline in
Dso growth in the automotive sector (4.4%).
24 9 In terms of CCC, WC remained relatively
days flatin aggregate (17.4 days in Q4 2020 136 155 22.1 17.0

versus 17.8 days in Q4 2021); however, 53 8.5 8.8 10.6
there was a negative change in the s B - - -
automotive sector with its CCC increasing
to 29.6 days. While the trend across the
total industry is flat, businesses should
remain focused on WC performance to
maintain improved cash conversion levels.

Retail, Wholesale, and Distribution Transportation, Hospitality, and Services

= Q419 m Q4-20 m Q4-21 m Q3-21

44.0

days

51.2

days



Industry findings: Consumer (cont.)

Analysis by sector

Of all the sectors in consumer,
automotive saw the largest increase in
DPO, increasing 4 days in comparison to
Q4 2020. While revenue experienced a
decline in growth, DSO remained relatively
flat, suggesting strong collections behavior
within the sector. Conversely, DIO has
increased by 6 days, indicating that the
level of stock holding has been sustained,
regardless of decreased sales, potentially
due to global supply chain issues.

Consumer products saw a slight
improvement across the CCC

in comparison to Q4 2020, with
improvements in all WC cycles indicative
of a recovery in the industry from the
initial impacts of the pandemic.

7 days
Best in class

366 367 45
- I l
DSO

16 days
Best in class

DSO

725 723 717
344 315 309 33.9 I I
Y mm 22
DIO
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Automotive

27 days 102 days

Best in class Best in class
53.3 52.4

46.2 49.3
43.0 404 iT 447
DIO DPO
m Q419 m Q420 m Q421 = Q3-21
Consumer Products
39 days 106 days
Best in class Best in class

72.4 75.2

70.3 72.0

DPO
® Q419 m Q420 m Q421 m Q321



Industry findings: Consumer (cont.)

* Transportation, hospitality, and
services, which was hardest hit by
industry disruptions and revenue declines 5 days
during the pandemic, has begun to turn 15 Best in class
the corner across its WC cycles. Revenue 371 ’ 39.8 385
increased by roughly 39% versus Q4 2020,
indicating a potential return to normalcy
in the industry.

DSO

Within retail, wholesale, and
distribution, a large rebound was

noted in the wholesale and distribution
subsector, with an increase in revenue of
52.5%. As businesses within the sector
are some of the largest buyers of goods
and services, they have an opportunity to
leverage economies of scale to improve 12.9 1.4 12.5 12.5

their terms with their vendors, thereby - - -
improving DPO.

DSO

2 days
Best in class

Note: “Best in class” represents top 10% performers.
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Transportation, Hospitality and Services

2 days 112 days
Best in class Best in class
36.5
30.6 29.7 314
DIO DPO

" Q419 m Q420 m Q421 m Q321

Retail, Wholesale & Distribution

17 days 73 days
Best in class Best in class
52.9
49.2 50.1 . )
476 0 f 46.9 49 4|
DIO DPO

= Q4-19 m Q4-20 m Q4-21 = Q3-21

Source data: S&P Global Market Intelligence LLC, December 2021; Deloitte sector mapping.
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Industry findings: Energy, resources, and industrials

Actual Q4 2021 * ER&l saw the biggest decline in CCC
among the industries analyzed. CCC
improved YoY by 9.9 days, or 18.4%, mainly

CCCin days by industry from 2019 to 2021

ccc driven by the decline in DIO but partially 99.1 1025  107.5
43 9 offset by decreasing DPO. 95.5 .
da . * The industry reported a 34% increase in 57.6 59.9 65.5 55.6
ys :
revenue YoV, led by oil, gas, and chemicals
with 46.9% and mining and minerals
with 42.0%. EBITDA grew more than 90%
in both sectors as a result of increased . ) o
DSO energy and raw material prices. Both Industrial products and construction Mining and metals
sectors were also able to improve their
44. 5 net debt and cash positions. Industrial 26.5 35.7
days products and constructions and power, . 23.6 19.8 21.8 160
utilities, and renewables saw a mixed . . 13.9 . ' 9.2
performance in terms of net debt - . -
and cash. -
Oil, gas and chemicals Power, utilities and renewables

m 0419 m 04-20 m 04-21 wm 03-21

54.9

days

5.5

days
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Industry findings: Energy, resources, and industrials (cont.)

Analysis by sector

38 days
Best in class

65.0 66.3 66.7 68.5
DSO

9 days
Best in class

In 2021 for industrial products
and construction, CCC in industrial
products and construction increased
by 3.4 days YoY as all three major WC
metrics deteriorated. Especially in DIO
we see a deterioration in more than
70% of companies analyzed. Only
smaller companies, with less than
$500 million in revenue, were able to
reduce their inventory considerably, by
approximately 9%.

Mining and metals companies saw a
mixed WC performance and an overall
deterioration of CCC, which grew 5.6 days
YoY and is 7.9 days above pre-pandemic
levels. The gap between the average and
best-in-class DSO and DIO is significant
across all company sizes, indicating
opportunity for improvement.

299 336 318 28.9

DSO

Industria

91.3

® Q4-19

75.1

= Q4-19

| Products and Construction
17 days 80 days
Best in class Best in class
93.9 94.7 99.7
I 60.7 61.1 58.9 60.8
DIO DPO
B Q420 m Q421 m Q3-21
Mining and Metals
33 days 88 days
Best in class Best in class
84.6
79.3 771
I 47.4 52.9 50.9 50.5
DIO DPO
m Q420 m Q4-21 = Q3-21

10
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Industry findings: Energy, resources, and industrials (cont.)

¢ Oil, gas, and chemicals experienced the

highest revenue and profitability growth
in 2021, among all analyzed sectors.

The WC performance measured by CCC
improved by 12.1 days YoY, despite a
9.7-day deterioration in the last quarter
of 2021. This was mainly driven by the
decline in DPO, which deteriorated
almost 16 days from Q3 2021, mostly for
companies with more than $10 billion

in revenue.

Power, utilities, and renewables
experienced an improvement in CCC
of 5.8 days in 2021. More than 60%

of analyzed companies and mainly
companies with greater than $500
million in revenue were able to reduce
their DSO. Companies with less than
$500 million in revenue experienced a
significant deterioration amounting to

more than 17 days. These companies also

had the biggest deterioration in DPO,
which declined by more than 30%, while
companies in the revenue range of $500
million to $1 billion and from $1 billion to
$5 billion increased their DPO by 40.7%
and 29.6%, respectively.

23 days
Best in class

37.3 i 39.7
o}

33 days
Best in class

56.1
53.4 I 50.9 50.6
DSO

Note: “Best in class” represents top 10% performers.

. i
D

S

0il, Gas and Chemicals

11 days 105 days
Best in class Best in class
68.9
59.4
54.4 50.6 53.7
- I ) / I I I
DIO DPO
= Q4-19 m Q4-20 m Q4-21 m Q3-21

Power, Utilities and Renewables

8 days 141 days
Best in class Best in class
68.3 70.6
65.1 612
34.1
.31.5 . = Z I I
DIO DPO
= Q4-19 m Q4-20 m Q4-21 = Q3-21

Source data: S&P Global Market Intelligence LLC, December 2027; Deloitte sector mapping.
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Industry findings: Life sciences and health care

Actual Q4 2021

18.8

days

36.4

days

41.2

days

53.8

days

* LSHC CCC performance improved by
15.2% (3.4 days) mainly due to the decline
in DSO. DIO declined by 7.8 days but was
offset by the deterioration in DPO of 8.6
days. Although the WC performance
declined in the last quarter of 2021, itis
high above the pre-pandemic levels.

Both health care and life sciences sectors
reported similar revenue growth of 18.3%
and 17.4%, respectively. EBITDA was 8.6%
and 29.3% higher compared to 2020.

Net debt in health care declined 1% in
2021, after an 8% decline in 2020. Cash

declined 2%, after a 64% increase in 2020.

Net debt improved 9% in life sciences

in 2021, compensating a 10% increase a
year before. Cash added 9%, after a 26%
increase in 2020.

-20.7

CCCin days by industry from 2019 to 2021

60.4 58.5 56.1
I I l 43.5

Life Sciences

m Q4-21 = Q3-21
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Industry findings: Life sciences and health care (cont.)

Analysis by sector

In the health care sector, CCC
performance deteriorated YoY and QoQ
mainly due to DPO declining by 16 days
YoY and returning to its pre-pandemic
levels. Smaller companies (less than $1
billion in revenue) were significantly more
successful in improving DSO and DIO than
the bigger companies, but their DPO also
deteriorated the most in 2021.

CCC performance deteriorated in life
sciences QoQ, while the YoY performance
improved by 2.4 days despite the decline
in DPO. We see that more than 70% of
companies experienced a lower DPO

than a year ago. While DSO improved
overall, companies under $500 million in
revenue saw an increase in DSO by 9 days,
or 13.7%. The DPO of these companies
deteriorated most and declined YoY by 10
days, or 19.2%.

18.8

51.1

25.2

19.2

DSO

DSO

17 days
Best in class

20.67

23 days
Best in class

10.6

» Q4-19

73.0

" Q419

Health care

13.6

2 days

Best in class

9.3 9.2

DIO
m Q4-20

m Q421 = Q3-21

Life sciences

m Q4-20

23 days

Best in class

746 707/ 687
DIO

m Q4-21

» Q3-21
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50.1

63.7

70.8

DPO

64.9

62 days
Best in class

54.8

62.5

DPO

56.9

172 days
Best in class

74.2
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Industry findings: Technology,

Actual Q4 2021 .

50.0

days

275

days

/2.3

days

The TMT industry experienced strong
revenue growth of 16.7% in 2021, driven
mainly by the technology sector, which
grew 21.7% Yov.

The technology sector outperformed
telecom, media, and entertainment in all
analyzed metrics. EBITDA increased 27.5%,
CapEx grew 33%, and cash improved

14% after a 25% improvement in 2020,
accompanied by net debt reduction of
245% resulting in a negative net debt.

Despite this strong performance,
technology is the only sector that
experienced CCC deterioration YoY as well
as QoQ driven mainly by DIO and partially
DSO and DPO.

Telecom, media, and entertainment

grew at a moderate rate of 10.8%, while
EBITDA increased 16.5%. CapEx increased
6%, after a 5% decline in 2020. Net debt
increased by 3%, from 6% the prior

year, while cash experienced stagnation
compared to a 30% growth in 2020. The
CCCimproved YoY and remains negative
at 24.1 days.

media,
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and telecom

CCCin days by industry from 2019 to 2021

30.3 274 29.2 26.0
l . . . Telecom, Media and Entertainment

-18.6 -19.5 . l

-24.1
283

m Q4-21 m Q3-21
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Industry findings: Technology, media, and telecom (cont.)

Analysis by sector

* Technology is the only sector that
saw a decline in CCC performance both
QoQ (3.2 days) and YoY (1.8 days). DPO
improvement driven by companies with
revenue above $5 billion couldn't offset
the growing DIO, which increased for 82%
of the analyzed companies and across
all revenue categories, which may be the
first indication of the revenue decline
forecasted in 2022."

Telecom, media, and entertainment
has performed better in all three WC
metrics when compared to 2019, seeing
an overall improvement of 5.5 days.
Companies less than $500m in revenue
outperformed their larger industry peers
in DIO (36.1% improvement) but lagged
behind in DPO (deterioration of 1.8%).

22 days
Best in class

49.7‘ 482
O

21 days
Best in class

54.2 52.7 504 i 56.6
DSO

Note: “Best in class” represents top 10% performers.

51.3

49.7
D

S

Technology
7 days
Best in class
38.0
336 34.6 37.9
DIO
= Q419 m Q420 m Q4-21 = Q3-21

Telecom, media, and entertainment

4 days
Best in class

15.2 14.0 14.

¢ 167
I . 7SS
DIO

m Q4-19 m Q420 m Q4-21 m Q3-21

Source data: S&P Global Market Intelligence LLC; public financial data; quarterly earnings reports.
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111 days
Best in class

56.8 58.6

54.6 60.1

DPO

136 days
Best in class

101.5

87.9

DPO
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Looking ahead

* Overall, WC metrics have demonstrated
strong performance in 2021, with DSO
and DIO beating the pre-pandemic levels
across many sectors, despite the supply
chain challenges and rising prices for raw
materials and labor. DPO pursued the same
trend of moving closer to its pre-pandemic
levels and has deteriorated gradually.

Despite the overall positive trend, we

noted that companies in the $500 million

to $1 billion revenue range suffered the
biggest decline in WC performance during
the pandemic and are struggling most to
recover, showing further declines in DSO
and DIO performance in 2021 compensated
by very long DPOs. These companies should
focus on immediate improvement programs
to reverse the negative trend.

* It's essential that decision-makers
understand the vital importance of
protecting liquidity. Building a cash culture
means more than highlighting cash as a
metric; a cash-conscious culture needs to
permeate through the entire organization,
SO everyone assesses every decision
through the lens of liquidity.

Companies have an opportunity to create
long-term value as well as a competitive
advantage compared to their peers, through
a focused effort to improve WC processes.
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What helps make working capital projects and programs successful?

Leading organizations embark on transformative journeys to engrain the concept of working capital efficiency within the fabric of their

daily operations

Assign
executive sponsorship

¢ Need executive support from CXOs

¢ Select functional leaders and

communicate goals

Establish
i cross-functional team

* Accounts receivable/payable
* Sales/Operations/Supply chain

* Information technology

Conduct robust
discovery process
* Use industry standard measures
of performance

* Perform deep cycle analytics

* Review process, policies, controls,
and technology

Develop solutions and

plan for success

» Execute quick wins to
build momentum

identify opportunities

be made

¢ Completed customer, item, and
vendor segmentations to

¢ Seek buy-in on how vendors, items,
and customer decisions need to

Execute vigorously and
manage change
* Resource the solutions

¢ Hold executives accountable for
timelines and targets

* Identify functional interdependencies

* Focus on change management and
instill a continuous
improvement mindset

Build
sustainable capabilities

* Build in process instrumentation and
analytics to establish KPIs and
increase visibility

* Measure performance regularly and
establish a performance culture

* Establish governance with a monthly
operation cadence and quarterly
executive updates

Leading organizations have a supported ecosystem built to proactively manage and continuously improve working

capital execution

Policy and process

Policy, process, contracts, and
| controls each tie working

| capital strategy to execution
I'and enterprise value

Organization

Alignment between the
different stakeholders
involved; decision -making
process correctly aligned

Talent and people

Training and continuous
improvement are well

incorporated into
performance management at
multiple levels

Systems and
information

! [
! [
! |
: Advanced software maximizes |
| automation of working capital :
developed; working capital is | execution; master data is | impacts of working capital on
: correct; monitoring is |
| available, accurate, |
| and meaningful :
! [
|
|

considerations

and aware of the financial

net working capital as a
percentage of revenues

Enterprise value

The enterprises are measured

the financials and are often the
industry leaders with the lowest
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