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Understanding Working Capital

Cash is the life blood of business. Cash tied up in the working capital cycle (which comprises receivables, inventory
and payables) can be a drag on business and lead to liquidity pressures. Businesses in Southeast Asia (“SEA") are
under-performing their international peers on working capital management; reducing their global competitiveness.
Effective working capital management can release cash which can be used for operations, expansion, capital
expenditure, deleveraging and dividends.
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SEA Working Capital Performance

Listed public companies in Southeast Asia have a relatively high working capital investment when compared to
the global average; 55 Days Working Capital (‘DWC") in 2019. Singaporean companies were able to tighten up

their working capital investment in 2019 unlocking USD5.6b through a 6 day reduction in their DWC. However
Indonesian companies required an additional USD4.0b in working capital funding due to an 8 day increase in DWC.

Working Capital in Southeast Asia
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SEA Industry Performance

Mining companies achieved a 19 day reduction in DWC, releasing USD1.7b in cash, driven by a 7 day reduction

in Days Sales Outstanding ("“DSO") and a 15 day increase in Days Payable Outstanding (‘DPO"). Agricultural

companies saw a 27 day increase in DWC, requiring USD2.3b in additional funding, driven by increasing DSO and
Days Inventory Outstanding (“DIO").

Change in Days Working Capital, CQ2 2018-CQ2 2019

A decrease in DWC indicates an
improvement in working capital
performance, i.e. increasing cash release

An increase in DWC indicates a
deterioration in working capital
performance, i.e. increasing cash lockup

V »

Source: Capital IQ, Deloitte analysis
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SEA Industry Benchmarking

We have analysed the working capital performance of over 2 thousand public companies around Southeast Asia.

You can use these benchmarks to assess the working capital efficiency of your own business or portfolio company
using the Working Capital Health Check on the following page.

Industry Benchmarks
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Working Capital Health Check

Calculate your company's working capital metrics using the formula below and compare the performance with
the benchmarks for your industry on the previous page. How much cash could you unlock with the right working
capital management strategy? We look at some of the levers to optimise working capital (and size some of the
industry opportunities) on the following page.

Working Capital Health Check

My Company Industry Benchmark

: S e : Calculate your Company's | Insert industy benchmark
Working Capital Days from Chart above

Days Sales Outstanding

Accounts Receivable
DSO = X 365
Revenue

Days Inventory Outstanding

Inventory 2
DIO = X 365
COGS
Days Payables Outstanding
3

Accounts Payable
DPO = X 365
COGS

Notes

1. Your Accounts Receivable management is more efficient if your Company DSO is lower than the Industry Benchmark.
2. Your Inventory management is more efficient if your Company DIO is lower than the Industry Benchmark.

3. Your Accounts Payable Management is less efficient if your Company DPO is lower than the Industry Benchmark.

Understanding Working Capital Lock-up

Taking Debtors as an example, assume:

(a) your Accounts Receivable total USD20m; and

(b) your Days Sales Outstanding is 150 days (i.e. it takes 5 months to collect debtors).

The Opportunity
Accelerating collections by just 1 month (20% reduction in collection time) would release ~USD4m
in cash for your business. What would you do with that money?

The Cost
Assuming the business has a cost of capital of 7%; that 1 month additional lock-up in receivables is
costing the business an additional USD280k p.a.
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llustrative Levers + Opportunities

There is a significant opportunity to increase the global competitiveness of Southeast Asian companies through
working capital optimisation. Here we demonstrate how tactical, operational and strategic adjustments to a
company's debtor collections, inventory and payables management can yield material cash results ...fast! We can
help your business to understand the potential for cash release and help develop and implement plans to realise
results.

® ® O

Survey Result Illustrative Cash Release Levers Opportunity
(Southeast Asia) (Not exhaustive) (Potential Release)
Debtors

@ A 7-day (4%)

decrease in DSO

Construction Early payment discounts el
DSO: 169 days would release
highest across all — . UsbD802m

) ) Invoice financing

industries

Inventory

@ A 10-day (8%)

Textiles Reduce minimum stock quantity decrease in DIO

DIO: 122 days would release

high /| uUsD142m
lghest across a Rationalise (less profitable) SKUs

industries

Payables

A 3-day (11%)

i . : increase in DPO
Agriculture Renegotiate terms for early payment discounts

DPO: 28 days one would release
of the lowest across UsD124m

all industries Rationalise supplier base and seek volume discounts
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Deloitte Value Creation Services

Working Capital Optimisation is just one of the tools utilised by our expert Value Creation Services team who
combine M&A and Restructuring skillsets with Private Equity techniques to rapidly drive up earnings and cash
generation.

Value Creation Scenarios

o Mergers & Acquisitions
Enhancing M&A opportunities to create
value through:

M&A event driven:
enhanced VALUE
CREATION

* Due Diligence (com, fin, tech, ops)
* 100 Day Plan

* Integration and Separation

9 Transformation
Optimising existing businesses to drive up

profits through:
9 transformation: * Performance Improvement
step VALUE
CREATION * SG&A Cost Reduction

* Working Capital Optimisation
e Strategic Sourcing

* Asset Efficiency

Restructuring businesses in special
situations:

* Cash and Liquidity Improvement
* Restructuring Strategy
* Implementation Support (PMO)

* Chief Restructuring Officer / Advisor

turnaround: * Managed Exit; fix, sell, close ...for
VALUE underperforming subs / divisions
re-CREATION
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Basis of preparation

Basis of calculations Source Data
The financial data has been sourced from the
S&P Capital IQ database of the available financial
information of entities with primary listings on the
DIO = Inventory X365 Singapore, Malaysia, Indonesia, Thailand, Philippines,
Cost of Sales Hanoi and Ho Chi Minh stock exchanges for the
calendar quarters between July 2017 and June 2019.

Days Inventory Outstanding (“DIO")

Days Payables Outstanding (“DPO")

Industry Classifications

We have classified the companies in the dataset into
Cost of Sales 24 industries based on their Standard Industrial
Classification (SIC) codes and corresponding major
industry groups.

DPO = Accounts Payable ("AP") X 365

Days Sales Outstanding (“DSO")
DSO = Accounts Receivable ("AR")  x 365

For the purposes of our analysis, we have excluded

Revenue
companies in the Real Estate, Finance and Insurance
Days Working Capital (“DWC") industries.
DWC= Inventory+AR-AP X 365 Limitations
Revenue This communication contains general information only.
Before making any decision or taking any action that
Net Working Capital (“NWC") may affect your finances or your business, you should
NWC = Inventory + AR — AP consult a qualified professional adviser. We have not

audited or sought to verify the Source Data and make
no representations as to accuracy or completeness.
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Notes
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