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1. Cash Conversion Cycle
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1. Cash Conversion Cycle

DSO (Days Sales Outstanding)

+  DIO (Days Inventory Outstanding)

- DPO (Days Payable Outstanding)

= Cash Conversion Cycle or DWC (Days Working Capital)

DPO: (Accounts Payable / Cost of Sales) * # Days

DSO: (Accounts Receivable / Total Credit Sales) * # Days

DIO: (Inventory / Cost of Sales) * # Days
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2. Receivables Management
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2. How to improve your Receivables Management

• A correct view on your actual situation is critical (calculation method, regular reporting, comparison

with peers, …)

• Consider working capital not only as a pure financialproblem, create awareness within all departments

• Improve yourBilling Processes(quality of customer data, increase frequency, issue transparant invoices,

billing in line with your customers expectations, …)

• Automate yourDunning Process(reminder letters, e-mail, …)

• Get yourDispute Managementon track (roles & responsabilities within the organisation)

• Charge Reminder Feesand Interest on Arrears (to be included in your terms of sale)

• Start working with a Collection Agentor Lawyer

• Createawarenesswithin your sales teams by linking their variable allowance to the payment

performance of their clients (individual DSO / average outstandings)

• Use aging tablesfor your day-to-day management (80/20 rule)

• Include a Netting clause in your sales contracts
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3. Payables Management
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3. Payables Management

Source: Graydon Belgium NV
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The Graydon Payments Index is calculated based on all payments (including late payments and defaults).

Timely payments are rewarded and late payments are penalized. Results of 2002 are used as reference (= 100%)

Higher Index => Better Payment Behaviour

2009 1st2008 2nd 2008 3th 2008 4th2007 3th 2007 4th 2008 1st2006 4th 2007 1st 2007 2nd2006 1st 2006 2nd 2006 3th
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3. How to improve your Payables Management
• Centralise your payments on a fixed day of the week (exceptions need to be well motivated)

• ImplementStandard Payment Termof x days for all purchasing contracts

• Crosscheck contractual payment terms and actual paymentterms on received invoices

• Improvecommunication between your purchasing and accounting department

• NegotiateDiscountsfor early payment

• Review yourInvoice Approval Process

• Use Aging Tablesfor your day-to-day management
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Input based on Balance Sheet and P&L

4. Working Capital Scan - ING
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Financial Ratios’s (Profitability, Cash Flow, Solvency
and Liquidity) are calculated automatically

4. Working Capital Scan - ING
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Calculation Cash Conversion Cycle:
DSO – DPO + DIO

4. Working Capital Scan - ING
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Customize Cash Conversion Cycle

4. Working Capital Scan - ING
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Additional Working
Capital is released

4. Working Capital Scan - ING

Annual savings by customized
Cash Conversion Cycle
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Reactivity  Proactivity

Conclusion

It’s your choice…
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Questions


