CORPORATE PERFORMANCE IMPROVEMENT

3 Working Capital Management Irends

It’s no secret that strong working capital management is critical for long-term success. However, working
capital performance has deteriorated over the past nine years across a wide variety of industries, and the
economic effects of the COVID-19 pandemic have only accelerated this trend.

How did Covid-19 Impact Working Capital Management?

The COVID-19 pandemic significantly impacted global economies, which created short term pressure on working capital. Shortly
following the first reported COVID case in the U.S., corporations began to delay payments, Days Payables Outstanding (DPO), Days
Sales Outstanding (DSO) and Days Inventory Outstanding (DIO) spiked, and companies were required to lean more heavily on debt to
bridge working capital shortfalls.

The S&P 500 CCC performance has recovered in aggregate, but the recovery has been uneven. The pressure caused by the pandemic is
expected to ripple across sectors for years to come. Changes in consumer behavior will continue to challenge forecasting accuracy, and
if the federal fund rate increases, post-pandemic borrowing will only become more expensive.

Creating a Cash Culture

Companies must take a proactive approach in managing working capital in order to achieve a competitive edge. During the recovery
from the 2008 financial crisis, those with the most efficient cash conversion cycles registered Earnings Per Share (EPS) growth rates one
and a half times compared to their peers.

This is an opportunity for forward-thinking companies to invest in working capital management today, in order to see greater returns in

A&M applies leading practices to help clients capture working capital improvements by identifying structural, operational and tactical
opportunities for change. For example:

1. Structural: Evaluate alternative fulfillment models to balance customer service levels and inventory optimization.
2. Operational: Deploy billing and collections strategies to improve receivables conversion.

3. Tactical: Identify opportunities to optimize against payment terms.

Tactical Operational Structural

Year end collections push Billing strategies (i.e. consolidated billing, billing frequency) Change Sales compensation structure (align to cash collection)

Early payment discounts Collections strategies (i.e. proactive AR calling / regular AR and sales meetings)

One-off deals with customers
Stop / accelerate production, incl. delivery of materials

Change terms (i.e. retainers, billing schedules)

Alternative debt structures (Factoring / ABL / invoice discounting)
Make to Order / Make to Stock

SKU & Product line rationalisation

Outsource/ sub-contracting manufacturing models
Terms renegotiation (i.e. supplier prioritisation, back-to-back terms)

Supplier base rationalisation / consolidation
Improvements to ERP/ MI systems
Implement cash culture (focus on cash, not P&L)

Stop / delay supplier payments Change to payment frequency

Request original invoice vs. electronic Change payment methods (i.e. letters of credit, check)

Reject invoice and request revised version Change to approval process
One-off internal company directives, instructions Implement 13wk CFF

Optimize internal cash transfers (i.e. cash pooling, inter-company billing)
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A&M follows a phased approach to creating a cash culture:

Rapidly assess working Implement quick
capital opportunities wins and
major initiatives

Build Cash
Culture Benefit

Rapidly Assess Working Capital Opportunities: Develop working capital analytics, benchmark performance against
peers, evaluate Forecast to Fulfill (FTF), Order to Cash (OTC), Procure to Pay (PTP) processes, then size and plan key
initiatives.

Implement Quick Wins and Pilot Major Initiatives: Pursue quick wins to fund initiatives that require investment and

collaboratively pilot major initiatives that create sustainable working capital improvement.

Build Cash Culture and Track Benefit: Implement recommendations across enterprise, stand up governance to
maintain focus and accountability, and develop analytics to measure performance, including 13-week cash flow models
and KPI dashboards.
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ABOUT ALVAREZ & MARSAL

Companies, investors and government entities around the world turn to Alvarez & Marsal (A&M) for leadership,
action and results. Privately held since its founding in 1983, A&M is a leading global professional services firm
that provides advisory, business performance improvement and turnaround management services. When
conventional approaches are not enough to create transformation and drive change, clients seek our deep
expertise and ability to deliver practical solutions to their unique problems.

With over 7,500 people providing services across six continents, we deliver tangible results for corporates,
boards, private equity firms, law firms and government agencies facing complex challenges. Our senior lead-
ers, and their teams, leverage A&M'’s restructuring heritage to help companies act decisively, catapult growth
and accelerate results. We are experienced operators, world-class consultants, former regulators and industry
Follow A&M on: authorities with a shared commitment to telling clients what'’s really needed for turning change into a strategic

® g o business asset, managing risk and unlocking value at every stage of growth.
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