WWWwW.pwc.com/my

Cash for growth

2017 Malaysia

Working Capital Study




Introduction

" RM71bn of trapped
cash could be
extracted from the
working capital

Companies with active
working capital
management achieved
stronger cash flows,
higher revenue growth
and better profit
margins

Tan Siow Ming
Deals Leader

Malaysia’s economy continues to be challenged by low oil prices, and

lower business and consumer sentiment. In addition, some companies
are still in search for solutions to their cash flow to offset the impact from
the introduction of Goods and Service Tax (GST) in 2015.

As such, companies are forced to search for external or internal funds to
drive growth and sustain daily operations. With lenders tightening their
liquidity, companies have to look elsewhere to search for cash.

Our study across 376 Malaysian listed companies showed that there is
RM71bn of cash trapped in their working capital cycle that can be
extracted should they decide to improve their working capital
performance. This could potentially be the answer to a company’s pursuit
for additional funds. Our study shows that companies that actively
manage their working capital have not only achieved stronger cash flows,
but also experience higher revenue growth and better profit margins.

Managing working capital effectively will be rewarding to shareholders as
it increases the return on capital employed (ROCE). Our experience
shows that there are 3 key enablers for an effective working capital:

» Processes: Needs to be agile and aligned to the business and
operations objectives

* Technology: To provide greater monitoring and visibility of the
business environment

» Cash culture: Critical to be embedded throughout the organisation
for sustainability.

Our study also includes a Malaysia centric self-diagnostic tool to assess
your company’s working capital performance.

We hope our study will bring new ideas and perspective to you.

Ganesh Gunaratnam
- Working Capital Management
- Leader

“Effective working capital
management is imperative
for the growth and survival
of any company”

“Poor working capital metrics
are strong indicators of

inefficient policies, processes
and systems”
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Malaysia working capital at a glance

376

Listed companies were
studied across

14

sectors

Prereee
Prrreee

8 out of 14 sectors
improved their working
capital performance in
2016

B
The oil & gas and
apparel & luxury sector
deteriorated the most in
2016

Inventory management
continues to present a
challenge to most
companies in Malaysia

RM71bn

of trapped cash could be

released from the balance

sheet with better working
capital performance

Top performers achieved

93%

cash conversion efficiency
compared to

68%

by bottom performers

Top performers invested only

A

6%

of their revenue in working
capital compared to

20%

by bottom performers

a0 A

Larger companies are
generally better at
managing their
working capital and the
gap is widening

A Malaysia centric self-
diagnostic tool is
available in this study to
assess your company’s
working capital
performance

* Top and bottom performers denotes companies with the highest and lowest y-o-y percentage of improvement in NWC Days in their respective sectors.



Malaysian companies were unable to sustain the improvement

achieved in 2014

2013 2014

Working capital is impacted by a company’s day to day
operations. The management of working capital will dictate
the amount of operating cash flow a company is able to
convert from their net profits.

In general, companies which actively manage their working
capital will be able to extend their liquidity position. This
allows them to invest, make strategic acquisitions, repay
debt obligations or redistribute earnings to shareholders.

Malaysian companies have maintained their NWC days at
48 days in 2016. However, Malaysian companies were
unable to sustain the improvement in NWC days achieved
in 2014.

2015 2016

There is RM71bn of ‘trapped cash’
tied up within working capital

Our study shows that there is RM71bn of “trapped” cash
in these companies. In other words, companies are
investing more money into their working capital than
required.

Benefits of good Working Capital Management

Increased cash availability

Pay down / refinance debt
@ Invest in new projects
Pay dividends

8 Strategic acquisitions

Improved operational management

Reduced borrowing costs

Higher margins with lower
working capital

More responsive to market demand
for new products & services

CO OO

Improved service levels
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Malaysian companies’ DIO performance have
deteriorated by 6 days since 2013, indicating that
inventory management continues to present a
challenge for these companies.

DSO has increased by 4 days since 2013, driven by an
increase of uncollected receivables for the companies.
This could be the effect of late payments or instalment
payments from debtors, or a short term strategy in
granting longer payment terms to “boost” sales.

Conversely, Malaysian companies have extended their
DPO by 10 days since 2013. This could be due to more
favourable terms, delays in collections from debtors
and for some, an intentional delay to “drag” the
payment as long as possible due to cash constraints.

Inventory management
continues to present a
challenge to most

companies in Malaysia as
evident by the biggest
deterioration of the three
metrics since 2013

Days Inventory Outstanding (DIO)

2013

2014 2015 2016

Days Sales Outstanding (DSO)

2013

2014 2015 2016

Days Payables Outstanding (DPO)

2013

2014 2015 2016
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Working capital drivers and impact

. Top performers exhibit
significantly better financial

performance compared to
bottom performers

. Larger companies are better
at managing their working

capital

2017 Malaysia Working Capital Study 7



Top performers in working capital achieved 93% cash conversion
efficiency as compared to 68% for bottom performers

Top performers achieved.....

03% 1.8x 6%

cash conversion Net Debt/ W(?rking Capital
efficiency EBITDA investment

Top performers in working capital managed to . o
significantly increase their cash on hand as compared to Ability to convert profit into

bottom performers. This is partly due to their speed in op eratin g cas h ﬂow is key
to better financial metrics

converting profit into operating cash flow.

Due to lower cash conversion efficiency, bottom
performers have to take on more debt in 2016 to finance
their investments and operations. This is reflected in
their higher net debt-to-EBITDA ratio.

Bottom performers took on

Sector leaders continue to prove the importance of cash more debt to fun d their

generation from their business operations. It is vital for . .
companies to actively unlock “trapped cash” from their investments and operations

working capital as an alternative means of financing their
business and operations.

Top performers

+8% 20% 93% +27% 1.8x 6%

Net NWC over
Debt/EBITDA Sales

EBITDA Cash Conversion Cash on hand
margin Efficiency (y-o0-y growth)

REEINE
growth

%

2.6x 20%

N~

(5%)

Bottom performers
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Working capital requirements are different across sectors

The main drivers for the difference in working capital requirements between sectors include business model, strategies,
supply chain, customers and suppliers mix, seasonality and sector practices.

Apparel & Luxury (A&L) 0il & Gas (0&G)

The Apparel & Luxury sector experienced the highest The sector recorded a 6 days deterioration in NWC days.
deterioration in NWC days amongst the sectors. DIO The deterioration stems from volatile oil prices which
and DPO performance declined by 4 days respectively impacted the entire sector.

in 2016. Compellingly, the sector’s deterioration was
contributed by 47% of the companies despite
improvements achieved by the remaining 53% of
companies.

Net Working Capital Days by sector

Media Energy  Transportation Trading Apparel Consumer Plastics & Industrial
& Telco & Utilities & Logistics & Services Healthcare Oil & Gas & Luxury Plantation Products Packaging Technology ‘Wood Products Engineering
),
SN =] 15
%Y diaq
184
169
121 117
97 99

83 81 82 86
) 61 65 64

56
8
39 g4 40 °

23 25 25 28 27

@ @

(57) (59

\ 4 4 \ 4 4

NWC in days increase/decrease

2015 Average [l 2016 Average

2017 Malaysia Working Capital Study 9



Sector

P S

Working capital drivers and impact

There is a combination of NWC day improvers and decliners in

each sector in 2016

0 Healthcare

6 Energy & Utilities
Industrial Products
Transportation & Logistics

@ Apparel & Luxury

Plastics & Packaging

@ Trading & Services

@ Media & Telco

Improvers Decliners

"" 'o’
l Apparel & Luxury Media & Telco

3 /0 of companies improved

their performance despite an overall
decline in the sector by 8 days

6 2 O/O of companies

experienced a decline in their
performance despite an

improvement in the sector by 2 days
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Large companies are better at managing their working capital
than their smaller peers and the gap is widening

Large companies have more than 3 times lower working
capital ratio compared to smaller companies in 2016. This
is driven by higher bargaining power with customers and
suppliers, diversified pool of customers, strong access to
cheaper capital, and diversified revenue streams.

In 2013, the gap between working capital levels of large
and small companies was 20 percentage points. Since
then, small companies have chalked up additional 2% of
working capital investment, widening the gap to 22
percentage points in 2016.

In contrast, mid-sized companies have shown a 2
percentage points improvement since 2013.

Our study indicate that small companies will need to put
more focus to improve their working capital position.

Net working capital as percentage of sales

20

percentage
points

2013 2014

‘ Small companies (<RM500m)

* Qur study has shown that large Multi-National Companies (MNCs) are better at managing their working capital. MNCs achieved
a net working capital as percentage of sales of 7% as compared to their local peers at 13% in 2016. This is potentially due to better

‘ Mid-sized companies (RM500m to RM1bn)

22

percentage
points

2015 2016

‘ Large companies (>RM1bn)

working capital policies and cash control processes in placed within the studied MNCs.
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Some of the leading attributes of good working capital
management

Working capital management is a continuous improvement program with strong focus in operational processes, utilising
technology to provide insights and cultivating a cash culture throughout the organisation.

Whilst leading attributes for working capital varies across organisations and sectors, we have identified some key
attributes that all leading companies share, which contributes to their overall success:

Executive-level support and
involvement in working capital
optimisation is a prerequisite for
reducing the amount of cash invested
in their operations.

Leverage on data analytics to draw
meaningful insights from underlying
transactional data to drive business and
operational decision making process
for maximum efficiency.

Take a cross-functional approach
towards working capital accountability
and continuous improvement of
inventory, receivables and payables
processes.

Dynamic inventory tools to
monitor inventory on a real-time
basis, drive procurement / production
decision process based on required
inventory level.

Conducts real-time analysis of
cash flow drivers to ensure reliable
forecasts and optimise excess cash.

Analyses, measures, and advises
operating units on how to increase
the return on working capital
invested in operations.

Design custom measures of
working capital management
that are relevant to their business
models.

Identify and resolves data
discrepancies on the front end of the
process to reduce non value adding
processes for maximum operation
efficiency.

Strong cash culture embedded in
the organisation across functions,
with daily decision made based on
cash related metrics.

Focus on generating operating
cash flow from profit rather than
chasing top line growth or cost
reduction initiative.
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Self-diagnostic centre: Understanding your working capital
performance

Our working capital study provides you with the data to get started on your organisation’s journey into a leading cash
focused organisation today. Plot your NWC days based on your sector in the chart below to determine if your company is
performing in the upper, median, or lower quartile.

I.I ﬁ

2016 NWC days Median Lower Quartile

Sector (No. of companies studied) . ———

0 Healthcare (11) 4 days 120 days 253 days

’.\Energy&Utlhtles(lo) ............................................... ( 25days) ............................... 67days ................................ 1 46days ...........
@) Transportation & Logisties i5)  15days wdays  7rdays
®Apparel&Luxury(15) ................................................. 22days ................................ 1 64days .............................. 397days ..........
Plastlcs&PaCkagmg(17) ......................................... 65days ................................ 107days ............................... 1 44days ...........
@Plantatlon(zﬂ(s(lays) ................................ 33days ................................. Szdays ............
ConsumerPrOducts(64) ......................................... 23days ................................. 8 Odays ................................ 171days ...........
@ mdusuialProducts og) ssdays mdays TR
@Engmeermg(z:;) ............................................................... 37days ................................ ugday5247days ...........
@Tedmomgy(s?’) ............................................................... (IOdays) .............................. llgdays .............................. 243days ..........
@WOOd(ls) .................................................................................. 39days ................................. 97day8150days ...........
@Tradmg&semces(ﬂ ............................................... (lgdays) ............................... 42days ................................ lzldays ...........
@Oll&Gas(lg)(godays) ............................... 72days ................................ 121days ...........
@Medla&Telco(lw ......................................................... (75days) ............................... 24days ................................. 86days ............
NOte ..............................................................................................................................................................................................................................................................

Please use the sector most relevant to your business for comparison purposes. Please contact us if you require any
further assistance.
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RM71bn of trapped cash could be released from the balance sheet
by addressing poor working capital management practices

Our study has shown that there are opportunities to release trapped cash for each sector by addressing poor working
capital management.

Total Opportunity Opportunity to release WC in

Sector (RMbn) Malaysian companies (RMbn)

0il & Gas 16.9

Total Opportunity
Breakdown
(RMbn)

Transportation &
Logistics

The secret of
unlocking cash
Sflow can be found
in the operations
value chain

0000000000030
RN
: 2
:
_-llllllllll

- Payables - Inventory

- Receivables
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Qualitative and quantitative assessment of working capital

performance
12 key questions to ask yourself...

1. Are cash and working capital metrics in
place and reviewed at board level?

2. Do all business decisions made take into
account the cash and cost levers?

3. Has the business made tactical moves to
improve short-term cash flows?

4. What is your position in the supply chain; is
your organisation a provider of working
capital?

5. Are cash flow and working capital targets
included for at the operations level?

6. Are potential cash shortfalls or covenant
breaches forecasted in the short, medium or
long term?

7. What could be the minimum working capital
given current inputs and what could be the
minimum working capital by changing these
inputs?

8. What has the business done to improve cash
performance in the last two years?

9. What percentage of total trade receivables
are overdue?

10. What controls do you have in relation to
setting payment terms?

11. What levels of On Time In Full are you
achieving?

12. How do you control stores of spare parts?

If you have more than 5 “No” or “Unsure”, it
might be an indication of poor working capital
management practices

Working capital deficiency symptoms

(0 u
vera g

« Short of cash
« Poor visibility of working capital performance
« Working Capital exceeds 15% of sales

Accounts Receitvable @

: \
» Overdue receivables > 10%-15% of e'
total accounts receivable
« DSO higher than peers

« Unbilled receivables >1 day (without reason)
« Level of write-off > 0.5% of sales

Inventory -
« High DIO / low stock turn v

« Over 5% of inventory over 9o days old

« Over 40% of inventory 30-90 days old

« Annual inventory write off > 5% of COGS
« Poor stock visibility / demand forecast

« Poor control of spare parts

Accounts payable
« DPO lower than peers L

« Early / late payments

« Numerous “exceptional” payments made

» Retrospective purchase orders

« High values of suppliers on “immediate
payment
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How we can support you

Our systematic approach help our clients identify, quantify and realise their working capital potential through 4 stages.

1 2

Benchmarking Diagnostics
Complete a working Perform a diagnostic
capital benchmarking review to identify
exercise to compare “quick wins” and
performance against longer term working
peers and identify capital improvement

potential improvement  opportunities
opportunities

Typically our working
capital services pays
for themselves in the
form of net gain to the
business

3 4

Roadmap

T rifieim Implementation
Develop detailed Assist the realisation
action plans for of sustainable working
implementation to capital reduction by
generate cash and implementing robust,
make sustainable efficient and
improvements collaborative processes

Benefits of getting it right

Qualitative

Identification, harmonisation and improvement of
commercial terms

Process optimisation throughout the end-to-end
working capital cycle

— Shorter order to cash and forecast to fulfil cycles
— Stretched procure to pay cycles
Improved process compliance and monitoring

Creating and embedding a ‘cash culture’ within the
organisation

Trade-offs between cash, cost and service are
evaluated and optimised
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There is a clear link between working capital management and
business value

Creating business value is about generating a return which compensates for the risk taken. Thus
the value of a business is commonly calculated by the discounted value of its cash flows.

Value = Free cash flow / (risk - growth)

To maximise business value, management has three levers to increase the value of their company:
1. Increase cash flow;

2. Reduce risk;

3. Increase growth rates.

Consider a company that generates :

- RM730m of annual sales

- RMioom in free cash flow;

- RM110m in earnings before interest, tax and depreciation and amortisation (EBITDA);
- WACC of 11%;

- Growth rate of 3% per annum.

Using the valuation framework above, the company would be valued at RM1.25b

Value = Free cash flow / (risk - growth)

= RM1oom/(11% -3%)
= RM1,250m or 11.4 times EBITDA

Assuming that EBITDA and other variables held constant, but cash conversion cycle was reduced by 10
days. This generated an additional RM20m of free cash flow.

This will increase the free cash flow (FCF) of the company to RM120m and produce a valuation of RM1.50b.

New value = RMi120m/(11% -3%)
= RM1,500m or 13.6 times EBITDA

Even though profitability stayed constant, by reducing cash conversion cycle by 10 days, free cash flow improved
by RM20mil, the company improved its valuation by an additional RM250m for shareholders.

Additional value created = RM250m

2017 Malaysia Working Capital Study

17



Sector performance by DIO, DSO, and DPO

Media Energy  Transportation  Trading Apparel Consumer Plastics & Industrial
& Telco & Utilities & Logistics & Services Healthcare Oil & Gas & Luxury Plantation Products Packaging Technology Wood Products Engineering
2
N E %
Ly M
141145
103106
9088 = 99 92
7 79

60 60 = 66 65 0872 58 60

43 40
el e 0 [
- m m |

Days Inventory Outstanding

8 of the sectors studied saw a decline in DIO performance, and 5 sectors saw an improvement. Whilst the engineering
sector improved its performance y-o-y by reducing DIO by 7 days, the trading & services sector had a y-o-y increase of 8
days.

163167

83 94

65 66 72 70
52 56 54 46 62 5

52
0 46 43 47 47
N1 =S n

Days Sales Outstanding

50% of sectors saw a decline in their DSO performance in 2016. The oil & gas sector and technology sector were the
biggest decliner with their DSO increasing 10 days and 11 days y-o-y respectively. This will pose significant cash flow
risks if not proactively managed. Transportation & logistics showed a healthy improvement by reducing collection days
by 8 days y-o-y.

107110 120116

90
76 83 68 75 68 78
61 56 57 . 59
40 48 48 48 50

36 4 40 43 | 41 41
i 18 .= ' 78 1N

Days Payables Outstanding

10 of the sectors were able to improve their performance. The engineering sector in particular had a commendable 12
days increase y-o-y in DPO. The healthcare and apparel & luxury sector were the only 2 sectors with declining
performance in this metric, with a decrease of 5 days and 4 days respectively.

2015 Average [l 2016 Average
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This study provides a view of working capital performance based on the data sourced from S&P Capital IQ, across 376
listed companies in Malaysia. Companies operating in the financial services, property developer, and construction were

excluded from the study.

Metrics Overview Basis for calculations

Net working capital days
(NWC days)

DSO (Days Sales Outstanding)

DIO (Days Inventory
Outstanding)

DPO (Days Payables
Outstanding)

CCE (Cash Conversion
Efficiency)

EBITDA Margin (Earnings
before interest, taxes,
depreciation and amortisation)

Net Debt to EBITDA Ratio

Limitation

NWC days indicates the length of time it takes a
company to convert resource inputs into cash.
This is commonly referred to as the Cash
Conversion Cycle (CCC).

DSO is a measure of the average number of days
that a company takes to collect cash after the sale
of goods or services have been delivered.

DIO gives an idea of how long it takes for a
company to convert its inventory into sales.
Generally, the lower (shorter) the DIO, the
better.

DPO is an indicator of how long a company takes
to pay its trade creditors.

CCE is an indicator of how efficiently a company
is able to convert profits into cash.

EBITDA Margin is an indicator of a company’s
profitability level as a proportion of its revenue.

The net debt to EBITDA ratio provides an
indicator on how many years it would take for a
company to repay its debt.

DSO+DIO-DPO

(Accounts Receivable /
Sales) x 365

(Inventories / Cost of
Goods Sold) x 365

(Accounts Payable / Cost
of Goods Sold) x 365

Cash Flow from
Operations / EBITDA

EBITDA / Sales

(Debt- Cash and cash
equivalent) / EBITDA

As the research is based on publicly available information, all figures are financial year-end figures. Due to the disproportionate efforts to improve
working capital performance towards year-end the real underlying working capital requirement within reporting periods might be higher. Also,
off-balance-sheet financing or the effect of asset securitisation have not been taken into account.

This may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard & Poor’s. Reproduction
and distribution of third party content in any form is prohibited except with the prior written permission of the related third party. Third party
content providers do not guarantee the accuracy, completeness, timeliness or availability of any information, including ratings, and are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such content.
THIRD PARTY CONTENT PROVIDERS GIVE NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. THIRD PARTY CONTENT PROVIDERS SHALL
NOT BE LIABLE FOR ANY DIRECT, INDIRECT, INCIDENTAL, EXEMPLARY, COMPENSATORY, PUNITIVE, SPECIAL OR CONSEQUENTIAL
DAMAGES, COSTS, EXPENSES, LEGAL FEES, OR LOSSES (INCLUDING LOST INCOME OR PROFITS AND OPPORTUNITY COSTS OR LOSSES
CAUSED BY NEGLIGENCE) IN CONNECTION WITH ANY USE OF THEIR CONTENT, INCLUDING RATINGS. Credit ratings are statements of
opinions and are not statements of fact or recommendations to purchase, hold or sell securities. They do not address the suitability of securities or
the suitability of securities for investment purposes, and should not be relied on as investment advice.
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