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Building a successful receivable
finance programme

The Working Capital Forum brought together industry experts to discuss the
benefits of receivables finance and the key ingredients of a successful programme.

While a focus on driving P&L
performance can permeate every level
of the organisation, the true foundation
of a company'’s strength lies within its
balance sheet. With a strong balance
sheet, companies can enable strategic
capex and mergers and acquisitions.
At the heart of working capital
management is the cash conversion
cycle, which is a strong indicator of
how well companies manage their core
processes around suppliers, materials,
and customers.

Often, people will argue that their
company’s cash conversion cycle is in
line with their specific industry. But
as Pieter Peeters, Associate Partner at
McKinsey & Company, points out, the
performance range within a particular
industry is often even broader than
the variation seen between different
industries. “So yes, industry matters,
but execution matters even more.”
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When it comes to identifying areas for improvement within a company’s
payables and receivables, Peeters says there are three main types of levers
to consider:

@ Contractual levers. These include payment term duration optimisation,
tightening the contractual payments schedule and increasing the portion
of advanced payments.

Internal process levers. For example, companies can improve the way
in which overdue collections are managed, or can tighten their payment
run processes.

@ Financing levers. These can include models such as factoring, supply
chain finance and receivables financing.
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Industry matters when assessing working capital performance,
but within an industry execution matters even more

Cash-conversion cycle’
DEVS

140
120
100
80
60
40
20
0

-20
-40

Pharmaceuticals, Biotech
and Life Sciences
Semiconductors and
Semiconductor Equipment
Consumer Durables

and Apparel

Materials

Capital Goods

Technology Haredware

and Equipment

and Services

Healthcare Equipment

® Bottom quartile @ Median Top quartile

Household and
Personal Products
Commercial and
Professional Services
Food, Beverages
and Tobacco
Utilities

Software and
Services

Retailing
Automobiles and
mponents
Transportation
Media and
Entertainment
Consumer Services
Staples Retailing
Telecommunication
Services

1. The cash-conversion cycle (CCC) measures the time - in days - that it takes for a company to convert resource inputs into cash flows. i.e., CCC reflects the length of time
it takes a company to sell inventory, collect receivables, and pay its bills. Source: S&P, McKinsey Corporate Performance Analytics

Historically, working capital programmes
have tended to focus on improving
payment terms, but in the last couple
of years companies have increasingly
focused on harnessing internal
opportunities. There are a couple of
reasons for this shift, including tighter
legislation on payment terms as well

as the higher cost of capital. At the
same time, developments in technology
are making it more feasible to include
the mid and long tail of customers

and suppliers in working capital
programmes.

But while there is an opportunity for
companies to harness receivables
financing, says Peeters, “It's important
to embed this in a proper working
capital programme where all levers are
tackled to ensure that the underlying
performance is on par.”

Companies have much to gain by adopting a receivables financing
programme. For example, they can access diversified funding sources

and reduce their dependency on bond markets and relationship banks.
Receivables financing can also improve the cash conversion cycle by speeding
up the collections process.

One company which has used receivables finance extensively is Chinese
technology company Lenovo. Former Group Treasurer Damian Glendinning
explains that when Lenovo purchased IBM's PC business in 2005, IBM
continued to factor the company’s receivables as part of the acquisition
agreement. Later, when IBM exited the receivables financing business,
Lenovo implemented a securitisation programme provided by Demica.

According to Glendinning, the benefits of receivables finance include a
strong cash conversion cycle and a more disciplined approach to receivables
management, as well as a clear understanding of how receivables are
performing. He also notes that receivables financing can be cheaper than
other sources of funding, although pricing can vary significantly across

the market.

At the same time, receivables financing programmes offer considerable
versatility: the models available range from factoring programmes to
receivables securitisation, and programmes can be structured either with
recourse, without recourse, or using a combination of the two. Likewise,
receivables financing can be applied to specific countries or activities,
and may include either all customers, or only a selection.



The Working

Capital Forum

Setting up a successful receivables finance
programme

There are a number of points to consider when setting up a receivables finance
programme. For one thing, the costs of the programme will be higher if customers
don't pay on time. The programme should be supported by information about real
payment behaviour and the quality of the company’s credit control processes.

Demica, which powers trade finance programmes for trade banks and
corporations, offers two main receivables product structures: receivables
discounting, which is analogous to factoring for larger companies, and trade
receivables securitisation, which is associated with more diversified portfolios.
Maurice Benisty, Demica’s Chief Commercial Officer, says that regardless of which
structure is used, a successful receivables finance programme should include the
following elements:

© Accurate data. For companies that have growth through M&A activity, it is
common to have different ERP systems and processes that need to be aligned
when financing a pool of receivables - “so making sure we spend time cleaning
the data and presenting it to funders is critical.”

© Clear transaction scope. If stakeholders are not fully aligned about the scope
and objectives of the programme, last-minute requests can lead to significant
disruption. Clarity is needed from the outset about the jurisdictions, currencies
and business lines that will be included in the programme.

© Legal review. Agreements and facility covenants should be reviewed to
ensure feasibility and avoid any unforeseen issues after the programme
has been initiated.

© Resources. A dedicated Project Manager should be appointed to assemble
a cross-functional team and secure the necessary resources.

Where cost is concerned, Benisty agrees that different receivables financing
programmes can vary significantly: the strength of bank relationships, the seller’s
credit rating and the geographical scope of the project can all have an impact

on pricing.

“The market behaves very differently to typical financial products, which means
that to find the right funder you benefit from an RFP process,” he notes. “If you put
the right structure and prep into that process, you can optimise not just the price
but also the non-price terms, and make sure that you deliver the project on time.”
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Top tips for
a successful
receivables
financing

programme

Pieter Peeters:

Financing is an important
bucket for a finance team to
build a strategy around. Don't
do it in isolation - embed it
into a holistic programme,
and make sure a cash

culture is part of that holistic
programme.

Damian Glendinning:

Have an open mind - you'll

be surprised when you find out
what can be done. And if you
go in knowing that there

is margin to be negotiated
away, you'll probably get a
better price.

Maurice Benisty:

Do the preparation. You

might engage with a lender
and get an attractive headline
price, only to find yourself
back-solving for what you
really need, meaning that
prices change and expectations
get missed. Also, work with
someone experienced who can
guide you through the process.
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This report is based on an
educational webinar produced by the
Working Capital Forum in partnership
with Demica. A recording of the
webinar can be accessed online at
https://www.workingcapitalforum.
com/webinar/masterclass-setting-
up-a-successful-receivables-

finance-programme

For more information on the topics
covered in this report, visit
www.workingcapitalforum.com

This content is for informational purposes only and does not constitute professional financial or legal advice.

The Working Capital Forum is organised by Adaugeo Media,
Blackwell House, Guildhall Yard, London, EC2V 5AE.

www.workingcapitalforum.com
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