Workin

.....
.....
o)

....
....
fo o




Holistic wo




Working Capital Management Study 2019

3

Workm?
Capital

"""""""ge"‘?,i‘ﬁd 2019
Supply Chain Fmance

Follow-up

Reducing capital tie-up costs, increasing internal financing capacity and releasing
liquidity are the three key goals of CFOs in working capital management
(WCM). However, achieving these goals is a major challenge for many companies
due tovarious internal and external conflicts of interest.

Supply:chain finance (SCF) as an alternative form of financing is an innovative
dimension of WCM and opens up many opportunities for finance managers to
achieve their goals in WCM together with suppliers and customers.

But how has the willingness to introduce SCF changed over recent years?
Which ‘tools are companies using to optimize working capital? Which obstacles
exist in relation to the use of SCF solutions? What is the situation regarding
the:self-financing capacity of Swiss companies? What impact is the continued
low interest-rate environment having on demand for working capital?

And what percentage of invoices are automated and processed digitally at Swiss
companies?

The 6" edition of the WCM Study, published by the Supply Chain Finance Lab
of Swiss: Post: at the University of St. Gallen, explores this and other fascinating
issues. The study looks at the performance fields in WCM and illustrates

key: methods =:using best practice examples — for achieving financial flexibility
beyond traditional company boundaries.
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A brief overview of the WCM Study

There is enormous WCM optimization potential in Swiss
companies compared to other European countries

95

75

55

35

Swiss.companies were unable to reduce their disproportionately high:C2C cycle in:2018.

C2C cycle by international comparison *

A 31 days

—- ) Avg: 52 days

\—V

2007 - 2008 - 2009 - 2010 : 2011

2012 -2013:: 2014 - 2015 - -2016: 2017 - 2018

* Calculations based on‘median-per-C2C cycle-.component

On the contrary: with a C2C cycle of 83 days on average, the gap with companies in other
European countries widened further compared to the previous year.

This trend is reflected in:the balance sheet: position:of ‘Swiss:companies: The: study results:show
that 71% of large corporations and: 59%: of: SMEs usually. or. always:have excess:liquidity.

50%

40%

30%

20%

10%

0%

Which statement best describes your financial situation?

71% 59%
‘ 45%
39%
32% 32%
13% 14%
L . .| 9%
0% 0%
Large-corporations SMEs

Always:excess liquidity

I ‘Usually-excess liquidity

Fluctuation between
liquidity-shortfalls and
excess liquidity

Usually:liquidity shortfall

Bl Always liquidity shortfall

Switzerland
Germany

United
Kingdom

France
Italy

Spain
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SMEs are lagging behind large corporations when it comes
to the strategic optimization of working capital

Have strategic measures to optimize working capital already been
introduced at your company?

52% 90%

48% 10%

SMEs Large corporations

90% of the large: corporations have already introduced strategic measures to optimize their
working capital. SMEs have plenty of room for improvement. This is mainly due to the
fact'that the:most frequently indicated measures only concern one particular area of WCM.
Holistic WCM optimization concepts (such as reverse factoring) are rare.

The:most-indicated: WWCM optimization measures
used by Swiss companies are:

Delay of payments to suppliers Sales clearance of inventories of Optimization of batch sizes
poor-selling items

Renegotiation of payment terms Use of digitization technologies in Monitoring value chains

WCM
Introduction of a reverse-factoring Switch from reactive to active WCM Automation of payment processes
solution
Reduction of inventory levels Improvement of dunning processes Acceleration of payment processing
(warehousing) and shortening of procedures with customers and contract
storage periods partners
Inpayments and reduction of accounts Greater attention to inventories WCM benchmarking

receivable periods

Yes

No
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The digitization of WCM is not very advanced at present

How are invoices normally sent to customers The study results show that the WCM practices
at your company?

of many companies are outdated. The pro-
portion of time-intensive manual working steps
generally remains high. Almost half of
companies still send their customer invoices
in paper format. Only a minority have a

high degree of automation and digitization
in WCM.

™7 In paper format 0 E-invoice
E-mail B sScan

What proportion of invoices are processed on an automated basis and digitally at
your company (e.g. with an e-payment solution)?

20% —

Avg. Avg. Average Ievei

18% — 48% 46% of automation :

16% —

14% —

12% — EETRRRIRIIE

10% —

8% —

Proportion of companies

6% —

4% - I Accounts

2% — e Ll

% ———"F" — """+ " S0 PAreREL

O% .......

Level of automation
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Potential for conflict between stakeholders is preventing more
widespread use of holistic SCF optimization solutions

Perceived relationship intensity and potential for conflict in the example of
a reverse factoring supplier financing solution "

Internal stakeholders

External stakeholders

0 Low level I Medium level 70 High level BB Intensity of X - Generally
of potential for of potential for of potential for collaboration no contact
conflict conflict conflict

The results shown are based on the estimations of the companies surveyed *Including treasury, accounting
which are using a supplier financing solution. and controlling
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SCF companies achieve above-average profitability
over the long term

DPO and ROCE performance using the example of ABB (SCF company)

30.0 —
2018
275 - =7
25.0 - -
PPt 2017
225 - 2012 e
2013 P
200 — —
2014 ©_.-"7 2016
175 —
2015
150~ | | | | | | | \
55 60 65 70 75 80 85 90
Days payable outstanding (DPO) in days (2012-2018)
The positive impact on success of holistic WCM Does your company possess_the expertise required

to negotiate supply chain finance arrangements - with

approaches can be seen at the study participant ABB: customers and suppliers?

since the introduction of the reverse-factoring
programme on the accounts payable side, the average
days payable outstanding has been increased

by around 20 days without adversely affecting the
situation of suppliers.

However, the study’s results also reveal that most
Swiss companies are still not fully exploiting the potential
offered by SCF solutions. One reason for this is

that employees possess inadequate SCF expertise on
supply chain finance.

No Probably does

Probably does not Yes
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Most companies are attempting to leverage discount potential
with suppliers through early payments

How high must the discount offered by your suppliers be in order

for you to settle your invoices earlier (e.g. after 5 days)?

40% —
32%
30%
30% -
27%
24%
237
20%: — = 1
16%
- | | | |- | 14%
11%
10% ——— - B N 2%
5% 5% 5%
0%: -
010 1% 1t02% 210:3% > 3% Not even Not sure
discount discount discount discount with-higher
discounts
How do you rate the quality .of the SCF.solutions provided
by banks and fintechs in general
Bank-supported-solution 1% 56% 15%
L
16% 44% 23%

Fintech solution

The study: results confirm that almost all-companies-are willing to make early payments:to
suppliers (e.g. through a dynamic discounting:solution). The:discount from: the supplier must
be between 1% and 3%: on average.

Banks and fintechs have successfully: invested in: SCF expertise-and IT over recent years.
However, the survey shows that the SCF services of Swiss banks:in general fall significantly
below the expectations of companies.

Large corporations

SMEs

Very poor
Quite poor
Average
Quite good

Very good
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The C2C cycle is a key performance indicator in WCM

In WCM, the cash-to-cash cycle (C2C cycle) is a key indicator for evaluating the performance
level of individual companies or sectors. This indicator reflects the cash conversion cycle

at the company in days between payment to suppliers and inpayment by customers, including
all days inventories held. The C2C cycle generally covers only the working capital of an
individual company and consists of the following three components: DSO, DIH and DPO.

Ordering of Supply of Delivery/sale of Payment for
raw materials raw materials finished goods finished goods

Days inventories held
(DIH)

Days sales outstanding
(0}]0)]

T

Invoicing of finished goods

Cash-to-cash cycle

(C2C cycle)

Payment for Receipt of
raw materials payment

©

Receivables Inventories
Sales / 365 Costs of goods sold/365
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The C2C cycle of Swiss companies remains at
a disproportionately high level

C2C cycle by international comparison *

/\ [0 - Switzerland
\ Germany
75 —

\/ A 31 days [0 United
_ Kingdom

55 — \(\\ Avg. 52 days France

\/\ B italy
~— =

35 — M  spain
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Swiss companies were unable to reduce their disproportionately high C2C cycle'in 2018. On
the contrary: with a C2C cycle of 83 days, the gap with companies in other European: countries
widened further compared to the previous year. There are two main reasons for-this:
0 Swiss companies have the highest level of inventories with a DIH of 54 days. While there
are good reasons for the increased inventories, this result indicates that Swiss companies
pay little attention to innovative methods and tools for efficient inventory: management.
Q Swiss companies pay their suppliers ahead of schedule on average and have the lowest
DPO at 27 days.

C2C cycle components by international comparison *

90 —
80 —
70 —
N 60 -
o
~N
- 50 —
£y
2 40 -
= [0 - DSO
g 30 —
DPO
20 - i
10 — I - DH
0~ B CoC gycle
Switzerland Germany United Kingdom France Italy Spain
Sampling information: 1,237 listed companies; period 2017-2018; *-Calculations-based-on median

all sectors excluding the financial sector; database: Thomson Reuters Eikon per-C2C-cycle component
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Companies complain about an inadequate maturity level
of invoice processing in the supply chain

How advanced do you believe the invoicing processes of your own
company, your suppliers and your customers are?

i 1% % B B~ B

Very modern

Own company 5% 3p% 30% o B2 Quite modern
Neither
0, o, )
Cubtarnets 9% 46% =T T B Guite outdated

Very outdated

When asked about the maturity of the invoicing process; it is-noticeable that the score
which: companies give themselves is higher than that given to suppliers and customers.:In
concrete terms, 32%: of the . companies surveyed indicated that their own:invoicing

process was quite modern and 5% considered it to be very:-modern. In: contrast, only:around
10% of the total supplier and customer base was thought to have a modern invoicing
process.

The results also:show that around a third:-of companies believe that not just they
themselves,: but also their supply: chain partners:have quite an:outdated:or:even a very.
outdated invoicing process. ‘As a-result,- many companies believe there is significant
potential for:making the processing of customer:and supplier invoices: more professional.
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The potential benefits of electronic invoicing are not being
exploited in either accounts receivable ...

The study results show that companies Payment terms with customers
generally have some difficulty in ensuring

customers adhere to their payment terms.
: . 60 —
At large corporations the discrepancy
to the payment terms actually achieved is @ Realized
27%, while at SMEs it stands at 37%. 50 — e payment terms
: : +27%
Compared to the previous year, the discre- j .
) : . 2 7%
pancies fell slightly, but are still at an 3 +
unsatisfactorily high level. £ 40 - ' Agreed
z payment terms
30 -
20 _
Large corporations SMEs
How are invoices normally sent to customers A driving force in this development is the fact

at your company? .
y pany that almost half of all companies:surveyed

(44%) still send their customer invoices in-paper
format. This group is required to proactively
drive forward the implementation:and use of
electronic invoicing to reduce the actual
accounts receivable period and-to make cost
and time savings. However, 33%: of 'the
companies surveyed send their invaices in-PDF
format via e-mail and a minority: of:22%
electronically via e-invoicing.

In paper format E-invoice

E-mail B scan
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... Or in accounts payable

There is a similar picture in accounts payable to How are invoices normally sent
: : at your company?

that in accounts receivable: only 13% of the

companies surveyed normally receive their invoices

electronically and exchange structured invoice

data with their suppliers (e-invoicing). For:30%,

invoices are received via e-mail as PDF invoices

and —in the best case scenario — are imported auto-

matically into the ERP system using-an incoming

mail processing program. However, in the case of

a majority of 51%, invoices are still received:in

paper-format.

In paper-format Scan
E-mail B Fax
E-invoice

These results indicate that-both invoice issuers and invoice recipients are not-making
enough: use of adequate: IT interface solutions that enable the electronic:exchange of invoices.
One possible reason for this'may-be the size of the company-and the consequent critical

mass: of .invoice transactions with customers:and suppliers.

A second reason: may: be that trading partners = due to: different requirements - use:different
ERP-and software solutions.: There'is also-an urgent need for-action:here.: Specifically,
companies are required to align internal -operating systems and:processes company-wide so
it is possible for invoices with: supply chain-partners to be sent electronically.
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Case study — chemical producer

A supply chain-related look at WCM reveals
optimization potential ...

Working capital relationships across the supply chain

DSO —
//// - \\\
Procurement side
Avg.
DSO: 66 days \ top 5:suppliers
\\
I A =30 days “ -
: Sales-side
DPO: 36 days \\
- . Chemical producer
DIH: 78 days DSO: 57 days )
- i A =3 days

DPO: 60 days
Avg.
10p:5 tustamers

Please note: average for 2013-2017

A supply chain-related look at WCM often reveals optimization potential which is not
identified sufficiently or even at all in an individual analysis. One example is the
supply chain-related analysis of the C2C cycle of a study participant from the:chemical
industry.

The analysis shows that the chemical producer’s top five suppliers grant their:customers
a payment term of 66 days on average. However, the average payment term -of the chemical
producer for its suppliers is significantly lower at 36 days. This gap of 30 days indicates
that the chemical producer has misjudged the industry-standard payment terms:for suppliers.

There is a different picture on the sales side: here it seems that the average payment
terms are in line with the industry average and the chemical producer is successfully ensuring
its customers meet its payment terms.
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... and provides valuable information about

WCM measures to be initiated

The chemical producer’s biggest levers for
WCM improvements concern its liabilities to
suppliers. A lose-lose situation exists here

as the suppliers have a long DSO, while the
chemical producer has a short DPO.

However, there is also room for improve-
ment on the sales side where the chemical
producer’s average payment terms are in

line with the industry average. Specifically,
the current lose-win situation can be

turned into a win-win situation by introducing
a factoring solution, for example.

Chemical producer

Chemical producer

Lose-lose

DSO

Suppliers

Long

Win-win

DPO Long

Customers

* Status quo (avg. 2013 to 2017):
avg. DPO chemical producer around 36 days
avg. DSO chemical producer around 57 days
avg. DPO suppliers around 60 days
avg. DSO suppliers around 66 days
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Swiss companies are faced with many challenges
in all four areas of WCM

In which areas of WCM do you currently see the greatest challenges for your company?

Inventories 2018
2019
Receivables 2018
2019
Liquidity 2018
2019
7 Low
2018
Payables ot B VMedium
[0 High

S ére Struggling to How do you rate your company'’s
Lo self-financing capacity?

0 Poor 0 Good

seancees EEEEEEEESEE nas Average
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Only half of the SMEs surveyed have already introduced strategic
WCM measures to optimize working capital

Have strategic measures to optimize working capital
already been introduced at your company?

0000000000 0000000000
0000000000 0000000000

2% 0000000000 90% 0000000000
0000000000 0000000000
0000000000 0000000000
0000000000 0000000000
0000000000 0000000000

28% 0000000000 10% 0000000000
0000000000 0000000000 W Yes
0000000000 0000000000 [ No

SMEs Large corporations

90% of the large corporations and just 52% of the SMEs surveyed have already

introduced strategic measures to optimize their working capital. In view of the current

challenges, this means there is urgent need for action, particularly amongst === oo o
medium-sized companies. i o

The low interest rates and generally stable Sl
. . . Will your company pay significantly higher :
interest rate expectations may explain why interest again over the next five years for - - -

the implementation of strategic WCM mloans? ..o
measures are being held back at Swiss SMEs. — R
These factors appear to still be deterring

many companies from systematically tackling
WCM. As a result, too little importance
is attached to WCM as an economic resource SRR

for creating supply chain networks TS
horizontally and vertically. Much cross-company o
optimization potential and many arbitrage
opportunities (for example, due to different
financing costs between suppliers

and customers) are still not being used. Lol St

Perhaps
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Holistic approaches to the optimization of
working capital are uncommon

The most-indicated WCM optimization measures
used by Swiss companies are:

Delay of payments to suppliers Sales clearance of inventories of Optimization of batch sizes
poor-selling items

Renegotiation of payment terms Use of digitization technologies in Monitoring value chains

WCM
Introduction of a reverse-factoring Switch from reactive to active WCM Automation of payment processes
solution
Reduction of inventory levels Improvement of dunning processes Acceleration of payment processing
(warehousing) and shortening of procedures with customers and contract
storage periods partners
Inpayments and reduction of accounts Greater attention to inventories WCM benchmarking

receivable periods

We can see that there is plenty of room for improvement if you:look:at the specific WCM
measures Which Swiss companies are already: using in-practice. A notable ‘point-is that

the most-indicated activities = such:as reducing inventory levels = only optimize:one single
area of WCM in-isolation. Few companies-use: collaborative WCM optimization
concepts (e.g. reverse factoring) which adequately: reflect the cross-sectional nature
of working ‘capital beyond: their-own companies.

WCM: projects-across individual function units that' concern: the entire .company; while‘also
taking account of customers:and suppliers are rare.:And:only:very few companies have
established the ‘operating conditions required for optimizing WCM — such' as: appointing a
WCM: officer.: A clear:WCM strategy:could provide guidance:in this:respect by defining
clear-goals-and lines: of -action.
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The level of digitization in accounts receivable and
accounts payable differs greatly

What proportion of invoices are processed on an automated basis and digitally
at your company (e.g. with an e-payment solution)?

20% —

Average level
of automation

18% — — -

16% —

14% — g

12% ——— 1

0% ————— 0 —— L -

8% ———— S —

Proportion of companies

6% ——m  — - — - — -

4% | | | | | I | | [T ] [ Accounts

receivable
2% —— — — — — — — — — — g F—~—

Accounts
0% — payable
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Level of automation

When asked about the share of invoices that are processed on an automated: basis:and
digitally, we can see that the practices of many companies are outdated. Specifically,

the companies surveyed process less than 50% of their invoices for receivables and: payables
on an automated basis — the figure even stands at less than 20% for around a third.

These results clearly indicate that the proportion of time-intensive, manual working

steps in accounts receivable and payable is still high. Most companies do not:have

a digitization strategy geared to the long term either. This results in non-standardized payment
terms, heterogeneous IT infrastructures and dissatisfied customers and suppliers.

But the results also show that the level of automation and digitization varies significantly
and that some companies are very advanced: around 10% of the companies surveyed carry
out their invoicing processes completely digitally (end-to-end) using innovative ‘e-payment
solutions.
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The error rate in payment processing declines
as the level of digitization increases

How many accounts payable and accounts receivable invoices (as a percentage of
all invoices) were processed error-free at your company last year?

96%  —
94% —
92% -
Around 10% fewer
90% error-free invoices
b=
88%  —
86% — —
84%  —
Error-free
accounts
82%: T receivable
invoices
80% - —
Error-free
78% -~ accounts
payable
76% - invoices
High level Avg. Low level
of-automation of automation
(=90%) (2:10%)

The disproportionately low level of automation shows: that many Swiss
companies have not yet introduced any-strategic digitization: projects:in accounts
payable: or:accounts: receivable.

However, professionalization:would be worthwhile as the study results:show. Based
on subjective evaluations, companies with: a- high level-of ‘automation processed
95%: of their:invoices:error-free ‘on average last year: The:error:rate:is:much higher
at:companies with a low level-of -automation; Specifically; the latter-processed
86%: and:84% ‘of ‘their accounts receivable and accounts payable invoices error-free
last year.

This:means the gap between the top and-bottom performers is 10% and-over.
This discrepancy-is significant:and reveals that most companies have not exhausted
the potential:for automation: and digitization by far.
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Case study — SBB

Holistic management of WCM thanks to cross-divisional
anchoring ...

Background

Due to its capital-intensive business activities, the SBB, as a rail operator, has a substantial
overall need for financing and, in turn, working capital. However, little attention was

paid to WCM in the past. The 2020 financial goals set out by the Federal Council required a
clear WCM strategy which, in particular, reduces interest-bearing net debt and improves
cash flow.

Solution

To sustainably reduce the working capital tied up in operating processes, WCM was anchored
on a cross-divisional basis throughout the entire company. WCM management has since

been carried out by a financial leadership team (FLT) and is subject to a continuous improvement
process.

The "WCM house” of the SBB

Role of FLT
Definition of WCM strategy
Group and divisional WCM targets
WCM controlling (reporting and monitoring)

Role of treasury
Draws up WCM strategies and objectives and is responsible for the
controlling and monitoring of the WCM figures

@

Performance areas
(NWC cluster)

"))
c
]
=]
©
-
7
>
©
2
‘T
o

Receivables
Payments
Public sector
Inventories
Advance
payments
LEVEL] [

Role of the divisional CFOs

— Monitoring the division’s WCM target
attainment

— Joint definition of WCM projects
and corresponding measures with line
management : S

Role of Ilne management
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. and taking account of the various interests of

customers and suppliers

SBB CFF FFS

a The Passenger Transport division has introduced the
following measures in the field of accounts receivable:
Through the now exclusive sales of annual travelcards
(GA travelcard and Half-Fare travelcard). ...

.. the advance payments have been reduced by

hundreds of millions

2
Invoice approval

Payment as per-the deadline

£ 0 6 e e .. payment for travel card extensions are received
Z,' 20-to-30 days before the start.of the term on average
g .8 e
55 kS % lg RPURPY g g 9 The Infrastructure division has introduced the following
g = E ki 2 5 § % £ 2 x measures in the field of accounts payable:
@10 z T2 2o £ o % The introduction of a new type of payment method means that
Bl iE &, o N.N. £ o< payments are received -before outgoing payment at the SBB-for

certain-suppliers. The-new payment-method provides the flexibility

required.for a broad-based supplier financing programme.

1
Agreement.of. payment terms
3
Payment details
4

5
Outgoing payment as per
SBB requirements and-limits
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SCF focuses on optimizing the financial flows
across the entire supply chain

Supply chain finance (SCF) in the narrow sense is a financing solution that enables a
customer to pre-finance payables towards their suppliers. This form of supplier financing —
also known as reverse factoring — is the most common SCF solution.

However, SCF goes much further than that. The concept covers the financial flows

of the entire supply chain and extends far beyond supplier financing. It aims to optimize
cross-company working capital and the integration of financial processes between
suppliers, customers and external service providers (e.g. banks, fintechs and logistics service
providers). Under the broadest definition, supply chain finance covers the financing

of all resources and capacities required for operating activities. In particular, this includes
moveable assets (e.g. vehicles), plant and equipment (e.g. tools and machinery) and

real estate (e.g. warehouses).

The main aims of SCF are the release of liquidity, the reduction of financing costs and the
improvement of internal financing capacity. SCF therefore seeks to balance the various
interests and financial objectives throughout the value-creation process and to improve the
balance sheet and income statement figures of all parties concerned. The SCF platforms,
which enable flexible integration and automatic processing of the flows of goods, information
and finance between companies, also play a key role.

Physical and financial integration of the upstream and downstream supply chain partners

Supplier Customer

Focal
company
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All areas of WCM can now be optimized with the
SCF solutions available on the market

Supply chain sector — —

WCM reference points

U
Payables Inventories Receivables

SCF solutions Procurement cards Inventory financing Collective invoices
(P-Cards) On-balance

Purchase order financing Sales offer financing

Dynamic discounting Inventory financing Invoice discounting 2 R

— Off-balance — 2 RN

Reverse factoring Factoring 8 i

Reverse securitization Fixed assets in the Invoice securitization o il
L supply chain (including ] S N
sale lease-back) o1 P

Approved payables financing
i

Accounts payable- Accounts receivable- oo

based buyer leasing based vendor leasing 4 cccice-

Financing models

Focal company

Supply chain
internal

Single-bank
Multi-bank
Multi-investor

Supply chain
external
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Swiss companies are failing to exploit SCF's potential to
optimize their WCM due to a lack of expertise

A wide range of SCF solutions are available.
However, the study’s results reveal that Swiss
companies are still not fully exploiting the
potential offered by SCF solutions. One reason
for this is that employees have an insufficient
level of SCF expertise. 42 % of the experts surveyed
indicated that the employees in their company
probably do not possess the specialist knowledge
required to set up SCF financing solutions

with customers and:suppliers.-5% of those
surveyed even said that there is:a.complete

lack of the skills-required at their companies.

The lack of SCF expertise is an:issue as it means
enormous potential to improve performance, which
extends far-beyond WCM, is not being:harnessed:
For-example, 45% of companies indicated that their
suppliers: have rrecurring:problems in:meeting
their production requirements due to‘liquidity short-
falls. Targeted:investment in: SCF :expertise

not only allows the related-negative impact on
the company’'s:own range: of-goods to:be
reduced, but also helps-to-improve the liquidity
position of suppliers and customers:over the
long term.

Does your company possess the expertise required
to negotiate supply chain finance arrangements with
customers and suppliers?

No Probably-does

Probably:does:not Yes

Have your suppliers experienced problems with
meeting-production requirements due to liquidity
shortfalls over the past three years?

Yes, constantly No

Yes, repeatedly Don't know
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Companies have to be particularly persuasive
to ensure successful SCF implementation

In view of its cross-functional nature, SCF requires close coordination between
individual internal and external stakeholders. Staff from procurement and

logistics must work closely with colleagues from the finance department to ensure
a united front in dialogue with suppliers. The traditional job profiles and skill

sets of the individual stakeholders have to be improved in a targeted way using SCF
expertise and a. common understanding of SCF needs to be established.

However, cross-functional cooperation within a company also means greater potential
for conflict. As a result, a key task of SCF managers involves constantly
eliminating potential areas of friction, resistance and reservations held by individual
SCF stakeholders. For example, why should buyers fight for extended payment
terms when they are only measured by cost reductions?

Willingness to introduce This and many other issues concerning

SCF Suppliers . . .
stakeholders highlight that a considerable
degree of persuasion is required in SCF.
This also reflects the views of those surveyed.
They indicated that on average only around
a fifth of their supplier base are willing to
introduce a SCF solution in cooperation
with them.

How many. of your. suppliers (as a percentage

of total suppliers) do you-think would be willing
to introduce a reverse factoring solution?
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The willingness to introduce SCF has increased
among all stakeholders

Has the willingness to introduce a supply chain finance solution
changed over the past three years?

Suppliers Own company Customers

B Increase [ Unchanged Decrease

Receptiveness to SCF still remains at a comparatively low level among Swiss companies. How-
ever, around a third of those surveyed indicated that the willingness to introduce SCF
solutions has increased significantly over the last three years, not just in their own company;,

but also among customers and suppliers. Overall, there seems to be a trend towards

greater receptiveness towards collaborative WCM approaches. The SCF approach is also set
to become more common in Switzerland in future.
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There is a great deal of potential for conflict
between SCF stakeholders

Perceived relationship intensity and potential for conflict in the example of
a reverse factoring supplier financing solution "

0 Low level I Medium level 70 High level BB Intensity of X - Generally
of potential for of potential for of potential for collaboration no contact
conflict conflict conflict

1) The results shown are based on the estimations of the companies surveyed *Including treasury, accounting

which are using a supplier financing solution. and controlling
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Successful SCF companies have found an answer to all
relevant reservations

The study results show that it is not always easy to convince internal departments of a SCF solution,
while also taking account of the concerns of external stakeholders, such as suppliers and

auditors. Auditors in particular should be involved at an early stage — i.e. when the SCF programme

is being structured — to obtain their evaluation of the impact on accounting and financial

reporting. The persuasive efforts are worthwhile as customers who proactively offer their suppliers
earlier payments through a SCF programme enjoy clear competitive advantages, according to

the majority of the companies surveyed.

Which specific good practices have the SCF companies used to find answers to the reservations
and challenges expressed by their stakeholders? Which specific measures are they taking to-alleviate
the existing potential for conflict?

We asked certain SCF programme managers to share with us the answers to the main reservations
and challenges of their purchasers, finance managers and suppliers. The results are summarized on the
following pages and refer to a supplier financing solution (reverse factoring).

Do you think that customers who proactively offer their suppliers
earlier payments enjoy a competitive advantage?

Agree

To some extent

Disagree
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Top ten challenges and reservations of procurement
departments about SCF programmes

“The different supplier structures per division and/or
business area rule out company-wide implementation of the
SCF programme (e.g. standard vs. distance deliveries).”

“There is a danger that we could annoy our strategic
suppliers with the active marketing of the SCF programme,
jeopardizing security of supply for production.”

“The complicated contract administration prevents our
suppliers from taking part in the SCF programme.”

“The most attractive suppliers in terms of volume have
the longest decision-making processes and are difficult to
attract on board the SCF programme.”

“We would have to invest too much time and too many
resources to incorporate working capital management into
our actual operations.”

“There is no incentive for us to implement the SCF programme
with our suppliers. Why should we fight for extended pay-
ment terms when we are only measured by cost reductions?

“We lack the financial expertise required to discuss
the financial benefits and terms and conditions of the
SCF programme with suppliers.”

“Relevant suppliers cannot be incorporated into the
SCF programme as their receivables have already been
pledged or assigned as collateral.”

“Our contact partner at our supplier cannot convince
his line manager to approve the extended payment terms
provided for in the SCF programme.”

"Our suppliers do not take part in the SCF programme
as they have generally never granted their customers an
extension of payment terms.”

It should be underlined that the participation of all divisions
and departments in the SCF programme is neither necessary
or intended. This also does not affect the agreed delivery
conditions of the SCF programme.

Before making contact, checks should always be carried
out to determine whether or not the SCF programme

is suitable for a supplier. Not all suppliers qualify for partici-
pation in the SCF programme.

Standardized contracts and joint training and workshops
with the suppliers ensure clarity about the contractual terms
of the SCF programme.

Decision-making obstacles have to be eliminated
through clearly defined communication channels and

a common understanding of the cross-interface
cooperation established as part of the SCF programme.

The long-term benefits and efficiency improvements of
the SCF programme have to be highlighted and procurement
has to be given the resources required.

Procurement must be offered the right incentives
for cooperation on an SCF programme with relevant
performance indicators (e.g. by incorporating cash
flow figures into the target agreement).

Ideally, all buyers concerned should be given internal
training at the outset so they acquire the financial and sales
knowledge they need for the SCF programme.

It can be argued that the supplier can easily extend the
terms of payment in the SCF programme as early payment
has already been secured through the assignment of
receivables.

The benefits of the SCF programme for suppliers should
be highlighted in a targeted way (e.g., they don’t have to
use the line of credit from their own bank).

Industry standards can help to reach agreement with
suppliers on the SCF programme.
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Top ten challenges and reservations of finance
departments about SCF programmes

“The benefits of the SCF programme are limited as our
auditor gives us very limited scope for using the initiative in
the budget.”

“We lack the coordination capacity to organize the
communication between the internal company stakeholders
in relation to the SCF programme.”

“There are internal and external stakeholders who are not
committed to and do not support the SCF programme.”

“The SCF provider does not work with our bank and/or
the financial institutions prioritized by us.”

“Our business units are very reluctant to use the
SCF programme as they have to use their own budget
for it.”

“The cost-benefit ratio of the SCF programme is not
worthwhile for many small suppliers.”

“The achievable EBIT effect through discounts exceeds
the EBIT effect of the SCF programme.”

"The financeable procurement volume may be too low in
if a major supplier goes bankrupt for the SCF programme to
be worthwhile.”

“The SCF programme means we lose our entitlement to
claim discounts provided for early payment.”

“It's unclear who has to bear the costs in the
SCF programme if one of our suppliers falls into arrears.”

Auditors must be involved in the planning and
implementation process for the SCF programme at an
early stage to identify and determine the mandatory
guidelines in good time.

The set-up of a SCF programme task force facilitates
the management of communication between internal (and
external) stakeholders.

The stakeholders affected should be contacted directly to
provide them with a better understanding of the root causes
of the SCF programme and to introduce specific measures.

Contact the SCF provider to discuss potential cooperation
with its bank or select an SCF provider that already works with
its bank.

The organization of a centralized budget at company
level can accelerate the adoption process. This lowers the
inhibition threshold as the division’s own budget does
not have to be used for the SCF programme.

Define a minimum delivery volume to ensure an adequate
cost-benefit ratio and carry out careful supplier segmentation
for the SCF programme at the outset.

Carry out a clear cost-benefit analysis to check whether the
effects of the SCF programme are short-term or long-term.

Regularly monitor the financial situation of critical
suppliers and define clear criteria that trigger appropriate
support measures if there is a threat of insolvency.

The extent to which the benefits of extended payment
terms through the SCF programme outweigh discount claims
must be clearly shown.

Roles and responsibilities should be determined clearly
and transparently right at the start of the SCF programme
for all stakeholders.



Working Capital Management Study 2019

37
SCF stakeholders

Top ten challenges and reservations of
suppliers about SCF programmes

“The banks do not provide an acceptable and attractive Identify the problem areas in the fee structure and
fee structure for SCF programmes.” cooperation with banks and suppliers at an early stage to
negotiate a suitable agreement on the SCF programme.

“We are not willing to bear the IT implementation costs Help to identify possible resources that could be used to
of the SCF programme.” meet implementation costs for suppliers to motivate them
to take part in the SCF programme.

“We don’t agree with the extended payment terms Explain that the average time period until receipt of

of the SCF programme and want to use our own standard payment is significantly reduced for suppliers despite the
conditions.” extended payment terms.

“We cannot work with too many banks on account Help suppliers implement the SCF programme and

of our business structures which is why we don’t want to standardize certain processes to keep complexity as low
participate in the SCF programme.” as possible.

"Our IT department is concerned about the complexity Organize workshops with the IT department to provide

and scope of the SCF programme.” them with information about the scope of the SCF programme

in general and show them examples from the sector.

“We have a stable cash flow and are not interested Indicate that the SCF programme offers a competitive
in accelerating our accounts receivable as part of a interest rate and offers many other benefits (such as better
SCF programme.” predictability of receipt of payments and consistent

payment terms).

“We want a contractual clause that enables us to return to Ensure that suppliers can always choose whether they wish
the original terms of payment if the SCF programme becomes to take advantage of early payment.
unattractive to us (e.g. due to interest rate changes).”

“There is a business relationship between you as the Highlight the benefits of the programme and support
customer and us as the supplier and we don’t want any the SCF managers in setting up of communication channels
other intermediaries in this relationship.” and cooperation between the supplier and intermediary

to build a relationship based on trust.”

“If payment terms are extended to 90 days, we would Explain that the intention is not to pay higher prices
have to increase the sale price and/or the proportion of if you pay the market rate and a potential price increase can
advance payments.” have an adverse effect on the general competitiveness

of the supplier concerned.

“We are concerned that the time until receipt of Highlight that suppliers receive payment without delay
payment will be longer due to the complexity of our under the SCF programme provided the invoices are not
payment processes.” disputed.
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The financial situation is a first key indicator
for choosing the right SCF solution

Which statement best describes your financial situation?

71% 59%
50963+ | 5%
40% - 39%
32% 32%
30% —
20%: — o
0% 13% °° 14%
10% ~ — 9%
0% 0%
0% —
Large corporations SMEs
Always excess liquidity Fluctuation between Usually liquidity shortfall
liquidity shortfalls and
I - Usually excess liquidity excess liquidity Bl Always liquidity shortfall

The liquidity situation is a first key indicator to show which SCF solution is best suited

to your own:company and your own WCM strategy. The survey shows that 71% of large
corporations:and 59% of SMEs usually or always have excess liquidity. This means that

most: companies-have sufficient financial resources to meet current payment obligations. Does
this mean that SCF is irrelevant for these companies? No, quite the opposite: companies
with strong:liguidity positions can use their excess liquidity — for example, through the SCF
dynamic discounting solution — to support suppliers with poor liquidity positions and at

the same time:improve their own EBITDA over the long term.

Interestingly, the proportion of companies that always have excess liquidity is even higher
in:the:group:of :SMEs surveyed than amongst the large corporations (45% vs. 39%,).

This indicates-that-the Swiss SMEs surveyed generally operate successfully in their respective
markets.:However, there are also more SMEs facing liquidity shortfalls than large corpora-
tions: in-percentage terms (32% vs. 16%). This shows that not all companies have sufficient
cash despite the:continued negative interest rate environment. Using SCF solutions such

as factoring or reverse factoring is ideal for this group of companies to finance their corporate
growth.
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Choosing the right SCF solution largely depends on the
procurement or sales volume structure

Procurement-side Sales-side

SCF solutions

Reverse

factoring Factoring

Invoice
discounting

Procurement volume

Dynamic
discounting

Collective

P-Cards invoices

Number of suppliers Number of customers

of sales.

Sales volumes
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Factoring: reduces financing costs and optimizes
customer-side payment flows

Factoring allows companies to benefit from the good credit standing of their customers and
to secure liquidity inexpensively as outstanding customer receivables are paid early. To avoid
giving customers the impression of a weak liquidity position, Swiss companies often make use
of what is called silent factoring. In contrast to disclosed factoring, customers do not know
that your receivables have been assigned to a bank.

Factoring is particularly: worthwhile for companies which have to grant their customers

long payment terms, contend with high outstanding payments or have irregular receipt of
sales revenue. As the figures-based example of a Swiss SME shows, the potential of
factoring depends significantly on sales volumes, the financing period, the existing and future
payment terms and the current financing costs.

Status quo Status quo New situation New situation

(with factoring) Extended payment Extended payment

terms terms

(without factoring) (with factoring)

Revenue (in CHF) 20,000,000 20,000,000 20,000,000 20,000,000

Payment term (in days) 30 30 90 90

Financing costs 6% " 2%?2 6% 2%

Receipt of payment (in days) 30 3 90 3

Financing costs p.a.? (in CHF) 98,630 9,863 295,890 9,863

Factoring costs p.a. (in CHF) 29,589 95,342

Total costs (in CHF) 98,630 39,452 295,890 105,205
Reduction of financing

costs p.a. (in CHF) CHF -59,178 -190,685

1): : This:is the weighted: average cost of capital (WACC) of the SME (= opportunity. cost 'of the capital tied up).
2)- - Includes-the-factoring charges:

3): : Are calculated as follows: invoice:amount *:interest rate * time period (days/365).
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Reverse factoring optimizes working capital along the supply
chain and strengthens supplier relationships ...

The challenge

Unilateral optimization of accounts payable jeopardizes the relationship with suppliers. Payment term
extensions or late payment generally have a negative effect on how satisfied suppliers are, especially if
they encounter cashflow problems or have little financial leeway.

The solution

PostFinance’s reverse factoring solution helps resolve this conflict of interests and enables the goals

of a later payment deadline and good supplier relationships to be achieved. PostFinance takes

over the customer’s accounts payable to its suppliers and guarantees on-time payment on behalf of
the customer. Customers can decide for themselves when they repay the amount to PostFinance
(e.g. after 180 days). Extending the payment term increases the customer’s room for manoeuvre financially,
while suppliers are paid on time. The customer decides each month on a flexible basis — depending

on liquidity requirements — when they wish to use the reverse factoring solution.

Reverse factoring solution from PostFinance

1
Delivery of goods or
service and invoice

2
Invoice information
Accounts payable Company
3 4
Payment of the invoice Payment according
by the due date to agreement
(e.g. after 30 days) (e.g. after 90 days)
%
Financing

Hedging by PostFinance limit,
bank guarantee
or credit insurance
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... .and improves the income statement and
balance-sheet figures

Main advantages

Improvement Increase in internal
of balance-sheet figures financing capacity
by increasing by reducing financing costs
trade accounts payable and the level of debt
Increase in liquidity Strengthening supplier
by extending the payment relationships
terms through flexible provision
of liquidity
Who is the Reverse factoring is particularly | ... trade accounts payable of over CHF 10 million
reverse factoring beneficial for companies with ...
solution particularly ... higher liquidity requirements, e.g. for business
growth

suitable for?

.. debt financing costs of more than 1.5%
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Case study: Philips

Dynamic discounting: increases the profit margins of customer

companies with strong liquidity positions ...

The challenge

Philips needed a working capital solution that
would cover its overall expenditure, have a high
EBITDA effect while also supporting suppliers

with a fair price mechanism and making them lower
risk. Philips” aim was to meet the liquidity require-
ments of each individual supplier at the right time
and at the right prices, while at the same time
benefiting fairly itself. The idea was also to integrate
the solution smoothly into the existing SCF pro-
gramme without changing peer-to-peer processes.

The solution

Philips opted for the dynamic discounting platform
solution provided by C2FO and launched an
early-payment programme to meet the fluctuating
demand for working capital in the upstream supply
chain. In an initial step, the C2FO platform allows
suppliers to claim discounts on invoices which
they wish to speed up. In a second step, an algorithm
compares the offers submitted by suppliers with

the discount requirements of Philips. On average,
97% of suppliers submitting an offer receive
discounts for early payment. The programme was
rolled out in 60 countries in ten weeks without
having a negative impact on existing ERP systems.

Philips:is a Dutch technology
company: which: specializes

in healthcare technology:and
household appliances. It

has 77,000 employees warldwide
and generated: revenue

of EUR:18.1: hillion in:2018.

The fintech: company C2FO
was founded: in:2008

and specializes:in the field:of
marketplace platfarms

for working ‘capital solutions.
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... and also provides flexible access to
liquidity for suppliers

Main advantages

Procurement Finance Treasury
.................................... Strengthening of supplier- -~ Increase in EBITDA, control over - Support with hedging of foreign
S relationships, reduction in supplier - - - the impact on WCM figures, -~ currencies, use of tied cash,

<o risk, minimal expenditure on support with accounting at over- -~ -~ while maintaining flexible cash

........... supplier retention ~ allaccounts and profit center - inflows

........... No integration costs for ERP, ... Compliance with all tax

©ooooooooo- minimal resource require- -~ regulations, opportunity to
coooooooooo ments, coordination with other - - - implement complex tax

Lol strategicinitiatives ... structures

..... e Philips uploads Suppliers make C2FO algorithms § All offers

its approved invoices discount offers on the compare the offers. from suppliers that
to the platform, invoices they :

sets a threshold and wish to speed up.
allocates a cash

meet the discount
I requirements and cash
budget of Philips

budget. are approved.

On average, 97% of the
suppliers which submit an offer receive
discounts for early payment.
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The potential of SCF is rated medium to high
for all four areas of WCM

How do you assess the potential of supply chain finance for achieving improvement
potential in the four areas of WCM?

Liquidity 2Q19
2018
Payables 2019
2018
Inventories 2019
2018
0 Low
Receivables ;glz B Medium
[0 High

The survey shows that the potential of SCF is considered relatively high in all four WCM areas
of performance.:Like the previous year’s survey, there are not significant differences with regard
to the identification of potential between receivables, inventories, payables and liquidity.
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SCF secures the capital for company growth and
increased working capital requirements

How have your working capital requirements
changed over the past three years?

Large corporations 12% 65%
Lower today.
SMEs 13% Gl I Unchanged
Higher today

65% of large corporations and 44% of SMEs indicate that working capital requirements have
increased over the past three years. The proportion of companies that have lower requirements
today is comparatively low at 12% and 13%.

Corporate growth is the main reason for the increased working capital requirements:indicated

by the companies surveyed. However, other reasons given were longer payment terms required by
customers, increased inventories due to product diversification, ramp-up effects owing to

new innovations or pre-financing provided.

The increased working capital requirements underline why the experts surveyed:regard the
potential of SCF as relatively high in general terms: not only does it allow companies to finance
their growth with working capital released, but it also helps the liquidity situation :of up-
stream and downstream supply chain partners and allows them to participate in the company’s
own growth due to its collaborative nature.
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SCF improves the balance sheet and income statement
by releasing working capital tied up in the supply chain

Despite the continued low interest-rate environ- Is your company borrowing more debt capital
) ) today than before the financial crisis on average
ment, companies are not borrowing more due to the low interest-rate environment?

debt capital now than before the financial crisis.
On one hand, this is explained by the fact
that while debt capital is relatively inexpensive,
it remains a limited resource for many
companies = especially SMEs. On the other,
companies are opting to draw on internal
sources of finance as:not only are they inexpensive,
but they can also be immediately converted

______ into:cash. In contrast to external financing, internal Y : B
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Reverse factoring increases the accounts payable term and
has a positive impact on return on capital

30.0 -

27.5 —

25.0 -

225 —

20.0 -

175 —

DPO and ROCE performance using the example of ABB (SCF company)

2018

2012 -7

2013 -7

2014 ©_.-- 2016

15.0 —

2015

| | | | | | |
55 60 65 70 75 80 85 90

Days payables outstanding (DPO) in days (2012-2018)

At least since the financial crisis, many companies are considering using capital:tied .up:in
the supply chain as a financing source. One of the main reasons for addressing: SCFis
that it is an acceptable extension (reduction) of payment terms for suppliers (customers).

The example of ABB, who took part in the study, shows that SCF meets this requirement.:Since
the introduction of the reverse-factoring programme on the procurement side, ‘the-average
accounts payable term has increased by around 20 days without adversely affecting the situation
of suppliers. In contrast, suppliers are paid even earlier today than before the:introduction of

the SCF programme.

The example does show that huge resilience is required for SCF and the positive effects are not
generally reflected in the balance sheet figures. Only once the procurement volume financed

via the SCF solution has reached a critical mass, will the positive performance effects:be reflected
in the balance sheet figures. Aside from this, special effects always have to be taken into

account when interpreting WCM figures. These effects dilute the operating result:either positively
or negatively and prevent a causal relationship to the SCF programme from being:established.
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Companies with reverse-factoring programmes
clearly stand out from the competition

DPO and ROCE performance of various SCF and non-SCF companies

50%

SCF company with positive special effect

40%

30%

20%

10%

ABB

0%

—20%

SCF.company. with:negative special. effect

—~10%

I I | | | | | |
-4% -2% 0% 2% 4% 6% 8% 10% 12%

Average annual:growth:rate DPO (2013-2018)

Companies with SCF solution Companies without:SCF solution

There :are positive performance effects not just:at ABB, but also at:other companies that

use a reverse factoring programme. The-annualized growth rates of the days payables outstanding
(DPO):and return :on: capital .employed (ROCE):tend to be highest:at companies which use
procurement-side SCF programmes.

It is worth looking at WCIM over various:periods during the course: of time as return figures
(e:g.'ROCE) are heavily influenced ‘over: the short term by the:use of accounting:instruments.

A dynamic evaluation: takes account of the fact that short-term-accounting measures: only
usually-achieve:a:recognizable impact:in the subsequent period-and partially:counteract the previously
intended developments. Overlapping special effects are difficult to isolate:in an-analysis

over the course of time.:This:means the:accounting performance effect that the: SCF programme
aims to achieve can no longer be:determined.
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Dynamic discounting increases the EBITDA margin, improves
the liquidity situation of suppliers ...

Standard conditions Dynamic discounting
(rigid discounts) (dynamic discounts)
2.5% — 2.5% — \
N Additional
2.0% — 2.0% ~ discount
\ potential
1.5% — 1.5% —
1.0% — 1.0% —
0.5% — 0.5% —
0% — ® 0% - »
10 days 30 days 5 days 10 days 30 days

Discounts when adhering to a short payment term of 10 days, for example, are a popular tool

for suppliers to ensure payments are received quickly and can, in turn, stabilize liquidity.A discount
is also attractive for customers as it enables them to reduce their effective purchasing prices.
However, the processing time for supplier invoices takes too long for many ‘customers to: actually
take advantage of the discount. This means that not only is there no incentive to settle invoices
early, but the working capital costs of suppliers are also increased.

The SCF dynamic discounting solution resolves this problem. Unlike conventional rigid discounts,
the discount granted changes dynamically over the course of time. Specifically, this meansthe
earlier payment is made, the higher the discount. The possible discount period is-‘generally four or
five times that of the conventional standard conditions.

This increases the discount potential for customers and creates incentives for:shorter:invoice
processing times. Another benefit of dynamic discounting is that the payments: are: either made
directly by the customer or can also be temporarily taken over by an intermediate financial
service provider.
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... and provides customers with access to additional
discount potential

1% to 3% - the discount offered by suppliers must Which figures do you use to determine the

] . ) . attractiveness of discounts for early payments to
be in this range in order for the companies surveyed suppliers?
to be willing to settle their invoices earlier. For
11% of large corporations and 5% of SMEs, a discount Own financing costs
between 0% and 1% would be enough. In contrast,
14% of the large corporations surveyed and 5% of Financing costs of suppliers
the SMEs would not be willing to pay their invoices

before the due date, even with a discount of over 3%.

Transaction volume

Increasing importance

Colliiiiiiiiiiiiiiiiiii How high must the discount offered: by your suppliers be in:order:for:you to settle:
- your invoices earlier (e.g. after 5days)?. - - - ..o oiiiiiiiiiiiiiin
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The benefits of SCF in accounts receivable extend far beyond
attractive financing conditions

Transparency and planability
(standardization of the payment conditions)

Flexibility of incoming payments

Improved customer relationships

Which of the following reasons
would incentivize you to introduce
an SCF solution for accounts
receivable?

Access to attractive working
capital finance

Other reasons indicated:
— Low-risk incoming payments

— Become a preferred supplier

— Secure payment execution

— Reduction of friction costs

— Threat of losing a strategic customer

to attractive working capital finance (49%) in fourth place.
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SCF in accounts receivable minimizes the currency and

del credere risk

How relevant do you consider the following risks
to be in your sales business?

Currency 12% _ 43% 21%

Del credere _ 50% 12%
Transport 24% _ 32% 7%
Politics 1% | s 23% 5%
Force majeure 33% _W

There:are:always various: economic risks
associated with: sales transactions regardless of
the target destinations of customers: Both
import:and export-oriented Swiss:companies-seem
to:be concerned about del credere and: currency
risks, -above all. Around-two-thirds-of the companies
surveyed: classify: these as important to very
important.-Political risks:-are-deemed: less relevant
despite the tense situation onthe ;global markets
and-the ongoing trade dispute between the USA
and:China. This is particularly striking, ‘given

that 39%: of the: companies: surveyed:-generate:over
80%: of their revenues abroad.

50%

40%

30%

20%

10%

0%

Completely
irrelevant

Largely irrelevant
Quite relevant

Very relevant

How high is the share-of domestic revenues in
terms of your company’s total revenues?

39%

33%

> 80%

<20%

Share of domestic revenues
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SCF enables the existing risks in accounts receivable to
be actively managed

Which strategies do you use to Pursuit of an
manage the risks in sales? “active strategy”
(o) (o)
Del credere 5% _ 22% 15% 85%
Currency 4% 6% 26% 26% 74%
0,

Transport 10% - 43% 33% 67%

Politics 16% [T29% T 12% 43% 57%

Force majeure 10% _ 23f% 49% 51%

Reduce [ Avoid Transfer Accept

By introducing an SCF solution in accounts receivable (e.g. factoring) or participating in-an
SCF solution initiated by a customer (e.g. reverse-factoring programme) companies can
significantly reduce their main risks in accounts receivable. This is a major requirement for
companies in particular. 85% and 74% of those surveyed indicated that they actively
manage their del credere and currency risks.

The potential of SCF solutions in accounts receivable is particularly reflected by:the:fact that
the risk for suppliers not receiving payment from customers is significantly reduced. The improved
business relationships also enable the status of preferred supplier (customer) to: be retained.
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SCF in accounts receivable enables quick receipt of payment without
having to grant price deductions to complete sales

What average range of price deductions would you offer your customers
to receive early payments (e.g. after 5 days)?

80% - 73%

60% ~

40%  —

20% —

: 11% g9 9% 77 - Large corporations
L, 5% 0% 0% :
0% - 0%: mm o D% 0% [0 mm sves
No discounts 0to1% 1102% 2t03% Over:3% Not sure

Around two-thirds of the companies surveyed do not We do not put strain on our own balance

. . . . sheet by providing short-term credit for our
wish to put strain-on their own balance sheet with customers for strategic reasons.

short-term credit for their customers. At the same time,
around two-thirds are also not willing to grant

their customers price deductions for earlier:payment
upon conclusion: of contract.

Companies:also have a strong:interest in: their
customers settling outstanding invoices quickly-without
having to grant discounts. SCF solutions,: such as
factoring, meét both of these requirements and:can
generate:significant value added,  particularly:in the
case of customers with high sales volumes-or long-term
business relationships.

[0 - strongly disagree

Do-not really-agree

Agree to some extent

Strongly agree
Difference between price deduction and discount

The price deduction is agreed between the supplier and the customer
upon conclusion of contract and is indicated on the invoice. The discount
is deducted from the net amount, in other words from the invoice
amount without VAT.

The discount is taken off the gross amount, in other words from the
invoice amount with VAT and is a price reduction granted subsequently.
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SCF outlook

What are the trends on the WCM and SCF market?

The more frequently the words appear in newspaper articles,
the bigger the letters are.

O
=
wy
. 2=
g::: TRADE FINANCE < <{ DYNAMIC DISCOUNTING
ISLAMIC FINANCING i ARTIFICIAL INTELLIGENCE a RECEIVABLES ON BLOCKCHAIN
SUPPL?SETECHN%_(?GY = OPERATING CAPITAL
FINTECH-BANK PERATIONS wn
DIGITAL.FACTORING SCF-PLATFORMSE ZEOASH< E SUPPLY CHA||\S|U£I|_\!\!ﬁ|||}|R(E:VELUTION
COLLABORATION E'PAYMENTE - la—t 7 OFF-BALANCE

= BUYER-SUPPLIER RELATIONSHIPS
FIXED-ASSET FINANCING

CROSS-BORDER SCF§ <
¥  SUSTAINABLE SCF
O
o
-

CLOSED-LOOP SUPPLY CHAINS
INTEREST RATES

PROCESS:AUTOMATION <
CHINESE FINANCING ]

CCOUNTIN

REVERSE FACTORING

The market for working capital and SCF solutions is dynamic. Both the speed and the way in
which: working capital is financed have fundamentally changed over recent years. One of

the major trends in WCM is the transition from paper-based transactions to electronic invoicing.
As the study:results show, companies are still most concerned about this trend — not as the
keyword-cloud might suggest — in terms of daily operations.

However, innovative technologies and optimization concepts are also gradually being adopted
by Swiss:companies. Progressive companies with weak balance sheet positions only obtain
working capital finance on the basis of transactional trading data. The use of large volumes of
data changes the nature of WCM by making the financing decision easier for investors and
significantly expanding the potential circle of financeable companies. In this respect, there
appears to be a shift from customer-centric financing models, as is the case with reverse
factoring, towards distributed supplier and purchaser networks without primary “anchor com-
panies”.
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The SCF services of Swiss banks fall short of the expectations

of the companies surveyed

How do you rate the quality of the SCF solutions provided
by banks and fintechs in general?

Bank-supported solution 1% 56%

15%

Fintech solution 16% 44%

23%

Very poor

Quite poor
. Average

Quite good

Very good

Banks and fintechs are the main pioneers for cooperative WCM approaches covering several

supply chain levels. Both groups have successfully invested in SCF expertise and IT over

recent years to meet the changing WCM requirements of companies. This is:confirmed by
the study results: over two-thirds of those surveyed rate the quality of the SCF solutions
provided by banks and fintechs as quite good to very good. This also reflects the trend where
banks and fintechs are increasingly bundling their strengths and positioning themselves

jointly as SCF solution providers on the market.

However, Swiss banks generally fall short of the
expectations of study participants. Only 7% indicate
that the product portfolio of their bank enables
them to manage their WCM professionally by using
SCF solutions. 23% believe that they tend to

agree in the case of their bank. 25% said that they
tend to disagree in relation to their bank and

15% strongly disagree. 30% rate the WCM services
of their bank as average. This result shows: very

few Swiss companies have a bank that meets their
changing WCM requirements.

Does your bank’s product portfolio enable.you
to manage your working capital professionally

(e.g. using SCF solutions)?

Disagree

Tend to disagree

B Average

Tend to agree

Agree
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The awareness of SCF's enormous potential
for success has further increased

Do the large consulting companies possess the competencies and expertise to support finance
managers with the introduction of innovative supply chain finance solutions?

607 7 55%
45%
40% -
24%25%
[
20% ~ 18415%
0, .
I I 5% 5% 8% [ Large corporations

0% [ ¥ | . 0% 0 SMEs

Agree Tend to Partially Do not really Do not

agree agree agree

A majority of the companies surveyed believe that the large consulting companies possess

the experience and:competencies required to support them with the introduction

of SCF. These results show that as well as banks and fintechs, consulting companies have
----------------- also-recognized:the: SCF trend-and have generally successfully: acquired SCF expertise. - ooooiiiiiiiii

. -No: -
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Case study: technology group

Supply chain finance beyond traditional approaches ...

The challenge

The dependencies in international trade have increased significantly over recent years and
most technology groups have complex and closely intertwined supply chains. In light

of this, it is important for manufacturing companies that tier-1 suppliers are well positioned
financially, and, in particular, tier-2 suppliers (upstream suppliers).

The solution

Thanks to an innovative buy-sell model, the technology group succeeded in reducing

the days sales outstanding (DSO) of the tier-2 suppliers by up to nine weeks. It also success-
fully reduced the capital commitment in inventories. The liquidity situation of the
upstream suppliers was significantly improved by incorporating the goods of the tier-2
suppliers into the supply chain and through immediate sales to the tier-1 suppliers.

The upstream suppliers wait for
weeks for payment from customers
with significant market power.

Original i DSO: 11 weeks : DSO: 1:.week
process i ;

Delivery % Delivery
YO (9) ()

Tier-2 suppliers (upstream suppliers) Tier-1 suppliers Company
Process with
buy-sell model Sell
Buy
DSO: 2 weeks -82%

The buy-sell model

allows the customer to reduce
the DSO period of

its upstream suppliers
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SCF outlook

... to help ensure the liquidity of suppliers and

upstream suppliers

Reduction of inventories 0

with tier-2 suppliers
through innovative buy-sell
model

Main advantages

Improved transparency
through cooperative
interface management

DSO reduction amongst 0

tier-2 suppliers
through early settlement of
invoices

Improved supplier
relationships

through status as “preferred
customer”

3 to 20 weeks for
production and delivery

- packaging < -

1 to 3 weeks for
production and 1 day
delivery time

B 1 to 3 weeks for
i production and 3 days
delivery time

4 to 8 weeks

11 weeks 1 week

4 to 8 weeks

2 weeks -82% 1 week

Reduction of the payment
term to 2 weeks by introducing
the buy-sell model
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Key terms and explanations

Accounts payable-based buyer leasing is a financing solution for reducing the investment-related capital commitment
of purchasing companies. It enables the usage-oriented provision of capital goods.

Accounts receivable-based vendor leasing is a financing solution used in particular during the sale of capital goods.

It enables companies to provide capital-intensive products in combination with a financing solution as a package and is
usually-provided in.cooperation with a leasing company.

Advanced analytics covers a wide range of research methods that enable companies to analyse data which cannot be
evaluated using traditional data processing methods due to its complexity, dynamics and structure. These include methods
such as big data, predictive analytics and data mining.

At-shipment financing is an innovative financing solution that enables the financing of goods during transport

based on a track and-trace system. Real-time data is used to create real risk profiles for financial service providers and to
make:transport inventories accessible for external financing as early as possible in a supply chain.

Automation in the narrow sense refers to systems able to perform tasks and resolve problems independently (autonomously).
One of theaims: of automation in the context of WCM is to reduce manual activities and processing.

Blockchain-based inventory financing refers to the financing of inventories within a supply chain using distributed-ledger
technology and smart contracts. Compared to current inventory financing solutions, an extended portfolio of inventories can
be financed (more cost-effectively) through increased transparency and data quality.

Blockchain technology: A blockchain is a decentralized database in which monetary units or securities can be managed.
Blockchain:technology is based on smart contracts which not only check individual contractual conditions but also implement
them automatically. The technology thus enables faster and more cost-effective processing of transactions.

Cash pooling: Liquidity balancing within the group using central finance management that removes excess liquidity from
group companies-or-balances liquidity shortfalls through loans.

Cash-to-cash cycle (C2C cycle): Compared to static analysis of working capital, the C2C cycle enables a dynamic view

of WCM. A dynamic view means that the cycle between liquidity and outgoing and incoming payments is recorded. The
C2C: cycle also enables good external comparability through which potential savings can be determined compared against
various:internal and external benchmarks. The indicator is also clear, easy to understand and can be calculated from publicly
accessible-data-sources without great expense. Because of different cost accounting practices at companies, sales instead

of manufacturing costs are used to calculate DIH and DPO in this study.This change enables external comparability but results
in‘a reductionin:accuracy. As well as the strengths of the C2C cycle, its weaknesses must also be taken into account in the
evaluation of the study analyses. A first point of criticism is that the approach is susceptible to “balance sheet manipulation”.
The external:comparability is at the expense of accuracy; for example, changes during the year are not adequately taken
into-account.-Finally, it should be noted that the approach does not take account of the actual level and “quality” of the
capital commitment:
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Dynamic discounting is an SCF solution where the purchasing company offers the supplier earlier payment of the invoice.
In contrast to conventional discounting, dynamic discounting uses dynamic payment methods and is generally conducted via
a dynamic SCF platform available on the market. If a supplier makes use of the early payment option, a dynamic discount
applies. The earlier an invoice is settled, the higher the discount.

Factoring refers to the commercial, revolving transfer of a company’s accounts receivable to a financial service provider or
a factoring company. Factoring as an SCF solution provides companies with an increase in liquidity while at the same time
reducing financing costs and unpaid invoices. Genuine factoring occurs when a factor assumes the credit risk. If the risk of
loan loss is not assumed, this is referred to as recourse factoring.

Financial hedging is used to protect transactions against financial risks, such as price and exchange rate fluctuations.
Fintech (financial technology) is a general term for technologically driven financial innovations and is often equated with
companies that provide new kinds of financing instruments and services.

Holistic working capital management (WCM): the business-oriented reduction of working capital (e.g. through the
systematic extension of days payable outstanding (DPO)) can have a negative impact on relationships with customers

and suppliers and result in liquidity bottlenecks. In view of this, holistic WCM takes account of the interests of the supply
chain partners and aims to improve the integration of information and simultaneously reduce the capital tied up

within a supply chain.

In-house bank: This represents an important part of modern treasury management and aims to centralize risk management,
group financing and payment transactions.

Invoice discounting: In contrast to conventional factoring, invoices for accounts receivable are not sold to a factoring
company with invoice discounting, but are instead used only as collateral for short-term financing (asset-based lending
approach). The use of digital invoice discounting platforms provides companies with flexible access to liquidity while also
reducing the risk for external financial service providers through increased transparency.

Invoice securitization is an SCF solution where accounts receivable are sold.In contrast to traditional factoring, accounts
receivable are bundled and converted into short-term securities and offered to a broad basis of investors on the capital market
via a special purpose vehicle (SPV).The payment default risk is generally assumed by the investors.

Working capital: Various definitions of working capital exist in theory and practice. Working capital is essentially the capital
required for business operations minus current liabilities. The latter is often equated with liabilities from supplies and services.
Off-balance inventory financing refers to the financing of inventories where operational goods logistics and ownership are
transferred to an external logistics service provider. This results in a reduction in costs due to lower storage and logistics costs
and an increase in liquidity through a reduction in the capital tied up in inventories.

On-balance inventory financing is an instrument for financing inventories. In contrast to the off-balance solution, the
inventories remain on the purchasing company’s balance sheet with the on-balance solution and serve only as a guarantee
for a credit agreement (asset-based lending approach).
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Preferred customer refers to a long-term management strategy through which a purchasing company stands out from other
competitors by providing exceptional products and services for suppliers (e.g. rapid settlement of invoices). Companies become
preferred customers if they succeed in structuring the relationship between their procurement and the supplier’s sales units better
than their competitors.

Preferred supplier refers to a long-term management strategy through which a supplier stands out from competitors through
exceptional products and services (e.g. the provision of generous payment terms). Companies become preferred suppliers if
they succeed in structuring the relationship between their sales and the procurement organization of the customer concerned
better than their competitors.

Procurement cards (P-Cards) are a form of business customer card (often in credit card format) and enable goods and
services to be purchased from pre-defined suppliers without a traditional procurement process. P-Cards are generally used for
smaller purchases to achieve greater cost efficiency and control. The bank managing the transaction makes the corresponding
payments to the payment recipient within days, while it issues the customer company with an invoice on a monthly basis.
Purchase order financing is an SCF financing solution agreed between purchasing companies and suppliers to achieve
financing at an early stage (at the time of the order).

Level of maturity: Companies’ level of maturity is determined to identify best practice approaches and optimization
potential. Recommended courses of action are provided by the average value of the best 10 companies (top 10) in a specific
WCM field compared with the average value of the entire sample.

Reverse factoring is a conventional SCF solution which essentially enables a customer to obtain pre-financing of liabilities
from their supplier. With reverse factoring, a factoring provider concludes a contract with the buyer of goods (purchasing
company) in which it undertakes to pre-finance the liabilities of its suppliers. Key requirements that have to be met for the
successful implementation of a reverse factoring solution are good creditworthiness of the purchasing company and the
onboarding of suppliers onto an SCF platform.

Reverse securitization is an SCF solution where, in contrast to traditional invoice securitization, the entire credit risk is
concentrated in the initiating purchasing company. The assets to be financed are sold to a special purpose vehicle (SPV) at a
discount and then sold to private and institutional investors on the capital market.

Return on capital employed (ROCE) is an economic indicator which shows how efficiently a company uses the capital
available to it.

Collective invoices is a form of billing where an invoice is sent to a customer for several deliveries per period.

Sales offer financing refers to financing solutions that suppliers use to promote the sales of their products and to create
financial flexibility for customers (e.g. through the use of payment by instalments).

Self-financing capacity: This indicates the extent to which companies can make investments without having to rely on
external financing sources.

Smart contracts are blockchain-based computer protocols which enable customer and supplier contracts to be shown

and verified digitally. As agreed provisions are set out digitally in smart contracts, they can be executed and implemented in

a decentralized and autonomous manner.

Supply chain finance (SCF) extends the perspective of WCM to the entire supply chain and addresses the company-wide
optimization of financial structures and payment flows in company networks. The aim of SCF solutions is to create

added value for all parties concerned by adopting a holistic approach to financial processes between suppliers, purchasing
companies, and external financial and logistics service providers.
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Methodology and background of the study

The starting point of the WCM Study 2019 was the supply chain-oriented analysis of WCM at Swiss companies and the focus
topic of supply chain finance (SCF). It examines the following key issues:

—  Which tools do Swiss companies use to meet the changing requirements of WCM?

—  What potential for success does SCF offer and what are the implications for Swiss companies?

—  Which SCF solutions are best suited to which WCM strategies and how can they be successfully
implemented with customers and suppliers?

Methodology
The WCM Study 2019 is based on primary and secondary data which was initially analysed in a differentiated manner

based on the individual topics and then interpreted in a correlated manner. Both qualitative estimates and quantitative information
were used here. All information and data was thoroughly checked, validated and systematically prepared.

Sector affiliation of study participants

5%

Automotive

10% Chemicals/pharmaceuticals
Electrical engineering

Mechanical engineering

Retail
13% IT/telecommunications
Consumer goods

Textiles

Services

Transport

8%
1% Other
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Information sources

The WCM Study 2019 is based on two data sources:

— 128 questionnaires (WCM expert survey 2019)

— Economic and financial databases (in particular, Bloomberg and Thomson Reuters Eikon)

The external data sources were used for the calculations in the WCM figures section in particular. All further evaluations are
based on the questionnaires carried out during the period February to April 2019 as part of the WCM expert survey 2019.

The survey focuses on the Swiss market and various issues concerning WCM and SCF. In order to provide greater depth to the
results, interviews were also carried out with selected study participants.

Study participants

The WCM Study 2019 covers several sectors to provide the most comprehensive insight possible into WCM at Swiss
companies. The sample includes a total of 128 companies from over ten different sectors, whereby large corporations (over
250 employees) account for 36% and small and medium-sized enterprises 64%. The balanced composition of the sample
aims to increase the representative nature and generalizability of the study results for the Swiss market.

Function of the study participants

5%

CFO

Treasury
Accounting
Controlling

459% CEO/managing director
0

Other

19%
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Supply Chain Finance Lab

The Supply Chain Finance Lab of Swiss Post (SCF Lab) at the University of St. Gallen conducts research on financial supply chain
management at the interface between knowledge and application. The research activities focus on the broad and not clearly
distinct topics of working capital management and supply chain finance. The annual WCM Study and the Swiss WCM Awards
are a major part of the SCF Lab’s activities.

WCM Study

The WCM Study was published for the first time in 2014. It sought to determine the current performance level of Swiss
companies in WCM and to identify good practices. With its focus topic of supply chain finance, the WCM Study 2019 builds
on these objectives and provides valuable impetus for creating financial flexibility for the entire supply chain.

Swiss WCM Awards

The Swiss WCM Awards recognize outstanding overall working capital management performance and innovative solutions
that make a significant contribution to improving WCM over the long term. The jury of the Swiss WCM Awards is made up of
the following high-level experts:

- Prof. Dr Wolfgang Stélzle (Chairman of the jury and Managing Director of the Institute
for Supply Chain Management at the University of St. Gallen)

— Adrian Bronnimann (Head of Distribution for Corporates & Banks and Head of Working
Capital Management at PostFinance Ltd)

— René Cotting (Chairman of ABB Technology Ventures and Head of Operation, Innovation
and R&D at the ABB Group, former CFO ABB Switzerland)

— Pascal Koradi (Member of the Management Board of the CFO Forum Switzerland)
— Tobias Knechtle (CFO of Valora Holding)
— Rolf Renz (Former CFO of Siemens Region South West Europe/Siemens Switzerland Ltd)

— Mario Rossi (CFO and Head of Business Steering Switzerland at Swisscom)
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