
The level of optimal working capital effi ciency varies between 
sectors and companies.  Achieving a day sales outstanding 
(DSO)	fi	gure	of	35	might	be	seen	as	excellent	in	one	industry,	
but poor in another.  The bar is constantly changing as new 
technologies emerge, regulations change, banks introduce new 
products, and corporations strive to fi nd effi ciencies within their 
own system to improve working capital fl ow.

Focus: collections and reconciliation
One	example	of	this	change	has	been	the	shift	in	focus	within	
many corporations in Asia to collections and reconciliation as 
the key components of effi cient working capital via reduced 
DSO.		While	much	has	already	been	done	to	improve	the	
effi ciency of the physical supply chain, the associated fi nancial 
supply	chain	has	not	always	kept	pace.		Our	clients	now	tell	
us they are making more effort to accelerate the order-to-cash 
cycle	to	reduce	DSO.		The	key	here	is	no	longer	just	about	
getting the cash in from sales but applying it accurately and 
quickly to specifi c customer invoices.  Companies that don’t 
get this right wind up with large balances of unallocated cash 
– or risk alienating customers by chasing them for invoices that 
have long been paid, or preventing them from making further 
purchases by erroneously placing a stop on their account.

A	further	element	in	this	shift	in	emphasis	is	information.		CFOs	
and treasurers need accurate and complete information from 
their internal systems in order to manage corporate liquidity 
effectively.  The quality and timeliness of this information is 
hugely dependent upon the effectiveness of collections and 
reconciliation.  The treasury that is armed with clean real-
time cash information is ideally placed to apply the same 
‘just in time’ techniques used in manufacturing to liquidity 
management.  This in turn impacts working capital effi ciency; 
business units in defi cit can be funded with inexpensive internal 

liquidity to reduce their cost of working capital, while those in 
surplus can be rewarded with better investment returns.

DSO reduction
Reducing	DSO	can	be	achieved	with	a	range	of	
complementary strategies.  For example, if customers can 
be persuaded to pay electronically this expedites the receipt, 
and correct application, of cleared funds.  This in turn allows 
customers’ credit lines to be managed more effi ciently because 
the actual balance on their accounts can be tracked in a 
more timely manner, which allows the faster release of new 
shipments and a compressed order to cash cycle.

Training the sales force to think about the impact of extended 
credit terms can also improve a company’s working capital 
fl ow.  Sales people who are incentivised by commission alone 
may offer extended terms just to close the deal.  Making this 
one of their key performance indicators can substantially 
improve the working capital position.

Improving DSO and receivables operations 
Global banks have a variety of tools to help corporates 
streamline	key	operations	that,	in	turn,	can	reduce	DSO.		
J.P. Morgan, for example, has been actively helping corporate 
clients to craft and implement a strategy to convince customers 
to switch to electronic collection channels such as direct debit.  
For those situations where customers prefer to continue paying 
the corporation by cheque, the bank should be able to provide 
outsourced cheque processing that can capture data from 
paper and convert this to a stream of electronic information.  
This	can	then	be	fed	directly	to	the	corporation’s	ERP	system	
via a direct host-to-host link, which from the corporation’s 
perspective means that fully automated processing of even 
paper payments is possible.

Many banks support enhanced payer identifi cation by assigning 
unique reference numbers to each customer, thus enabling more 
effi cient payment reconciliation.  Furthermore, if a bank has 
extensive market presence, a more direct route to identifi cation 
may be possible.  If a bank has both the corporation and 
its customer(s) as client(s) then it can directly complete the 
information loop and provide uniquely enriched data.

Optimal	working	capital: 
making aspiration reality

E�  cient working capital management is not about achieving a universal ‘right answer’; what works 
for one corporation may be irrelevant for another.  � ere are general principles which can be 
employed to ensure that optimal working capital e�  ciency is achieved, however.  Fabian Khoshbakht, 
Vice President, Working Capital Advisory at J.P. Morgan Treasury Services, elaborates.

The treasury that is armed with clean real-
time cash information is ideally placed to 

apply the same ‘ just in time’ techniques used in 
manufacturing to liquidity management.
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DPO opportunities
When corporations follow a decentralised model for their Asian 
operations, a non-standardised approach to payment terms 
often develops.  Multiple business units, for example, may 
deal with the same supplier, but pay at different times – some 
sooner than necessary.  This creates signifi cant working capital 
ineffi ciencies and makes it harder to accurately forecast cash 
fl ow.  Costs are also replicated in this type of situation – and 
those costs tend to be higher because many companies in 
Asia use cheque payments, which have a far higher total item 
cost than ACH payments.  Again, this is an area where the 
right bank can help improve the days payable outstanding 
(DPO)	rate	by	assisting	with	a	migration	to	electronic	payments	
or cheque outsourcing.  Instead of a monthly cheque run, 
some corporates are now distributing workload more evenly 
by performing weekly or fortnightly electronic payment runs 
that are more closely aligned to supplier terms so as to take 
advantage of potential early settlement discounts. 

Stretching DPO
Extending	DPO	has	obvious	benefi	ts	for	the	working	capital	
position, but this is a process that requires care.  While large 
corporations may have the leverage to impose extended 
settlement terms on suppliers, this can create signifi cant 
operational risks: small suppliers may be forced out of 
business, or simply decide to go elsewhere.

In the aftermath of the fi nancial crisis, the relative paucity of 
external sources of working capital has also made the ‘direct’ 
approach	to	extending	DPO	less	viable,	as	suppliers	may	be	
unable to source the necessary capital to support this.  As a 
result, a growing number of larger corporations operating in 
Asia	are	switching	to	indirect	methods	of	extending	DPO	–	
such as supply chain fi nance.  This delivers a win/win situation 
by leveraging the credit differential between a creditworthy 
‘anchor’ buyer and its suppliers.

Improving DPO operations
Banks can help by providing tailored supply chain fi nancing 
solutions that extend across the entire payment-processing 
spectrum.  For example, the bank may be able to engage 
directly with a corporation’s suppliers to assist them in 
migrating to electronic invoicing, thus saving on the cost of 
manually	processing	paper	invoices.		Ultimately	the	bank	
should be able to build on this by also offering host to host 
consolidated payment processing, thereby completely 
automating the payment process from end-to-end.  As part 
of that payment automation, banks like J.P. Morgan also 
provide professional consulting, from the (re) engineering of the 

entire payment process to large scale infrastructure such as 
migration to shared service centre workfl ows.

Completing the picture
The common factors that traverse optimal working capital 
management are visibility, effi ciency and control.  A bank 
that can effectively leverage its knowledge, processes, 
products and services will ultimately be able to deliver on all 
these key factors.

However, many corporations tend to forget that working 
capital	effi	ciency	is	about	more	than	just	pushing	up	DPO	and	
pushing	down	DSO.		Only	when	liquidity	and	working	capital	
management are symbiotically integrated can the maximum 
benefi ts be achieved.  For example, better performance of 
liquidity management tasks (such as forecasting) feed back 
into more effi cient deployment of working capital.  By the 
same token, the improved information quality resulting from 
fast/accurate reconciliation makes more accurate forecasting 
possible.		The	end	results	of	bringing	together	improved	AR,	
AP and liquidity are tangible; numerous J.P. Morgan clients 
have already found that this more joined up approach delivers 
enhanced and readily accessible cash fl ows.

Conclusion: building up from the foundations
Achieving this virtual cycle obviously necessitates internal 
change, but also requires consolidation and streamlining 
of banking providers.  Multiple banking relationships beget 
multiple (often surplus) accounts.  Apart from unnecessary 
maintenance charges, these also create fragmentation/
duplication of interfaces, data and processes.  This then 
impacts reconciliation and the ability to achieve a true picture 
of total available liquidity, with the result being poor forecasting 
and impaired working capital.

Therefore, a bank that can deliver the geographic coverage to 
provide homogenous data and processes is valuable, but in 
itself only provides the foundation.  To complete the picture, 
three elements are needed:

•	 A	rationalised	and	streamlined	bank	account	structure	
that feeds...

•	 ...effi	cient	collections/reconciliation,	supported	by	top	fl	ight	
bank reporting and data enrichment, which are linked into...

•	 ...best	in	class	pooling	structures	to	consolidate	funds	and	
ensure idle balances are put to work.

If all these are in place and closely integrated, then optimal 
working capital becomes a practical reality – not just an 
aspiration.
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