
 

Managing cash: self-help during 
uncertainty 

By Steve Delo 

 

Welcome to the first in a series of thought pieces from Pragma. The Pragma 

Monthly is a deep dive into the key issues affecting retail, travel and 
consumer businesses, to accompany our weekly Pragmatists and our 

quarterly white papers. 

In this first issue, we look at cash management. 

Whether you’re a growing business or battening down the hatches to ride 

out the current economic uncertainty, all businesses require cash, and the 
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ability to free up cash is one of the most important ways to grow or protect 

your business. 

The benefits of effective and pro-active working capital management in 

high inventory industries, such as retailing and consumer brand 
manufacturing, are significant. With focused activity, many companies can 

release up to 25% of working capital within twelve months. 

However, not taking action to protect cash whilst pursuing growth can see 
working capital increases, with inevitable consequences for those business 

leaders who are unsuccessful in achieving those growth expectations. 

The working capital cycle, which measures the time it takes a business to 

turn borrowing into cash (see below for definitions), is usually funded 
through credit facilities attracting interest charges, which results in reduced 

profits as well as impacting potential funding for additional investment. So 
releasing cash by shortening the working capital cycle is an important 

source of funds, especially during periods of uncertainty.  And interestingly, 
potential investors use the working capital cycle as a measure of the 

management team’s ability to manage its balance sheet and improve cash 

flow. 

Cash is everyone’s KPI 

Managing cash flow is a key responsibility of all managers, not just the chief 

financial officer. Whilst the CFO and their team monitor and govern 
purchases and collections, all management positions – from boardroom to 

shop-floor and distribution centre – have a significant influence on 

inventory, the largest cash asset for most retailers. 

Table 1 below (click to expand) shows examples of the various working 

capital cycles for nine retailers across three retail sectors with very different 

business models. It shows a wide spectrum of working capital outcomes. 
For example, Zara, with its fast fashion proposition and short production 

runs, pays its suppliers on 30 days, collects its receivables from its partners 
in 13 days and holds only 25 days’ stock, resulting in an eight-day working 

capital cycle. This compares to Ted Baker, with its own stores and 
wholesale business, which holds almost six months stock, collects its 

receivables in 41 days whilst paying its suppliers on 67 days, resulting in a 
five month working capital cycle. Furniture businesses such as DFS and 

Warren Evans hold limited stocks of finished goods and manufacture to 



order. As a result, they operate with negative working capital cycles and 

hence deliver stronger free cash flows. 

 

 

 

Three retail sectors: 

Apparel with classic buying and merchandising operating models 

including fast fashion Zara, pure play ASOS and store-based retail and 

wholesale brand Ted Baker; 

Made-to-order furniture retailers DFS and Warren Evans, with low 
working capital requirements and finished goods retailer Oak Furniture 

Land; 

General merchandise store-based stationers, arts & crafts retailers 
Ryman & Hobbycraft characterised by large continuous low rate of sales 

ranges and The Works with its short cycle stock packages. 

 

Reducing the working capital cycle 
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At its simplest, retailers strive to reduce their working capital cycle by 

collecting receivables quicker, pushing out payments and reducing 

inventory levels. But it is not as easy as it seems. 

Many of the levers to manage outstanding collections and accounts payable 

are within the control of the finance and commercial teams. They can 
remove grace periods and delay payments to deliver short-term reductions. 

Programmes to adjust payment terms with suppliers, wholesale and 

franchise customers deliver longer-term access to cash. 

However, the structural levers that drive inventory are managed across all 

functions within the organisation. Supply chain and merchandising may 

control purchasing, however the minimum inventory requirement to 
deliver the top line goes to the heart of the business and operating model. 

Short-term cut-backs focusing on inventory purchases may deliver the year 
end stock number for balance sheet reporting but can, and often does, 

damage the sales line through poor availability, with longer-term 

consequences for consumer trust. 

 

‘Priming the Pump’ is a risky strategy 

Cash management disciplines are as important during phases of extensive 

growth as during challenging market conditions. Often management 

attention is so focused on sales and EBITDA growth that it can ‘prime the 
pump’ with new inventory in advance of projected sales growth and ignores 

less obvious and, some would argue, easier approaches to value creation 
such as working capital release, operational effectiveness and materials cost 

reduction.   

For example, over the last four years, Ted Baker has been growing sales at 
18% per annum, 40% of which is through ecommerce, while the rest comes 

from like-for-likes and new space. Table 2 below (click to expand) shows 
net payments and collections performance has improved marginally over 

the period, however total working capital has grown 7 per cent per annum 
ahead of sales, driven by 29 days’ additional inventory (worth £25m), 

equivalent to almost 50% of Ted Baker’s 2016 Operating Cash flow. 

 



 

 

Three steps to ‘Draining the Inventory Swamp’: 

Whilst very effective in the short-term, reducing inventory by cutting back 

purchases only serves to deliver a flattering stock result at the end of the 
year, but it doesn’t take long before the deafening clamour of complaints 

about lost sales releases the purchasing shackles.  In our experience, there 
are three steps to systemically reducing inventory without impacting profit 

growth: understanding the true costs of inventory, developing and 
delivering a clearance plan, and updating the operating model of all the 

processes that influence inventory. 

1) Understanding the true costs of inventory 

The saying “more choice equals more sales” was a tenant of international 
retailing until the discounters finally proved that ‘relevant choice’ matters 

more than the volume of SKUs.  However, in physical store retailing, more 
choice has a devastating impact on inventory days outstanding.  Whilst the 

Pareto principle (the 80/20 rule) is very well understood, its impact on 
days inventory outstanding (DIO) is staggering.  A rule of thumb holds that 

the top 20% of the range (which delivers 80% of sales) uses the same 
amount of inventory as the remaining 80% of the range.  As a result if a 

business works on 120 days inventory days, 80% of the range is actually 
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operating on 300 days (2.5 times DIO).  No buyer ever seeks to include 
poor performing ranges, but generally without taking action the bottom 

20% has 5x (almost two years) inventory days outstanding.  With this in 
mind, understanding the drivers and root cause of poor inventory 

performance is key to delivering sustainable performance improvement. 

2) Take the tough decisions – start draining 

Fashion businesses and other buying and merchandising structured 
businesses operate blended margin, markdown management and open-to-

buy controls to effectively ‘clear-as-you-go’, but that doesn’t always prevent 
inventory creep and a reluctance to clear, especially when slow sales are 

eating into gross margins through early promotional 
markdown.  Alternative category management and supply chain structured 

businesses being focussed on sales, margin and availability are as a result 
more prone to inventory creep. The only effective solution to draining the 

swamp is a line-level clearance plan designed to minimise full-price 
cannibalisation and taking account of the impact to brand perception; 

whether through phased in-store clearance, outlet, clearance retailers (E.g. 
TK Maxx), private sale websites or non-house branded resellers via Amazon 

and eBay. 

3) Make sure the swamp doesn’t fill up again 

Sustained improvement in inventory days requires updating the end-to-end 

operating model that manages the product life-cycle, from range strategy to 
channel execution and after-sales service.   Prioritising using the inventory 

performance insight above, the business needs to review, re-design and 
implement new processes, performance measures, management controls, 

support tools as well as reviewing its organisational design, training and 

capability. 

To hear more about how we can help you identify, plan and deliver 

sustainable working capital cycle improvements and release cash into 

your business, simply reply to this email. 

  

What is the working capital cycle? 



The working capital cycle, measured in days, is the time it takes to turn your net current assets 

and liabilities into cash. The higher the number of days, the greater the business is tying up 

capital without earning a return on it. 

The formula is: Days Sales Outstanding (DSO) + Days Inventory Outstanding (DIO) – Days 

Payable Outstanding (DPO) 

• Days sales outstanding (DSO) reflects the retailer’s collections policies and 

procedures.  Whether collecting sales revenues from customers and merchants or 

supplier rebates and promotional funding, DSO is the value of receivables as a percentage 

of sales expressed in days; the higher the number, the slower the business is collecting 

sales revenues or supplier funding 
  

• Days inventory outstanding (DIO) reflects the value of stock, materials and part-

finished goods in the supply chain as a percentage of total cost of goods sold expressed in 

days; the higher the number the longer goods are sitting around the business tying up 

cash which could be used for further purchases or investment 
  

• Days payable outstanding (DPO) reflects the retailer’s terms and their adherence 

with suppliers. It is the value of outstanding invoices as a percentage of total costs and 

expenses expressed in days; the higher the number, the greater the business is leveraging 

its suppliers for working capital 
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Menswear white 
paper 

It's been a great year 

for menswear, with 
luxury and high street 

operators increasing 
their investment in the 

sector… 
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Beyond compare 
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staycation holidays, 

but only certain 
destinations are 

enjoying bumper 

growth… 

Read More » 
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growth. It is for… 
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WHAT WE DO 

Retail Strategy & 
Operations 
We provide retail and consumer 
businesses with shopper, multi-
channel, operational and store 

 

Investor Services 
We work with a variety of different 
clients including banks, 
accountants and private equity 
firms, to provide an informed 
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estate strategies, as well as 
international roll out. 

 

opinion on the potential of a 
business. 

 

Airports & Travel 
Our specialist Airports & Travel 
division is world leading and has 
completed commercial strategy 
and passenger insight projects in 
over 50 airports worldwide. 

 

 

Commercial Spaces 
We provide retail and consumer 
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channel, operational and store 
estate strategies, as well as 
international roll out. 
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