




























July  24,  2012
Confidential

Working Capital Ratios
Benchmarking Review



7/25/2012 CONFIDENTIAL: Working Capital Ratios 2

Executive Summary

Performance Quartile

Working Capital Metrics 2011 
Purdue

Versus 
Pharmaceutical 
Industry Peers

Versus 
S&P 500 

Companies
Days Sales Outstanding (DSO) 33.9               1 2

Days Inventory Outstanding (DIO) 125.9             2 4

Days Payable Outstanding (DPO) 39.6               4 3

Cash Conversion Cycle (CCC) 120.1             3 4

Working Capital as % of Net Sales 10% 1 2

Color Keys:
Better than others
Neutral vs others
Worse than others

Purdue takes early payment discounts when discounts are available.  U.S. pharmaceutical 
companies as well as S&P 500 companies have significantly higher days payable outstanding, 
i.e. averages at 76 and 64 respectively.  Pas Accounts Payable industry conferences 
mentioned that public companies often practice delaying of vendor payments near quarter-
ends in order to enhance their working capital metrics while smaller vendors reluctantly 
accept this window-dressing practice since the delays happen only four times a year in order 
to keep the supplier relationships with the bigger companies.

WHAT-IF SCENARIO: If Purdue’s 
DPO is the same as the 
Pharmaceutical Industry peers’ 
average, then Purdue’s Cash 
Conversion Cycle would be at 
the 1st performance quartile.
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Cash Conversion Cycle (CCC)

Cash Conversion Cycle (Average) (Average)

Data as of 12/31/2011 U.S. S&P
Purdue Pharma 500

Days Inventory Outstanding (DIO) + 125.9          144.8      71.8         
Days Sales Outstanding (DSO) + 33.9            58.8         48.1         
Days Payable Outstanding (DPO) - 39.6            76.2         64.1         
Cash Conversion Cycle (CCC) = 120.1          127.4      55.8         

Other Working Capital Ratios
Current Ratio 1.3               2.8           2.0           
Quick Ratio 0.8               2.2           1.3           
Working Capital as % of Sales (peers @ median) 10% 44% 12%
Cash & Equivalents (unrestricted) @ Average Month's Sales 3.3               3.3           2.4           

Notes
U.S. Pharma is defined as:
1) Industry Classifications: Biotechnology (Primary) OR Pharmaceuticals (Primary)
2) Total Revenue [Latest Annual] ($USDmm, Historical rate): is greater than $500mm.
3) Geographic Locations: United States of America (Primary)
Total 28 companies selected by Capital IQ.

For Purdue, DPO is published by Finance from internal reporting. DIO is published by
Cost Accounting. Purdue DSO is from internal financial reporting.  Excluded rebates.
(a) Industry's DPO average is not comparable to Purdue because Purdue's cost of goods is 
     de minimis comparing with others.  Purdue number excluded rebates DPO.

(a)





• DSO
• DIO
• DPO
• CCC
• Working 

Capital

7/25/2012 7CONFIDENTIAL: Working Capital Ratios

Purdue 
vs. U.S. Pharmaceuticals and 

Biotechnology
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Purdue 
vs. S&P 500 Index Companies
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Effective Working Capital 
Management Techniques



Techniques Utilized by 
Purdue

Report and emphasize cash-related metrics (days sales outstanding, inventory turns, etc.) 

Optimize the entire customer order-to-cash process 

Reduce accounts receivable delays, complexity, and errors 

Simplify payment terms 

Segment customers by size, risk, and strategic value 

Speed billing processes and reduce invoicing errors (consider electronic invoicing and payment 
tools)  [Top 20 customers used EDI.]



Communicate collection issues and speed dispute resolution 

Review accounts payable policies for opportunities to stretch payment terms without damaging 
supplier relations 

Improve supply chain visibility and agility 

Adopt some form of dynamic forecasting and responsive inventory management, including cross-
functional sales and operations planning 

Optimize spare-parts inventory n/a
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Core Tactics For Improving Working Capital 
(Pub l i shed  by  APQC,  September  2008)



Techniques Utilized by 
Purdue

Close monitoring of customer accounts, aging receivables, and late 
payments



Timely collections (e.g. early reminders and dunning notices) 

Prompt pay discounts to encourage on-time payments 

Prepayment / direct-debit for credit-trouble or late-paying customers 

Efficient / prompt invoicing cycles (e.g. multiple) to get invoices to 
customers timely



Optimize / renegotiate payment terms (if not on par with standard) 
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Effective Techniques 
for Improving DSO (Receivable)



Techniques Utilized by 
Purdue

Payment cycles – limited to the required frequency 

Take early payment discounts, if discounts are ROI-justified 

Avoid early payments, if prompt-pay discounts are not ROI-justified 

Renegotiate payment terms – migrate to industry benchmarks or best 
available alternative, if current payment terms are short



Product acceptance condition – connect settlement of payables to the 
fulfillment of all contractual obligations such as quantity, quality, 
delivery dates, etc.



Migrate checks into e-payments for more precised payment timing 

Back-to-back agreements—balancing the due dates of receivables and 
payables helps to minimize costs in managing cash flows

Ongoing 
Review
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Effective Techniques 
for Improving DPO (Payable)



Techniques Utilized by 
Purdue

Enhanced forecast accuracy and demand planning – accuracy reduces 
unnecessary stock cushion and improve ability to deliver



Advanced delivery and logistic concepts, such as vendor-managed 
inventory, just-in-time manufacturing, or close collaboration with 
suppliers



Optimize production processes 

Variance management – reducing product complexity and carefully 
tracking demand of product variants



Balance the need to prevent stock-out while minimize inventory days 
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Effective Techniques 
for Improving DIO (Inventory)
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Cash and Working-Capital Discipline
A report  prepared  by  CFO Research  Ser v ices  

in  co l laborat ion  wi th  Amer ican  Express ,  March  2012  (cont . )

Keys to Working-
Capital Improvement

Comments from the CFO Research Paper Utilized 
by Purdue

Diligence “Diligence is key to improving working capital management—key to running a successful business. You must 
focus on both sides of the working-capital equation, and your improvement efforts have to be top-to-bottom 
in the organization. It’s difficult to do, but it can change your company.” –CFO OF A MIDSIZE WHOLESALE/ 
RETAIL TRADE FIRM



Consistency “Have an honest conversation with your vendors about the need to extend payment terms. Then never miss a 
payment date.” –CFO OF A MIDSIZE NONPROFIT FIRM



(Smart) Focus “Focus on the largest buckets of cash—not necessarily the biggest problem areas.” –CFO OF A MIDSIZE 
PROFESSIONAL SERVICES FIRM.  “Keep a keen eye on the details: due dates on payables and regular progress 
reports on receivables throughout the reporting period.” –CFO OF A MIDSIZE FINANCIAL SERVICES FIRM



Speed “Develop a weekly routine of positive communication with customers relating to accounts-receivable aging 
status. If you identify quality problems with your deliverables, develop an instant feedback loop between the 
customer and your quality control, sales management, operations, and finance functions so that quality issues 
are addressed in the first 10 days of aging—not when the account is past due.” –CFO OF A MIDSIZE 
AEROSPACE/DEFENSE FIRM



Engagement “Create internal agreement on how to increase cash flow and increase understanding of why cash flow is 
important to the company as a whole. Generate buy-in from the sales force and other internal stakeholders.” –
CFO OF A MIDSIZE MANUFACTURING FIRM



Accountability “Develop measurable objectives—hold employees accountable for achievement across the organization.” –
CFO OF A MIDSIZE HEALTHCARE FIRM



Fiscal Conservatism “If you strengthen your balance sheet, you can get the operating cash you need (i.e., if you’re profitable, make 
very limited distributions to shareholders). Bad times are coming—see the problems with the Euro!” –CFO OF 
A MIDSIZE CONSTRUCTION COMPANY


Timely 

forecasts



Industry  Benchmarks
 Industry  data  are ca lculated based on the standard DPO formula  of  us ing  average 

accounts  payable balance and cost  of  sa les . Accrued expenses  are not  inc luded—
since they are usual ly  separately  l i sted in  the balance sheet .

Purdue
 Purdue's  DPO calculat ion is  to  exc lude a  number of  i tems that  F inance cannot  

inf luence. These inc lude,  for  example,  rebates ,  rents ,  l iabi l i ty  sett lements ,  taxes ,  
partner  d istr ibut ions,  mortgage payments ,  etc . Many of  these i tems are probably  
recorded in  accrued expenses  and are moved to  accounts  payable when invoices  
are presented and paid. Thus,  they c lear  through the accounts  payable account  
quick ly.

 Using Purdue’s  specia l ized formula  y ie lds  a  DPO of  40 for  2011. (This  i s  used in  
the cash convers ion cyc le  analys is  herein. )

 Alternat ively,  i f  we use the industry  standard formula  to  ca lculate DPO (and use 
60% of  Purdue operat ing  expenses  as  non-payrol l  purchases) ,  our  DPO for  2011 
would be ~44 days. The change of  magnitude is  not  l ike ly  going to  change the 
conclus ion from the analys is .

 Industry's  DPO average is  not  comparable  to Purdue because Purdue's  cost  of  
goods is  de minimis comparing with others.
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Backup: Accounts Payable (DPO)





Sales Summary Gross to Net

Expressed in 000's

2012 YTD 
Actual

2012 YTD 
Budget

2011 YTD 
Actual

2012 YTD 
Budget

2011 YTD 
Actual 2012 Budget 2011 Actual

OxyContin
Gross Sales 1,535,886$     1,658,272$     1,593,534$     (122,386)$       (57,647)$         2,877,360$     2,780,968$     
Fee for Service (39,559)           (42,469)           (26,512)           2,910              (13,047)           (73,631)           (70,993)           
Sales Discounts and Allowances (24,159)           (27,914)           (32,695)           3,756              8,537              (58,180)           (58,928)           
Savings Cards Discounts (9,318)             (11,572)           (6,641)             2,254              (2,677)             (19,890)           (10,935)           
Rebates (302,702)         (316,765)         (278,066)         14,063            (24,636)           (542,148)         (540,410)         
Proposed Regulation Adjustment for Medicaid Rebates (1) (35,052)           (43,993)           (41,151)           8,941              6,099              (74,836)           (68,854)           
OxyContin Net Sales 1,125,096       1,215,558       1,208,468       (90,463)           (83,372)           2,108,675       2,030,848       

Butrans
Gross Sales 56,084$          69,206$          37,637$          (13,123)           18,447            135,808          73,531            
Fee for Service (1,556)             (1,896)             (874)                340                 (682)                (3,685)             (1,827)             
Sales Discounts and Allowances (1,012)             (1,091)             (1,666)             79                   655                 (16,123)           (8,254)             
Savings Cards Discounts (3,884)             (4,983)             (1,619)             1,099              (2,265)             (9,671)             (4,392)             
Rebates (2,746)             (5,184)             (1,448)             2,438              (1,298)             (10,387)           (3,123)             
Butrans Net Sales 46,886             56,052             32,030             (9,166)              14,856             95,942             55,935             

Intermezzo
Gross Sales 13,863$          11,772$          -$                2,090              13,863            49,185            -                  
Fee for Service (353)                (352)                -                  (1)                    (353)                (1,244)             -                  
Sales Discounts and Allowances (9,920)             (277)                -                  (9,644)             (9,920)             (1,000)             -                  
Savings Cards Discounts (153)                (142)                -                  (12)                  (153)                (500)                -                  
Rebates (289)                (883)                -                  594                 (289)                (3,000)             -                  
Intermezzo Net Sales 3,148               10,119             -                   (6,971)              3,148               43,441             -                   

Other Products
Gross Sales 51,898$          62,492$          65,793$          (10,594)           (13,895)           105,516          116,662          
Fee for Service (537)                (731)                (194)                194                 (343)                (1,252)             (1,687)             
Sales Discounts and Allowances 5,998              (1,068)             (1,021)             7,066              7,019              1,805              10,960            
Savings Cards Discounts 0                     (205)                (145)                206                 145                 (350)                (245)                
Rebates (1,482)             (1,305)             (1,066)             (178)                (417)                (2,289)             (2,358)             
Other Products Net Sales 55,876             59,183             63,368             (3,307)              (7,492)              103,430           123,332           

Total for All Products
Gross Sales 1,657,731       1,801,743       1,696,964       (144,012)         (39,233)           3,167,869       2,971,161       
Fee for Service (42,005)           (45,449)           (27,579)           3,444              (14,426)           (79,812)           (74,507)           
Sales Discounts and Allowances (29,093)           (30,349)           (35,382)           1,257              6,289              (73,498)           (56,222)           
Savings Cards Discounts (13,356)           (16,902)           (8,405)             3,546              (4,950)             (30,411)           (15,572)           
Rebates (307,219)         (324,137)         (280,579)         16,918            (26,640)           (557,824)         (545,891)         
Proposed Regulation Adjustment for Medicaid Rebates (1) (35,052)           (43,993)           (41,151)           8,941              6,099              (74,836)           (68,854)           
Total Net Sales 1,231,006$     1,340,912$     1,303,866$     (109,906)$       (72,860)$         2,351,488$     2,210,115$     

Other products Gross Sales is under budget primarily due to Ryzolt retuns following entry of generics.    Other products Sales Discounts
and Allowances includes reversal of prior year Ryzolt returns reserves which offset the lower Ryzolt Gross Sales.

July Year-to-Date Variance 2012 YTD Actual versus Full Year
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Purdue Sales versus Budget
July 2012
Flash Report

($000) Year to Date July 2012

Group  Actual  Budget  Var. to 
Budget  2012 Budget  2012 Mid 

Year Update  2011 Actual  2010 Actual  2009 Actual  2008 Actual 2011 July Year 
to Date Actual

 Variance 
to Prior 

Year 

     10mg 83,195$        88,979$       (5,784)$       156,075$       150,922$       146,784$       121,344$      133,629$       118,134$    82,876$              319$          
     15mg 17,653          15,003         2,650          26,007           32,101           27,136           23,620          16,548           10,432        14,691                2,962         
     20mg 222,557        235,830       (13,273)       408,862         402,818         404,149         361,266        369,289         388,132      232,752              (10,195)      
     30mg 109,910        100,808       9,102          174,780         196,103         171,730         161,048        114,431         57,716        93,999                15,911       
     40mg 344,052        374,143       (30,091)       648,781         620,219         633,738         682,972        708,279         650,395      361,280              (17,229)      
     60mg 185,360        184,539       821             319,936         330,874         300,721         315,742        226,251         106,119      168,555              16,805       
     80mg 573,159        658,971       (85,812)       1,142,920      1,004,280      1,096,763      1,331,784     1,320,222      1,105,694   639,380              (66,222)      
    160mg -                -              -              -                 -                 (3)                   -                -                 (4)                -                     -            
OxyContin 1,535,886      1,658,272    (122,386)      2,877,361       2,737,318       2,781,018       2,997,775      2,888,649       2,436,618    1,593,534           (57,647)      
Butrans 56,084           69,206         (13,123)        135,808          135,808          73,531            -                -                 -               37,637                18,447       
Intermezzo 13,863           11,772         2,090           49,185            49,185            -                 -                -                 -               -                      13,863       
     Dilaudid Injectibles 3,187             1,146           2,040           1,932              6,791              4,622              6,903             4,038              3,115           614                     2,572         
     Dilaudid HP 1,538             1,645           (107)             2,698              2,311              2,724              9,448             3,823              9,947           1,480                  58              
     Dilaudid Tablets 8,248             10,915         (2,667)          19,108            15,552            17,495            18,730           24,977            14,472         10,393                (2,145)        
Dilaudid 12,972           13,706         (734)             23,738            24,654            24,842            35,081           32,838            27,535         12,487                485            
MS Contin 7,406             7,992           (586)             13,620            11,547            13,339            15,101           16,860            17,996         7,244                  162            
Ryzolt (6,539)            1,476           (8,014)          391                 (7,250)            11,168            16,510           10,842            -               7,415                  (13,953)      
     Betadine First Aid 2,356             2,527           (171)             4,314              3,929              4,164              4,249             3,858              3,664           2,555                  (199)           
     Betadine Hospital 2,639             2,421           218              4,144              4,589              4,412              4,196             3,864              4,082           2,415                  224            
     Betadine Veterinary 532                500              32                861                 793                 793                 765                729                 747              476                     56              
Betadine 5,527             5,448           80                9,319              9,311              9,369              9,210             8,451              8,493           5,447                  80              
Betasept 1,083             971              112              1,656              1,664              1,753              1,715             1,500              1,729           925                     159            
     Colace 14,403           13,610         792              23,725            25,623            23,729            22,250           22,889            22,996         13,447                956            
     Peri-Colace 2,624             2,373           251              4,068              4,502              3,968              3,637             3,058              4,665           2,379                  245            
Colace / Peri-Colace 17,027           15,983         1,043           27,793            30,125            27,697            25,887           25,947            27,661         15,826                1,201         
     Senokot 5,747             6,096           (349)             10,450            10,090            10,428            9,894             7,272              13,417         5,962                  (215)           
     Senokot - S 6,413             7,939           (1,526)          13,610            11,638            13,010            12,360           11,357            17,127         7,656                  (1,243)        
Senokot 12,160           14,035         (1,875)          24,059            21,728            23,437            22,253           18,629            30,545         13,618                (1,458)        
Slow-Mag 2,328             2,881           (553)             4,940              4,940              5,352              4,585             4,703              4,523           3,124                  (796)           
Discontinued Products (67)                 -               (67)               -                 (44)                 (344)               (243)              3,725              4,374           (291)                    224            
Gross Branded Sales 1,657,731$    1,801,743$  (144,012)$    3,167,870$     3,018,985$     2,971,161$     3,127,873$    3,012,143$     2,559,475$  1,696,964$         (39,233)$                                
   Fee-for-Service (42,005)$        (45,449)$      3,444$         (79,812)          (76,465)          (74,507)          (79,237)$       (76,215)$        (60,355)$      (40,882)$             (1,123)$      
   Disc. & Allowances (27,059)          (30,349)        3,290           (72,341)          (74,450)          (56,383)          (45,966)         (51,937)          (57,406)        (22,080)               (4,980)        
   Ryzolt Returns Reserve 6,968             -               6,968           (1,158)            7,135              161                 -                -                 -               -                      6,968         
   Intermezzo Returns Reserve (9,001)            -               (9,001)          -                 (4,882)            -                 -                -                 -               -                      (9,001)        
   Ryzolt Samples -                 -               -               -                 -                 -                 (2,826)           (3,625)            -               -                      -             
   Savings Card Discount (13,356)          (16,902)        3,546           (30,411)          (30,061)          (15,572)          (15,691)         (17,131)          (13,444)        (8,405)                 (4,950)        
   Rebates (307,219)        (324,137)      16,918         (557,823)        (538,727)        (545,891)        (621,633)       (455,092)        (342,153)      (280,579)             (26,640)      
   Proposed regulation adj for Medi  (35,052)          (43,993)        8,941           (74,836)          (63,618)          (68,854)          (40,041)         -                 -               (41,151)               6,099         
Less: Deductions Subtotal (426,725)$      (460,831)$    34,106$       (816,382)$      (781,068)$      (761,046)$      (805,395)$     (604,000)$      (473,358)$    (393,098)$           (33,627)$    
Net Branded Sales 1,231,006$    1,340,912$  (109,906)$    2,351,488$     2,237,917$     2,210,115$     2,322,478$    2,408,143$     2,086,116$  1,303,866$         (72,860)$    

Full Year
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Gross Sales
• Impact of trade inventories lower than budget. (1)  (54.9)$     
• Lower OxyContin demand as Rxs are running ~5% below budget and would need to increase by ~11+% above current 

levels to achieve the sales target. (1) (67.4)       

    Lower OxyContin Sales due to lower demand offset by higher trade inventory. (122.4)          

• Lower Butrans sales - see Sales Trend chart. (13.1)            

• Intermezzo sales - see Sales Trend chart. 2.1               

• Ryzolt returns (8.0)              

• All Other (2.6)              

Sub-Total Gross Sales Variance (144.0)          

Deductions
• Lower Fee for Service due to lower sales ($3.6MM) offset by prior quarter adjustments ($0.2MM). 3.4$        
• Lower Discounts and Allowances primarily due to change in Ryzolt return reserve ($7.0MM) and lower sales/other 

($3.2MM) offset by Intermezzo Returns Reserve ($9.0MM). 
1.3          

• Lower Savings Card Discount due to lower OxyContin sales and redemption rates ($2.2MM), lower Butrans sales 
($1.1MM) and all other ($0.2MM). 3.5          

• Lower Rebates due to lower sales, partially offset by higher Medicare Part D Coverage Gap and Tricare program 
utilization.

16.9        

• Lower Proposed regulation adjustment primarily due to lower Medicaid sales. 8.9          

Sub-Total Deductions variance 34.1             

Net Branded Sales Variance to Budget (109.9)$        

(1) Each of these factors is based on estimates provided by IMS and customers.

($ in millions)
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Executive Summary

Performance Quartile

Working Capital Metrics 2011 
Purdue

Versus 
Pharmaceutical 
Industry Peers

Versus 
S&P 500 

Companies
Days Sales Outstanding (DSO) 33.9               1 2

Days Inventory Outstanding (DIO) 125.9             2 4

Days Payable Outstanding (DPO) 39.6               4 3

Cash Conversion Cycle (CCC) 120.1             3 4

Working Capital as % of Net Sales 10% 1 2

Color Keys:
Better than others
Neutral vs others
Worse than others

Purdue takes early payment discounts when discounts are available.  U.S. pharmaceutical 
companies as well as S&P 500 companies have significantly higher days payable outstanding, 
i.e. averages at 76 and 64 respectively.  Pas Accounts Payable industry conferences 
mentioned that public companies often practice delaying of vendor payments near quarter-
ends in order to enhance their working capital metrics while smaller vendors reluctantly 
accept this window-dressing practice since the delays happen only four times a year in order 
to keep the supplier relationships with the bigger companies.

WHAT-IF SCENARIO: If Purdue’s 
DPO is the same as the 
Pharmaceutical Industry peers’ 
average, then Purdue’s Cash 
Conversion Cycle would be at 
the 1st performance quartile.
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Cash Conversion Cycle (CCC)

Cash Conversion Cycle (Average) (Average)

Data as of 12/31/2011 U.S. S&P
Purdue Pharma 500

Days Inventory Outstanding (DIO) + 125.9          144.8      71.8         
Days Sales Outstanding (DSO) + 33.9            58.8         48.1         
Days Payable Outstanding (DPO) - 39.6            76.2         64.1         
Cash Conversion Cycle (CCC) = 120.1          127.4      55.8         

Other Working Capital Ratios
Current Ratio 1.3               2.8           2.0           
Quick Ratio 0.8               2.2           1.3           
Working Capital as % of Sales (peers @ median) 10% 44% 12%
Cash & Equivalents (unrestricted) @ Average Month's Sales 3.3               3.3           2.4           

Notes
U.S. Pharma is defined as:
1) Industry Classifications: Biotechnology (Primary) OR Pharmaceuticals (Primary)
2) Total Revenue [Latest Annual] ($USDmm, Historical rate): is greater than $500mm.
3) Geographic Locations: United States of America (Primary)
Total 28 companies selected by Capital IQ.

For Purdue, DPO is published by Finance from internal reporting. DIO is published by
Cost Accounting. Purdue DSO is from internal financial reporting.  Excluded rebates.
(a) Industry's DPO average is not comparable to Purdue because Purdue's cost of goods is 
     de minimis comparing with others.  Purdue number excluded rebates DPO.

(a)





• DSO
• DIO
• DPO
• CCC
• Working 

Capital
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Purdue 
vs. U.S. Pharmaceuticals and 

Biotechnology













• DSO
• DIO
• DPO
• CCC
• Working 

Capital
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Purdue 
vs. S&P 500 Index Companies













• Receivable
• Payable
• Inventory
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Effective Working Capital 
Management Techniques



Techniques Utilized by 
Purdue

Report and emphasize cash-related metrics (days sales outstanding, inventory turns, etc.) 

Optimize the entire customer order-to-cash process 

Reduce accounts receivable delays, complexity, and errors 

Simplify payment terms 

Segment customers by size, risk, and strategic value 

Speed billing processes and reduce invoicing errors (consider electronic invoicing and payment 
tools)  [Top 20 customers used EDI.]



Communicate collection issues and speed dispute resolution 

Review accounts payable policies for opportunities to stretch payment terms without damaging 
supplier relations 

Improve supply chain visibility and agility 

Adopt some form of dynamic forecasting and responsive inventory management, including cross-
functional sales and operations planning 

Optimize spare-parts inventory n/a
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Core Tactics For Improving Working Capital 
(Pub l i shed  by  APQC,  September  2008)



Techniques Utilized by 
Purdue

Close monitoring of customer accounts, aging receivables, and late 
payments



Timely collections (e.g. early reminders and dunning notices) 

Prompt pay discounts to encourage on-time payments 

Prepayment / direct-debit for credit-trouble or late-paying customers 

Efficient / prompt invoicing cycles (e.g. multiple) to get invoices to 
customers timely



Optimize / renegotiate payment terms (if not on par with standard) 
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Effective Techniques 
for Improving DSO (Receivable)



Techniques Utilized by 
Purdue

Payment cycles – limited to the required frequency 

Take early payment discounts, if discounts are ROI-justified 

Avoid early payments, if prompt-pay discounts are not ROI-justified 

Renegotiate payment terms – migrate to industry benchmarks or best 
available alternative, if current payment terms are short



Product acceptance condition – connect settlement of payables to the 
fulfillment of all contractual obligations such as quantity, quality, 
delivery dates, etc.



Migrate checks into e-payments for more precised payment timing 

Back-to-back agreements—balancing the due dates of receivables and 
payables helps to minimize costs in managing cash flows

Ongoing 
Review
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Effective Techniques 
for Improving DPO (Payable)



Techniques Utilized by 
Purdue

Enhanced forecast accuracy and demand planning – accuracy reduces 
unnecessary stock cushion and improve ability to deliver



Advanced delivery and logistic concepts, such as vendor-managed 
inventory, just-in-time manufacturing, or close collaboration with 
suppliers



Optimize production processes 

Variance management – reducing product complexity and carefully 
tracking demand of product variants



Balance the need to prevent stock-out while minimize inventory days 
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Effective Techniques 
for Improving DIO (Inventory)
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Cash and Working-Capital Discipline
A report  prepared  by  CFO Research  Ser v ices  

in  co l laborat ion  wi th  Amer ican  Express ,  March  2012  (cont . )

Keys to Working-
Capital Improvement

Comments from the CFO Research Paper Utilized 
by Purdue

Diligence “Diligence is key to improving working capital management—key to running a successful business. You must 
focus on both sides of the working-capital equation, and your improvement efforts have to be top-to-bottom 
in the organization. It’s difficult to do, but it can change your company.” –CFO OF A MIDSIZE WHOLESALE/ 
RETAIL TRADE FIRM



Consistency “Have an honest conversation with your vendors about the need to extend payment terms. Then never miss a 
payment date.” –CFO OF A MIDSIZE NONPROFIT FIRM



(Smart) Focus “Focus on the largest buckets of cash—not necessarily the biggest problem areas.” –CFO OF A MIDSIZE 
PROFESSIONAL SERVICES FIRM.  “Keep a keen eye on the details: due dates on payables and regular progress 
reports on receivables throughout the reporting period.” –CFO OF A MIDSIZE FINANCIAL SERVICES FIRM



Speed “Develop a weekly routine of positive communication with customers relating to accounts-receivable aging 
status. If you identify quality problems with your deliverables, develop an instant feedback loop between the 
customer and your quality control, sales management, operations, and finance functions so that quality issues 
are addressed in the first 10 days of aging—not when the account is past due.” –CFO OF A MIDSIZE 
AEROSPACE/DEFENSE FIRM



Engagement “Create internal agreement on how to increase cash flow and increase understanding of why cash flow is 
important to the company as a whole. Generate buy-in from the sales force and other internal stakeholders.” –
CFO OF A MIDSIZE MANUFACTURING FIRM



Accountability “Develop measurable objectives—hold employees accountable for achievement across the organization.” –
CFO OF A MIDSIZE HEALTHCARE FIRM



Fiscal Conservatism “If you strengthen your balance sheet, you can get the operating cash you need (i.e., if you’re profitable, make 
very limited distributions to shareholders). Bad times are coming—see the problems with the Euro!” –CFO OF 
A MIDSIZE CONSTRUCTION COMPANY


Timely 

forecasts



Industry  Benchmarks
 Industry  data  are ca lculated based on the standard DPO formula  of  us ing  average 

accounts  payable balance and cost  of  sa les . Accrued expenses  are not  inc luded—
since they are usual ly  separately  l i sted in  the balance sheet .

Purdue
 Purdue's  DPO calculat ion is  to  exc lude a  number of  i tems that  F inance cannot  

inf luence. These inc lude,  for  example,  rebates ,  rents ,  l iabi l i ty  sett lements ,  taxes ,  
partner  d istr ibut ions,  mortgage payments ,  etc . Many of  these i tems are probably  
recorded in  accrued expenses  and are moved to  accounts  payable when invoices  
are presented and paid. Thus,  they c lear  through the accounts  payable account  
quick ly.

 Using Purdue’s  specia l ized formula  y ie lds  a  DPO of  40 for  2011. (This  i s  used in  
the cash convers ion cyc le  analys is  herein. )

 Alternat ively,  i f  we use the industry  standard formula  to  ca lculate DPO (and use 
60% of  Purdue operat ing  expenses  as  non-payrol l  purchases) ,  our  DPO for  2011 
would be ~44 days. The change of  magnitude is  not  l ike ly  going to  change the 
conclus ion from the analys is .

 Industry's  DPO average is  not  comparable  to Purdue because Purdue's  cost  of  
goods is  de minimis comparing with others.
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Backup: Accounts Payable (DPO)






