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Working capital in M&A

Introduction and current considerations
for dealmakers




Working capital consists of the operating accounts of a
business. It reflects the amount of funding required to

generate EBITDA.

lllustrative working capital profiles during a calendar year
The working capital needs of a business

Technology (Saas) are affected by...

—N\__—

Industry dynamics Terms of trade
Growth trajectory Seasonality
Stable business Growth business Declining business
Operational Regulatory
. efficiency environment
-— — e e
\ = — Geographical Macroeconomic
— J— footprint factors
== Net working capital == Cash balance impact
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Working capital affects operating cash flow and therefore

value.

More efficient working capital management
leads to...

m Higher operating cash flows resulting in higher valuations

Working
capital cycle

More cash available for e.g. investment and remuneration

Better visibility and foundation for cash flow forecasting

el

Increased credibility of projected financial information

Working capital in 2025
PwC
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The pricing mechanism in practically all M&A transactions

contains a working capital adjustment component.

N L™

Working capital adjustment

Enterprise value e Definedinthe SPA" |
Working capital at closing compared against

the normal level of working capital required in
Net debt the business.

adjustment

Typical purchase price components

r : - 1 Appropriate metric:
: Work_mg capltal : & The seller and the buyer may have different
e _3-_d_J E§t_f1]_€£]£___= interests when it comes to how broadly vs
e narrowly working capital is defined.
Optimisation
opportunities ® Outcome of negotiation:

k Insights obtained from rigorous due diligence
Equit | tend to result in additional bargaining power
qUI y Va ue Opportunities for working capital optimisation are often uncovered su orted bv fact-based arauments
during financial due diligence. Refer to Our Approach, to see how Pp y g '

PwC can help you with working capital optimisation.

*Sales and Purchase agreement

Working capital in 2025 November 2024
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Working capital considerations for transactions.

The spike in the PPI in 2022 was heavily influenced by the
. . . . Russian invasion of Ukraine. The war disrupted global supply
Finland - Inflation indicators from Jan-19 to Sep-24 chains and energy markets, resulting in higher raw material

costs and sharp increase in energy prices.

Questions for dealmakers in 2025

145

» Have key production prices changed recently? If so,
perhaps the typical LTM target approach should be
challenged and working capital rebased to a new higher or
lower level depending on the direction of change.

Since June 2022, Finland has experienced a significant decrease in
140 producer prices, which has narrowed the gap between the Producer
Price Index (PPI), the Consumer Price Index (CPI), and the Services
and Wages Index (SAWSI). This development has alleviated working
135 capital pressures and enhanced liquidity.

* How has inventory accounting caught up with changes in
production prices?
A change in production price often initially results in a
holding gain or loss on inventory before a product is sold.
This has an EBITDA impact, which only becomes visible
when the product is sold. Careful diligence on inventory
turnover is required to identify whether this is a risk or an
opportunity for a particular M&A target company.

* Can we leverage the upcoming EU payment regulation to
our advantage? How will e.g. the planned new late
payment directive and mandatory E-invoicing in B2B
transactions impact the target business.

* How to assess working capital in a carve-out situation?
Benchmarking assumptions based on terms of trade, FTEs,

With stronger liquidity, businesses may become more attractive targets
for M&A or, alternatively, may be in a better position to pursue
acquisitions themselves.

130

125
120
115
110
105

100 :
== Consumer Price Index (CPI)

95 = Producer Price Index (PPI) square meters as well as e.g. on holiday pay and VAT
—= Seasonally Adjusted Wage and Salary Index (SAWSI) cycles are often required. However, these assumptions
should also take into account what type of price changes
Jan- Jul- Jan- Jul- Jan- Jul- Jan- Jul- Jan- Jul- Jan- Jul- . . . .
19 19 20 20 21 21 29 22 23 23 o4 o4 are impacting the business being carved-out.
Working capital in 2025  Source: Statistics Finland November 2024
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Working capital
trends In Finland*

*For a global perspective on recent developments in working capital, refer to the PwC UK Working Capital Study 24/25.



https://www.pwc.co.uk/issues/value-creation/insights/working-capital-study.html

Working capital levels in Finland stabilised overall in 2023

after having increased in 2021-2022 following COVID-19 and
the War in Ukraine.

Finland — Working capital and working capital days* Working capital trends in Finland
*Working capital days illustrate how many days on average it takes companies . . . . .
to convert working capital into revenue. As businesses continue to navigate the evolving economic landscape, we observe notable

fluctuations in working capital metrics from 2019 to 2023. Specifically, Days Sales Outstanding (DSO
and Days Payables Outstanding have shown some stabilization, while Days Inventory Outstanding

70.7 70.1 (DIO) remains elevated.
68.7 Year-over-year changes in DSO, DPO and DIO have been substantial, driven by several factors
including:
66.1
63.5 1. Geopolitical and environmental disruptions: Recent trends indicate that disruptions caused by
geopolitical and environmental events, such as those in Ukraine, the Red Sea, and the drought in
the Panama Canal, have become increasingly critical topics for businesses. These new
challenges have pushed supply chain resilience to the forefront. In response, companies are
increasingly looking into the regionalization of their supply chains. Additionally, companies are
shifting away from single-source dependencies, particularly from China, and further diversifying
risks by sourcing within closer regional boundaries. As a result, companies have negotiated new
terms with suppliers, which has led to changes in DPO. Furthermore, to counter these disruptions
some businesses have increased they inventory-levels, subsequently leading to higher DIO.
2. Changing consumer behaviour: Economic uncertainty has influenced consumer spending
2019 2020 2021 2022 2023 _habit_s, makin_g demand predic'Fion more challe_nging. Despite recent optimism with reductions in
inflation and interest rates, noticeable uncertainty among customers persists. In supply chains,
I Working capital, €0 == Working capital days the three critical parameters are cost, service level, and working capital. To combat demand
unpredictability and ensure quicker delivery to customers, businesses are increasingly prioritizing

Source: PwC's analysis, based on public data extracted from Capital 1Q, is used as the source for hiah . | | hi hift of iIs i . . | | It . high
all the data presented in this section. The sample contains the 97 largest Finnish publicly listed igher service levels. This shift often entails increasing inventory levels, resulting in a higher DIO.

companies for which data are available. Note that the financial and insurance sectors are
excluded. Also, note that the KPIs have not been adjusted for VAT and potential accruals.

Working capital in 2025 November 2024
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Sales and payables days peeked in 2021, while inventory days

have remained elevated.

Finland — DSO, DPO and DIO days Working capital trends in Finland

As businesses continue to navigate the evolving economic landscape, we observe notable
fluctuations in working capital metrics from 2019 to 2023. Specifically, Days Sales Outstanding (DSO
and Days Payables Outstanding have shown some stabilization, while Days Inventory Outstanding

78.5 ;
78.1 77.9 (DIO) remains elevated.

Year-over-year changes in DSO, DPO and DIO have been substantial, driven by several factors
e 69.9 including:

3. Impact of EU regulations on payment terms: As mentioned in our previous release in March
62.0 2024, this remains a relevant topic. The introduction of EU regulations aimed at limiting the
influence of large corporation in setting payment terms, is expected to lead to reduction in DPO
and DSO as payment cycles become more standardized.

4. Sustainability considerations: There is a growing emphasis on sustainability in supply chains,
which may influence inventory management and supplier selection. Companies committed to
sustainable practices may face different inventory turnover rates as they adapt to new sourcing
criteria.

= DSO = DPO = DIO

Future outlook: DSO and DPO are expected to remain stable or decrease slightly due to EU
regulation and supply chain adjustments. DIO, however, is likely to stay elevated as businesses
continue to prioritize higher inventory levels to mitigate supply chain disruptions, manage demand
unpredictability, and align with sustainability goals. This trend will be further supported by the
need for regional sourcing and increased service levels.

2019 2020 2021 2022 2023

Note: The observed decrease in DPO (Days Payable Outstanding) from 60-70 days in the previous
report to 50-60 days in this report is primarily due to the exclusion of unlisted companies in the
current sample. Certain unlisted energy companies, which typically had higher DPOs, were present
in the previous sample but are not included in this year's analysis.

Working capital in 2025 November 2024
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https://www.pwc.fi/fi/tiedostot/Working-capital-in-2024-Briefing-from-a-Finnish-MA-perspective.pdf?_hsenc=p2ANqtz-8-jKqCOoDd0JpAMcJo1m3rK3KBhDx_cHQKA0ERTDUOw5IsGKu9z7ap6RQKN83RSEM1cbEN3puaBmJpYEnY05L_wg82hw&_hsmi=300216847&
https://www.pwc.fi/fi/tiedostot/Working-capital-in-2024-Briefing-from-a-Finnish-MA-perspective.pdf?_hsenc=p2ANqtz-8-jKqCOoDd0JpAMcJo1m3rK3KBhDx_cHQKA0ERTDUOw5IsGKu9z7ap6RQKN83RSEM1cbEN3puaBmJpYEnY05L_wg82hw&_hsmi=300216847&

Finland — DSO, DPO, DIO, and NWC days quartile spread and median by sector 2019-2023

DSO DPO
90 120
80 -_
100
70 69-
60 80
7
50 ; 50 54 . 3 M
43 58
40 40 37 47,E 55 51
30 30 30 40 37 ;
28-
20 20 - 227;
10
0 - - ) 0 - - ]
Consumer Healthcare Industrial Media & Prof. Real estate Tech. Transportation Consumer Healthcare Industrial Media & Prof. Real estate Tech. Transportation
Comms Services Comms Services
DIO NWC Days
180 140
160 120
140
120 100
100 94 M o 93- 80 75 29
80 60 63 63
60 63
L 40 42
40 32 33-
20 16- 20 21- 16-
0 o= 1 .
Consumer Healthcare Industrial Media & Prof. Real estate Tech. Transportation Consumer Healthcare Industrial Media & Prof. Real estate Tech. Transportation
Comms Services Comms Services
Legend: [lMedian T Interquartile range
Working capital in 2025 Note: The sample size for the adjacent chart is as follows: n=110 for Consumer, n=25 for Healthcare, n=150 for Industrial, n=35 for Media & Comm., n=40 for Professional November 2024

PwC

Services, n=20 for Real Estate, n=85 for Technology and n=20 for Transportation.
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Working capital development has been more adverse for
smaller companies compared to medium size and large

companies. This has been driven by increase in collection
days (DSO) from 2021 onwards.

Finland — Average by company size

2019 ¥ 2020 M 2021 W 2022 M 2023
DSO

DPO
67.9 66.6 66.6

%60 51 054953551 9

Small Medium Small Medium
DIO

78.877.7 77.9

60.9 575 60.361.0588

Small

Medium Large

Small Medium
Note: “Small companies” annual revenue between €50m and €200m; “medium” between €200m and €1b; and large +€1b. If you are interested in reading about global

working capital trends, have a look at the PwC Working Capital Study 24/25. Trend percentages reflect compound annual growth rates (CAGR) over 2019-2023.

Working capital in 2025
PwC

0

—~(D—s

»

66.5

Large

November 2024
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https://www.pwc.co.uk/issues/value-creation/insights/working-capital-study.html

Our approach




We put business diligence at the heart of our M&A and

working capital advisory.

Our approach

Comprehensive
analyses

» Rigorous Quality of Earnings
analysis
 Actionable EV to Equity bridge

» Unbiased opinion of upsides and
vulnerabilities in the business plan '

Real-time insights
from an interactive
dashboard

—| Closing schedules Accounting
Robust control linked to valuation definitions
over purchase e of wal
.. Choice o
pricing factors B, PN

Working capital in 2025
PwC

Benefits

Solid basis for a credible
business case

Increased confidence
among funding providers

Unparalleled visibility
before and after
transaction

Improved outcomes in
SPA negotiations

el

5

Supplier
lifecycle, risk &
performance

Buying

Contract
portals

Dynamic credit management

management

i Collections fr?tl)l(gcalrr:j?n& E-Invoicing
E-Invoicing platforms 9
Strategic
Factoring Intelligent cash sourcing
application
Online
payments &
portals Contract
management
Process Sustainability
mining
Insights & Cash
analytics forecasting
Integrated Multienterprise
demand planning
planning
Supply chain
Supply design and
planning modelling
Digital supply November 2024
chain twins
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After having acquired a business, there is usually room for

value increase through working capital optimisation.

/T,

Working capital process

Procure to Pay | DPO | Forecast to Fulfil |Js]lell} Quote to Cash DSO
Supplier Customer Overd
payment Stock coverage payment phdin
‘ ‘ ‘ terms and order fulfiiment lead time ‘ ‘ ‘ terms ‘
Purchase Supplier . Customer . .
order Googlst invoice SUppllet[ order D%Ig:(:ry I_nsvsmge Cl;Str(:]:]nir
issue FECEIPL  received paymen received 1SSt pay
* Low DPO _ » Overdue receivables > 10%-15% of total AR
Early/late payments " High DiG/low stock tum High DSO
y p‘ y ) , * Over 5% of inventory over 90 days old g ) ) i
* Numerous ‘exceptional’ payments made ) » Unbilled receivables >1 day (without reason)
. ) * Over 40% of inventory 30-90 days old ) ) )
Warning * Retrospective Purchase Orders i i » Disputes not flagged and categorised in system
) * Annual inventory write off > 5% of COGS :
Signs » Large spread of payment terms . » Level of write-off > 0.5% of sales
o » Poor stock visibility and demand forecast
» Lack of visibility of spend » Large spread of payment terms

Cash culture: Not incentivised on cash, no cash dashboard, lack of cash focus in performance management and reporting

Note: The percentage examples in the 'warning signs’ section are presented for general illustrative purposes only. In some industries and markets surpassing these thresholds could be business as usual.
Working capital in 2025 November 2024
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PwC is broadly recognised as the global leader in operations

consulting, having strong capabilities also in working capital. «

PwC has global reach with local presence

professionals
370,000+ E ﬁ
countries 149

Assurance Tax Advisory

ol @ 5 OB

— Z

M&A Strategy Operations Finance Tech

/7

ESG

We are well recognized across all areas within operations
oom : . . @ .
e = Differentiated supply chains Operations excellence

- -~ - .
@ Strategic supply management O Innovation excellence

~
&’é Competitive manufacturing g Service operations

We work closely with our global technology alliances

mE .
mn Microsoft w <.taulia ce@ns

PwC is athought leader in working capital

September 18, 2024
Working Capital Study
24/25

Working capital in 2025

PwC

November 2024
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We have supported our customers in all phases of NWC
transformation.

Value
Verification

High level sense
check on
performance

Implement
Governance &
Controls

Hands-on Operational
Change

Data Analytics & Define Targets & Execute Quick Wins &
Process Review Roadmap Short Term Fixes

i || |“||I||| | (B =5 == =5 3
= e | = EeEsEDT=y
Review available portfolio Detailed data analytics Definition of Develop operational KPls
reporting data of working capital cascading targets & tracking
performance based on and detail business o
Benchmark against transactional data case per area Definition of rules of the
i ' i road and cascadin
industry working capital Process walkthroughs Develop detailed taraets g
standards L g
and definition of roadmap for group
operational wide Definition of policy ‘rules
Engage management for a improvements implementation of engagem epnt’ fgr
value creation discussion gageme
working capital
Working capital in 2025 November 2024
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Our approach has been noted by the market - we are involved

in most major transactions taking place in Finland.

Combination of Neles with Valmet €4.3b Combination of Altia with Arcus €640m Talouselama announced majority
July 2021 (target) September 2020 (combined) deals in Finland, PwC involvement

(January 2020 — September 2024)

Hedin Mobility Group’s acquisition of
Laakkonen Automotive business €615m 100%
May 2022 (target)

Combination of Outotec with Metso €4.2b
August 2019 (combined)

82%

A consortium’s acquisition and €2.9b 63%
Public to private of Ahlstrom Munksjo

September 2020

Hologic’s acquisition of Mobidiag €600m
(combined) April 2021 (deal value)

. Sale of significant minority stake in
Kalmar demerger and listing €2.0b Granlundgto ICG y

July 2024 (target) June 2024

€139m
(target)

€100m-€400m €401m-€1b €1b+
Acquisition of Purmo Group by VAC Haveli Investments and Bregal
(1St SPAC in Finland) €671 m Milestones investment in M-Files €1 1 9m Note: Statistics based on Finnish deals announced in Talouseldama
September 2021 (target) A £ 2024 (target) magazine’s Deals section excluding minority deals between Jan-20 to
eptember ugus

Sep-24. Deal size in the statistics and in the individual deals is based on
the Target’s (company, asset or combination based on transaction
structure) latest available 12-month turnover prior to the transaction.
Deal volume: €100m-400m n=43, deals €401m-€1b n=11 and deals
+€1b n=6, in total n=60. Source: Talouselama Magazine, PwC analysis.
Working capital in 2025 November 2024
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Supporting you in your transactions.

CEO

Deals & Private Equity Lead

Strategy&

Kauko Storbacka

Partner

+358 20 7877368
kauko.storbacka@pwc.com

M&A Integration & Separation

llkka Simula
‘ Partner
+358 20 7878522
,’ ilkka.simula@pwc.com

Deals Value Creation Lead

Juuso Laatikainen
> Partner
+358 20 7878554
A ' juuso.laatikainen@pwc.com

Corporate Finance

Jussi Lehtinen
Partner

+358 20 7878756
jussi.lehtinen@pwc.com

Hannu Suonio

Senior Advisor

+358 20 7878552
hannu.suonio@pwc.com

v Marko Koski
k) Partner
' +358 20 7878745
4‘1,’ marko.koski@pwc.com

Transaction Services

Aitor de la Torre
Partner
+358 44 9013856
Akl aitor.de.la.torre@pwc.com

Kimmo Vilske

Partner

+358 20 7877938
kimmo.vilske@pwc.com

-

Capital Markets & Accounting Advisory Services

Hannu Kerénen

Partner

+358 20 7877951
hannu.keranen@pwc.com

Tax

Pasi Maenpaa

Partner

+358 20 7877918
pasi.maenpaa@pwc.com

Eveliina Paavilainen
Partner
+358 20 7877139

Riikka Saari

Partner

+358 20 7878058
riikka.saari@pwc.com

=N Michael Hardy
Partner
+358 20 7877442
michael.hardy@pwc.com
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eveliina.paavilainen@pwc.com

Mikael Osterlund

Partner

+358 20 7877838
mikael.osterlund@pwc.com

Laura Suomela

Partner

+358 20 7877723
laura.suomela@pwc.com

Sari Elonheimo

Partner

+358 20 7877289
sari.elonheimo@pwc.com

Maija Luoranen

Partner

+358 20 7878210
maija.luoranen@pwc.com

Markku Hakkarainen

Partner

+358 20 7877774
markku.hakkarainen@pwc.com

Real Estate Valuation, Debt & Capital Advisory Legal
’/ \\‘ Jeroen Bus Antti Palkén Elina Kumpulainen
2" Ppartner Partner Partner
ot / +358 20 7877886 +358 20 7877281 +358 20 7877907
‘i ' jeroen.bus@pwc.com antti.palken@pwc.com elina.kumpulainen@pwc.com
ESG PwC Finland’s Advisory Lead

Jussi Nokkala

Partner

' +358 20 7878189
jussi.nokkala@pwc.com

Kimmo Nieminen

Partner

+358 20 7877504
kimmo.nieminen@pwc.com
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Thank you

pwc.fi

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information contained in this publication
without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in this publication, and, to the
extent permitted by law, PricewaterhouseCoopers Oy, its members, employees and agents do not accept or assume any liability, responsibility or duty of care for any consequences of you or anyone else
acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it.

© 2024 PricewaterhouseCoopers Oy. All rights reserved. Not for further distribution without the permission of PwC. “PwC” refers to the network of member firms of PricewaterhouseCoopers International
Limited (PwCIL), or, as the context requires, individual member firms of the PwC network. Each member firm is a separate legal entity and does not act as agent of PwCIL or any other member firm.
PwCIL does not provide any services to clients. PwCIL is not responsible or liable for the acts or omissions of any of its member firms nor can it control the exercise of their professional judgment or bind
them in any way. No member firm is responsible or liable for the acts or omissions of any other member firm nor can it control the exercise of another member firm’s professional judgment or bind
another member firm or PWCIL in any way.
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