Demystifying DSO:
A Strategic Operational Lens
on Days Sales Outstanding


https://www.cfgi.com/

CEGI

In today’s volatile economic environment, cash is not just king — it's the lifeblood of operational resilience and
strategic agility. Yet, many organizations continue to struggle with a fundamental metric that directly impacts
liquidity: Days Sales Outstanding (DSO).

Despite its ubiquity, DSO remains one of the most misunderstood and misapplied KPIs in the Order to Cash (02C)
value chain. This point of view aims to demystify DSO, reframe its strategic importance — Both from a financial lens
but more importantly from an end-to-end operational perspective inclusive of upstream process areas in Credit
Management, Commercial Operations (inclusive of payment terms), Order Processing, etc., and offer a pragmatic
roadmap for transformation leaders seeking to optimize working capital without compromising customer experience.

What DSO Is — and Isn’t

At its core, DSO measures the average number of days it takes a company to collect payment after a sale.
While the formula is simple — (Accounts Receivable / Total Credit Sales) x Number of Days - its implications
are anything but.

DSO0 is not just a finance metric. It is a mirror reflecting the health of your end-to-end 02C process, from credit

risk management and billing accuracy to dispute resolution and collections effectiveness. The calculation, by design,
eliminates sales linearity and payment terms, which are critical elements to improving DSO. Absent implementing,
and concurrently assessing, additional “DSO-related” metrics that address these specific elements, DSO alone
creates positive and false assumptions.

The Three Myths of DSO

1. “Lower DSO is always better and always translates to more cash.”

Not necessarily. Aggressively reducing DSO without considering customer segmentation or payment behavior can
damage relationships and revenue. Additionally, there are other DSO metrics that need to be factored into the
equation to get to root cause of the issue. For example: Is the issue payment terms? (Best Possible DSO); Is the issue
Aged AR or collection processes? (Days Delinquent DSO); Is this issue sales linearity? (DSO Countback Method).

By establishing the value of 1 Day DSO, these additional metrics should be implemented in parallel.

2. “DSO is a back-office / collections issue.”
DSO is a cross-functional challenge. Collections Teams are not the sole reason for a poor DSO. Sales, customer
service, legal, and IT all play critical roles in shaping the customer journey and payment outcomes.

3. “Technology alone can fix DSO.”

While automation and analytics are enablers, sustainable DSO improvement requires process discipline, end-to-end
cross-functional process governance, escalation & dispute management guidelines, policy alignment, and cultural
change. Process discipline includes the capability to produce and measure data-driven results, and leverage those
re-sults to point to process gaps, deficiencies, and lack of adherence.
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A Strategic Framework for DSO Optimization
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To truly transform DSO, organizations must adopt a holistic, data-driven approach. Here's a proven framework:

Diagnose the Drivers

+  Evaluate end-to-end policies, governance, and compliance.

+  Segment customers by payment behavior, industry, and geography.

+ Analyze root causes of delays: invoice disputes, credit holds, manual processes.

Design for Agility

+ Implement dynamic credit policies based on real-time risk scoring.
+ Assess and standardize payment terms.

+  Standardize billing formats and automate invoice delivery.

Digitize with Purpose

+  Ensure governance and processes are stabilized, and determine reporting required to mea-
sure operational success and process adherence.

« Leverage Al for predictive collections and dispute resolution.

+ Integrate customer portals for self-service and transparency.

Drive Accountability

+  Establish cross-functional KPIs tied to DSO.

+  Create feedback loops between sales, finance, and operations, especially important with
respect to running standard collection cycle(s) and holding customers and internal teams
accountable to Terms & Conditions and Policies & Procedures, respectively.

Deliver Continuous Improvement
«  Monitor leading indicators (e.g., % of current AR, dispute aging).
+  Setinternal financial AND operational goals and targets.
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The Future of DSO: From Lagging to Leading
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As organizations embrace digital transformation, the role of DSO is evolving — from a lagging indicator of past

performance to a leading indicator of customer health and operational excellence. With real-time data, predictive

analytics, and intelligent workflows, companies can proactively manage risk, enhance customer satisfaction, and

unlock trapped cash.

To effectively manage and optimize Days Sales Outstanding (DSO0), it's essential to track a comprehensive set of

key performance indicators (KPIs) and tangential operational and financial benchmarks. These metrics provide a

360-degree view of the health of your 02C process and help identify root causes of inefficiencies.

Core DSO & Receivables Metrics

1. DSO

(Days Sales Outstanding)

Measures average days

to collect receivables.

2. Best

Possible DSO

Focuses on your current
receivables, measuring the
average/estimated

payment terms.

Helps identify the gap
between actual and optimal
performance, and helps bridge
the impact of commercial
processes on overall DSO.
Helpful in predicting timing

of pay-ments for coming due
invoices and cash forecasting.

4. Collector

Effectiveness Index (CEI)

5. Payment
Behavior Scorecards

Measures how well collectors
convert open receivables

into cash.

Focuses on collections
against commercial terms.

Predictive analytics to assess
customer payment trends.

3. Delinquent DSO or Average

Days Delinquent (ADD)

Portion of DSO attributable

to overdue invoices.

Indicates effectiveness of
collections and credit policies.
Focuses on invoices and
payments within the
delinquent period after the
initial payment is due.

6. Understanding

1-Day DSO

Helps businesses understand
how quickly they are collecting
revenue from their customers
on a daily basis

Allows businesses to quantify
their expected benefit in
working capital by reducing
DSO by 1 or X Days.
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Operational Benchmarks Across 02C

Credit Management

« Standard Payment Terms Compliance

* % of Credit Limits Reviewed Quarterly

* % of Orders on Credit Hold

* Average Time to Approve Credit Applications.

Billing & Invoicing

* First Pass Yield

* Invoice Accuracy Rate

* % of Invoices Delivered Electronically, with no manual intervention
+ Average Time from Order Fulfillment to Invoice Issuance

Collections

* % of AR Current (<0 Days)

* % of AR Overdue (0-30 Days, >30, >60, >90 Days)
* % Collection Cycle Adherence

Dispute & Deductions Management

- Dispute Rate (% of Invoices Disputed)
* Average Time to Identify a Dispute

* Average Dispute Resolution Time

* % of Disputes requiring Escalation

Final Thought

DSO is not just a number — it's an operational metric that tells the story of how well your organization delivers value,
manages relationships, and executes their commercial and financial processes with discipline. By demystifying DSO
and embedding it into the fabric of operational strategy, leaders can turn a traditional metric into a powerful lever for
improved customer satisfaction, growth and resilience.
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CFGI O2C Operational Transformation Offering

CFGI Capabilities and Technical Expertise
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CFGI general capabilities pertaining to 02C and tangential areas ——» Deep 02C-subject matter specific capabilities

Overall Program
Mgmt Support &
Leadership

02C Process
Leadership

02C Process
Management

Other Core Business
Transformation
(BT) Services

Non-BT CFGI
Services

+ Program & Project Leadership
+ Project Planning & Scoping
+ Project Management

+ Change Adoption/Management

Coordination

- Operational Readiness

+ Best Practises & Benchmarks
« Process Governance, Controls,
and Operational Reporting

« Process Efficiency Solutions &

Practices

+ Organization Design & Structure
- Skills/Impact(s) Assessments

* Interim Leadership

- Organizational Design

 Onshore, Offshore, Outsource,
SSC Strategies

+ Hiring and skill assessment
profiling

+ Training, Onboarding, and
Performance Monitoring

Quote to Invoice

+ Sales Operations

* Quoting/Pricing

+ Payment Terms

+ Credit

+ Order Hold/Release Standards
+ Order Entry Practices

+ Policies & Procedures
- Process Design & Mapping
- Process Documentation (Process
Flows & Desktop Procedures)
- Training Delivery

+ Testing Preparation (Testing Case

Scenario & Script Development)

* Text Execution Support
+ Business Requirements Leadership

- FP&A
+ Data & Analytics
+ Tech Transformation/CDW

+ Supply Chain
+ Record-To-Report
- Close Acceleration

+ Accounting Advisory
+ Revenue Recognition
+ Month-End Close

+ Risk Advisory
* Treasury
* Tax

Who is CFGI?

Invoice to Cash

* Quote-to-Invoice Hand-Off

« Invoice Entry & Release

+ Billing Support

+ AR Aging Analysis & Collections
+ Forecasting

+ Customer Segmentation

« Collection Cycles

+ Dispute Management

- 3" Party Escalations

Cash Applications

+ Unapplied Cash (and Credit)
Balances

+ Auto-Apply Practices

+ Escheatment Process

Technology

+ CPQ, CRM, ERP, Biling & Invoicing, OTC/Collections Platforms
- Data & Visualization (Alteryx, SQL, PowerBl, etc.)
+ Atlassian/Jira, SmartSheet, Other PMO Tools

We are a leading global accounting and business advisory firm. We partner with our clients on their most important

regulatory, transaction, and business improvement initiatives. Our team of over 1,000 former Big 4 professionals

brings expertise across technical accounting, capital markets, tax, valuation, ESG, transaction advisory, restructuring,

cybersecurity and technology solutions, all delivered with an independent and roll-up-the-sleeves approach. CFGI

was founded in 2000 and serves thousands of global clients from our more than 30 offices throughout the Americas,

Europe and Asia-Pacific regions.

Contact us:

MIKE TARANTO

Managing Director,

Order-to-Cash Co-Lead,
Business Transformation

(@ mtaranto@cfgi.com

ANDY FELLOURIS

Managing Director,
Order-to-Cash Co-Lead,
Business Transformation

@ afellouris@cfgi.com
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