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How	to	calculate	debtors	collection	schedule

Calculate	the	time	it	takes	you	to	collect	payment	following	a	credit	sale.	This	ratio	determines	how	long	your	company's	money	is	tied	up	in	customer	credit.	It	facilitates	analysis	of	the	collection	of	accounts	receivable,	which	may	not	always	be	the	same	as	the	credit	terms	which	you	have	issued	to	customers.	By	considering	your	credit	terms	you
can	assess	the	'quality'	of	these	receivables.	The	Debtor	Collection	Period	is	a	'performance	ratio',	which	means	that	it	indicates	the	efficiency	of	a	business.	Efficiency	and	performance	are	linked,	as	efficient	businesses	are	usually	more	profitable.	Each	industry	has	an	average	collection	period,	but	generally	10	to	15	days	over	the	extended	credit
term	should	cause	concern.	This	ratio	gives	you	one	insight	into	your	business.	To	determine	the	full	financial	performance	of	your	business,	you	will	also	need	to	analyse	your	financial	statements	and	calculate	the	other	financial	ratios.	In	the	business	world,	cash	flow	is	king.Central	to	its	rule	is	the	efficient	and	timely	collection	of	customer	debts
(account	receivables).	Waiting	too	long	to	collect	on	an	invoice	you	are	owed	suggests	that	you	may	be	giving	away	too	much	credit	and	puts	you	at	risk	of	becoming	a	debtor	yourself.Here,	we	outline	the	importance	of	average	debtor	days	and	trends	in	collection	periods	by	industry.	Find	out	how	your	business	compares	and	what	you	can	do	to
improve	your	payment	collection	processes	to	get	paid	on	time,	every	time.Let’s	start	with	a	definition.	In	simplest	terms,	debtor	days	measure	how	quickly	a	business	gets	paid.Average	debtor	days,	also	known	as	“day’s	sales	in	accounts	receivable,”	are	determined	by	dividing	the	average	number	of	daily	sales	by	the	average	number	of	debtor	days.
When	we	talk	about	“average	debtor	days”,	we’re	talking	about	the	median	amount	of	days	that	pass	between	issuing	invoices	and	collecting	payments	owed	from	a	client	or	customer.Also	known	as	Day	Sales	Outstanding	(DSO)	or	account	receivables,	debtor	days	are	generally	calculated	over	a	set	period	of	time	such	as	on	a	monthly,	quarterly	or
annual	basis.	Companies	can	use	a	variety	of	methods	to	compute	their	debtor	day	ratio	but	the	standard	formula	involves	dividing	trade	receivables	by	sales	revenue	and	multiplying	the	result	by	the	number	of	days	in	the	chosen	period.The	below	example	is	a	fictional	representation	of	average	debtor	days	calculated	over	a	12	month	period:	Yes.	The
debtor	days	ratio	at	its	core,	is	an	indication	of	the	company’s	liquidity.By	tracking	your	average	debtor	collection	period	over	time,	you	can	identify	trends	and	fluctuations	that	indicate	positive	or	negative	sways.A	rise	in	the	number	of	average	debtor	days	could	signal	that	you	may	be	giving	too	much	credit	to	your	customers;	your	clients	are	not
creditworthy	and/or	there	is	an	issue	with	your	payment	collection	process.	With	less	cash	on	hand	you	may	not	be	able	to	invest	in	your	company’s	growth,	meet	your	own	payment	obligations	(such	as	loan	repayments	and	staff	salaries)	and	end	up	being	the	one	in	the	red.	Gulp!Conversely,	a	diminishing	number	of	debtor	days	should	always	be
considered	against	historical	context.	Many	businesses	are	affected	by	seasonality	and	report	fluctuations	in	their	cash	flow	according	to	the	time	of	year.	The	message	here	is	clear:	average	debtor	days	calculations	must	be	included	as	part	of	your	ongoing	cash	flow	management.	All	companies	strive	to	reduce	their	average	collection	periods	but
new	data	released	by	insolvency	specialist,	Begbies	Traynor,	suggests	that	there	is	a	worrying	increase	in	late	payments.	According	to	the	research,	which	was	compiled	from	more	than	a	million	debtor	day	reports	since	2011,	close	to	115,000	companies	waited	an	average	57	days	for	payment	in	2018.	Of	this	number,	more	than	1,000	businesses
entered	insolvency.	Media	companies	reported	the	longest	wait,	tipping	the	scale	at	69	days.	They	were	closely	followed	by	the	information	and	telecommunication	sector	(68	days)	whilst	the	travel	and	tourism	sector	saw	a	5%	increase	in	debtor	days	between	2011-18	to	take	their	average	collection	period	up	to	48	days.	General	retail	also	witnessed
a	2	day	rise	from	41	to	43	days	to	receive	payment	during	the	report	period.	Is	there	a	problem	with	SMEs?	We’ve	got	to	talk	about	SMEs.	Evidence	suggests	that	small	businesses	are	adversely	affected	by	the	trend	in	late	payment	increases.	According	to	ABFA,	the	gap	between	the	smallest	and	largest	companies	in	terms	of	average	payment	period
is	significant,	with	SMEs	waiting	over	a	month	longer	to	get	paid.	That’s	an	average	wait	of	71	days	for	companies	with	a	turnover	less	than	£1million	compared	to	a	wait	of	38	days	for	the	largest	companies.	.	With	smaller	companies	less	able	to	bear	the	brunt	of	unexpected	or	increasing	debts,	the	effect	of	cash	flow	disruption	upon	business	growth,
suppliers,	staff	and	creditors	is	palpable.	It	has	been	estimated	that	as	many	as	50,000	SMEs	collapse	each	year	due	to	issues	connected	to	late	payments.	Ways	to	improve	average	debtor	days	So,	what	can	be	done	to	help	collect	trade	receivables	on	time,	every	time?	The	answer	to	this	lies	in	adopting	a	robust	and	efficient	payment	collection
process.	For	many,	this	includes:	setting	up	clear	payment	terms	correct	and	prompt	issue	of	invoices	early	payment	incentives	if	appropriate	accessible	payment	options	open	lines	of	communication	with	debtors	But	sometimes,	even	with	the	best	of	intentions,	your	debtors	may	forget	to	pay.	Your	invoice	falls	to	the	bottom	of	their	“to-do”	list	and
your	staff	are	now	faced	with	spending	precious	time	chasing	a	late	payment.	This	is	where	Direct	Debit	can	offer	an	affordable	solution.	As	an	automated	payment	method,	Direct	Debit	does	it	all	automatically,	enabling	you	and	your	staff	to	get	back	to	vital	business	functions.	No	chasing,	no	late	payments.	Direct	Debit	puts	you	in	control	of	your
collections.	FastPay	Ltd	is	an	established	Direct	Debit	service	provider	with	a	proven	record	in	excellent	customer	service.	Trusted	by	businesses	of	all	sizes,	charities	and	organisations,	FastPay	are	there	to	help	make	your	life	easier.	Offering	flexible	and	transparent	pricing	with	no	monthly	or	yearly	fees,	the	dedicated	team	of	Direct	Debit	experts
can	get	you	set	up	and	start	collecting	in	24	hours.	How	do	you	calculate	debtors’	balances?	Dividing	the	average	accounts	receivables	by	the	annual	net	revenue	and	multiplying	by	365	days	will	produce	the	debtor	days	ratio.	Average	accounts	receivable,	divided	by	average	daily	sales	=	Receivable	Days	Formula.	Contact	the	Direct	Debit	specialists
at	FastPay	today	Let’s	work	together	on	your	cash	flow	solution.	Call	0161	737	5290	to	speak	to	a	friendly	member	of	the	FastPay	team.	Alternatively,	you	can	request	more	information	about	our	Direct	Debit	business	services	by	completing	the	online	enquiry	form.	Lastly,	find	out	what	it’s	like	to	work	with	us	by	viewing	our	happy	client	testimonials.
This	calculation	shows	the	average	number	of	days	it	takes	a	company	to	receive	payment	from	its	debtors,	the	lower	figure	the	better.	A	high	figure	suggests	inefficiency	or	potential	bad	debts.	Cash	businesses,	such	as	shops,	should	have	a	very	low	debt	collection	days	figure,	as	they	get	their	money	at	the	time	of	sale.	Non-cash	business	have	to
operate	in	a	credit	environment,	so	whilst	the	ideal	figure	would	be	30	days	it	is	more	likely	to	be	nearer	60	days.	Acid	Test	Ratio	Calculator	Compound	Interest	Calculator	Current	Ratio	Calculator	Debtor	Days	Calculator	Depreciation	Calculators	Gross	Profit	Margin	Calculator	Loan	Repayment	Calculator	Operating	Profit	Margin	Calculator	ROCE
Calculator	VAT	Calculator	Debtor	Days	Formula	is	used	for	calculating	the	average	days	required	for	receiving	the	payments	from	the	customers	against	the	invoices	issued	and	it	is	calculated	by	dividing	trade	receivable	by	the	annual	credit	sales	and	then	multiplying	the	resultant	with	a	total	number	of	days.	The	term	“debtor	days”	refers	to	the
number	of	days	that	a	company	takes	to	collect	cash	from	its	credit	salesCredit	Sales	is	a	transaction	type	in	which	the	customers/buyers	are	allowed	to	pay	up	for	the	bought	item	later	on	instead	of	paying	at	the	exact	time	of	purchase.	It	gives	them	the	required	time	to	collect	money	&	make	the	payment.	read	more,	which	is	indicative	of	the
company’s	liquidity	position	and	its	collections	department’s	efficiency.	It	is	also	known	as	days	sales	outstandingDays	sales	outstanding	portrays	the	company's	efficiency	to	recover	its	credit	sales	bills	from	the	debtors.	The	number	of	days	debtors	took	to	make	the	payment	is	computed	by	multiplying	the	fraction	of	accounts	receivables	to	net	credit
sales	with	365	days.read	more	(DSO)	or	receivable	days.	The	debtor	days	ratio	calculation	is	done	by	dividing	the	average	accounts	receivablesAccounts	receivables	refer	to	the	amount	due	on	the	customers	for	the	credit	sales	of	the	products	or	services	made	by	the	company	to	them.	It	appears	as	a	current	asset	in	the	corporate	balance	sheet.read
more	by	the	annual	total	sales	and	multiplied	by	365	days.	Debtor	Days	Formula	=(Average	Accounts	Receivable	/	Annual	Total	Sales)	*	365	days	You	are	free	to	use	this	image	on	your	website,	templates	etc,	Please	provide	us	with	an	attribution	linkArticle	Link	to	be	HyperlinkedFor	eg:Source:	Debtor	Days	Formula	(wallstreetmojo.com)	Receivable
Days	Formula	can	also	be	expressed	as	average	accounts	receivable	by	average	daily	sales.	Receivable	Days	Formula	is	represented	as,	Debtor	Days	Ratio	=	(Average	accounts	receivable	/	Average	daily	sales)	The	debtor	days	formula	calculation	is	done	by	using	the	following	steps:	Firstly,	determine	the	average	accounts	receivable	of	the	company.
The	average	accounts	receivable	is	computed	by	adding	the	receivable	amount	at	the	beginning	of	the	year	with	that	of	the	end	of	the	year	and	then	dividing	the	result	by	two.	Both	information	can	be	collected	from	the	balance	sheet	of	the	company.	Average	accounts	receivable	=	(Opening	accounts	receivable	+	Closing	accounts	receivable)	/	2	Next,
determine	the	total	annual	sales	of	the	company,	which	is	easily	available	as	a	line	item	in	the	income	statement	of	the	company.	Further,	the	average	daily	sales	can	also	be	calculated	by	dividing	the	annual	total	sales	by	365	days	(number	of	days	in	a	year).	Average	daily	sales	=	Annual	total	sales	/	365	Finally,	the	debtor	days	ratio	calculation	is
done	by	dividing	the	average	accounts	receivable	by	the	total	annual	sales	and	then	multiply	by	365	days.	Receivable	Days	Formula	can	also	be	calculated	by	dividing	the	average	accounts	receivable	by	the	average	daily	sales.	Debtor	days	formula	=	(Average	accounts	receivable	/	Annual	total	sales)	*	365	daysorDebtor	days	Ratio	Calculation	=
(Average	accounts	receivable	/	Average	daily	sales)	Examples	of	Debtor	Days	Formula	(with	Excel	Template)	Let’s	see	some	simple	to	advanced	examples	of	Debtor	Days	Calculation	to	understand	it	better.	Example#1	Let	us	take	the	example	of	David,	who	is	a	garment	retailer	and	often	offers	credit	to	his	customers.	David	is	known	for	selling	to
customers	on	credit	with	the	expectation	that	these	customers	would	payback	for	the	merchandise	within	the	next	30	days.	Although	most	of	the	customers	pay	for	their	goods	promptly,	there	are	some	who	are	late.	Calculate	the	debtor	days	ratio	considering	that	at	the	end	of	the	financial	year,	the	statements	recorded	the	following	accounts:	Given,
Average	Accounts	Receivable:	$30,000Annual	total	sales:	$210,000	Below	is	given	data	for	calculation	of	Days	Sales	Outstanding	Therefore,	Debtor	Days	can	be	calculated	as,	DSO	=	(Average	accounts	receivable	/	Annual	total	sales)	*	365	days	=	($30,000	/	$210,000)	*	365	days	The	DSO	has	gone	up	to	52	days	due	to	some	delinquent	customers.
Example#2	Let	us	take	another	example	of	ABC	Ltd	that	reported	a	total	annual	sales	of	$2,500,000	for	the	year	ending	31st	December	2016.	The	accounts	receivable	at	the	beginning	of	the	year	was	$900,000,	and	the	balance	at	the	year	closing	is	$700,000.	Determine	the	Days	Sales	Outstanding	of	ABC	Ltd	based	on	the	given	information.	Given,
Total	annual	sales	=	$2,500,000Average	accounts	receivable			=	($900,000	+	$700,000)	/	2	=	$800,000	Given	the	table	shows	data	for	the	calculation	of	Debtor	Days	Ratio	of	company	ABC	Ltd.	Therefore,	DSO	for	ABC	Ltd	can	be	calculated	as,	Days	Sales	Outstanding	=	(Average	accounts	receivable	/	Annual	total	sales)	*	365	days	=	($800,000	/
$2,500,000)	*	365	days	Days	Sales	Outstanding	for	ABC	Ltd	will	be	–	DSO	=	116.8	days	~	117	days	Debtor	Days	Formula	Calculator	You	can	use	these	Debtor	Days	Formula	Calculator	Debtor	Days	Formula	=	Average	Accounts	Receivable	X365	Annual	Total	Sales	Relevance	and	Use	It	is	very	important	for	a	company,	because	if	the	debtor	days	ratio
is	increasing	beyond	the	stated	trading	terms,	then	it	can	be	indicative	of	the	fact	that	either	the	company	is	not	able	to	collect	its	debts	from	customers	efficiently	enough	or	maybe	that	the	terms	are	being	changed	to	boost	sales.	A	lower	debtor	day	is	favorable	as	it	indicates	that	the	company	can	collect	the	cash	earlier	from	customers	and	that	the
accounts	receivables	are	good,	which	means	that	it	is	not	required	to	be	written	off	as	bad	debtsBad	Debts	can	be	described	as	unforeseen	loss	incurred	by	a	business	organization	on	account	of	non-fulfillment	of	agreed	terms	and	conditions	on	account	of	sale	of	goods	or	services	or	repayment	of	any	loan	or	other	obligation.read	more.	On	the	other
hand,	if	there	is	an	upward	trend	witnessed	in	the	debtor	ratio,	then	it	means	that	an	increasing	amount	of	cash	is	required	in	the	form	of	working	capital	to	finance	the	business,	which	can	be	a	problem	for	growing	businesses.	However,	it	is	important	to	note	that	the	average	varies	from	industry	to	industry,	although	most	of	the	business	complaint
that	debtors	usually	take	too	long	to	pay	in	almost	every	market.	Nevertheless,	Days	Sales	Outstanding	also	comes	with	a	set	of	limitations,	such	as	an	analyst	should	compare	it	for	companies	within	the	same	industry.	Ideally,	if	the	companies	have	the	same	business	model	and	revenue,	then	a	comparison	makes	more	sense.	Recommended	Articles
This	has	been	a	guide	to	Debtor	Days	Formula.	Here	we	discuss	how	to	calculate	Debtor	Days	Ratio	and	its	formula	along	with	practical	examples	and	a	downloadable	excel	sheet.	You	can	learn	more	about	accounting	from	the	following	articles	–	Reader	Interactions	Many	subjects	require	students	to	know	work	from	the	previous	grades.	Make	sure
your	students	are	able	to	access	the	textbooks	from	previous	years	or	a	good	reference	book	that	contains	the...	Once	your	students	have	completed	practice	exam	papers,	encourage	them	to	go	over	the	areas	where	they	struggle	and	offer	them	some	additional	support.	Suggest	a	study	guide	or	additional	material...	Exam	practice	is	essential.	Make
sure	your	students	have	access	to	practice	exam	papers	for	the	subjects	they	take.	Make	sure	the	exam	papers	relate	to	the	correct	version	of	the	curriculum.	Remind	your	students	that	studying	should	be	active.	They	should	be	making	notes,	working	through	examples,	doing	practice	exam	papers	and	testing	themselves	on	the	sections	they	are
studying.	Formulae	sheets	or	key	concept	sheets	are	useful	for	quick	revision.	Make	some	sheets	your	students	can	stick	on	a	wall	or	at	the	back	of	their	books.	The	more	they	look	at	the	formulae	and	key...	Different	study	methods	work	for	different	students.	Encourage	your	learners	to	find	out	what	works	for	them	so	you	can	support	them.	Many
subjects	require	students	to	know	work	from	the	previous	grades.	Make	sure	your	child	has	access	to	a	good	reference	book	that	contains	the	concepts	they	need	to	refer	back	to.	Be	calm	and	supportive	on	the	morning	of	the	test	or	exam.	Leave	any	difficult	conversations	for	another	time.	Make	sure	your	teenager	has	enough	time	to	relax,	do	sport,
play	music	and	spend	time	with	friends.	A	balanced	lifestyle	often	leads	to	better	results.	Sit	with	your	child	and	help	him/her	with	their	studies	whenever	you	get	time.	Ask	him	to	explain	the	work	to	you.	Try	to	be	supportive	even	when	you	are	disappointed	in	your	child’s	marks.	Help	your	child	by	asking	her	teacher	for	advice,	getting	additional
study	material	or	outside	tutoring.	This	will	build...	Speak	openly	to	your	child	so	that	he	feels	that	he	can	share	problems	or	concerns	with	you.	Encourage	your	child	not	to	cram	at	the	last	minute.	The	work	that	is	learned	while	your	child	is	panicking	is	unlikely	to	be...	The	night	before	the	exam,	encourage	your	child	to	relax.	Allow	him	to	do
something	fun	and	make	sure	he	gets	to	bed	early.	On	the	afternoon	before	the	exam,	get	your	child	to	review	her	notes	and	summaries,	especially	for	sections	of	work	where	she	is	less	confident.	On	the	morning	of	the	exam,	get	your	child	to	go	over	his	formulae	sheets	to	remind	him	of	key	information.	Once	your	teenager	has	completed	practise
exam	papers,	go	over	the	areas	where	they	struggle.	Get	a	study	guide	to	help	you	and	your	student	if	you	need	help	with	a	particular	section.	Exam	practice	is	essential.	Make	sure	your	student	has	access	to	practice	exam	papers	for	the	subjects	they	take.	Make	sure	the	exam	papers	relate	to	the	correct	version	of	the	curriculum.	Studying	should	be
active.	Your	child	should	be	making	notes,	working	through	examples,	doing	practice	exam	papers	and	testing	herself	on	the	sections	she	is	studying.	Formulae	sheets	or	key	concept	sheets	are	useful	for	quick	revision.	Get	your	teenager	to	stick	them	on	the	wall	in	their	room.	The	more	they	look	at	the	formulae	and	key	concepts,	the	more	likely...
Different	study	methods	work	for	different	students.	Find	out	what	works	for	your	child	so	you	understand	how	you	can	support	him	or	her.	When	you	are	writing	an	exam,	first	write	down	all	the	formulae	or	important	facts	you	are	worried	about	forgetting.	Make	a	list	of	the	stationery	and	instruments	you	need	for	your	exam	and	pack	it	the	night
before.	Go	to	bed	early	the	night	before	tests	and	exams	so	that	you	can	wake	up	in	time	to	quickly	read	through	the	sections	you	are	worried	about.	Stay	positive	and	confident!	Believe	that	you	can	ace	the	test	or	the	exam.	Always	test	yourself	on	what	you	have	studied	-	or	ask	someone	else	to	test	you.	Make	sure	you	know	and	can	explain	all
formulas	and	theorems	in	your	exams.	These	are	easy	marks.	Once	you	have	revised	a	section,	do	plenty	of	practice	questions	to	check	that	you	can	apply	your	knowledge.	Find	out	what	study	method	works	best	for	you.	Use	mindmaps,	flow	diagrams	and/or	notes.	Work	through	worked	examples	and	solutions	step-by-step	until	you	understand	them
well.	Keep	healthy:	Exercise,	drink	water	and	eat	food	that	is	good	for	your	body	and	mind.	Look	up	definitions	for	words	you	don’t	understand.	Study	for	30	to	45	minutes	at	a	time	and	then	take	a	break	–	otherwise	you	won’t	concentrate	as	well.	Create	a	realistic	timetable	to	cover	all	the	sections	in	all	the	subjects	you	are	studying	and	try	to	stick	to
it.	Give	yourself	plenty	of	time	to	study	before	tests	and	exams.	Do	extra	questions	and	worksheets	on	sections	you	find	difficult.	Make	sure	you	understand	the	work	you	are	doing	in	class	and	don’t	be	afraid	to	ask	for	help	if	you	need	it.
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