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The Framework

The Working Capital Optimization Framework
EfuturesCFO Proprietary Framework
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Figure 1 — The Working Capital Optimization Framework | EfuturesCFO Proprietary Framework

Executive Description

The Working Capital Optimization Framework is the EfuturesCFO model for managing the cash conversion cycle by
optimizing the interplay between accounts receivable, accounts payable, and inventory. Every dollar freed from
working capital is a dollar available for growth investment, debt reduction, or shareholder returns. Working capital
optimization is the most accessible source of internal capital available to the CFO.

The four pillars address each component of the cash conversion cycle. Receivables Optimization accelerates the
conversion of revenue into cash. Payables Management strategically manages the timing of outbound payments.
Inventory Efficiency reduces the capital tied up in inventory while maintaining service levels. Cash Conversion Cycle
integrates all three components into a single metric that measures the total days of capital trapped in the operating
cycle. The CFO who optimizes all four pillars simultaneously unlocks capital that would otherwise be unavailable for
strategic deployment.



EfuturesCFO  |  Framework Deep-Dive Working Capital Management  |  #20

© 2026 EfuturesCFO.com  |  The Operating System for the Modern CFO Page 2

Pillar 1: Receivables Optimization

Receivables optimization accelerates the conversion of revenue into cash through billing efficiency (invoicing
promptly and accurately), collection strategy (systematic follow-up and escalation for overdue accounts), and credit
policy (balancing revenue growth with credit risk through appropriate customer credit limits and terms). The CFO
targets DSO reduction while maintaining customer relationships.

Pillar 2: Payables Management

Payables management strategically manages outbound payment timing to optimize cash retention without damaging
supplier relationships. This pillar covers payment terms optimization (negotiating favorable terms with suppliers),
supplier strategy (aligning payment practices with supplier importance), and dynamic discounting (capturing early
payment discounts when the yield exceeds the company’s cost of capital).

Pillar 3: Inventory Efficiency

Inventory efficiency reduces the capital invested in inventory while maintaining the service levels and fill rates that
customers require. This pillar covers demand planning (forecasting demand accurately to prevent overstock), safety
stock optimization (maintaining the minimum buffer needed to handle demand variability), and obsolescence
management (identifying and disposing of slow-moving or obsolete inventory before it consumes additional carrying
cost).

Pillar 4: Cash Conversion Cycle

The cash conversion cycle (CCC) is the integrated metric that measures the total days of capital trapped in the
operating cycle: days sales outstanding (DSO) plus days inventory outstanding (DIO) minus days payable
outstanding (DPO). This pillar focuses on the holistic optimization of all three components, ensuring that
improvements in one area do not create problems in another.
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Common Themes & Cross-Framework Dependencies

Theme 1: Working Capital Is Free Capital

Every dollar freed from working capital is available for strategic use without raising external capital. A 5-day
improvement in the cash conversion cycle for a $200M company can free $2–3M in cash.

Theme 2: Balance Optimization With Relationships

Aggressive receivables collection damages customer relationships. Aggressive payables extension damages supplier
relationships. The CFO must optimize within relationship constraints, not at their expense.

Theme 3: Automation Accelerates Everything

Automated invoicing, electronic payments, dynamic discounting platforms, and demand planning tools accelerate
working capital improvements that manual processes cannot achieve.

Cross-Framework Dependencies

• Prerequisite: Treasury & Liquidity (#19) provides the cash management infrastructure that working capital
optimization feeds into.

• Enabling: Process Excellence (#27) provides the process improvement methodology for AR, AP, and inventory
processes.

• Amplifying: ERP & Finance Systems (#26) provides the system infrastructure for automated billing, collection,
and inventory management.

• Downstream: Cash Flow Management (#24) benefits directly from working capital optimization through
improved operating cash flow.
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Operating Mechanisms

Operating mechanisms are the specific processes, cadences, governance structures, roles, and measurement
systems needed to activate each pillar. The mechanisms below convert this framework from a conceptual model into
an operational reality.

Mechanism 1: The Monthly Working Capital Review

A monthly review of DSO, DPO, DIO, and CCC trends with root cause analysis for any metric moving in the wrong
direction. The review produces action items for each component and tracks the progress of previously assigned
actions.

Mechanism 2: The AR Aging Action Protocol

A structured protocol that triggers specific collection actions based on aging bands: 30 days (automated reminder),
45 days (personal follow-up), 60 days (escalation to sales relationship owner), 90 days (formal demand and credit
hold evaluation). The protocol ensures consistent collection discipline without relying on individual initiative.

Mechanism 3: The Inventory Health Dashboard

A monthly dashboard tracking inventory by category (raw material, WIP, finished goods), age (current, slow-moving,
obsolete), and turns. The dashboard triggers automatic review for any SKU that falls below minimum turn thresholds
and any inventory aging beyond defined periods.

Decision Decision Maker Cadence CFO Role

Working capital targets
(DSO, DPO, DIO)

CFO Annual Owner: sets targets with benchmark analysis

Credit policy and limits CFO + Controller Annual / per
customer

Approver: validates credit limit changes

Payment terms with major
suppliers

CFO + Procurement Per contract Advisor: evaluates cash flow impact of terms

Inventory write-down
decisions

CFO + Controller + Ops Quarterly Approver: validates obsolescence analysis

Dynamic discounting
activation

CFO + Treasury Per opportunity Owner: evaluates yield vs. cost of capital

Figure 2 — Decision Rights Matrix

Month Activity Owner Output

Monthly Working capital metrics review (DSO, DPO,
DIO, CCC)

Controller Working capital dashboard
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Month Activity Owner Output

Monthly AR aging review and collection action
tracking

Controller + AR Team Collection action report

Monthly Inventory health dashboard review Controller + Ops Inventory health report

Quarterly Working capital optimization initiatives
review

CFO Initiative progress and savings

Annual Working capital target setting and
benchmarking

CFO + FP&A; Annual targets

Figure 3 — Governance Calendar
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CFO Personal vs. Delegation Actions

Activity CFO Personal Delegate To

Working capital target setting ✓ CFO sets targets FP&A; provides benchmarking analysis

Monthly working capital review ✔ CFO reviews quarterly Controller reviews monthly

AR collection escalation (major
accounts)

✓ CFO engages for top 5 overdue AR team manages routine collections

Supplier payment term negotiation — Procurement negotiates; CFO reviews for major
suppliers

Inventory obsolescence decisions ✓ CFO approves write-downs Controller and Ops identify candidates

Credit policy design ✓ CFO designs policy Controller implements

Figure 4 — CFO vs. Delegation Matrix
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Failure Modes & Warning Signs

The The Working Capital Optimization Framework fails in predictable ways. Each failure mode produces specific
symptoms the CFO should monitor. The hub-and-spoke design implies balance across all four pillars; imbalance is
the primary failure pattern.

Failure Mode 1: DSO Creep

Days sales outstanding gradually increasing without corrective action. Symptoms: AR aging distribution shifting
toward older buckets, collection effort declining, and cash flow deteriorating despite revenue growth.

Failure Mode 2: Supplier Relationship Damage

Extending payables aggressively without regard to supplier impact. Symptoms: key suppliers placing the company on
credit hold, loss of early payment discounts, and supply disruptions from alienated vendors.

Failure Mode 3: Inventory Accumulation

Inventory growing faster than revenue due to demand planning failures or obsolescence neglect. Symptoms:
inventory turns declining, warehouse costs increasing, and growing write-down reserves that will eventually hit the
P&L.;

Framework Imbalance Diagnostic

Symptom Likely Imbalance Corrective Action

DSO increasing 3+
consecutive months

Collection discipline gap Implement AR Aging Action Protocol

Suppliers threatening credit
holds

Over-aggressive payables Review payment terms for strategic suppliers

Inventory growing faster
than revenue

Demand planning failure Launch inventory health dashboard and SKU review

CCC longer than industry
benchmark

Holistic working capital gap Set component-level targets and assign owners

Figure 5 — Framework Imbalance Diagnostic
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Maturity Progression: Stage-Specific Actions

Most organizations operate at Level 2 or Level 3 on this framework. The progression below provides the concrete
steps needed to advance.

From → To What Changes Specific Actions Timeline

Level 1→2 From unmanaged to
tracked

1. Calculate DSO, DPO, DIO, and CCC 2. Benchmark
against industry peers 3. Begin monthly tracking

3–6 months

Level 2→3 From tracked to managed 1. Set component-level targets 2. Implement AR Aging
Action Protocol 3. Launch inventory health dashboard

6–12 months

Level 3→4 From managed to
optimized

1. Automated invoicing and collection reminders 2.
Dynamic discounting for AP 3. AI-driven demand planning
for inventory

12–18 months

Level 4→5 From optimized to
world-class

1. Real-time CCC monitoring with predictive alerts 2.
Supply chain finance programs 3. Working capital as
competitive advantage

18–24 months

Figure 6 — Maturity Progression Roadmap
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Industry Calibration

The four pillars apply universally, but their relative emphasis shifts by industry. The CFO should calibrate the
framework to match industry realities.

Industry Dominant Pillar Calibration Notes

SaaS Receivables
Optimization

Subscription billing creates predictable AR. Focus on reducing failed payments and
accelerating collections.

Manufacturing Inventory Efficiency Inventory is typically the largest working capital component. Demand planning and
safety stock optimization drive results.

Financial
Services

Cash Conversion
Cycle

Unique working capital dynamics (loan portfolios, securities). Standard CCC
framework requires modification.

PE-Backed Cash Conversion
Cycle

Working capital improvement is a standard value creation lever. PE sponsors track
CCC improvement quarterly.

Healthcare Receivables
Optimization

Payer reimbursement cycles (30–90+ days) make AR management the dominant
working capital challenge.

Figure 7 — Industry Calibration Matrix

Quantification Anchors

These metrics indicate whether the framework is actively operating or merely documented.

Pillar Active Indicator Target Red Flag

Receivables DSO trend (3-month) Stable or improving Increasing 3+ months: collection
discipline failing

Payables DPO vs. contractual terms Within 5 days of
terms

>15 days beyond: supplier relationship
risk

Inventory Inventory turns trend Stable or improving Declining 2+ quarters: capital
accumulating

CCC Cash conversion cycle vs. peers At or below peer
median

>20% above peers: significant
optimization opportunity

Figure 8 — Quantification Anchors
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Implementation Quick-Start

First Three Moves

If you do nothing else, do these three things within the next 30 days.

• Move 1: Calculate your DSO, DPO, DIO, and CCC. If you do not know these four numbers, you cannot
manage working capital. Calculate them today and benchmark against your industry.

• Move 2: Review your AR aging report and identify the top 10 overdue invoices. Assign a collection action
to each one with a deadline. This single exercise typically accelerates $500K–$2M in collections within 30 days.

• Move 3: Identify your 20 slowest-moving inventory SKUs. Evaluate each for obsolescence, markdown, or
liquidation. Capital trapped in non-moving inventory is the most wasteful form of working capital.

90-Day Activation Checklist

Week Action Output

1–2 Calculate DSO, DPO, DIO, CCC and benchmark vs. peers Working capital baseline

2–3 Review AR aging and assign actions for top 10 overdue Collection action plan

3–5 Identify 20 slowest-moving inventory SKUs Inventory health assessment

5–7 Implement AR Aging Action Protocol Protocol in effect

7–9 Review supplier payment terms for top 10 vendors Payment terms optimization plan

9–11 Set DSO, DPO, DIO targets with owners Working capital targets

11–13 Launch monthly working capital review cadence Ongoing governance

Figure 9 — 90-Day Activation Checklist

The Single Most Important Action

Calculate your cash conversion cycle and benchmark it against your industry. The CCC is the single metric
that captures total working capital efficiency in one number. If your CCC is 20+ days longer than your
industry median, you have a multi-million dollar optimization opportunity hiding in your balance sheet. Every
day you reduce the CCC frees one day’s worth of revenue in cash for strategic deployment.


