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Understanding the pattern of credit receivables collections is vital for effective cash flow
management and financial planning within a business. The commonly observed
distribution—where 60% of receivables are collected during the month of sale, 30% in the
following month, and the remaining 10% in the second month—is a reflection of customer
payment behaviors, credit policies, and industry standards. This pattern influences how
businesses project their cash inflows, manage working capital, and strategize their credit
policies. In this article, we will explore the nuances of this collection pattern, its
implications, the factors affecting it, and best practices for managing receivables
accordingly.

---

Understanding the Collection Pattern

Breakdown of the Collection Pattern

The collection pattern can be summarized as follows:

- 60% in the month of sale:
This indicates that a significant portion of customers pay promptly within the same month
they make their purchase. This portion often includes cash sales, prompt-paying
customers, or those with favorable credit terms.

- 30% in the month after sale:
This segment comprises customers who settle their accounts within 30 days after the sale
date. It reflects typical credit terms extended to customers, such as net 30 days.

- 10% in the second month after sale:
This represents delayed payments, possibly due to extended credit periods, disputes, or
financial difficulties faced by customers, leading to collection in the second month.

This pattern is not rigid but provides a benchmark for businesses to analyze their
receivables performance and identify areas for improvement.

---



Factors Influencing the Collection Pattern

Industry Norms and Customer Payment Behavior

Different industries have varying credit and collection norms. For example:

- Retail and Consumer Goods:
Tend to have higher cash sales or shorter credit periods, leading to higher collection
percentages in the sale month.

- Manufacturing and B2B Services:
Often extend longer credit terms, which may shift the collection pattern towards later
months.

Customer payment behavior significantly impacts the pattern. Prompt payers tend to
settle quickly, while customers facing cash flow issues may delay payments.

Credit Policies and Terms

The length of credit terms directly affects collection timing:

- Net 30 or net 60 terms:
Encourage payments within 30 or 60 days, influencing the distribution of collections.

- Early payment discounts:
Can accelerate collections in the sale month.

- Extended credit periods:
May shift the pattern, increasing the proportion of collections in subsequent months.

Economic Conditions and Customer Financial Health

During economic downturns or financial crises, customers may delay payments, increasing
the proportion of receivables collected in later months or becoming overdue.

Collection Policies and Effectiveness

Aggressive collection efforts, such as reminders and follow-ups, can improve collection
timing, shifting more receivables into the current month.

---



Implications of the Collection Pattern

Cash Flow Management

Recognizing this collection pattern helps optimize cash flow forecasts. For example:

- Anticipate inflows:
Expect 60% of receivables in the current month, 30% in the next, and 10% in the second.

- Plan for shortfalls:
If actual collections lag behind, it might indicate collection issues or economic challenges.

Working Capital Requirements

Understanding when receivables are collected allows businesses to:

- Maintain sufficient liquidity to meet operational expenses.
- Avoid unnecessary borrowing by aligning receivables collection with cash needs.

Credit Policy Decisions

The pattern can inform decisions on extending credit:

- Tighten credit terms if collections are delayed.
- Offer incentives for early payment to speed up collections.

---

Managing and Improving Collection Patterns

Strategies to Accelerate Collections

Implementing effective collection strategies can shift the pattern favorably:

Prompt billing: Ensure invoices are sent immediately after sale.

Clear credit policies: Define and communicate payment terms explicitly.

Early payment discounts: Offer incentives for early settlement.



Regular follow-ups: Send reminders before and after due dates.

Use of technology: Employ automated invoicing and collection systems.

Monitoring and Analyzing Collection Data

Continuous analysis helps identify trends and issues:

- Track collection percentages monthly.
- Identify customers with delayed payments.
- Adjust credit policies accordingly.

Dealing with Overdue Accounts

Effective management of overdue accounts involves:

- Establishing a clear escalation process.
- Offering payment plans for distressed customers.
- Considering legal action as a last resort.

---

Case Study: Applying the Collection Pattern

Consider a manufacturing company that extends net 30 credit terms to its customers. Its
historical collection pattern aligns with the 60-30-10 rule:

- Month of Sale:
60% of receivables are collected, driven by prompt-paying customers and early payments.

- Next Month:
30% is collected, representing customers who pay within the agreed credit period.

- Second Month:
10% is collected, often involving delayed payments or disputes resolved later.

By analyzing this pattern, the company can:

- Forecast cash inflows accurately.
- Identify customers with recurring late payments.
- Implement targeted collection efforts to improve early collections.

Over time, with enhanced collection strategies, the company might improve its pattern to



65% in the sale month and reduce the second-month collection, thereby improving
liquidity.

---

Conclusion

The collection pattern of 60% in the month of sale, 30% in the following month, and 10%
in the second month is a useful benchmark for understanding and managing receivables. It
reflects customer payment behaviors, credit policies, and industry practices. Recognizing
this pattern enables businesses to plan cash flows, manage working capital effectively, and
refine credit and collection policies. Continuous monitoring and proactive collection
strategies can shift this pattern favorably, resulting in healthier cash flows and improved
financial stability. Ultimately, understanding and optimizing receivables collection
patterns is vital for sustaining business growth and operational efficiency.

Frequently Asked Questions

What is the typical pattern for credit receivables
collections based on sales timing?
The pattern generally involves collecting 60% of receivables in the month of sale, 30% in
the month after the sale, and 10% in the second month after the sale.

How does understanding the receivables collection
pattern help in cash flow management?
It allows businesses to forecast cash inflows accurately, plan for working capital needs,
and improve liquidity by knowing when most collections are expected.

Why is the 60-30-10 collection pattern important for
financial planning?
Because it provides a predictable timeline for receivables recovery, enabling better
budgeting, financial analysis, and strategic decision-making.

Can the collection pattern vary for different industries
or companies?
Yes, the pattern can vary depending on industry standards, customer payment behaviors,
and company credit policies, but the 60-30-10 pattern is a common benchmark.



What factors could cause deviations from this typical
collection pattern?
Factors include customer creditworthiness, economic conditions, changes in credit terms,
or collection efforts, which can alter the timing and percentage of receivables collected.

How should a company adjust its financial forecasts if
actual collections differ from the 60-30-10 pattern?
The company should analyze the reasons for deviations, update its cash flow projections
accordingly, and consider adjusting credit policies or collection strategies to improve
receivable turnover.

Additional Resources
The Pattern For Credit Receivables Collections Are 60% Month Of Sale, 30% Month After
Sale And 10% Second: A Comprehensive Guide to Managing Credit Collections Effectively

In the realm of credit management and receivables, understanding the collection pattern
is crucial for maintaining healthy cash flow and ensuring financial stability. A common and
widely adopted collection pattern is that the pattern for credit receivables collections are
60% month of sale, 30% month after sale, and 10% second. This pattern not only provides
a predictable framework for managing receivables but also helps in forecasting cash
inflows, optimizing working capital, and assessing credit risk.

In this guide, we will delve into the intricacies of this collection pattern, explore its
implications for businesses, and provide practical strategies to align your credit policies
accordingly.

---

Understanding the Collection Pattern

The statement "The pattern for credit receivables collections are 60% month of sale, 30%
month after sale and 10% second" reflects a typical collection behavior observed in many
industries. It signifies that:

- 60% of receivables are collected in the same month as the sale.
- 30% are collected in the following month.
- The remaining 10% are collected in the second month after the sale.

This pattern indicates that the majority of receivables are collected relatively quickly, with
diminishing amounts received over subsequent months.

---

Why Is This Pattern Important?



Understanding this collection pattern is vital for several reasons:

- Cash Flow Management: Accurate forecasts allow businesses to plan for cash needs,
meet financial obligations, and avoid liquidity shortages.
- Credit Policy Formulation: Establishing realistic credit terms aligned with collection
patterns reduces overdue receivables.
- Financial Reporting & Analysis: Recognizing collection behaviors helps in assessing
receivables aging and setting appropriate provisions for bad debts.
- Operational Efficiency: Streamlining collections based on this pattern can improve
collection cycles and reduce days sales outstanding (DSO).

---

Breaking Down the Pattern: Month of Sale, Next Month, and Second Month

Let's explore each component of this collection pattern in detail.

1. Collection of 60% in the Month of Sale

What does this mean?
The bulk of receivables, approximately 60%, are collected during the same month when
the sale occurs. This typically applies to cash sales or credit sales that are quickly settled.

Implications:
- Businesses can expect a significant portion of cash inflow immediately or shortly after
the sale.
- Efficient invoicing, prompt billing, and swift collection processes facilitate this rapid
collection.

Strategies to Optimize:
- Encourage early payments via discounts or incentives.
- Streamline invoicing processes for prompt delivery.
- Use electronic payment methods to accelerate receipt.

---

2. Collection of 30% in the Month After Sale

What does this mean?
Approximately 30% of receivables are collected in the month following the sale. These are
often typical credit sales with standard payment terms like net 30.

Implications:
- The receivables are spread over a slightly longer period, which necessitates effective
follow-up.
- Cash flow planning should account for this delayed collection to avoid shortfalls.

Strategies to Optimize:
- Send timely reminders and follow-ups.
- Implement automated collection systems.
- Offer incentives for early payment within this window.



---

3. Collection of 10% in the Second Month After Sale

What does this mean?
The remaining 10% of receivables are collected in the second month after the sale, often
representing late payments or adjustments.

Implications:
- These collections tend to be less predictable and may indicate customer credit risk.
- Monitoring aging reports helps identify slow payers.

Strategies to Optimize:
- Use credit scoring to assess customer risk.
- Enforce stricter credit terms where necessary.
- Consider collection agencies or legal action for delinquent accounts.

---

Visualizing the Pattern with an Example

Suppose a company makes sales totaling $100,000 in a particular month:

| Month | Expected Collection | Amount | Cumulative Collection |
|---------|------------------------|---------|------------------------|
| Month 1 | 60% of sales | $60,000 | $60,000 |
| Month 2 | 30% of sales | $30,000 | $90,000 |
| Month 3 | 10% of sales | $10,000 | $100,000 |

This simple example highlights how cash inflows are distributed over time, enabling
precise cash flow forecasting.

---

Factors Influencing the Collection Pattern

While the 60-30-10 pattern is a common benchmark, actual collection behaviors can vary
based on several factors:

- Industry Type: Retailers may have faster collection patterns compared to manufacturing
or B2B services.
- Customer Creditworthiness: Stronger customers tend to pay faster.
- Payment Terms: Longer credit terms extend collection timelines.
- Economic Conditions: Economic downturns can delay payments.
- Internal Collection Policies: Proactive follow-up accelerates collections.

---

Practical Applications and Best Practices

1. Establish Clear Credit Policies



Define credit limits, payment terms, and collection procedures aligned with the typical
collection pattern. For example, offering net 30 terms with incentives for early payment.

2. Use Aging Reports for Monitoring

Regularly review receivables aging reports to identify overdue accounts and take
corrective actions promptly.

3. Implement Automated Collection Systems

Leverage technology to automate reminders, follow-ups, and payment processing,
reducing manual effort and improving collection efficiency.

4. Develop Customer Relationships

Strong relationships foster trust and prompt payments. Regular communication and
excellent customer service can encourage timely payments.

5. Forecast Cash Flows Accurately

Incorporate the collection pattern into financial planning to anticipate cash inflows and
manage liquidity effectively.

---

Challenges and Risks

While the 60-30-10 pattern provides a useful guideline, businesses should be aware of
potential challenges:

- Delinquent Accounts: Unexpected delays can disrupt cash flow.
- Credit Risk: Customers may default, necessitating provisions for doubtful debts.
- Economic Fluctuations: External shocks can alter collection behaviors.
- Changing Customer Dynamics: New customers or markets may have different payment
patterns.

Mitigating these risks involves diligent credit assessment, maintaining healthy
relationships, and having contingency plans.

---

Conclusion: Leveraging the Collection Pattern for Business Success

Understanding and leveraging the pattern that the collections are 60% in the month of
sale, 30% in the month after, and 10% in the second month provides a strategic
advantage. It allows businesses to forecast cash flows accurately, optimize working
capital, and implement effective credit and collection policies.

By continuously monitoring receivables, automating collection processes, and maintaining
strong customer relationships, companies can improve collection efficiency, reduce Days
Sales Outstanding (DSO), and strengthen overall financial health. While the pattern serves



as a benchmark, it's essential to adapt strategies based on industry specifics and customer
behaviors to maximize collection performance.

Embracing this understanding transforms receivables management from a reactive
process into a proactive tool for sustainable growth and profitability.
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