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Introduction
Days of Inventory Outstanding, or DIO, is one of the most talked about Inventory metrics and one of the least 
understood. Many teams track DIO because they are expected to, not because it helps them make better 
decisions.

In practice, DIO is often calculated differently by finance and operations, managed in spreadsheets, or limited 
by what QuickBooks can actually support. That makes the metric hard to trust and even harder to use.

This guide is designed to help operations and finance leaders use Days of Inventory Outstanding as a practical 
performance metric, not just a reporting requirement. This is done by supporting better Inventory decisions 
through an Inventory Control and Order Management platform.

Specifically, it will help readers:

•	 Understand what Days of Inventory Outstanding actually measures and why it matters to 
daily operations

•	 See how DIO directly impacts cash flow, working capital, and balance sheet accuracy

•	 Identify operational behaviors in Purchasing, Production, and Forecasting that increase DIO

•	 Recognize when Inventory complexity has outgrown QuickBooks alone

•	 Learn how extending QuickBooks with Order Time supports more accurate DIO analysis and 
better decisions

By the end of this guide, readers will have clearer visibility into Inventory performance, stronger confidence 
in their DIO numbers, and clearer signals for when an Inventory Control and Order Management platform is 
needed to support growth.

Contents
Days of Inventory Outstanding as a  
Strategic Metric� 3

The Financial Impact of DIO on Cash Flow and Balance Sheets� 4

Operational Root Causes That Drive Poor DIO� 5

Assessing System Readiness: When QuickBooks Alone Is No Longer Enough� 8

Improving DIO with Order Time� 10

Improve Inventory Operations with  
Order Time� 12

https://www.ordertime.com/


3

Days of Inventory Outstanding as a  
Strategic Metric
Days of Inventory Outstanding is often treated as a simple accounting number. In practice, it says a lot about 
how well Inventory decisions support the business.

When teams look at DIO only at month end, they miss its real value. Used in the right way, it helps connect 
Purchasing, Production, and Sales Orders to cash flow and day to day performance.

What Days of Inventory Outstanding measures
At its most basic level, Days of Inventory Outstanding shows how long Inventory sits before it is sold. When 
the number climbs, cash stays tied up longer. When it falls, Inventory moves faster and cash becomes 
available sooner.

DIO reflects more than stock levels alone. It often points to:

•	 How closely Purchasing matches real demand

•	 Where Inventory slows down in Production or Fulfillment

•	 Whether sales velocity supports current Inventory levels

•	 How quickly Inventory turns into cash

Financial view versus operational view
The Days of Inventory Outstanding (DIO) formula comes from average Inventory and cost of goods sold. 
Finance teams usually see this through reports. Operations teams feel it through what is on the floor and 
what is available to ship.

Problems start when these views drift apart, such as when:

•	 Excess or slow moving items stay hidden in totals

•	 Inventory Committed to orders looks Available on paper

•	 Delays in Production or Shipping are not reflected in reports

Without operational detail, DIO becomes a backward looking number instead of a tool for better decisions.
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Common misconceptions 
about DIO
A few common assumptions tend to get in the way of 
using Days of Inventory Outstanding efficiently:

•	 It is treated as a finance-only metric

•	 Lower is assumed to always be better

•	 Inventory is cut without understanding 
demand

•	 DIO is reviewed only after issues appear

In reality, improving DIO is about holding the right 
Inventory and keeping it moving.

Why Days of Inventory Outstanding matters strategically
When teams trust their Days of Inventory Outstanding number, it becomes a shared reference point across 
the business. It helps leaders:

•	 See how Inventory decisions affect cash flow

•	 Improve working capital without hurting service levels

•	 Align finance and operations around the same data

•	 Plan with more confidence

Used this way, DIO becomes less about reporting and more about running the business well.

The Financial Impact of DIO on Cash Flow and 
Balance Sheets
Inventory is one of the largest uses of cash in most product based businesses. Days of Inventory Outstanding 
is one of the clearest ways to see how Inventory performance affects financial health.

When DIO increases, cash stays tied up longer. When it improves, cash is freed up and the business gains 
flexibility.

How Days of Inventory Outstanding affects cash flow
Every additional day of Inventory on hand delays the moment cash returns to the business. Over time, even 
small increases in Days of Inventory Outstanding can create real pressure on cash flow.

Higher DIO often leads to:

•	 Less cash available for payroll, hiring, or growth

•	 Greater reliance on credit or short-term financing

•	 Reduced ability to respond to changes in demand

Lower DIO shortens the cash cycle and improves liquidity without requiring higher sales.
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Inventory, cost of goods sold, and balance sheet accuracy
Inventory sits on the balance sheet, but its value is only as reliable as the data behind it. When Inventory 
records are incomplete or outdated, balance sheet accuracy suffers.

This often shows up as:

•	 Inventory values that do not reflect what is actually Available to sell

•	 Cost of goods sold that does not align with operational reality

•	 Adjustments that appear late in the month or quarter

Because Days of Inventory Outstanding relies on Inventory and COGS data, inaccuracies in either area distort 
the metric and reduce trust in the numbers.

Unlocking trapped cash through better DIO
Excess, slow moving, or obsolete Inventory increases Days of Inventory Outstanding without adding value. 
That Inventory represents cash that could be used elsewhere in the business.

Improving DIO helps teams:

•	 Identify Inventory that is not turning as expected

•	 Reduce carrying costs tied to storage and handling

•	 Free up cash without sacrificing service levels

The goal is not to eliminate Inventory, but to hold Inventory that supports demand and moves efficiently.

Financial warning signs linked to unhealthy DIO
Certain financial signals often point back to rising Days of Inventory Outstanding, including:

•	 Growing Inventory balances while sales remain flat

•	 Declining cash flow despite stable revenue

•	 Frequent Inventory write downs or adjustments

•	 Increased strain on working capital

When these signs appear, DIO is often a useful starting point for understanding what is happening beneath 
the surface.

Operational Root Causes That Drive Poor DIO
Rising Days of Inventory Outstanding is rarely caused by a single issue. In most cases, it is the result of several 
operational habits that build up over time. The list below outlines the most common root causes.

1.  Overbuying as a Safety Net
Many teams overbuy Inventory to avoid stockouts or production delays. While this feels like a safe choice, it 
often creates excess Inventory that moves slowly.
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This typically happens when:

•	 Demand forecasts are uncertain

•	 Service level pressure outweighs cash flow concerns

•	 Safety stock levels are set once and rarely revisited

Why it hurts DIO: Inventory stays on hand longer than needed, increasing 
holding time and tying up cash that could be used elsewhere.

2.  Long or Unclear Lead Times
When supplier lead times are unpredictable, purchasing decisions become 
more conservative. Orders are placed earlier and in larger quantities to 
reduce risk.

This shows up as:

•	 Limited visibility into actual supplier performance

•	 Buffer Inventory added to account for delays

•	 Purchasing decisions made without updated timelines

Why it hurts DIO: Inventory arrives well before it is needed and sits idle, raising Days of Inventory Outstanding.

3.  Inconsistent Reorder Practices
Without clear reorder rules, purchasing often relies on judgment rather than data. Different team members 
may use different signals to trigger orders.

Common signs include:

•	 Reorder points managed manually

•	 No consistent review of minimum and maximum levels

•	 Purchasing driven by urgent shortages rather than planning

Why it hurts DIO: Inventory levels fluctuate and average days on hand increase.

4.  Gaps Between Purchasing, Production, and Fulfillment
Inventory often slows down between steps, especially when teams are not closely aligned.

This happens when:

•	 Materials arrive before Production is scheduled

•	 Work in Progress (WIP) is not clearly tracked

•	 Finished goods wait for orders or shipping

Why it hurts DIO: Inventory sits longer at each stage, extending total holding time.
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5.  Forecasting That Ignores Operational Reality
Forecasts built without current Inventory and order data often miss the mark. This leads to Inventory that 
does not match actual demand.

Warning signs include:

•	 Forecasts created separately from Inventory planning

•	 Limited use of recent sales trends

•	 Lack of coordination between sales and operations

Why it hurts DIO: Excess Inventory builds where demand does not materialize, increasing Days of Inventory 
Outstanding.

6.  Excess, Slow Moving, or Obsolete Inventory
Inventory that no longer sells at expected rates quietly inflates DIO.

This often includes:

•	 Products tied to older demand patterns

•	 Items with declining sales velocity

•	 Inventory held for discontinued products

Why it hurts DIO: Average Inventory levels rise without a corresponding increase in sales.

7.  Disconnected Systems and Manual Workarounds
When Inventory data lives in multiple systems, teams spend more time reconciling than improving.

This typically results in:

•	 Conflicting Inventory counts

•	 Manual adjustments before reporting

•	 Delays between operational activity and financial insight

Why it hurts DIO: Days of Inventory Outstanding becomes inconsistent and unreliable, making it difficult to 
use as a decision making tool.
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Assessing System 
Readiness: When 
QuickBooks Alone Is No 
Longer Enough
QuickBooks works well for accounting, but it has limits when 
Inventory becomes more complex. As a business grows, 
tracking Inventory accurately gets harder, and Days of Inventory 
Outstanding becomes less reliable.

This section walks through the signs that Inventory operations have outgrown QuickBooks alone and need 
stronger support.

Readiness Signal 1: DIO Requires Manual Workarounds
When teams cannot pull Days of Inventory Outstanding directly from their system, they start building 
spreadsheets to fill the gaps. Over time, those spreadsheets become part of the process.

This usually means:

•	 Inventory data is exported and adjusted before it can be reviewed

•	 Finance and operations calculate DIO differently

•	 Time is spent reconciling numbers instead of acting on them

•	 As workarounds grow, trust in the data shrinks.

What this indicates: Inventory data is spread across too many places, with no single version everyone  
agrees on.

Readiness Signal 2: Inventory Decisions Lag Behind Reality
Inventory decisions work best when they are based on what is happening right now. When systems cannot 
keep up, teams are always reacting.

This shows up when:

•	 Purchasing decisions rely on yesterday’s Inventory levels

•	 Sales commitments are not reflected in available stock

•	 DIO trends are reviewed after problems have already surfaced

When data lags, Inventory builds up in the wrong places.

What this indicates: Inventory activity and financial reporting are not well connected.

Readiness Signal 3: Inventory Complexity Has Increased
Growth brings more moving parts. More products, more storage locations, and more ways inventory moves 
through the business.

https://www.ordertime.com/
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This often includes:

•	 Inventory stored across multiple locations or bins

•	 A growing mix of products with different demand patterns

•	 Orders coming from more than one sales channel

What once felt manageable becomes harder to track accurately.

What this indicates: Inventory needs have grown beyond what basic accounting tools can support.

Readiness Signal 4: DIO Improvements Plateau
Many teams improve Days of Inventory Outstanding early by tightening processes. Over time, progress slows 
because the system cannot support deeper changes.

This happens when:

•	 Teams can see where Inventory slows down but cannot fix it in the system

•	 Data does not show enough detail to address root causes

•	 Manual steps become permanent workarounds

Eventually, improvement stalls.

What this indicates: Further gains require better system support, not just better habits.

Readiness Signal 5: Leadership Needs Clearer Signals
Leaders need Inventory metrics they can trust. When Days of Inventory Outstanding feels uncertain, it stops 
being useful for planning.

This becomes clear when:

•	 Finance and operations disagree on Inventory performance

•	 DIO is not used in cash or planning discussions

•	 Decisions rely more on instinct than data

Without confidence in the numbers, planning becomes harder than it needs to be.

What this indicates: Extending QuickBooks with a system like Order Time helps restore clarity, trust, and 
alignment across teams.
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Improving DIO with Order Time
Improving Days of Inventory Outstanding is less about changing the math and more about improving the data 
behind it. When Inventory information is incomplete or delayed, DIO becomes hard to trust and even harder 
to act on.

QuickBooks captures accounting results well, but it does not always show what is happening operationally. 
Extending QuickBooks with Order Time helps close that gap by giving teams clearer visibility into Inventory as 
it moves through the business.

Centralize Inventory data
When Inventory data lives in spreadsheets or separate systems, teams spend more time fixing numbers than 
using them. DIO calculations often vary depending on who is pulling the data.

By managing Inventory data in one place, teams are able to:

•	 Work from the same Inventory numbers across finance and operations

•	 Reduce manual adjustments before reporting

•	 Spend less time reconciling data and more time improving performance

Result: Days of Inventory Outstanding is based on consistent, reliable Inventory data.

Separate Available, Committed, and Excess Inventory
Not all Inventory on hand can be sold right away. Inventory tied to open orders or sitting unused can quietly 
inflate Days of Inventory Outstanding.

Clearer visibility into orders and Inventory status helps teams:

•	 See which Inventory is already Committed

•	 Understand what stock is truly available

•	 Identify slow moving or excess items earlier

Result: DIO reflects Inventory that can actually move, not Inventory that is already spoken for or unlikely to sell.

https://www.ordertime.com/
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Improve purchasing discipline
Purchasing decisions have a direct and lasting effect on Days of Inventory Outstanding. Buying too early or in 
larger quantities than needed increases how long Inventory sits.

With better Inventory visibility, teams can:

•	 Time purchases closer to actual demand

•	 Adjust order quantities based on real movement

•	 Reduce excess Inventory without increasing stockouts

Result: Average Inventory levels come down and cash flow improves.

Shorten Inventory holding time
Inventory often slows down between receiving, production, and fulfillment. These small delays add up and 
push Days of Inventory Outstanding higher.

Better visibility into Inventory and order flow helps teams:

•	 Spot where Inventory is waiting longer than expected

•	 Reduce delays between steps

•	 Address repeat bottlenecks that slow movement

Result: Inventory moves through the business more quickly and DIO trends improve.

Make DIO easier to use day to day
When Inventory data is accurate and timely, Days of Inventory Outstanding becomes more than a monthly 
metric. It becomes something leaders can actually use.

Teams gain:

•	 Greater confidence in Inventory numbers

•	 Better alignment between finance and operations

•	 Clearer signals for planning and future system needs

Learn More.

https://www.ordertime.com/features
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Improve Inventory Operations with  
Order Time
Days of Inventory Outstanding reflects how well Inventory moves and how efficiently cash is used. When 
Inventory data is unclear, DIO becomes hard to trust and harder to act on.

Improving DIO requires better visibility into Inventory across Purchasing, Production, and Fulfillment. Teams 
need to know what Inventory is Available, what is Committed, and where it is slowing down.

By extending QuickBooks with Order Time, businesses add operational Inventory control that supports better 
decisions, not just reporting.

With clearer Inventory data, teams can:

•	 See true Available Inventory

•	 Reduce excess and slow moving stock

•	 Align purchasing with demand

•	 Shorten Inventory holding time

•	 Use Days of Inventory Outstanding with confidence

For growing businesses that have outgrown basic Inventory tracking, Order Time provides a practical 
next step without the weight of a full ERP. Book a Demo.

https://info.ordertime.com/webinar-registration
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