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Abstract. Constant changes in business environment determine the significance of receivables to business. The
analysis of the current situation in Lithuania has revealed that a substantial part of business enterprises are facing
the problem of overdue receivables. This issue emerged as extremely topical after the beginning of the economic
crisis in 2008. A number of scientific studies confirmed that the level of receivables has a significant impact not
only on smooth business operation but also on operational results and serves as the cause of numerous economic
and social problems, faced by both business enterprises and the state. Rising level of receivables determines
slower recovery of total economics because it has a negative impact on the sustainability of the public sector of
the country. In addition, the scientists highlight economic problems such as production capacity losses, general
decrease in competitiveness and failure to satisfy the debt claims. The social problems include the increase in
unemployment rate, fall of living standards, dissatisfaction with poor economics of the country and uncertainty
about the future. The aim of this article is to analyse the impact of receivables on business in Lithuania. The
methods of the research include scientific literature analysis and statistical data analysis.
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Introduction

The effects of economic crisis, which determined the decline of gross domestic product (GDP), rise of
unemployment rate and reduction of consumption in both domestic and export markets, can still be felt
in current economies. The economic crisis has also had a negative impact on businesses that are still
dealing with the problem of high level of receivables. Although it is the case that particular rate of risk
is inherent to business, credit risk is one of the types of risk that can have the most detrimental effect
on the solvency of business companies (Jasiené, Laurinavi¢ius 2009). Under such circumstances, it is
necessary to focus on the analysis, management and control of receivables because the efficiency of
debt management has a direct impact on a company’s turnover and other critical operational
indicators. On the contrary, improper debt management has a negative impact on a company’s
operational results. Owing to the relatively complicated economic situation, banks are inclined to
establish extremely high requirements for credit issuance. Hence, not all business companies are able
to comply with the established requirements. For this reason, companies have to control their
receivables to escape the shortage of working capital. Receivables as well as the issues of their
management have always had a significant impact on business operation results. However, the
economic crisis of 2008 determined even faster rise of debt level, which has disclosed the urgency of
debt management and the benefits of proper management of receivables on business efficiency.

Both Lithuanian and foreign scientific studies still lack the comprehensive research on the issue of the
management of receivables in the private sector. Some scholars (SniesSka, Draksaité 2013; Ribeiro et
al. 2012; Sokolov, Sokolova 2012) analysed the issues of public debt and its impact on the economics
of the country. Snieska and Draksaité (2013) studied the sustainability of public debt in small open
economies and the impact of the public debt on economic growth. The influence of public debts on
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economic growth of the European States as well as public debt advantages and disadvantages were
analysed by Ribeiro et al. (2012). According to Sokolov and Sokolova (2012), who researched the
development and determinants of public debt, the issues of public debt have earned rather sufficient
scientific attention, although they remain topical in the area of state management. The scientists
(Sokolov, Sokolova 2012) noted that global financial crisis of 2008 forced state governments to
increase public debt in order to develop private sector and sustain the stable economic situation.

High level of debts is also inherent to private sector. The companies that fail to manage and control
their receivables in an appropriate manner, are eventually forced to deal with the problem of insolvent
customers. As a result, they lose a significant share of their working capital and delay wage payments,
which, in turn, determines lower purchasing power of a country’s population and burdens the overall
economic growth.

The object of this research is the issues of the management of receivables in Lithuanian business
companies. The aim of this article is to analyse the impact of receivables on business in Lithuania. The
methods of the research include scientific literature analysis and statistical data analysis.

Literature Review

According to Malinauskas (2014), risk is inherent to any business, and debt risk refers to the type of
risk that has the most significant impact on business efficiency. The issue of receivables has become
extremely topical for both domestic and global businesses that operate under conditions of economic
crisis. With reference to Kaleininkaité and Trumpaité (2007), management of receivables is one of the
most urgent issues for business companies all over the EU. In accordance with Aleknavi¢iené and
Girdziaté (2009) and Lamminmaki and Leitch (2011), receivables compose a substantial share of
assets in business balance sheets. Lamminmaki and Leitch (2011) noted that nearly 80 percent of
transactions are based on sales of goods or services for credit. The analysis of the scientific literature
has revealed that a number of scientists — Snieska, Draksaité (2013), Ribeiro et al. (2012), Sokolov,
Sokolova (2012) and others — have researched the issues of public debt and its impact on economics,
whereas the issues of debts in private sector have not earned sufficient scientific attention. According
to Charitonov (2004), both global and Lithuanian economics are facing the problems of business
insolvency. The author proposed that a company’s ability to react to ongoing changes as well as
business managers’ knowledge, perception and comprehension highly determines business success
and general existence. This attitude was supported by NorvaiSien¢ and Stankevi¢iene (2012), with
reference to whom, debt level influences not only business activities but also operational results.

Receivables refer to credits, ensured to customers by suppliers. Considering the nature of receivables,
they can be treated as a substitute to bank loans (Badu et a/. 2012). Hence, the level of receivables is
likely to increase during the periods of economic recession when the volumes of issued bank loans
decline (Jasiené, Laurinavi¢ius 2009).

The analysis of the scientific literature has enabled to systematise the findings of previous scientific
studies on the determinants of receivables (see Table 1).

Table 1. Receivable debt determinants (Source: authors’ compilation)

Author(s), (year) Determinants

Brennan et al. (1988) Receivables provide an opportunity of price discrimination. However, supplier’s
credit and assurance of discounts for earlier payment allow to employ this measure

Boissay (2004) Receivables determine information asymmetries among companies, suppliers and
banks

Lamminmaki, Leitch | Receivables refer to a sales policy measure that allows to attract new customers

(2011)

Snieska, Draksaité (2013) | Receivables allow to reduce transaction costs in case of frequent purchases

Owusu-Manu ef al. (2014) | Receivables provide an access to capital for construction contractors globally and

&9




is an important source of finance in both developed and developing countries

Chludek (2011) Employment of receivables has some cost saving advantages; receivables offer
flexibility (by offering the possibility to pay invoices flexibly within a certain time
frame, trade credit use improves cash flow synchronisation, in this way reducing
the (opportunity) costs of paying and managing invoices); receivables are generally
automatically granted at purchase by the supplier’s general terms and conditions,
so that financing is directly available at purchase, thereby avoiding the transaction
costs associated with the procurement of other funds; receivables serve as implicit
quality insurance because the customer can inspect the quality of delivered goods
or services during the net period, verifying quality before payment.

Badu et al. (2012) Employment of receivables serves as a financial intermediation device whereby
construction vendors act as financial providers to their customers through deferred
payments of goods purchased

Norvaisiene, Receivables promote customers’ trust in an enterprise and speak about the ability

Stankeviciené (2012) of this enterprise to operate flexibly

Boden, Paul (2014) Managed effectively, receivables can confer competitive advantage in terms of
information and signalling, customer relationships and financing of working capital

Han et al. (2013) Receivables (or trade credits), as one off substitution, give another access to SME
finance

Nobanee, Abraham (2015) | Receivables are used as a sales policy measure; they allow to adjust sensitivity of
working capital management to the conditions of market imperfection

Summarising the data presented in Table 1, it can be stated that in some cases, receivables are used
with the purpose to increase sales or emerge as a result of information asymmetry or mutual
agreement. In accordance with NorvaiSiené and Stankeviciené (2012), debtors usually believe that
they will be able to pay all their creditors. Mackevicius and Raksteliené (2005) argued that
indebtedness, in fact, causes numerous economic and social problems not only for business companies
but also for the state. They distinguished the following economic problems: 1) production capacity
losses, 2) general decrease in the competitiveness of country’s economics, 3) reduced amounts of taxes
collected in the state budget, and 4) failure to satisfy debt claims. Mackevicius and Raksteliené (2005)
also highlighted the following social problems, determined by indebtedness: 1) increase in
unemployment rate, 2) fall of the general living standards, 3) population’s dissatisfaction with poor
economics of the country, and 4) uncertainty about the future.

The authors noted that it is difficult to determine which — economic or social — problems have more
significant impact on the development of the state because both of them influence business continuity
and population’s life standards. According to Kaleininkaité and Trumpaité (2007), lack of experience
in debt risk management in dynamic competitive markets determines insufficiently reasoned decisions
and negative effects on business.

Thus, receivables must be considered with appropriate accuracy because they not only influence a
company’s operational efficiency and results but also have the impact on a country’s overall
economics and population life standards. The majority of scientists agree that debts in private sector
affect both business efficiency and economics of the country (see Table 2).

Table 2. The impact of debt ratio increase on business and economy (Source: compiled by the authors with
reference to Kuizinaité and Paliulyté (2008), Liu and Rosenberg (2013) and OECD (2012))

Author(s), year Research results

Kuizinaité and Paliulyté Constantly increasing debt ratio deepens financial problems, increases risk and

(2008) reduces the stability of economy

Liu, Rosenberg (2013) Rising debt ratio slows down economic revival since high level of debts in the
private sector deteriorates sustainability of the public sector

OECD (2012) High debt ratio burdens smooth operation and investment, which makes
country’s economy vulnerable. Such findings confirm the results of previous
scientific research on this topic

90




Owing to the reasons, explicated in Table 2, debt risk management has become an extremely
important issue because each businessperson seeks not only to maintain one’s business but also to
compete successfully in the dynamic markets, at the same time, promoting revival and stability of
economics. Dooley (2000) noted that optimal debt management balances the earnings and expenses,
incurred because of customers’ failure to fulfil their obligations. According to Grigonyté and Stidzius
(2009), the situation when debt ratio increases stimulates the need to develop a ‘mechanism’ which
would allow to replace the current mode of decision-making. Financial indicators, in particular,
liquidity and solvency, are treated as highly informative measures that allow to prognosticate the
difficulties in a company’s financial state. Such mechanism would enable to escape a part of expenses.
This way, the overall solvency ratio would be improved. Hence, business should follow the aim to
develop a strategy or a mechanism that would help to manage timely inflows of the revenue
(Grigonyté, Sudzius 2009).

Evidently, development of the model by itself will not eliminate the problem of solvency. Efficient
application of the model is no less important. Debt management can be burdened by the fears that
application of the model might bring about some negative consequences. Nevertheless, with reference
to Aleknaviciené and Girdziiit¢ (2009), it is possible to defend a company’s interests without any
negative customers’ reactions and with saving the prospects of further co-operation. Employment of
psychological measures such as keeping one’s word, politeness or originality may highly contribute to
this purpose.

The authors of this article agree with the opinion that all market participants are inclined to successful
competition. Hence, each customer, even the one who is in debt at the particular moment but can be
expected to pay off the debts and continue further co-operation, should be appreciated. Such attitude
calls for the development of a system that would allow to recover the debt without losing a potential
customer in the future.

Grigonyté (2012) stated that business, by large extent, is influenced by economic cycles. ‘Changing
economic cycles cause higher than common risks to business. During the periods of changes, the
significance of timely revenue highly increases, and receivable debts may determine unwanted
negative effects on a company’s financial indicators and its reputation’ (Grigonyté 2012, p. 1).

The findings of the research, carried out by Jasien¢ and Laurinavi¢ius (2009), revealed that business
companies do not use debt risk reduction measures in the following cases:

1. If trading parties are bound with long-term business relations
2. If managers have personal contacts with a customer
3. Ifa customer usually pays timely.

However, disregard of debt risk reduction measures might cause extra risk. According to Jasiené and
Laurinavicius (2009), more than a half of managers admit having had losses determined by the
disregard of debt reduction measures. The fact that a substantial part of business companies are
inclined to risk is disclosed by the tendency that only nearly one-third of companies would not sell
their products to customers about whom they have acquired any negative information (Jasiené,
Laurinavicius 2009). This reveals inclination to assume the largest part of the risks related to sales.

Methodology

Prevention measures are considered as the most critical factor that determines smooth and qualitative
business operation. Debt prevention measures cover the entirety of the measures that could be used to
prevent the emergence of debts. Such measures should be used in the early stages of prevention of
receivables. They are developed not for the elimination of the debts that have already emerged but for
the protection from the emergence of new debts. In order to operate smoothly, it is necessary not only
to ensure an appropriate business functioning but also to develop a relevant prevention system that
would enable to prevent the chain reaction, meaning that a single debtor can cause bankruptcy of a few
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or more creditors that are interrelated in their business. Hence, implementation of efficient debt
prevention measures would determine less common employment of forced debt recovery. Even if the
latter measure was invoked, forced debt recovery would become faster and more efficient.

The analysis of the scientific literature (Chludek 2011; Sokolov, Sokolova 2012; Snieska, Draksaité
2013; Boden, Paul 2014) proposes that the following steps should be taken by business companies to
prevent the emergence of receivable debts: first, business managers or appointed employees should
establish a purchaser’s or a seller’s identity; second, the method of payment, acceptable to both
contract parties, should be confirmed; third, all expenses should be estimated, and scenario matrix
should be developed; in the fourth step, potential debt should be evaluated, and debt management
measures as well as the possible impact of the debt on a company’s financial indicators should be
anticipated; in the fifth stage, a contract partner, his reputation and significance to a company’s
business continuity should be assessed; finally, the decision on risk assumption and transaction
execution should be made. Only consideration of all of the steps introduced above ensures an
appropriate control of the transaction.

With the purpose to research the issues of the management of receivables in Lithuanian business
during the period of 2000-2014, the methods of statistical data analysis and interpretation were used in
the empirical part of the research. For the evaluation of the current trends of the management of
receivables in Lithuanian business during the researched period, the data accumulated from the
databases of Lithuanian Department of Statistics and the figures announced by ‘Intrum Justitia, Ltd.’
in ‘European Payment Report 2013, 2014, 2015’ were used.

Results

With reference to Mackevicius (2008), during the period of independence of the country, Lithuanian
business companies have passed through numerous events that have had a direct impact on their
operation. Particular political events and decisions have determined the current financial state,
operational results, stability and development of Lithuanian business companies. Owing to inability to
respond to changing economic and political conditions and withstand competitive pressures, a
significant number of companies have come through financial difficulties or even bankrupted. Over
the period of 1993-2006, bankruptcy was announced for 5,261 Lithuanian companies. Lack of
business operation analysis is considered as one of the main causes of bankruptcy. ‘Business operation
analysis refers to accumulation, comprehensive and objective analysis, and assessment of different
economic information on a company’s activity, aimed at fulfilment of the defined goals’ (Mackevicius
2008, p. 46). ‘Under the conditions of market economy, from 2 to 6 percent of business companies
bankrupt yearly. Therefore, bankruptcy is treated as a macroeconomic problem, inevitable
phenomenon of market economy, or even as an acceptable way of debt recovery’ (Mackevi¢ius 2008,
p. 26).

With reference to statistics, in 2014, Lithuanian economics revived after the economic crisis of 2008—
2009. Lithuanian GDP increased by 1.3 percent in 2010. Growth of foreign demand, which, to the
largest extent, determined the rise of real GDP and also conditioned the improvement of business
financial indicators. In 2015, Lithuanian GDP increased by 2.9 percent, which proposes that GDP
returned to the pre-crisis level of 2007.

With reference to the data of Lithuanian Department of Statistics (2016), short-term debts to suppliers
considerably increased during the analysed period of 2000-2014, in particular over the period of
2008-2009, and reached their peak in 2013, whereas the share of long-term debts was significantly
smaller in the amount of total commitments, although it had followed the tendency of increase since
the period of 2008-2013. The analysis of the statistical data proposes that debt recovery, which has
gained its intensity over the past 14 years, remains one of the most problematic areas in Lithuanian
private sector.
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Fig. 1. The rates of long- and short-term debts in Lithuanian private sector over the period of 20002014,
in thousand EUR (Source: Lithuanian Department of Statistics 2016)

The report, presented by ‘Intrum Justitia, Ltd.” (2013), introduced Payment Risk Index for Lithuanian
business companies (see Fig. 2). The values of the index should be interpreted as follows:

e the value of 100 stands for no payment risk; payments are made in advance or just after the
reception of products or services; no credits are available;

e the value of 101-129 stands for low risk, although relevant observation is required;

e the value of 130-139 stands for the transfer from low to medium-high risk, when risk
management and reduction already requires appropriate intervention and actions;

e the value of 140-149 stands for the stage of medium-high risk, when employment of appropriate
actions of necessary;

e the value of 150-159 stands for the transfer from medium-high to high risk, when urgent actions
must be used for risk reduction;

e the value of 160-169 stands for high risk stage, when urgent actions are vital;

e the value higher than 170 stands for the critical situation with risk management in the company.

w2011 m2012 w2013 2014
163 163
162
159
2011 2012 2013 2014

.
Fig. 2. Payment Risk Index for Lithuanian business companies (Source: compiled by the authors with
reference to the data of ‘Intrum Justitia, Ltd.’, 2013)

Figure 2 reveals that the lowest payment risk was attributed to Lithuanian business companies in 2012,
when Payment Risk Index composed 159, although this value of the index stands for the stage of the
transfer from medium-high to high risk. In 2010, 2011, 2013 and 2014, Payment Risk Indexes for
Lithuanian business companies are attributed to high-risk profile, which shows that the situation calls
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for urgent improvements in the field of debt risk reduction. With reference to the description of the
situation, presented by ‘Intrum Justitia, Ltd.” (2014), bad debt loss percentage slightly decreased, and
payment duration stabilised. However, 57% of business companies reported no organic growth
determined by the recession, and 52% noted that they were not investing in innovation. Sixty-eight
percent of business companies admitted predicting stable late payment risks over the coming 12
months, whilst 16% declared about anticipation of increased risk.

‘Intrum Justitia, Ltd.” (2014) also announced the statistical information on Business-2-Business (B-2-
B) debt payment delays in Lithuanian business companies (see Fig. 3).

m2008 m2010 w2011 w2012 m2013 m2014

17
16 16
I I 15 15 15

2009 2010 2011 2012 2013 2014

N

Fig. 3. Average Business-2-Business (B-2-B) debt payment delays in Lithuanian companies, in days
(Source: compiled by the authors with reference to the information of ‘Intrum Justitia, Ltd.” 2014)

As it can be seen from Figure 3, debt payment delays in Lithuanian companies stabilised over the
period of 2012-2014. Nevertheless, the average delay in days is relatively short in comparison with
the EU average (47 days in 2014). According to Jasiené and Laurinavicius (2009), debt payment delay
terms may vary, depending on the stage of the economic cycle: economic recession determines longer
debt payment delays, whereas economic growth makes the delay terms shorter. Hence, better overall
economic situation as well as more stable business position should drive debt ratios down. The report
of ‘Intrum Justitia, Ltd.” (2015) proposes that if payment delays exceed the limit of three or more
months, possibilities of debt recovery are extremely small, and such delays are detrimental for the
creditors themselves. Thus, all available debt risk reduction measures should be used to recover the
debts earlier than the appointed limit.

Summarising, it can be stated that the problems with the management of receivables, faced by
Lithuanian business companies in the private sector since the beginning of the economic crisis, have
been basically determined by the following reasons:

— considering the value of Payment Risk Index, Lithuanian business companies fall into the
category of high risk, when appropriate actions and measures must be used for the
management of receivables and commitments;

— the rate of short-term debts to suppliers decreased by 9.75 percent from 2013 to 2014;

— the average debt payment delay is equal to 15 days, and this tendency has not changed over
the past three years.

Considering the impact of the level of receivables on business and the overall economics of the
country, it should be noted that in order to operate efficiently, Lithuanian business managers must
constantly analyse the financial state of their companies, business partners, and current and potential
customers. Such analysis would enable to reduce the level of receivables, would increase the
possibility to receive timely payments for provided products and services, would guarantee the
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sufficiency of working capital and would help to escape the delays in wage payments. As a result,
business efficiency would vastly increase, which, in turn, would contribute to the upswing of the
overall economics of the country.

Conclusions

The analysis of the scientific literature has revealed that in some cases, receivables are used with the
purpose to increase sales or emerge as a result of information asymmetry or mutual agreement.
Financial indicators, in particular liquidity and solvency, are treated as highly informative measures
that allow prognosticating the difficulties in a company’s financial state. Development of a mechanism
would allow replacing the current mode of decision-making, would enable to escape a part of expenses
and would contribute to the improvement of the overall solvency ratio. Hence, business companies
should follow the aim to develop a strategy or a mechanism to manage timely inflows of their revenue.
For the appropriate control of transactions and management of receivables, business companies should
take the following steps: first, a purchaser or seller’s identify should be established; second, the
method of payment, acceptable to both contract parties, should be confirmed; third, all expenses
should be estimated, and scenario matrix should be developed; fourth, potential debt should be
evaluated, and debt management measures as well as possible impact of the debt on a company’s
financial indicators should be anticipated; in the fifth stage, a contract partner, his reputation and
significance to a company’s business continuity should be assessed; finally, the decision on risk
assumption and transaction execution should be made.

The empirical research has revealed that considering the value Payment Risk Index, Lithuanian
business companies fall into the category of high risk, where appropriate actions and measures must be
used for the management receivables and commitments; the rate of short-term debts to suppliers in the
private sector decreased by 9.75 percent from 2013 to 2014; the average debt payment delay is equal
to 15 days, and this tendency has not changed over the past three years. The findings, based on the
analysis of the statistical data, proposed that Lithuanian business companies do not manage their
receivables with appropriate efficiency and are attributable to a high-risk profile. Hence, the current
situation calls for urgent improvements in the field of debt risk reduction.
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