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MANAGEMENT OF RECEIVABLES ON THE BASIS OF ABC
ANALYSIS

The receivables management system can be conditionally divided into two large
blocks:

a) a credit policy that allows the most efficient use of receivables as a tool to
Increase sales;

b) a set of measures aimed at reducing the risk of overdue or bad receivables.

We list the main activities in the management of receivables, which allow
minimizing the risks of non-payment:

- assessment of the solvency of the buyer (customer);

- control over the maturity of receivables and taking subsequent measures
to collect them (reminder, sanctions, etc.);

- assessment of the real value of existing receivables;

- determination of credit limits in relations with buyers (customers);

- ABC-analysis in relation to debtors;

- monitoring of receivables (turnover period, turnover, age of receivables,
etc.);

- decrease in receivables by the amount of bad debts;

- control over the ratio of receivables and payables;
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- determination of specific amounts of discounts for early payment;

- assessment of the possibility of factoring — sale of receivables.

Interesting, from the point of view of the analyst, is the ABC analysis, which is
most often used in inventory management. It is used mainly in the management of
receivables that already exist, and not to prevent the occurrence of debt. ABC-analysis
consists in identifying, on the basis of accounting data, groups of debtors characterized
by different significance, each of which requires a certain approach in further
interaction. ABC-grouping of receivables is most often carried out according to the
criteria of the amount of debt and maturity.

Carrying out ABC - analysis of receivables can be carried out in the following
order:

- a list of debtors is determined (the classification of receivables can be
based on the distribution of receivables depending on the target groups of debtors) and
the amount of debt for each position is established,;

- the proportion of each position to the total is calculated;

- positions of debtors are arranged in order of decreasing share (from largest
to smallest);

- the cumulative (accumulated, growing) specific gravity is calculated,;

- debtors are divided into groups (A, B, C) depending on the indications of
the cumulative specific gravity;

- measures are being developed to collect the debt for each individual group
of debtors.

ABC analysis provides for the division of the totality of debtors into three groups:

- group "A": relatively small in number, but significant in terms of the
amount of debt of its debtors: the share of debt is 80% of the total receivables. This
group of debtors is subject to enhanced enforcement measures and further strict credit
conditions. Work with this category of debtors should be based on a personal approach:
tightening the terms of contracts, drawing up repayment schedules, frequent reminders,
additional conditions for subsequent implementations. In addition, it is necessary to

determine the percentage of clients that fall into category "A". In practice, there are
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situations when 80% of receivables are held by 5% or 10% of clients. In this case, the
company becomes more dependent on these customers, since it is they, and not the
company, who will dictate their terms. In addition, the possible departure of each of
these clients (if declared bankrupt) can also put the company on the verge of
bankruptcy;

- group "B": the debt of debtors is 15% (according to the accumulated share
up to 95%). These debtors are less important for the enterprise, they are assessed and
checked regularly, but not very often;

- group "C": the debt of debtors is 5%. It represents, as a rule, a wide range
of debtors with small amounts of debts. To manage these clients, the following
recommendations stand out: fixing information about the client should be simple,
control over the state of debts can be carried out periodically, as this applies to clients
with small amounts of debt.

The considered method of controlling receivables is an active method of
managerial influence, since it makes it possible to form groups of debtors to whom
completely different methods of debt collection will be applied, which will allow
choosing the most effective methods for this particular category. In addition, the
advantage can be attributed to the choice of a group of debtors who accumulate the
largest amount and which need to be paid attention in the first place. When applying
the ABC-analysis method, certain difficulties arise, especially for utilities. They lie in
the need to automate and computerize all relationships with debtors. The result of the

analysis are lists of debtors with whom it is necessary to work.
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