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ABSTRACT

Making analysis about customers’ creditworthiness i s the
foundation of credit sales risk management. The

possibility of customer’s failure in paying their d ues
is one of the main factors evaluating credit sales risk

management. The purpose of this paper is to suggest

possible solutions that may address this problem in the
area of credit sales risk management by assessing t he
existing practice. A descriptive type of research m ethod
was used in conducting this study. The result of th is

study evidences that the Ethiopian Petroleum Supply

Enterprise has no means to secure the collection of its

credit sales. There is a big gap between the desire d and
the current credit sales risk management. The case thus
reinforces the idea that the enterprise is in need of
credit sales risk management. The results of the st udy

show that setting clear risk management strategy,
policies and risk appetite is a requirement so as t o]

manage credit sales/receivables risk effectively.



CHAPTER ONE
INTRODUCTION

1.1 Background

Risk management

Bovee, Thill and Mescon (2005, p. 498) state tiidbasinesses face the risk of loss. Fire,
lawsuits, accidents, natural disasters, theft,edfy disability, and death are common
occurrences that devastate any business-largeail-$rmey are not prepared for. Risk is a

daily fact of life for business and individuals. ihe (2008, p. 3) defines risk as “the chance
of something happening that will have an impactrenachievement of organisational stated
objectives.” Risk is the variation based, on chamtgossible outcomes of an event. Thus,
managing risk is indeed an important part of rugrinbusiness. “The process of reducing
the threat of loss from uncontrollable events aadding potential losses is called risk
management” (Bovee, Thill and Mescon 2005, p. 506 Economist Intelligence Unit

report (2007, p. 2) suggest that as companies debed investment in emerging markets,
extend their supply chains and face increasingspresfrom regulators, investors and other
stakeholders to increase transparency and diseloghe executives tasked with risk

management assume an ever-greater responsibitithéosmooth running of the business.
Voinea and Anton (2009) discuss that risk managensenowadays considered as a key
activity for all companies. Once largely associawith insurance, compliance and loss
avoidance, the risk management function has beersfisrmed in recent years and is now

firmly entrenched as a board-level concern.

Risk appetite



Larry and Martens (2012, p.1) explain that risetfie is the amount of risk, on a broad
level, an organization is willing to accept in puitsof value. Each organization pursues
various objectives to add value and should broadigerstand the risk it is willing to
undertake in doing so. Stulz (2008) points out theftning that appetite is one of the most
important responsibilities of management and thardholt is at the heart of the firm’s

strategy and how it creates value for its sharedreld

Financial Risk management

Culp, (2002) states that financial risk is thegdoifity that certain events can unexpectedly
and adversely affect a firm’s financial performanetether by reducing its net asset value
or cash flows, or by lowering its reported earningle financial stability report (2007)
discusses that enterprises and households areasmgly exposed to financial risks. Hardy
(2007, para. 1) point out that financial risk magagnt has become an extremely important
discipline for corporations, financial institutionand many government enterprises.
Gheorghe and Gabriel (2010, p. 13ggate thafinancial risk management has gained an
importance for the companies and financial instng Eberlein, Frey, Kalkbrener and
Overbeck (2007, p. 1) argue that the role of fim@ngsk management is to measure and

manage risks and the main application area of &iamisk is credit risk.

Relationship between Credit and Sales

Szabo (2007, p. 1) illustrates that nowhere in k&8 is this more apparent than in the
relationship between credit and sales. The comeest that form the basis of a successful
credit/sales relationship and the closest of pedsoalationships are the same: trust,
understanding, shared objectives, and shared rsipldy. Schwarz (2011, p. 2) explains

that offering customers installment purchase isidely used instrument to increase sales.
Without sales, credit would have no reason to eXisedit and sales become partners
creating opportunities for both the organizatiod #s customers to generate profits. There
are internal and external factors influencing dresdiles risk as the credit sales risk is

influenced by the country's political situation,oeomic stability, etc.

Salek (2005, p. 20-22) states that the objectiveretlit controls is to manage the risk
inherent in the extension of credit to promote salehis risk is known as credit risk. A
company that sells only on cash-in-advance or castielivery terms and requires a secure

form of payment has no credit risk. However, uniésd company has a product or service
10



that no one else offers, its sales will be mucheloemploying those terms of sale. The
global marketplace runs on credit. Tyburski (2000166) discusses that trade credit is an
important market tool. The receivables created eesalt of trade credit provide protection

to sales from competitions. It acts no less thamagnet in attracting potential customers to
buy the product at terms and conditions favorablthém as well as to the firm. Goods and
services are routinely delivered with the expectathat payment will be made according to

the agreed payment terms Schwarz (2011, p. 3).

Credit sales management

Credit risk means that obligor for some reasons$ mat be able to meet his liabilities and
creditor will not get the money back (Klein, 199&skelaitis, 2003) as cited in Pridotkiene
(2006, p. 8).

Tyburski (2010, p. 166) states that managementraufet credit is commonly known as

management of receivables. Jones (2010, poibts out thathe sales of goods and services
are exposed to a significant number of risks, mafnyhich are not within the control of the

supplier. The highest of these risks and one that ltave a catastrophic impact on the
viability of a supplier, is the failure of a buyery pay for the goods or services it has
purchased. In today’'s challenged domestic and glebanomic climate, recognizing and

managing future risks has become a priority foirnmsses.

Schwarz (2011, p. 2) discusses that sales on asdine part of a selling concept, directly
incorporate a conflict between marketing and fimanmbjectives between gaining

customers and controlling the credit risk involveyl extended, more customer-oriented
payment conditions. Jones (2010, pptjnts out that losses attributed to non-paymerst of
trade debt or bankruptcy can and do occur reguld@bfault rates vary by industry and

country from year-to-year, and no industry or compi immune from trade credit risk.

Thomas (2007, p. 1) argues that in a business waddounts receivable would require
nothing more than collection not management or gssc However, with growing

complexity, payment ambiguity, payer plans, co-paysinsurance and other factors that
drive up costs, the management of the accountsveddte process continues to demand
more attention. Josefb (1997, P. 1) suggest tleasitinple fact for all to understand in any

selling organisation, be they CEO or sales managdhat credit means trudtor trust to
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have any real value or meaning it requires knowdedghich encompasses all the seller

needs to have to make the informed decision.

According to Josefb (1997) the seller can ask hifniseee fundamental questions in respect
of the granting of credit:

1. Is the customer about to fail? (the solvencl)riSolvency risk occurs when a company
becomes insolvent (unable) to pay all its debtsnithey fall due for payment.

2. Can the customer pay our account on time? (goedity risk): Liquidity risk is structured
according to best practice existingbusiness that leads ondetailed analysisf the balance
sheet of a credit customer.

3. Is the customer growing or declining? (the vatunsk): The quantity of solid, liquid, gas,

or plasma substance that a firm is going to setiredit.

The Ethiopian Petroleum Supply Enterprise (EPSH)e@smporter of petroleum products in
Ethiopia and sales its imported products to the ekiio petroleum products distributing
companies on a 100% credit basis. As a resultetieealways a threat with regard to the
collectability of the entire sales made on credisib which calls for a strong and timely

management of financial risks with emphasis onitssdes.

The purpose of the study may be summerized asafsjlo

1. Board members and the management of the ersenpauld like its credit sales to be safe
from material risks in collecting credit sales. Timed to create awareness and implement
the management of credit sales/receivables risls ¢¢ give time. This may enable the
management of EPSE to management credit sales/abbes that can give rise to financial
risks.

2. Any firm that deal with selling products on citecin continue in business for the very
reason of its existence if it is able to collestdtedit sales by designing and implementing a

strong credit sales and collection policies.

Ethiopian Petroleum Supply Enterprise

The establishment of the current Ethiopian Petrol&upply Enterprise (EPSE) is rooted in
the beginning of the Asseb Petroleum Refinery plandanuary 1965. The refinery was

located on the Red Sea Coast, in Asseb Town othée Eritrea Province. The refinery
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started operation in July 1967 and had been managddr the management of the then
Ethiopian Petroleum Corporation (Refinery Profilan. 1977).

Following With the downfall of the Dergue regime May 1991 and the separation of
Eritrea from Ethiopia, the Ethiopian Petroleum QGwgtion has been reorganized by the
Council of Minister's Regulation No. 210/1995, arstarted to be called Ethiopian
Petroleum Enterprise (EPE) as a state owned pellierprise operating on the basis of
commercial principle.
In 2012 EPE was reorganized again by the Couridylinister's Regulation No.265/2012
by the name Ethiopian Petroleum Supply EnterpBd2SE) with the following objectives:
1. On the basis of assessment of the country’s ddme supply petroleum to
distribution  companies by importing clean produend importing and processing
crude oil;
2. To forecast, maintain and administer the reguimational petroleum reserve and,
based on instructions of the government, supplsofgtm products from the reserve;
3. To build its own petroleum depots within the osy and, as may be necessary in
neighboring countries, and to invest in companferating petroleum depot facilities;

4. To engage in any other related activities neggdsr the attainment of its objectives.

The authorized capital of the enterprise is Biff0®,000,000 (Two billion Birr) of which
Birr 500,000,000 (Five hundred million Birr) is pailp in cash and in kind.

The Ethiopian Petroleum Supply Enterprise is thedrter and supplier of petroleum
products in Ethiopia. It supplies its imported prot to the domestic petroleum distributing
companies such as (TOTAL, Oil Libya, National Oithiepia (NOC), Yetebaberut
Beherawi Petroleum (YBP), Kobil, TAF, Dallol, Niland WAS) in Ethiopia on a thirty day
credit period. There is no cash sales (i.e the vhales is made on credit basis).

The structure of the enterprise is organized witlard management at the top, one chief
executive officer (CEO), three sectors, six departts, four services and thirteen divisions.
EPSE has also thirteen national petroleum resezpetd in Ethiopia and two branch offices
found in Djibouti and Sudan. It has a total numiiies05 employees.
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Background of the Study

There is a consensus regarding the advantagesdit sales and its risks. The Ethiopian
Petroleum Supply Enterprise, the sole importer efrggeum products in Ethiopia, sales
those products to the domestic petroleum distnilgutiompanies engaged in this business on
a thirty day open credit basis. There are abowt nompanies dealing in the distribution of
petroleum products business in the country. Evempany is granted a thirty days credit
period by the seller (EPSE). There is a contracigatement that justifies the buyer-seller
relationship between the seller and buyer compakiege the enterprise does not consider
customers’ creditworthiness analysis which is eofal question in the credit policy of a
firm in accepting or rejecting an account for ctegtianting and its control. As a result, a
huge uncollected amount of money is created eveay.yThis is the area where a prompt
solution is required through a research work. Hettoe intention of this paper is to fill this

gap in the area of credit sales management to ecitkiask.

1.2 Statement of the Problem

In situations where a company is engaged in impgirategic commodities like petroleum
products such as (gasoline, benzene, kerosentielelight fuel oil, and heavy fuel oil) by
paying huge amount of money in foreign currency andertake its sales fully on credit
basis, the management of credit sales risks beconagslatory. The consequence of any
failure in the management of credit sales can gslyoaffect not only the earnings of the
enterprise but also the economy of the nation afa@e. According to the study made by
Japan International Cooperation Agency (JICA) cateld on May, 2010, Ninety (90)
percent of the Ethiopian transport sector usejeetim products. The Ethiopian Petroleum
Supply Enterprise (EPSE) a state owned enterpesaés dvith such a sensitive operation of
petroleum products importation and sales the whbles imported products on a thirty days
credit period. EPSE is earning 100% of its reveinam the sales of petroleum products to
each firm entered to and dealing with this businékg enterprise grants a thirty day credit
period to every buyer with a 100% credit sales armify without making customers’
creditworthiness analysis and setting credit linilhese expose the enterprise to financial
losses created due to the credit sales attributedon-payment of the trade debt or

bankruptcy. Of the total amount sold within a seyear time Birl.3,099,125,572
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(14% x Birr 91,636,839,91)7was found to be uncollected timely. These are ifiseles
demanding for credit sales risk management. Hetheestudy will investigate the level and

extent of the issue and suggest possible soluti@isnay address the problem.

1.3 Research Questions

The following were the research questions thatsthidy discussed about.
1. What is the level of credit sales risk in the epitise?
2. What mechanisms does the enterprise use to identdgsure, and manage this risk?
3. What are the practices of credit sales and colleatianagement and the lessons that

EPSE can learn?

1.4 Objectives of the Study

The primary objective of this study was to asséssmanagement of credit sales

risks in the Ethiopian Petroleum Supply Enterprise.

In line with this main objective, theegific objectives are as follows:

1. To assess the practices of credit sales /Recewaid@agement.

2. To relate the theoretical credit sales and cobectiolicies as written in financial
management books to the actual practice of EPSE.

3. To ascertain the risk appetite of the enterprise.

1.5 Significance of the Study

Linking risk management to any business operatasbiecome a function that comes of
age. The significance of the study is in supportihg board of directors and the
management to understand the magnitude of creldis s&sk through identifying the
strengths and weaknesses of the existing practiceraxdit sales management to design
and implement sound credit sales and collectioncies! and advice them on how to
apply appropriate creditworthiness analysis tealmsgand manage credit sales risk
effectively by suggesting possible solutions thatynaddress the issue of credit sales
risk management and improve the credit policy & émterprise. The study has also

provided basic information for further studies ®adonducted in this area in the future.
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1.6 Scope of the Study

The study has limited its scope to the managementealit sales risks in the Ethiopian
Petroleum Supply Enterprise. Seven consecutive sy¢2005-2011) credit sales and
collection data were considered to show the trdndtexitworthiness analysis, credit sales

and collection variables.

1.7 Structure of the Study

This research paper is organized in the followingnner. Chapter one dealt with the
introduction that has included background of thedgt and the enterprise under
consideration, statement of the problem, reseatssteppns, objectives, significance, and
scope of the study. Chapter two explored the revaéwelated literatures on the subject
matter credit sales risk management. Chapter gimesented the methodology of the Study.
Chapter four focused on results and discussioralliyinchapter five wound up the study

with conclusion, limitations and recommendationshef research paper.
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CHAPTER TWO

REVIEW OF RELATED LITERATURES

2.1 Risk Management

Embrechts, Frey, McNeil (2006) state that risk iy @vent or action that may adversely
affect an organization’s ability to achieve itsedijves and execute its strategies.

Crouhy, Galai, and Mark (2006) argue that the fitisr uncertain, and no one ever been
successful in forecasting the financial risks, riese rates, or exchange rates consistently or
credit, operational, and systemic events with méjwancial implications. Conrow (2003)
points out that several other considerations et warrant the increased emphasis on risk
management in addition to those related to uncgytan trading. “Risk management is an
immense subject, ranging from medicine to engimegertio finance, to political science.” “It

is a pervasive phenomenon” Poitras (2002, p.128pattment of finance (2004) describes
that risk can be thought of as a possible losstleeroadverse consequence that has the
potential to interfere with an organization’s aljilto achieve its objectives and fulfill its
mission. Risks to the achievement of objectives loardue to both internal and external

events.

“Risk management and risk taking are not opposites, two sides of the same coin”
Crouhy, Galai, and Mark (2006, p. 1). Effectivekrimanagement offers organizations a
means of improving strategic, operational and foi@n management. Thus, risk
management is a process of clearly defined stepshvgupport better decision making by
contributing a greater insight into risks and thairpacts. “The focus should be on
successfully managing risk rather than on the sysiérisk management” Department of
finance (2004, p. 6)

Institute of Management Accountants (2007) stabtes in the economic landscape of the
21% century, an organization’s business model is chghid constantly by competitors and

events that could give rise to substantial risksp&tment of finance (2004) suggests that
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by including risk management in strategic planngmgcess firms can make decisions on
their business activities with greater degree &étga An organization must strive to find
creative ways to continuously reinvent its businegslel in order to sustain growth and
create value for stakeholdemritton (2000)discusses thatisk management is the culture,

processes and structures that are directed towhedeffective management of potential
opportunities and adverse effectzailure to identify, assess, and manage the mgks r

facing the organization’s business model, howenery unexpectedly result in significant
loss of stakeholder value. Thus, senior leadersmist implement processes to manage

effectively any substantial risks confronting thrgamization Department of finance (2004).

Kutsch (2010, p. 6) argue that “perfect knowledgeuw the future state of an environment

is not possible and error will always occur despiigempts of correction through
clarification and exactitude.” Lafarge (2007, ppbints out that “risk taking is an inherent
trait of any enterprise.” There can be no growtlereation of value in a company without
risk taking. However, if risks are not properly rmged and controlled, they can affect the
company’s ability to attain its objectives. Har0(®) suggests that risk management is the
culture, processes and structures that are direotedrds realizing potential opportunities
whilst managing adverse effectRisk management encompasses a set of resources,
behaviours, procedures and actions that is addptéide characteristics of each company

and that enables managers to keep risks at antabteefevel for the company.

Stuz (2008) states that the first step in risk ngen@ent is to identify and measure risks.
Risk measurement takes place in the context ofmekics that aggregate various types of
risks to help top management understand the riskipo of the firm. Kutsch (2010, p. 4)
points out that” risk identification allows managédo single out risks that may affect the
firm’s objectives.” The choice of risk metrics tee cornerstone of risk management
because it determines what top management leanmsrisk managers about the overall risk
position of the firm. Once the risks are identifeatd measured, they must be communicated
to the firm’s leadership.

For Stuz there are five types of risk managemehuirés:

1. Failure to use appropriate risk metrics:

Risk Metricsis useful only as long as the question it answevgell understood.

2. Mismeasurement of known risks:

18



The case where management has chosen the rightsnétrt the risks have been measured
incorrectly, for a variety of reasons.

3. Failure to take known risks into account:

A different kind of measurement failure is a faup take account of risks. “ignored” risks
in which material risks are known (to at least squaeple inside the firm), but not reflected
in the firm’s risk models can take two differentrfes that have different implications for a
company.

4. Failure in communicating risks to top management

The role of risk management in strategic decisi@kimg is to provide timely information
to the board and top management that allows theasgess the consequences of retaining or
laying off risks. But for managements and boardsutmlerstand such risks and their
consequences for the firm’s operations, risk marsageist communicate effectively.

5. Failure in monitoring and managing risks:

Risk management is responsible for making suretti®afirm takes the risks that it wants to
take and not others. As a result, risk managers oarstantly monitor the risks the firm is
taking.

The economist Intelligence Unit (2007) explainstthsks such as credit risk, market risk
and foreign-exchange risk, remain fundamental clamations. Risk managers consider their
organisations to be handling the areas of credarket and financial risk well, and
reputational risk fairly well. Kew, Richmond, andr&y (2009, p. 5) state that “at the most
summarised level there are seven questions tlkatasmagement should address.”

. Leadership: do the board and senior managemenbdugmd promote risk management?

. Are people equipped and supported to managevadR

. Is there a clear risk strategy and risk polizies

1
2
3
4. Are there effective arrangements for managisigsrivith partners?
5. Do the organisation’s processes incorporate®fe risk management?
6. Are risks handled well?

7

. Does risk management contribute to achievingaues?

Arrow (2008, p. 1-2) suggest that “times have cleahthough and over recent years there
has been a growing number of professionals who hesegnized the benefits of formally
documenting, objectively analyzing and transpayentbnaging risk.” Hart (2004, p. 7)
believes that “to be most effective, risk managemshould become part of an

organization's culture.” It should be embedded th® organization's philosophy, practices
19



and business processes rather than be viewedaroeas a separate activity. When this is
achieved, everyone in the organization becomedvadoin the management of risk. Culp
(2002, p. 15) states that “although there have lmeamtless incremental improvements in
many aspects of the process, the most fundamemaige in the process of corporate risk
management has been the growing recognition thlatmianagement must contribute to the
overarching corporate goal of value maximizatioBut this begs the question: how does

risk management increase value?

2.2 Benefits of Managing Risks

Unless there is a benefit out of it, one shouldwaste his/her time in studying and
implementing risk management. Managing risks presithe following benefits Britton
(2000) and Arrow (2008).
+« More rigorous basis for strategic planning
Giving a too rigorous concentration on the viewt tha strategic planning is
comprehensive and accurate, and can form a sowslfoaits achievement.
+« Better identification of opportunities
Doing everything possible to identify, prioritizznd target the opportunities in the

firm’s landscape and assure its sustainability.

1=

Fewer costly surprises

Be able to customize options and face much lesser inexperienced costs.

1=

Better outcomes - encourages creativity/innovation
Encouraging creativity and innovation so as to @ohbetter outcomes.
+ Compliance with relevant legislation
Conforming to a rule, such as a specification,qypland other relevanaws and
regulations of the country are aware of and tagpssto comply with.
+ Increased knowledge/understanding of risk exposure
Increase the understanding of risk exposure byatagwgethe true nature of risk
exposure of the firm’s operation.
+ Better cost control
Provides the support, advice, and expertise tlatmtical for decision making.
+ More systematic decision-making methodology
Describing a framework for identifying the diffetegpes of decision modetsd its
principles provide a chance to choose more systematision-making

methodology amongst the best.
20



+ Greater transparency in decision-making
Encourages more informed decision making, and stpgoeater participation.
+« Proactive rather than reactive
Thinking ahead and planning how to head off or aatd problems and help in
defining risk appetite.

2.3 Risk Appetite

Wyman (2007) states that the first step in linkirsl to strategy is to define what is meant
by risk appetite within the organization in questidlthough risk appetite can be defined in

general terms as the variability in results thabeaganization and its senior executives are
prepared to accept in support of a stated strategyend product needs to articulate clearly
key sources of risk in a form that is readily coetmnsible to non specialists. Stulz (2008)
believes that when determining the risk appetitarobrganization, the general approach is
to weigh the benefits of increased risk-taking aghthe costs, and to aim for the point
where the marginal benefits equal the marginalscést such, defining risk appetite also

requires a fundamental review of the perspectives@ncerns of all key stakeholders, as

well as the implications of current corporate gyt

Ernst & Young (2010, p. 2) find that defining riakpetite is very much a task for the board
and top management, as it is intimately linkeddbrdng the overall strategy of a company.
After all, risks are the source of profit. The wbahould therefore ask itself: “What are our
three most profitable risks?” (i.e. entering intewn geographic markets, the risks of
expansion into new, and the risk of a new prodotbduction). Farrell (2009, p.5) points
out that “the effectiveness of developing risk djpeaests on how it relates to established
organizational components (e.g. strategy and bssip&ans) and how well it is understood
throughout the organization.” Ernst & Young (2030, 2) “Designing risk management
without defining your risk appetite is like desiggia bridge without knowing which river it
needs to span. Your bridge will be too long or short, too high or too low, and certainly
not the best solution to cross the river in questi®isk appetite ishe amount and type of
risk an organization is willing to accept in putsoii its business objectives.

For Ernst & Young the specific categories of rigklude strategic, operational, financial
and compliance risks.

Farell (2009) argue that a well defined risk appetshould have the following

characteristics:
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» Reflective of strategy, including organizationajeatives, business plans, and
stakeholder expectations;

Reflective of all key aspects of the business;

Acknowledges a willingness and capacity to takeisk

Is documented as a formal risk appetite statement;

YV V V V

Considers the skills, resources, and technologyired to manage and monitor risk

exposure in the context of risk appetite;

» Is inclusive of a tolerance for loss or negativergs that can be reasonably
quantified;

» |s periodically reviewed and reconsidered with refee to evolving industry and

market conditions;

» Has been approved by the board.

Barnes (2009, P. 2) discusses that “the risk ajgptemes depend on an enterprise's
stakeholders, its investors/owners, regulatorgpousrs, distributors, management,
employees, and business community.” Investor corsceould be stated in terms of earnings
or stock price, while regulator concerns could tia¢esl in terms of minimum capital

requirements.

2.4 Financial Risk Management

Culp (2002,) argues that discussing optimal cofgdiiaancing and capital structure without
taking account of risk management opportunitiesqiste likely to lead to serious
inefficiencies in how a firm manages risk or raiseads if not both. Embrechts, Frey,
McNeil (2006, p. 6) define that financial risk is “the qtiable likelihood of loss or less
than expected returnsA comprehensive approach to corporate finance inegin with a
risk management process and strategy that aimscelypht maximizing the value of the
firm. Voinea andAnton (2009) point out that the ability to managgks is a source of
competitive advantage and a way to increase theelsbler value for non-financial and
financial corporations. The best known and moselyigdnanaged forms of financial risk are
market, credit, and liquidity risk. For most comjgs the main contribution of risk
management is likely to be its role in minimizitge tprobability of costly financial distress.
Cunningham (2004, p. 10) discusses that “finani@ators are presented as a motive for
both trade credit supply and demand.” To explairy whkllers supply trade credit, many

theories assume that suppliers have a comparativengage over financial institutions in
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supplying credit to customers in the market. Oners® of this advantage may be
information asymmetries concerning the borrowerteddworthiness. Since suppliers

observe the buyer at regular intervals, they magaiechanges in the customer’s financial
health sooner than banks or other institutionstHemmore, the supplier may be better able
to enforce the credit contract with the threat wfting off supplies. Another source of the
supplier's comparative advantage may be their soipebility to salvage value from

repossessed goods. The financing advantage thaliemspmay have allows them to provide

liquidity to their customers.

Embrechts, Frey, Neil (2006) describe thia main categories of financial risk include:
Market risk : The risk of a change in the value of a finanpiasition due to changes in the
value of the underlying components on which thaitpmn depends commodity prices etc.
Credit risk: The risk of not receiving promised repaymentsootstanding investments
because of the “default” of the borrower.

Operational risk: The risk of losses resulting from inadequateailetl internal processes,

people and systems, or external events.

2.5 Relationship between Credit and Sales

“Trade credit is generated through credit salesraadaged through accounts receivable” Leitch
and Lamminmaki (2009, p. 3Maysami (2009, p. 10) recognizes that “the objectof
credit/receivables management is to promote sal@peofit until that is reached where the return on
investment in further finding of receivable is lesmn the cost of funds raised to finance that
additional credit (i.e., cost of capital).” BanerjeDasgupta and Kim (2007) find that one major
purpose of trade credit is to promote sales. Tloditpbility of a business is dependent upon its
ability to successfully sell its products for mdrean it costs to produce them. Selling on credit
generally attracts customers and increases salesgo‘How a company manag#® process is

a fundamental point of credit sales managementiresand Young (2009, p. 14)here are,
however, direct and indirect costs to extendinglitnehich must be weighed against any potential
benefits. A successful credit policy is one in white costs of granting credit are offset by the
benefits of higher sales. “When the firm ships gloeds or performs the services without receiving
cash, an account receivable (AR) is generated” Kiays (2009, p. 10). Kimmel,Weygandt and
Kieso (2009) explain that the term receivableders to amounts due from individuals and
companies. Receivables are claims that are expéctée collected in cash. The management of
receivables is a very important activity for anyngany that sells goods or services on credit.
Receivables are important because they represendfoa company’s most liquid assets. For many

companies, receivables are also one of the lasgssts.
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For Kimmel Weygandt and Kieso receivables are dladsas (1) accounts receivable, (2)
notes receivable, and (3) other receivables.
Accounts receivable (AR)are amounts customers owe on account. They rasult the
sale of goods and services. Companies generallycexp collect accounts receivable within
30 to 60 days. They are usually the most signititgme of claim held by a company.

AR = Credit sales per day x Lengtbf collection period
Notes receivablerepresent claims for which formal instruments oédir are issued as
evidence of the debt. The credit instrument norynadfuires the debtor to pay interest and
extends for time periods of 60—-90 days or longateN and accounts receivable that result
from sales transactions are often called tradavabkes.
Other receivables include non-trade receivables such as interestivade, loans to
company officers, advances to employees, and indares refundable.
These do not generally result from the operatiohgshe business. Therefore, they are

generally classified and reported as separate itetn® balance sheet.

The receivable position must be monitored closelychlculating the average collection
period (ACP) by using the following formula and qmeming it to the industry average.
ACP = Receivables
Dagales

Trade credit volumes are usually measured by adsorecteivable (AR) and accounts
payable (AP). Accounts receivable measures the idnglaims a firm has against its
customers at a given time, and therefore indicégeesupply of trade credit. “Accounts
payable measures a firm’s usage of its trade ¢r&lihningham (2004, p. 3). Banerjee
Dasgupta, and KirfR007) discuss that accounts receivable accrue fitmes sell on credit,

and accounts payable are incurred when they puarasredit.

The aging schedule is a popular accounts receiviaolle(Pike and Cheng, 2001) and is
widely referred to in the normative literature (Afd, 2005; Peacock ,2003). It comprises a
classification of outstanding balances accordingthtie period of time they have been
outstanding. These age categories can be calibesteatding to months, weeks, or days,
depending on an organisation’s requirements, aadraguently expressed as a percentage
relative to the total accounts receivable balahn@wéllen and Edmister, 1973; Lewellen

and Johnson, 1972; Zeune, 1991) as cited by LaitdhLamminmaki (2009, p. 4).
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Flinspach and Stuckey (12007, p. Bryue that’ poor receivables management is reflecte
in high DSO (Days sales outstanding) and affect®mpany’s ability to access internal
funding sources.” In other words, the longer iteskfor a payment to be collected,
processed, matched and applied, the longer it t8 timat cash can be used for other
purposes or until the credit lines can be freeduug the next sale or shipment made to the
customer. Levine and Young (2009, p. 6) point &t t'days sales outstanding (DSO, or
“debtor days’) is an expression of the amount ghcgou have tied up in unpaid invoices
from customers.” Addressing DSO is therefore aneaelble way of taking the efficiency

agenda to the next level.

DSG- 365 x accounts receivable balance/annual sales.

2.6 Credit Sales Risk Management

Abe (2009, p. 1) discusses that “ in commerciaB@B Credit, fear of loss and lack of
knowledge on the full profit potential and how t@perly manage this unlimited medium of
exchange creates bottlenecks and inefficiencigshiinder the fruitful expansion of trade.”
lichiro and Yamashiro (2004, p. 6) suggest that “tradelicreansactions with client
companies are the most important component ofrtgpdompany finance.” An alternative
to money is credit and no government printing pFessr controls are required. Credit
allows for the value of a product or service toassessed and for profitable sales to happen
based on payment at some later date. Credit termms anedium of exchange just like
money. Credit is an intermediary used in tradevmdathe inconvenience and inefficiencies
of a pure barter system. Levine and Young (2008)estthat most business-to-business
companies extend credit to their customers. Iftsnoa crucial tool for attracting customers.
Joneq2010, P. lexplains that “no industry or company is immunenfrivade credit risk.”
How you manage that process is a fundamental padsh flow management. People who
owe you money, debtors, are a vital part of caibvinand poorly managed credit can mean
delays in converting sales to cash or, more sdyiptrading with customers who are unable

or unwilling to pay.

Chandra (2008) argues that firms grant credit ¢difate sales. It is valuable to customers as
it augments their resources. The credit periodrebdd by business firms usually range from

15 days to 60 days. When goods are sold on credghéd goods get converted in to
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accounts receivable (trade debtors) in the bookshefseller. A firm’s investment in
accounts receivable depends on how much its seksedit and how long it takes to collect

receivables.

Chandra (2008), Maysami (2009), Suraj, and Tybu(&010) suggest that the important
variables (dimensions) of a firm’s credit policyeacreditworthiness standard, credit period,
cash discount, and collection effort.

Credit worthiness standard: The pivotal question in the credit policy of a firis1 what
standard should be applied in accepting or rejgaim account for credit granting. At one
end of the spectrum, it may decide not to exteeditto any customer. At the other end, it
may decide to grant credit to all customers irretipe of their credit rating. These are often

the more practical ones.

Credit period: The credit period refers to the length of time oustrs are allowed to pay
for their purchase.
If a firm allows 30 days of credit period with nscdount to induce early payments, its credit
terms are stated as net 30.
Lengthening of credit period pushes sales up buydmd) existing customers to purchase
more and attracting additional customers. Shorteroh the credit period would have
opposite influences.
Cash discount for early payment:Firms generally offer cash discount to induce cusis
to make prompt payments. The percentage discouthttla@® period during which it is
available are reflected in the credit terms.
Collection effort: The collection program of the firm aimed at timedgllection of
receivables, may consists of the following:

- Monitoring the state of receivables

- Destpatch of letters to customers whose due datepaching.

- Telegraphic and telephonic advices to customensnarthe due date.

- Threat of legal action to overdue accounts.

- Legal action against overdue accounts.

Chandra (2008, p.703) discusses that “proper assegsand management of credit risk is
important as it helps in establishing credit limfitth managing credit risk, two types of
errors occur.

Type | error: A good customer is misclassified as a poor cradtomer.
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Type Il error: A bad customer is misclassified as a good creastomer. Both the errors

are costly.

Bolten and Conn (1981) point out that the objedie¢ accounts receivable management
are:
1. To promote sales and profits and
2. To minimize the total of associated investment,rapeg, and shortfall costs of
extending credit to customers. The finance offltas to balance the additional sales
against the additional costs to determine the Sroptimal investment in accounts
receivable.
Accounts receivable like other short- term assatslthe following investment, operating,
and shortfall costs Chandra et al (2008).
Investment costs:The time gap between cash outflow and inflows fertee firm to raise
funds (or to use internally generated funds it donVest more profitably elsewhere) to meet
its payments.
Operating costs: These costs include: - the costs of hiring credinager, assistants, and
bookkeepers for the finance department.
- the costs of acquiring credit information souraegstablish potential
customers credit worthiness, and
- the costs of generally maintaining and operatingealit department
(stationary, postage, computer time and the liki)ere are also
Delinquency costs, default costs.

Shortfall costs: If the firm fails to extend credit to customer wisocreditworthy, and that
customer buys from a competitor the firm’s saldesufThe finance officer must balance the
additional profits from avoiding shortfalls agaitisé additional costs of extending credit.
The objective of accounts receivable managemetat fisinimize the sum of the investment
costs. More credit means more administrative atlda@n costs.

Trade credit is the short-term financing availaoléhe firm from its suppliers. Trade credit

is supplied by nonfinancial businesses lichiro #adashiro (2004, p. 34)

2.7 Types of Trade Credit

Caruba (2007) illustrates that there are threechigpies of trade credit.

Open credit: is a form of credit where companies extend shomnteredit to
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customers without requiring any down payment antheut adding either interest

or carrying charges to the bill. It is usually exied for a thirty day period.
Option-terms Credit: permits a customer to charge up to a limit and wékhin thirty
days of the billing date without penalty. A firmrcassign a carrying charge for any
amount not paid within that time period and releadditional credit (up to a pre-set
limit) as payments are made.

Revolving Charge Credit: refers to the continuous releasing of credit to thedit
ceiling as payments are made. This type of credihe most common form of credit

given to businesses.

2.8 Guidelines for Extending Trade Credit

Caruba (2007) Levine and Young (2009), and Tybu(gKil0) suggest that before any

credit is extended to any customer, a policy aradisrules must be established in order
to weed out potential bad credit risks. The pokbpuld be written down and kept up to

date with current creditworthiness of specific ons¢rs, especially ones with large lines of
credit or that increase their orders, plus warniogsiotes of current poor experience. It

should not be arrived at by default. The followisgps are suggested by Caruba et al
(2007) in establishing an effective credit policy.

STEP 1:Set polices including standards for measuring eggiicant.

The policies and standards a firm sets depend ernyje of business the firm is
running. A wholesaler’s policies will likely diffefrom a manufacturer’s policies,

especially in terms of credit limits.

STEP 2: Devise a credit application form to be completed thg company

applying for credit before granting credit to angon
STEP 3: Verify the data on the application form.

The information provided in the application formosid then be checked
carefully.

STEP 4: Evaluate the application.

Evaluate the application based on what is callesl fike C’s of Credit (character,
capacity, capital, collateral, and conditions).

Character: refers to his/her acknowledgement of a moralgattion to pay the debt as
promised. Examine the customer's previous paymabitd using relevant information

obtained from the customer's bank and previouslgipp
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Capacity: is the subjective judgment of customer's abtlityepay the loan. An examination
of the financial statements may aid in making therect judgment.

Capital: the analysis of financial ratios, especially riskios such as the debt-to-asset and
the current ratios.

Collateral: Which the customer may offer as security and togiweeral economic as well
as specific geographical and industry conditions.

Conditions: Finally, when deciding whether to extend creditat@wustomer or

not, the company need to take into consideratiengdgneral economic as well as
specific geographical and industry conditions whinoight speak positively or
negatively about granting credit to any customer.

STEP 5: Set a credit limit.

It is necessary to set a credit limit dependingrupompany policies to control losses in
case the account goes south.

STEP 6: Establish terms of sale.

The purchase price for early payment (to reduceaitsrage collection period and
improve cash flow) as well as state a limit or ¢rgeriod as to how long the customer
has until the bill must be paid.

STEP 7: Set up an effective invoicing system.

Prepare and mail invoices promptly on a regulaishéssually monthly or bi-monthly)
with all payment terms clearly stated based on &teu efficient and organized system.
STEP 8: Monitor credit usage carefully.

Monitoring accounts receivable allows to identifyoplems before they become serious
credit risks by setting up a system for aging ai@unts receivables.

STEP 9: Establish a bad debt®sllection policy.

Timely and effective debt collection is essentialgenerate positive cash flow and to

increase profits by diminishing the need for shertm operating loans.

2.9 Credit Control

“Credit control is a complex process, which costgéhbtime and administrative costs”
Tybursky (2010, p. 188). For Tybursky the elementsorporated in the credit control
function are: (1) Checking customer's credit wardlsis, (2) prompt invoicing and follow up,
(3) credit insurance, (4) financial statements, & use of electronic data processing

equipment.
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1. Checking Customers Credit Worthiness:The assessment can be done on the basis of
financial soundness, general behavior, past recdmdsiness habits and traits of the
applicant’s ability to pay for the goods or sergiapted by him.

2. Prompt Invoicing and Follow-up: This is an executive action involving prompt issde
invoice and equally close follow-up action.

3. Credit Insurance: This point pertains to credit exports and is ajhhimportance for
credit control of exports.

4. Financial Statements: Audited financial statements are important documehgt
present desirable sources of information to théesekgarding the financial position of
customer for credit control.

5. Use of Electronic Data Processing Equipmentn the modern world, the importance of
computers cannot be possibly denied. Electronia gabcessing equipment holds its own
individual importance in providing timely and acate information pertaining to the status
of accounts by providing a vast array of detailgfrimation to the management in making

certain credit decisions.

2.10 Control of Receivables

Tyburski (2010, p. 190) recognizes that “contrblreceivables largely depends upon the
system of credit control practiced by a businesterprise.” It becomes a part of
organization obligation to obtain full and relevamformation complete in all respect before
deciding upon the right customer for the right amtoof credit grant. Salek (2005, p. 5)
states that “the quality of the receivables assetni excellent barometer of credit sales or
customer service.” A critical part of managing rigables is determining who should be
extended credit and who should not. Whenever aarasdplaced by an applicant financial
position and credit worthiness becomes essentixly’ after ensuring the degree of safety
an order should be accepted and delivered” Sch{gardz, p. 10).

2.11 Liquidity Risk

CPA Australia Ltd (2010, p. 2) find that “liquiditysk is the risk that a business will have
insufficient funds to meet its financial commitmenn a timely manner.” All businesses
need to manage liquidity risk to ensure that thayain solvent. Nikolaou (2009) discusses
that the notion of liquidity in the economic literaturelates to the ability of an economic

agent to exchange his or her existing wealth fovdgoand services or for other assets.
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Bhalla (2002, p. 399) explains that “liquidity @tnd short-term solvency ratios are used to
judge the firm’s ability to meet such current obligns as its account payable and the
current position of its long-term debt.” Liquidityan also refer to the unhindered flows
among the agents in a business system. Inabilidoofg so would render a business entity
illiquid. This ability can be hindered because ayrmmetries in information and the

existence of incomplete markets.

2.12 Risk Ratios

CPA Australia Ltd (2010), Maysami (2009), Delannand Weill (2004) state that
financial/risk ratios play an important role in theanting or denial of loan and allow a
comparison of your business with your competitard & industry averages. “The most
frequently used risk ratios are the current andainek (acid test) ratios” Bhalla (2002, p.
399). As a conventional rule, a current ratio ofo2k (current assets twice of current
liabilities) or more is considered to be satisfagt®andey (1981).

Current Ratio = Current assets divided by current liabilities
The current ratio compares the book value of ctirmesets with current liabilities.

Quick, or Acid, Ratio= Current assets less Inventories divided by otirabilities
The acid or Quick Ratio, which indicates the extntvhich current liabilities can be paid
immediately out of liquid assets (cash or cash\egent), and may indicate the size of the

buffer of cash.

2.13 Risk Management Process

The Australian/New Zealand Standard (AS/NZS 436299] and 2004), department of
finance (2004), Institute of Management Accourda2007), and Dunne (2008) describe
that the systematic application of management esligprocedures and practices to the tasks
of communicating, identifying, analysing, evalugti treating, monitoring and reviewing
risk.

The risk management process designed by the Aastidew Zealand Standard-AS/NZS
et al (4360:1999 and 2004).
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Identify Risks

This step seeks to identify the risks to be manadgentification should include risks
whether or not they are under the control of thganization. A risk not identified at this
stage may be excluded from further analysis.

1. What can happen, where and whenThe aim is to generate a comprehensive list of
sources of risks and events that might have andmpa the achievement of each of the
objectives identified in the context.

2. Why and how it can happen? Having identified what might happen, it is neegggo
consider possible causes and scenarios.

3. Tools and techniquesApproaches used to identify risks include chetklipudgments
based on experience and records, flow charts, $imaiming, systems analysis, scenario

analysis and systems engineering techniques.

Analyse Risks

Risk analysis provides an input to decisions ontterisks need to be treated and the most
appropriate and cost effective risk treatment sgias by developing an understanding of
the risk. It involves consideration of the souroésisk, their negative consequences and the
likelihood that those consequences may occur. Rigkalysed by combining consequences
and their likelihood.

1. Evaluate existing controls

Identify the existing processes, devices or prastithat act to minimize negative risks or
enhance positive risks and assess their strengthez@eaknesses.

2. Consequences and likelihood

The magnitude of the consequences of an event)dsltooccur, and the likelihood of the
event and its associated consequences, are asge$iseadontext of the effectiveness of the

existing strategies and controls.

Evaluate Risks

The purpose of risk evaluation is to make decisibased on the outcomes of risk analysis,
about which risks need treatment and treatmentripei®. Risk evaluation involves

comparing the level of risk found during the anaysrocess with risk criteria established
when the context was considered. Risk evaluationade whether to accept the risk or treat

the risk. Criteria used to make decisions regardiocepting or treating the risk should be
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consistent with the defined internal, external arsk management contexts and taking

account of the objectives and goals of the firm.

Treat Risks

Risk treatment involves identifying the range otiops for treating risks, assessing these
options and the preparation and implementatiomeaitinent plans.

There are three basic methods of treating the thiglse are:

1. Avoid the Risk. This is achieved by either deciding not to procesti the activity that
contains arunacceptable risk, choosing an alternate more saokepactivity, which meets
the objectives and goals of the organisation, or chapsan alternative and less risky
methodology or process within the activity.

2. Transfer the Risk.Risk transfer transmits the organisation’s riskmooutside party. The
most commomnethod of risk transfer is the purchase of insugamandemnity.

3. Control the Risk. This is the most commonly used treatment optiont &sfocused on
reducing the likelihood of the risk occurring oetimpact of the risk if it occurs, or both.
The most effective methods of risk control are éhaghich redesign the systems and
processes so that the potential for an adversemetcs reduced.

4. Assessing risk treatment optionsSelecting the most appropriate option involves
balancing the costs of implementing each optionrsgdhe benefits derived from it. The
cost of managing risks needs to be commensuratetihet benefits obtained. Risk treatment
options should consider the values and perceptbstakeholders and the most appropriate

ways to communicate with them.

Monitor and Review

Ongoing review is essential to ensure that the gemant plan remains relevant. Actual
progress against risk treatment plans provide goitant performance measure and should
be incorporated into the organization’s performamoanagement, measurement and
reporting system. Monitoring and review also inwsvlearning lessons from the risk

management process, by reviewing events, the tegdtplans and their outcomes.

Communication and Consultation

Communication and consultation are important carsitions at each step of the risk

management process. Effective internal and extem@munication is important to ensure
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that those responsible for implementing risk managy@, and those with a vested interest

understand the basis on which decisions are matigvay particular actions are required.

Schwarz (2011, p. 4) discusses that identifyinglyaming and monitoring customer credit
risk is an integrative part of a company’s risk mgement. On the one hand such a system
depends on historical accounting data, on the dthed it generates useful information for

controlling and managing credit risk.

2.14 The Risk Model

The Risk Model — AS/NZS 4360:1999
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Source: World bank Study Tour, Risk Management overviélew Zealand. May 2000.

Summary

It is important to reiterate that this literaturassembarked upon with the main objectives of
reviewing and compiling the literatures on the tieand best practices of the management

of financial risks with emphasis on credit sales.

Topics such as risk management, risk appetite néiah risk management, relationship
between credit and sales, credit sales risk manewe types of trade credit, guidelirfes
extending trade credit, credit control, liquiditighk, risk ratios, risk management process,

and the risk model were covered under this chaptdr.the topics deal with the policies,
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procedures, and objectives that should be follotemhanage credit sales. These are taken
as a bench mark to evaluate the practice of magdujiancial risks with emphasis on credit
sales and forward recommendations that may impcosdit sales management of the firm

under consideration.

Credit sales have both PROS & CONS. The main adganof credit sales is that it will

attract additional customers and increase salasnaland profit. It can also increase direct
and indirect costs, which must be weighed agaisspatential benefits. In addition to the

costs associated with managing credit sales, thst anitical problem which needs a special
focus is the possibility of non-payment of custosndthe whole concern of credit sales risk
management falls on this point among other thitgnce, implementing the theories and
best practices presented under the review of gklderatures can improve the management

of financial risks resulted from credit sales.

Relating the theories of credit sales managemeaihsgthe actual practice of the enterprise
shows that there is a gap in defining risk appetisng aging schedule for receivables,
calculating of ACP, DSO, and risk ratios, using timportant dimensions of credit policy,

and the overall credit sales risk management witierstudy liked to fill.
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CHAPTER THREE

METHODOLOGY

Methodology is a system of explicit rules and pchaes in which research is based and
against which claims of knowledge are evaluatecerdtore, this chapter focused on the
research techniques adopted and used for this stiidythe aim of achieving the research

objectives.

3.1 Research Design

In this study, a descriptive type of research mettisoadopted with the help of quantitative
and qualitative study techniques. Descriptive tgpeesearch method is chosen because the
purpose is to describe the existing practices eelements that are being studied in order to

suggest solutions.

Some open-ended interview questions were includethé research in addition to the
structured questionnaire statements so that regptsichad the opportunity to make in
depth suggestions on the existing condition thag hedp to make future improvements
on the subject matter. The limitation of structurgaestionnaire statements is that the
respondents are not given the opportunity to pevidleas in depth. Therefore,
qguestions with an open- ended nature are includedhtain and take some other

suggestions/recommendations that are not includéte questionnaire.

3.2 Population

The target population of the study consists ofdhmployees under the petroleum purchase,
sales, finance, audit departments and the managemanbers in the Ethiopian Petroleum
Supply Enterprise. The choice of these departmantsthe management members stem
from the fact that these employees and managememtbers know the practices of credit

sales, collection and creditworthiness analysithefenterprise. For effective coverage and
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reasonableness, the entire population was used/dluage the enterprise’s credit sales
management. The population is classified into thgeeups based on their status of
responsibility (i.e the junior professionals, senjrofessionals and the management
members). In all groups employees with academidifgpadion of bachelor’'s degree and

above were conducted during the research work. &habled the author to collect the
required data at a reasonable time and quality Usec@mployees with such academic
qualification can understand the data collectiovistprepared by the researcher. The total
number of the population is 63.0ut of the total ylajon 60 have bachelor's degree and
above in accounting, management, and only one ftben management members in
chemistry. This constitutes 95 percent of the tapg@ulation. It should be pointed out that
limited financial resources at the researcher'gasal could not permit or allow to contact

and include the opinions of branch offices workarBjibouti and Sudan.

3.3 Sample and Sampling Techniques

Since the targeted population of this study is rgaaale in size and accessible with low
cost, there was no need to use sample and san@tihgiques for the primary data. Seven
consecutive years (2005-2011) credit sales, cadieetnd creditworthiness analysis practice
of EPSE are taken from the secondary data to eealba trend of the variables to achieve

the effort of this study.

3.4 Sources of Data

The study used primary data (interview and questgr) and secondary data (annual
reports,) sources. Both were important sourcests thb complete what was intended by the

research work.

3.5 Procedures of Data Collection

Every study has its own framework for collectingadto ensure that the required data are
collected accurately and economically. Data cdldecplan, preparation and distribution of

structured questionnaire was administered to tkpomdents to obtain primary data and
seven years credit sales and collection secondatey \das collected from the enterprise’s
annual reports. The decision to structure the guasiire was predicated on the need to
reduce variability in the meanings possessed bysthgements as a way of ensuring

comparability of responses and save the time opamdents. 60 questionnaires were
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distributed to respondents. Out of the total 60stjoanaires distributed to respondents 57
(95%) were returned which the study used for fimadalysis and 3 (5%) of the

guestionnaires were not returned.

3.6 Methods of Data Analysis

Data collected from the primary and secondary ssinere analysed, summarised, and
interpreted accordingly with the aid of the dedivip statistical techniques such as simple
percentages and tables. This was used so as tteehabresearcher to draw precise and
valid conclusion and recommendations. Using thepknpercentage for analysis, higher
percentages were considered the best in drawinglusians and validating of research

guestions/ statements.

3.7 Research Instrument

The instruments that this study used were primaaya dwhich included interview,

guestionnaire and group discussion and the secpdd#a obtained from annual reports.

The questionnaire consists of two parts as destbeéw.

Part one contains the details on personal information opoesients andPart two of the
questionnaire deals with measuring the creditwoeds analysis of customers, the
management of credit sales, and the collection chspiethe enterprise comprising five
statements.

All statements inPart two were measured using a five point Likert-scale iangrom
“strongly agree” (5) to “strongly disagree” (1). Amg the other Likert type scales this five

point Likert-scale is used to measure the levelgrEement of responses Vagias (2006 p.9).
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CHAPTER FOUR

RESULTS AND DISCUSSION

This chapter dealt with the presentation of resaftd discussion of the data gathered through
guestionnaire, interview, and group discussionraegy data and the use of secondary data to
come up with the necessary data for the topic fthm total of 57 respondents. The data
comprises responses from junior professionals,osgnbfessionals and managers of petroleum
purchase, sales, finance, audit departments andityde@EO of the enterprise under

consideration. It provides the practices on creglitiiness analysis, credit sales and collection
activities operated from 2005 up to 2011 in theidfitan Petroleum Supply Enterprise with the

ultimate objective of strengthening the managenwénts credit sales. The relevant data here
was the actual credit sales and collection madmglihe seven consecutive years of operation.
Having the relevant data on hand enables the atdhaescribe the existing condition and trends

of the variables.

4.1 RESULTS

Table 1: Academic Qualification of Respondents

Qualification No of Responses
Frequency Percent
Bachelor's Degree 52 91%
Master’s Degree 5 9%
Total 57 100%

Source:Research Data, 2012
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The table of academic qualification of respondeaiisve shows that 52 (91%) of the respondents
have Bachelor's Degree and 5 (9%) of the resposdemnte Master’s Degree.

This information was collected to know the acadequialification of the respondents engaged

on creditworthiness analysis, credit sales anacttin activities of the enterprise which helps to

show how potential the respondents are in dischgrgssigned responsibilities.

Table 2: GendemDistribution of Respondents

Gender No of Responses

Frequency Percent

Female 24 42%
Male 33 58%
Total 57 100%

Source:Research Data, 2012

The table of gendafistribution of respondents above shows that 33058 the respondents are
male while 24 (42%) of the respondents are female.

This information was sought to know about the gewagribution of respondents working under
the petroleum purchase, sales, finance, and aepértments of the organization.

Table 3: Age of Respondents

Age No of Responses
Frequency Percent
Less than 25 years 0 0%
25-35 years 22 39%
36-45 years 17 30%
Above 45 years 18 31%
Total 57 100%

Source:Research Data, 2012
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The table of age of respondents above shows th&@32) of the respondents 25-35 years, 18
(31%) of the respondents above 45 years and 17)(80%e respondents are

36-45 years of age.

This information was sought to know about age efréspondents which helps to show how
much the respondents are energetic to carry outdhges. Here the majority are youngsters
who are energetic enough to discharge their asgighm

Table 4: Respondentg/ork experience in the organization

Work experience | No of Responses
Frequency Percent
Less than 5 years 11 19.5%
5-10 years 19 33%
11- 20 years 11 19.5%
Above 20 years 16 28%
Total 57 100%

Source:Research Data, 2012

This table of respondenigork experience in the organization above shows388b6 of the
respondents have worked for 5-10yrs, 28% of theaedents for above 20 years, 19.5% of the
respondents for 11- 20 years, and 19.5% of theoregnts have worked for less than 5 years in
the organization.

This information was sought to know about work elgrece of the respondents in the
organization which helps to show how much the redpats have expertise knowledge on the
activities they perform.

Table 5: Respondentby Position

Positior No of Response
Frequenc | Percer
Junior professional 28 49%
Senior professione 18 32%
Managers 11 19%
Total 57 100%

Source:Research Data, 2012
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This table of respondents by position above shbats #9%, 32%, and 19% of the respondents
are junior professionals, senior professionals,raadagers respectively. This helps to know

about the respondents’ degree of responsibility.

Respondents were asked to put their opinion orsthiements of the questionnaire among the
given scales that apply in order to help the redesrto know the respondents view on the issues

stated in the questionnaire. Their responses ansrsin the tables below.

Table 6: Signing sales agreement between the enterprisgsacuistomers without making
creditworthiness analysis can have a serious negaipact on the supply of petroleum products

in Ethiopia.
Responses Total
Scales Junior professionals Senior Managers FrequenagyPercent
professionals
Frequency Percent Frequenc Percent | FrequencyPercent
y
Strongly 8 14% 9 15.8% 4 7% 21 36.8%
Agree
Agree 11 19.3% 4 7% 5 8.8% 20 35.1%
Moderately 8 14% 3 5.2% 2 3.5% 13 22.7%
Agree
Disagree 0 0 1 1.8% 0 0 1 1.8%
Strongly 1 1.8% 1 1.8% 0 0 2 3.6%
Disagree
Total 28 49.1% 18 31.6% 11 19.3% 57 100%

Source:Research Data, 2012
Response to table 6 shows that 36.8% of the resmbsdstrongly agree, 35.1% of the

respondents agree, 22.7% of the respondents meljeagree, 3.6% of the respondents strongly

disagree, and 1.8% of the respondents disagreestbaing sales and purchase agreement
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between the enterprise and its customers witholingacreditworthiness analysis can have a

serious negative impact on the supply of petrolpuoducts in Ethiopia.

Table 7: The existing policies, procedures, and objectifsmanaging the credit sales are

effective and adequate.

Responses Total
Scales Junior professional Senior Managers FrequengyPercent
professionals
Frequency Percent Frequency Percent Frequency Percent
Strongly 1 1.8% 2 3.5% 0 0 3 5.3%
Agree
Agree 2 3.5% 4 7% 2 3.5% 8 149
Moderately 6 10.5% 5 8.8% 2 3.5% 13 22.8
Agree
Disagree 14 24.5% 6 10.5% 5 8.8 25 43.
Strongly 5 8.8% 1 1.8% 2 3.5% 8 14.14
Disagree
Total 28 49.1% 18 31.69 11 19.3 57 100

Source:Research Data, 2012

From table 7 we can see that 43.8% of the respasdiisagree that the existing policies,

procedures, and objectives for managing the crsalds are effective and adequate and then

followed by 22.8% of the respondents who moderaggyee, 14.1% of the respondents are

strongly disagree, 14% of the respondents agres,5a8% of the respondents only strongly

agree that the existing policies, procedures, djdctives for managing the credit sales are

effective and adequate.
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Table 8: Selling the imported petroleum products to custenea credit basis without limit

exposes the enterprise to high financial risks.

%

[=)

Responses Total
Scales Junior professional Senior Managers FrequenagyPercent
professionals
Frequency Percent Frequency Percent Frequency Percent
Strongly 8 14% 9 15.8% 3 5.3% 20 35.2
Agree
Agree 10 17.5% 4 7% 8 14% 22 38.6
Moderately 5 8.8% 4 7% 0 0 9 15.8¢
Agree
Disagree 5 8.8% 1 1.8% 0 0 6 10.5
Strongly 0 0 0 0 0 0 0 0
Disagree
Total 28 49.1% 18 31.69 11 19.3% 57 100

Source:Research Data, 2012

Response in the questionnaire table 8 shows th&#38f the respondents agree, 35.2% of the

respondents strongly agree, 15.8% of the resposdewiderately agree, and 10.5% of the

respondents are disagree that selling the impgrettbleum products to customers on credit

basis without limit exposes the enterprise to Higancial risks.
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Table 9: The enterprise considers both the internal anereat changes affecting its credit sales

management.
Responses Total
Scales Junior professionals Senior Managers FrequenagyPercent
professionals
Frequency Percent Frequency Percent Frequency Percent
Strongly 1 1.8% 2 3.5% 0 0 3 5.3%
Agree
Agree 4 7% 4 7% 2 3.5% 10 17.5%
Moderately 5 8.8% 7% 6 10.59 15 26.3%
Agree
Disagree 17 29.8% 8 14% 3 5.3¢9 28 49.1%
Strongly 1 1.8% 0 0 0 0 1 1.8%
Disagree
Total 28 49.2% 18 31.5% 11 19.3 57 100%

Source:Research Data, 2012

According to table 9 we can see th#8.1% of the respondents disagree, 26.3% of the

respondents moderately agree that the enterprisgd=os both the internal and external changes

affecting its credit sales management.

On therdthed, we have 17.5% of the respondents

agree, 5.3% of the respondents strongly agree &% af the respondents who strongly disagree

that the enterprise considers both the internal extdrnal changes affecting its credit sales

management.
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Table 10: The policies, procedures, and objectives for mangathe credit sales consider the

most important aspects to safeguard the colleciorceivables.

Responses Total

Scales Junior professionals Senior Managers FrequenagyPercent
professionals

Frequency Percent Frequency Percent Frequency Percent
Strongly 2 3.5% 3 5.3% 0 0 5 8.8%
Agree
Agree 0 0 1 1.8% 1 1.8%| 2 3.6%
Moderately| 7 12.3% | 4 7% 2 3.5% | 13 22.8%
Agree
Disagree 15 26.3% 9 15.7% 5 8.79 29 50.7%
Strongly |4 7% 1 1.8% | 3 53% | 8 14.1%
Disagree
Total 28 49.1%| 18 31.6% 11 19.3% 57 100%

Source:Research Data, 2012

This table reveals that 50.7% of the respondensagiee and 22.8% of the respondents
moderately agree that the policies, procedures, @nectives for managing the credit sales
consider the most important aspects to safeguarddhection of receivables.

We have also 14.1% of the respondents stronglykea8.8% of the respondents strongly agree
and 3.6% of the respondents who agree that thecigsli procedures, and objectives for
managing the credit sales consider the most impbdapects to safeguard the collection of

receivables.

The following facts were drawn out from the respitesented above.
o Credit sales without making creditworthiness analgan have a serious negative impact
on the supply of petroleum products in Ethiopia.
0 The existing policies, procedures, and objectiv@snianaging the credit sales are not

effective and adequate.

46



o Selling the imported petroleum products on credisi® without limit exposes the
enterprise to high financial risks.

o The enterprise has problems in considering inteamal external changes affecting its
credit sales management.

o The policies, procedures, and objectives for mamagie credit sales doesn’t consider
the most important aspects to safeguard the cateof credit sales/receivables.

4.2 DISCUSSION

The management of financial risks with emphasismdit sales is one of the dominant themes
for business organizations. The ability to manasgjesris a source of competitive advantage and
a way to add value for governmental and privatagirFrom the review of existing definitions
many researchers have made theoretical and metwdal advances in financial risk
management. There has been lesmgress in the management of financial risks witiphasis

on credit sales across business organizations d¢iia@r banks and credit unions. This study
demonstrated that the management of financial rigks emphasis on credit sales in Ethiopian
Petroleum Supply Enterprise. This is especiallydhase in the credits granted to customers by
nonbanks and credit unions. The main objectivehefdtudy was to assess the management of

financial risks in Ethiopian Petroleum Supply Eptése With emphasis on credit sales.

The results of the primary and secondary data abwitthree elements were used for the
discussion on this topic to assess the managerhergdit sales of EPSE based on the secondary
data about credit sales and collection. Here thalref the research data on creditworthiness
analysis, credit sales, and collection leads toned of setting criteria to provide or extend
credit period for customers in the form of makingditworthiness analysis before allowing
credit period to a customer. This information canused for improving the customer selection
process and the management of payment conditichshais it can minimize the financial risks
that can occur due to the nonpayment of custonitsce, firms may decide whether or not to
grant credit.
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The practices are described using a seven yeadg sagdes and collection histories, which is
originated from the enterprise’s sales and colbectoperation. The results show that the
Ethiopian Petroleum Supply Enterprise has no a sieaeecure the collection of its receivables.
There is no creditworthiness analysis. The enteepgprovides a thirty days open credit period to
each customer uniformly and sells the whole petiolgproducts on a 100% credit basis without
limit. Here there is no guarantee as to the cobdaadf the amount sold.

The interview made with the top management memaedsgroup discussion conducted with
sales and collection experts indicated that therprise’s credit sales management is not up to
date. The credit period and the overall procedyselcies, and objectives were set nine years
ago and it is being implemented as usual. Evengihdlie transaction is in billions, there is no
creditworthiness analysis, no credit limit, no sen of agreements timely and no measure is
taken up on delay of customers in settling theesdaxcept the interest penalty which is very
much insignificant comparing to the principal ambuNevertheless, things in this world

especially the business market is under a contgobange alarming everyone to coup up with.

It must be considered that the result presentditisrpaper was based on the research data which
comprises the primary data and credit and colladhistories as a secondary data. This implies
that there is no guarantee to safe guard or settwrecollection of the amount due from
customers. Hence, measures should be taken andvetpby relating the payment histories to
the respective histories of collection activitid®®y combining the payment and collection
histories it would be possible to differentiatevibe¢n good and bad customers based on their
creditworthiness analysis made before and actuainpat behavior. The improvement in the
management of credit sales would directly leadntangproved collection of accounts receivable

and thus reduce the exposure to financial risk.
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Credit Sales Management Process in EPSE

Petroleum purchase based Verification of Signing sales
petroleum
products trade
from customers and otherl—— license issued byl——~ with buyers
Ministry of
Trade

~+

on demand assessment contractual agreemer

sources

Stock at termina

I !

Collection of amounts Preparing invoices Selling of

due from customers <—— including Debit K<—— petroleum
products as per the

sold on credit and Credit adviceg agreement

The petroleum supply and sales sector of the ER&fations manual contains the outline of
procedures for the petroleum purchase, verificatiopetroleum products trade license issued by
MOT (Ministry of Trade), signing sales contractagreement between seller and buyers, selling
of petroleum products as per the agreement, prgpanvoices including Debit and Credit
advices and Collection of amounts due from custsmsed across the enterprise. However, the
existence of such procedures does not necessagdy,nthat credit sales risk is being managed.
Consequently, there is a need to ensure that timageanent of financial risks with emphasis on
credit sales.
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Table 11: Seven Years (2005-2011) Sales and ColiestSummary

Years Sold Collected Remaining | Percent
(1) (2) (3)=(1)-(2) | )
2005 4,770,528,46 | 4,197,725,82 572,802,64 12%
2006 6,167,917,42 | 5,448,150,18 719,767,24 12%
2007 8,848,528,41 | 7,914,316,87 934,211,53 11%
2008 | 12,050,139,4€ | 10,667,333,47| 1,382,805,99 11%
2009 | 13,032,050,8C | 10,349,737,06¢ | 2,682,313,73 21%
2010 | 19,192,021,6C | 16,415,482,4¢| 2,776,539,11 14%
2011 |27,575,653,74 | 23,544,968,43 | 4,030,685,31 15%
TOTAL | 91,636,839,917 78,537,714,34% 13,099,125,572 14%

Source: EPSE annual financial report

In a seven years time the enterprise has sold B68%,839,91n credit. If we divide it by
seven years (91,636,839,917/7) we get 13,090,917 7@%¥8rage annual sales. Again if we divide
the average annual sales to 12 months (13,0903 712) then we get 1,090,914,761 monthly
average sales. The enterprise’s sales has grovinompyear to year. The percentage of sales for
the years 2005 through 2011 was 5%, 7%, 10%, 13%, 21%, and 30% respectively. As the

sales volume increases no doubt the risk alsoasei®
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Percent Uncollected by Year
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The trend of the remaining uncollected amount Hae acreased proportional to the sales
volume. The enterprise’s annual average uncolleciedount was Birrl,871,303,653
(13,099,125,572/7). As indicated in the seven yeales and collection summary table the
uncollected amount has increased from year to yidwa percentage of the remaining amount for
the years 2005 to 2011 was 12%, 12%, 11%, 11%, 24%, and 15% respectively. On average
14% of the sales made within seven years was remaincollected for about six months and
above. The length of the existing thirty days drqmiriod is one reason for increasing the
uncollected amounts of receivables. This has adeateegative impact on financing the supply
of petroleum products. The reason for this probhems the nonpayment of customers as per their
agreement. Even though, the actions to be taketh&failure that may happen in fulfilling the
sales contractual agreement are indicated no adidmken accordingly by the seller (EPSE).
Besides, the guidelines for extending credit pedad the credit control functions indicated in
chapter two (literature review) page 20 and 21hif study are not adopted before providing

credit and entering in to sales contractual agre¢me

The average credit period of petroleum distributtoghpanies is found to be 8 days. A research
conducted by team members from the ministry ofdradd petroleum supply shows that the
average credit period that petroleum distributilgmpanies in Ethiopia provide to their

customers is 8 days. This implies that customerpzomnes can collect their money from sales

within a shorter time comparing to the thirty dayedit period granted by EPSE. The average
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collection period ACP = Receivables/ Daily sales) orays sales outstanding (DSO = 365 x
accounts receivable balance/annual sales) forg¢hesyunder consideration was

44, 43, 39, 42, 75, 53, and 53 respectively. A# or DSO is found to be 50 (44+43+ 39+
42+75+53+ 53/7) which is quite longer than the marise’s thirty days credit period policy. The
reason behind was because of the huge amount ainigm uncollected receivables. The current
ratio of the petroleum supply business is 1:1 wiscless than the recommended risk ratio. As a
conventional rule, a current ratio of 2-to-1 (catrassets twice of current liabilities) or more is
considered to be satisfactory Pandey, (1981, p.30&se information give direct indication on
how serious the problem is and the need to imptieeverall credit sales risk management and
collection policy. In other words the practice oédit sales /receivables management and the
lessons that EPSE can learn is that the level efetiiterprise’s credit sales risk is found to be

very high and there is no mechanism used by trergnige to identify, mitigate, and manage it.
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CHAPTER FIVE

CONCLUSION, LIMITATIONS
AND RECOMMENDATIONS

5.1 CONCLUSION

In this study, the researcher tried to look at th@nagement of financial risks in Ethiopian
Petroleum Supply Enterprise with emphasis on crsalégs. The aim of this study was to assess
the management of credit sales risks by refereacERSE, the practices of creditworthiness

analysis, credit sales and collection aspectseoétiterprise under consideration.

Questionnaires were administered to respondents wdr& under petroleum purchase, sales,
finance, audit departments and management mentérsltout their opinions and views on the

management of credit sales.

What the researcher deduced from this study istheaextent of the problem (the management
of credit sales) of EPSE is very high which dematmtiely response to minimize the financial
loss that may happen so as to achieve its missigardobjectives. There is a big gap between
the desired and the current credit sales managearehthat should be addressed very soon.
Failure in credit sales management can negativepact the supply of petroleum products in
Ethiopia. Because 90 percent of the Ethiopian frarissector is covered by these products

which is the bottle neck of any business operaggpecially for countries like ours.

The evidences show that how serious the crediss&& management is for importation and

supply purposes of petroleum products in Ethio@#6% of the result of the responses indicated
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that signing sales agreement between the enterpnmk its customers without making
creditworthiness analysis can have a serious negiatipact on the supply of petroleum products
in Ethiopia. 57.9% of the responses disagree Heaexkistence of effective and adequate policies,
procedures, and objectives for managing crediss&@.6% of the responses agreed that selling
the imported petroleum products to customers oditcbasis without limit exposes the enterprise
to high financial risks. 50.9% of the responsesglise that the enterprise considers both the
internal and external changes affecting its credies management. 64.8% of the responses
disagree that the policies, procedures, and obgsfior managing the credit sales consider the
most important aspects to safeguard the collectbrreceivables. Moreover, the average
remaining uncollected amount of the enterprise’snuah sales is found to be 2%
(13,099,125,572 /7yhich is Birrl,871,303,653 per year. This is toocmwand not tolerable
amount. Since there is no clear risk managemesitesly, policies and risk appetiteedit sales
remain as potential risk area of EPSE. The ACP®DDs longer than the enterprise’s credit period.

Poor receivables management is reflected in high Bhspach and Stuckey (12007, p. 17)

The case thus reinforces the idea that the enserpgiin need of credit sales risk management. In
other words, credit sales risk management servetetdify and mitigate the potential threats to
the strategic implementation targeted via the mamat of financial risks. The EPSE case
study thus suggests that the management of finamsks with emphasis on credit sales may be
a decisive mechanism which enables the enterprigdal its expected role in the economy by
raising the awareness on credit sales risk in dalarake a continuous and uninterrupted supply

of petroleum products.

The enterprise’s source of income entirely depeipdsn the sales of petroleum products credit sales.
Therefore, proper management of credit sales @alrto the health and survival of the firm so@as t

carry out the very reason for its existence.

Debate over the market share of petroleum prodiistsbuting companies in Ethiopia is beyond
the scope of this study, but remains an interestirep for future research. Equally, further
detailed studies of the attractiveness of the mssirand its profit margin would serve to enrich
the debate.
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5.2 LIMITATIONS OF THE STUDY

The problems of research design, interpretationestilts and difficulties of generalising from

findings are all acknowledged as limitations.

5.3 RECOMMENDATIONS

The following recommendations are made to the mamagt and board of directors of the

Ethiopian Petroleum Supply Enterprise and othezredted parties to improve the enterprise’s

credit sales risk management in order to achievmission driven objectives and continue in the

business.

1. Evaluate customer’s credit worthiness based onfithee C's of credit sales (character,
capacity, capital, collateral, and conditions).
Every customer has different financial and creditvoess background that the company
deals with and when it joins the petroleum prodscisply business that has a huge business
transaction made on an open thirty days creditogerCreditworthiness analysis should be
made to know whether the company is creditworthyat It is checking the ability of the
customer to pay its dues that will determine howvill continue as a customer in the
business. By doing so, the enterprise can understae customer’s liquidity (risk) ratio
before making any decision on providing credit peri

2. Grant credit only to the customers who are creditfwo

3. Calculate the liquidity and risk ratios from thendncial statements obtained during the
evaluation of customer’s creditworthiness analysis.

4. Set credit limits for every customer.

The existing practice is selling the whole petrateproducts on a thirty days open credit period
without limit. As a result the enterprise is expbse high financial risk emanated from its credit
sales. Hence, setting credit limits for every costo may serve to minimize the potential
consequences of the risks on credit sales.

5. Reduce the credit period from thirty days to fifteays.

The length of the credit period also matters inrtthagement of credit sales risk. As the credit
period becomes shorter, it encourages the contt@l oredit sales collection within a shorter
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time period through a close follow up. This may ldaathe enterprise finance the supply of

petroleum products at the right time, quantity goellity.

6. Introduce cash sales.
Out of the total imported products some quantitgch&éo be sold on cash basis in order to
minimize financial risks created from credit salleat can happen due to the nonpayment of
customers.

7. Revise the contractual sales agreement every geaup up with the current situation.
In the present situation where things are rapidignging especially in business requires a
continuous revision and adjustment of activitiesiiaimizecredit sales risk.

8. Avoid treating all customers uniformly.
The extension of credit period should be made basdtie creditworthiness of the customer.
Differentiate between good and bad customers atugiyd

9. Establish a separate credit sales/receivablesosetti manage collection in its appropriate
way.
Since petroleum products distributing companies Brereasing in number and the
transaction is made in ten billions of Birr, it mecessary to establish a separate credit
sales/receivables section with a sole respongilaficredit sales/receivables management.

10.Use advanced accounting soft ware suitable fon#tare of the operation to manage credit

sales/receivables.

11.Design and implement a sound credit policy by deieing the credit period, collection
policy and the measure to be taken for late payment
Policies, procedures, and objectives for manadmeydredit sales risk should be defined,
approved and implemented.

12.Take action as per the agreement signed betweesellee (EPSE) and the buyer companies.
Ones an agreement is signed reasonably betweetwth@arties, action should be taken
accordingly at the time of the nonpayment of thetaoner.

13. Monitor your receivables position using the averagllection period and the aging schedule
at a regular basis.
14.Follow the steps of risk management process i.gtifge analyse, evaluate, treat, monitor

and review, and communicate and consult risks wha@aging credit sales.
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15. Assign risk management team.
Since, EPSE,’s credit sales is exposed to riskia teonsisting oddequately qualifiechanagers
and experts from petroleum purchase, sales, aaddanfunctions accountable to the enterprise’s
CEO should be assigned to reduce its negative qorsees.

16. Learn other countries experiences of the same nature on the management of credit
sales/Receivables
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Appendices

A.Credit Sales Management

QUESTIONNAIRE

Dear respondents, first | would like to say thank wpu for your positive response and
valuable cooperation. | appreciate your time and dbrt in filling out this questionnaire that
only serves for my academic purpose in master of Biness administration (MBA)

program. The topic of my research paper deals witlthe management of credit
sales/receivables in the Ethiopian Petroleum Supplgnterprise (EPSE) which deserves due
attention and prompt solution from the board of directors and the management who are
responsible to manage risks. This study is assuméanladd value on managing credit sales of
the enterprise depending on reliable data to be delcted from the respondent and other
secondary sources.

| have tried to simplify the questionnaire in a waythat respondents can manage it within
not more than 15 minutes of time. Thank you again.

Remark put tick mark ( v') among the given scales that apply in its respegt line in the

box provided for each statement after completing te personal information part.

Part |

Respondent’s Personal information

1. Academic qualification: Bachelor’s degreqd | Master's deq P

2. Gender: Female[ |  Mal{_]

3. Age: Under 25[ ] 25-3[ | 36-45[ | above 45yea[ |

4. Work experience: Less than 5 year{ ] 5-10ye[ } 11-20 yeard |
above 20 year{ ]

5. Position: Junior professional | senior professio[ | managq |

Part Il
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Credit sales management

1. Signing sales and purchase agreement betweemtiigrise and its customers without
making creditworthiness analysis can have a senegative impact on the supply of petroleum
products in Ethiopia.

Strongly agree[ | AgrD Modeasgree| | DisagrD Strordjsagree] |
2. The existing policies, procedures, and objestiee managing the credit sales are effective

and adequate.

Strongly agree[ ] Agrd_] Modeeagree[ | Disagr{ | Strongly giiee [ ]
3. Selling the imported petroleum products to cunstis on credit basis without limit exposes the

enterprise to high financial risks.

Strongly agree|:| AgrD Modelga&greeD Disagre|:| StronglyagieeD
4. The enterprise considers both the internal atefeal changes affecting its credit sales

management.

Strongly agree |:| AgrD Madely agree|:| Disagre|:| Stron@ﬁytglreeD
5. The policies, procedures, and objectives foragarg the credit sales consider the most

important aspects to safeguard the collection céixables.
Strongly agre<—:|:| AgrD Modd;a&greeD Disagre|:| Strongl)ag'rxeeD
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B. Interview Questions checklist

For the EPSE management, credit sales and t=adtion experts
1. What are the consequences of the existing thiryg deedit sales in all financial aspects

of the enterprise?

2. What was the justification to make all the sell8@%) on credit basis ? Why not some

guantity on cash basis and some quantity on cbadis?

3. Would you suggest any other issues relatedat@riidit sales and collection risk that needs

a special attention?
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C. Group Discussion Questions Checklist

1.How do you evaluate the existing credit sales management of the enterprise with regard to

creditworthiness analysis, credit sales collection policies and procedures?

2.What are the major weaknesses of the credit sales management?

3.What do you recommend as a solution to improve the enterprise’s credit sales management?
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