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ABSTRACT 

 

Accounts receivable management is one of the most consequential — 

yet frequently underestimated — levers of corporate financial 

performance. This article examines how the policies, practices, and 

systems that govern trade credit and collections shape a firm's 

liquidity, profitability, and long-run value. Drawing on empirical 

evidence across manufacturing, retail, and services sectors, the paper 

traces the causal pathways from credit-granting decisions through 

collections efficiency to key financial ratios, including return on 

assets, current ratio, and net profit margin. The article identifies the 

principal risk factors that lead to receivables deterioration, reviews 

contemporary management frameworks such as the cash conversion 

cycle and Days Sales Outstanding (DSO) benchmarking, and proposes 

an integrated governance model for optimizing receivables portfolios. 

Findings indicate that firms with disciplined receivables management 

consistently outperform peers on liquidity and profitability metrics. 

Practical recommendations are offered for finance managers seeking 

to translate receivables discipline into measurable shareholder value. 

 

Keywords: accounts receivable, working capital management, 

financial performance, cash conversion cycle, Days Sales 

Outstanding, credit policy, liquidity 

 

 

 

 

 

 

 

 

 

 

 

How to Cite this Article: 
K, R. (2026). Accounts Receivables Management 

and its Impact on Financial Performance. 

International Journal of Creative and Open 
Research in Engineering and Management, 

<i>02</i>(05). 

https://doi.org/10.55041/ijcope.v2i5.857 

License:  

This article is published under the terms of the 

Creative Commons Attribution 4.0 International 
License (CC BY 4.0), which permits unrestricted 

use, distribution, and reproduction in any 

medium, provided the original author(s) and the 
source are credited. 

© The Author(s). Published by International 

Journal of Creative and Open Research in 
Engineering and Management. 

    

     
https://doi.org/ 10.55041/ijcope.v2i5.857 
 

https://ijcope.org/
mailto:dhaneeshv.som@dsuniversity.ac.in


International Journal of Creative and Open Research in Engineering and Management    

ISSN: 3108-1754 (Online) 

Volume 02 Issue 05 May-2026 | Impact Factor: 3.5 

© 2026 The Author(s). Published by IJCOPE Journal. Website: https://ijcope.org/                                                                                                                   2 

1. INTRODUCTION 

 

Every time a business extends credit to a customer, it effectively becomes a lender. It ships goods or delivers a 

service today and trusts that payment will arrive on agreed terms — thirty days, sixty days, ninety days hence. 

Multiplied across hundreds or thousands of customers, these informal lending arrangements accumulate into what 

accountants record as accounts receivable: perhaps the single largest category of current assets on the typical 

corporate balance sheet. 

The stakes attached to how well a company manages those receivables are surprisingly high. Research spanning 

multiple industries and continents consistently shows that the speed and reliability with which receivables are 

converted into cash can make or break a firm's ability to fund its own operations, service its debts, and return 

value to shareholders. A business that grows its revenues rapidly while letting its receivables balloon unchecked 

may find itself technically profitable yet dangerously short of liquidity — a condition sometimes described, with 

dark humor in finance circles, as dying of success. 

This article explores that dynamic in depth. It examines the theoretical foundations of accounts receivable 

management, the empirical evidence linking receivables practices to financial performance, the primary risks that 

cause receivables portfolios to deteriorate, and the management tools and governance frameworks that leading 

companies use to keep those risks in check. The article concludes with practical recommendations for finance 

managers who want to translate receivables discipline into tangible improvements in their company's financial 

ratios and, ultimately, its market valuation. 

 

2. LITERATURE REVIEW 

 

The academic treatment of accounts receivable management is rooted in the broader literature on working capital 

management and corporate liquidity. Several important research streams converge on the question of how 

receivables management affects financial performance. 

Richards and Laughlin (1980) introduced the Cash Conversion Cycle (CCC) as a comprehensive measure of 

working capital efficiency, demonstrating that the speed with which a company converts its investments in 

inventory and receivables back into cash is a primary determinant of operational liquidity. Their framework 

positioned Days Sales Outstanding as a key component of working capital management — one that is directly 

controllable through credit and collections policy. This foundational contribution continues to anchor empirical 

research on receivables and financial performance. 

Petersen and Rajan (1994) explored the economic rationale for trade credit extension, finding that sellers offer 

credit terms not merely as a commercial convenience but as a mechanism to attract customers, price-discriminate 

across buyer segments, and strengthen commercial relationships. Their insight reframed accounts receivable from 

a passive accounting balance to an active strategic instrument — one with important implications for how credit 

policies should be designed and evaluated. 

Deloof (2003), in a landmark study of 1,009 large Belgian non-financial firms over 1992–1996, established a 

statistically significant negative relationship between the number of days accounts receivable were outstanding 

and firm profitability measured by gross operating income. His finding — that more profitable firms maintain 

tighter receivables — has since been replicated across multiple geographies and industries, establishing DSO 

reduction as one of the most reliable pathways to improved financial performance. 

Gill, Biger, and Mathur (2010) confirmed Deloof's findings for American manufacturing firms, demonstrating 

that shorter cash conversion cycles, driven in part by reduced DSO, were associated with higher gross operating 

profit. Their study also highlighted the sector-specificity of working capital dynamics, noting that optimal DSO 

targets vary across industries based on competitive norms and customer characteristics. 
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3. RESEARCH METHODOLOGY 

 

3.1 Research Design 

This study adopts a descriptive and analytical research design. The descriptive component involves 

systematically documenting the accounts receivable structures and financial performance profiles of the sample 

companies over a five-year period. The analytical component applies financial ratio analysis, trend analysis, and 

cross-company comparative assessment to identify relationships between receivables management and financial 

outcomes. 

3.2 Sample Selection 

Six major listed Indian companies across manufacturing, wholesale distribution, and business-to-business 

services were selected as the study sample. Selection criteria included availability of complete published financial 

statements for the study period, material accounts receivable balances (indicating active engagement in trade 

credit), and diversity of sector, size, and geographic profile. The sample was designed to capture meaningful 

variation in receivables management practices and financial outcomes. 

3.3 Data Sources 

The study relies on secondary data drawn from the audited annual reports and investor presentations of the 

selected companies for the five-year period 2019–20 to 2023–24. Supplementary industry data was obtained from 

the Reserve Bank of India's sector studies, the Confederation of Indian Industry working capital benchmarking 

reports, and the Institute of Chartered Accountants of India's financial analysis publications. All financial data 

was extracted systematically and cross-verified against multiple sources to ensure accuracy. 

3.4 Analytical Tools 

Financial ratio analysis forms the primary analytical methodology. The ratios computed and interpreted include: 

Days Sales Outstanding (DSO), Gross Profit Ratio (GPR), Net Profit Ratio (NPR), Operating Cost Ratio, Return 

on Assets (ROA), Return on Equity (ROE), Current Ratio, Quick Ratio, and Operating Cash Flow Margin. Trend 

analysis tracks changes in these ratios over the five-year period. Cross-company comparison identifies 

performance differentials and their underlying drivers. The Cash Conversion Cycle (CCC) is used as an 

integrating metric to assess overall working capital efficiency. 

 

 

4. IMPACT ON FINANCIAL PERFORMANCE 

 

The connection between accounts receivable management and financial performance operates through several 

distinct pathways. Each is measurable, each is meaningful to investors and creditors, and each can be influenced 

by managerial action. 

4.1 Liquidity Metrics 

The most immediate impact of receivables management is on liquidity. A high accounts receivable balance, 

particularly one that is aging or of uncertain collectibility, can create a dangerous illusion on the balance sheet: 

the firm appears to have substantial current assets, yet those assets cannot readily be converted to cash when 

obligations come due. 

The current ratio (current assets ÷ current liabilities) and the quick ratio ((current assets − inventory) ÷ current 

liabilities) are the standard measures of short-term liquidity that lenders, rating agencies, and counterparties 

scrutinize. Both ratios include receivables in the numerator, implicitly assuming that those receivables are 

collectible within the measurement period. When receivables are slow-moving or impaired, the ratios overstate 

true liquidity — sometimes dramatically. 
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Table 1: Liquidity Metrics — High vs. Low DSO Companies (Illustrative Benchmarks) 

Metric Low DSO (<30 

days) 

Moderate DSO (30–

60 days) 

High DSO (>60 

days) 

Current Ratio 2.4x 1.8x 1.2x 

Quick Ratio 1.9x 1.4x 0.8x 

Bad Debt % of 

Revenue 

0.3% 1.1% 3.4% 

Cash Cycle (days) 22 41 68 

Interest Expense/Rev 1.2% 2.1% 3.9% 

 

4.2 Profitability Metrics 

Beyond liquidity, receivables management affects profitability through two channels: bad debt expense and 

financing costs. Every dollar of receivables that is ultimately uncollectible flows directly through the income 

statement as a bad debt expense, reducing both gross profit and net income. For companies with thin margins — 

as is common in distribution and retail — bad debt of even 1–2% of revenue can eliminate a significant fraction 

of operating profit. 

The financing cost channel is subtler but equally real. When receivables take sixty or ninety days to collect instead 

of thirty, the company must bridge the gap by borrowing from its bank, drawing on its revolving credit facility, 

or forgoing investments it would otherwise make. The interest and opportunity cost of that gap funding is a real 

economic cost that does not always surface prominently in reported earnings but does accumulate over time to 

erode return on equity and return on assets. 

4.3 Cash Flow and Investment Capacity 

Working capital efficiency — heavily influenced by receivables — directly determines a firm's operating cash 

flow, even when EBITDA is stable. The cash flow statement's reconciliation from net income to operating cash 

flow reveals the working capital effect: an increase in receivables is a use of cash, exactly as if the company had 

bought equipment or paid down debt. Companies that grow revenues aggressively without managing receivables 

effectively often report strong earnings but weak operating cash flows — a divergence that experienced analysts 

treat as a warning signal about earnings quality. 

The investment implications are tangible. A company that frees up 15 days of DSO on $500 million in revenues 

unlocks approximately $20 million of cash — capital that can fund capital expenditure, accelerate debt reduction, 

or support share buybacks without any new external financing. Receivables optimization, in this sense, is one of 

the most capital-efficient forms of value creation available to a finance team. 

4.4 Credit Ratings and Cost of Capital 

Rating agencies and credit analysts pay close attention to working capital trends, and receivables quality features 

prominently in their assessments. Deteriorating DSO, rising bad debt provisions, or growing concentrations of 

receivables in financially stressed customer segments can prompt analysts to revise their view of a company's 

financial risk — sometimes resulting in credit rating downgrades that raise borrowing costs across the entire 

capital structure. 

The cost-of-capital effect is not hypothetical. Academic research on credit spreads consistently finds that working 

capital efficiency is one of the predictors of the risk premium that investors and lenders charge. Companies in 

the top quartile of working capital efficiency typically finance themselves 50–150 basis points more cheaply than 

those in the bottom quartile — a difference that, over time, compounds into a substantial competitive advantage. 

https://ijcope.org/


International Journal of Creative and Open Research in Engineering and Management    

ISSN: 3108-1754 (Online) 

Volume 02 Issue 05 May-2026 | Impact Factor: 3.5 

© 2026 The Author(s). Published by IJCOPE Journal. Website: https://ijcope.org/                                                                                                                   5 

5. RISK FACTORS IN ACCOUNTS RECEIVABLE MANAGEMENT 

 

Understanding what causes receivables portfolios to deteriorate is as important as understanding their financial 

consequences. In practice, receivables problems rarely arise from a single cause. They tend to emerge from the 

interaction of multiple risk factors, some external and some deeply internal to the organization. 

5.1 Credit Risk: The Foundation 

Credit risk — the probability that a customer will not pay as agreed — is the fundamental risk in any receivables 

portfolio. It is determined by factors both at the customer level (financial health, payment history, industry 

conditions) and at the portfolio level (concentration, geographic diversification, tenor distribution). Companies 

that fail to apply systematic credit assessment before extending terms are essentially building receivables 

portfolios blindly, accepting risks they have not priced. 

5.2 Operational Inefficiencies in the Order-to-Cash Process 

Even when a customer intends to pay promptly, operational failures in the order-to-cash process can delay 

collection. Disputes arising from incorrect invoices, shipment discrepancies, or pricing errors are among the most 

common causes of overdue receivables in well-managed companies. Research by credit management associations 

suggests that 30–40% of late payments in business-to-business transactions are attributable to disputes rather than 

financial distress — which means that invoice accuracy is as important a collection tool as phone calls and 

dunning letters. 

    5.3 Economic and Sector Cyclicality 

External economic conditions modulate credit risk across entire receivables portfolios simultaneously. During 

economic downturns, customer default rates rise, payment terms are stretched by financially stressed buyers, and 

the value of collateral or credit insurance policies may fall at exactly the moment they are most needed. 

Companies that did not stress-test their credit policies against adverse scenarios are routinely surprised by how 

quickly receivables quality deteriorates in a downturn. 

5.4 Foreign Exchange and Cross-Border Risk 

For companies with significant international operations, receivables denominated in foreign currencies introduce 

exchange rate risk on top of credit risk. A receivable booked at a favorable rate can erode in domestic-currency 

value before collection, transforming what appeared to be a profitable sale into a loss. Cross-border collection 

also faces additional complexities: differing legal frameworks, longer dispute resolution timelines, cultural norms 

around payment timing, and the practical challenges of pursuing legal remedies across jurisdictions. 

6. INTEGRATED RECEIVABLES MANAGEMENT FRAMEWORK 

 

Effective receivables management is not a single activity but an integrated system spanning credit policy, 

customer onboarding, invoicing, collections, and reporting. Leading companies treat this system as a strategic 

capability rather than a back-office administrative function. The following framework draws together the 

essential components. 

6.1 Credit Policy Design 

A credit policy is the foundational document that governs who receives credit, how much, and on what terms. A 

well-designed credit policy balances two objectives that are inherently in tension: maximizing revenue 

opportunity (which favors permissive credit terms) and minimizing credit loss exposure (which favors restrictive 

terms). The optimal policy is neither extreme; it calibrates terms to the risk profile of each customer segment. 
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Best-practice credit policies segment customers by risk tier — often three to five tiers, from investment-grade 

customers who receive the most favorable terms to higher-risk customers who are extended shorter terms, smaller 

credit limits, or require advance payment or letters of credit. Credit limits are established quantitatively, based 

on customer financial data, payment history, and industry benchmarks, and are reviewed at regular intervals 

rather than left static until a problem emerges. 

6.2 Days Sales Outstanding (DSO) Benchmarking 

DSO is the primary operational metric for receivables management: it measures the average number of days 

between a sale and its collection. DSO = (Accounts Receivable ÷ Total Revenue) × Number of Days. While DSO 

is straightforward to calculate, its interpretation requires care. A rising DSO may reflect deliberate strategic 

decisions (extending terms to attract large customers) as well as operational problems (poor collections, invoice 

disputes). Effective management decomposes DSO into its components: best-possible DSO (reflecting only 

current, undisputed invoices) and delinquency-driven DSO (reflecting overdue balances). The gap between actual 

and best-possible DSO is a direct measure of collections inefficiency. 

Table 2: DSO Benchmarks by Industry Sector 

Industry Sector Best-in-Class DSO Industry Average 

DSO 

Laggard DSO 

Manufacturing 28 days 42 days 65 days 

Wholesale 

Distribution 

32 days 48 days 72 days 

Business Services 35 days 55 days 80 days 

Retail (B2B trade) 22 days 38 days 58 days 

Technology / SaaS 30 days 45 days 70 days 

6.3 Collections Strategy and Escalation 

Even with good credit policies, some receivables will become overdue. The collections function determines how 

quickly and effectively those situations are resolved. Best practice involves a structured escalation process: 

automated reminders before and at invoice due date; personal outreach by collections staff for moderately 

overdue accounts; escalation to senior collections management or specialist collectors for significantly overdue 

accounts; and referral to external collection agencies or legal action for chronic or large defaulters. 

The timing and tone of collections communications matters more than is sometimes recognized. Research in 

behavioral finance shows that early, friendly contact — rather than adversarial dunning letters — produces better 

payment outcomes for the majority of overdue accounts. Most late-paying customers are not malicious; they are 

busy, disorganized, or themselves experiencing cash flow pressure. A collections process that distinguishes 

between these customer types and responds appropriately to each will outperform a one-size-fits-all approach. 

6.4 Technology and Automation 

Technology has transformed receivables management in ways that were unimaginable even a decade ago. 

Artificial intelligence-powered platforms can now predict, with meaningful accuracy, which invoices are likely 

to become overdue before their due dates — allowing collections teams to intervene proactively rather than 

reactively. Robotic process automation can handle routine collections communications, cash application, and 

dispute logging, freeing collectors to focus on complex or high-value accounts where human judgment adds 

genuine value.Electronic invoicing and payment portals have compressed collection timelines by making it easier 

for customers to receive, approve, and pay invoices without paper-based delays. Companies that have 

implemented self-service payment portals typically report DSO improvements of 5–10 days — a material gain 

achievable with relatively modest investment. 
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7.GOVERNANCE AND IMPLEMENTATION 

 

The most sophisticated receivables management framework will underperform if it lacks organizational backing. 

Implementation is where many companies stumble, not because the concepts are difficult, but because receivables 

management requires sustained cross-functional collaboration — between sales, finance, operations, and IT — 

and sustained executive attention. 

7.1 Organizational Ownership 

Clear accountability is the cornerstone of effective receivables governance. Leading companies designate a senior 

owner for receivables performance — typically the CFO or Treasurer — with direct management responsibility 

vested in a dedicated Accounts Receivable Manager or Director of Credit. The scope of this role should 

encompass credit policy design, collections management, reporting, and continuous improvement, rather than 

just the operational task of sending invoices and chasing payments. 

      7.2 Incentive Alignment 

Perhaps the single most powerful lever for improving receivables management is aligning incentives. When sales 

teams are rewarded purely on revenue booked — without any consequence for the collectibilityof that revenue 

— they have an organizational rationale to push credit policies toward leniency. When a portion of sales 

compensation is tied to cash collected (or to DSO performance on accounts managed by the salesperson), 

incentives shift dramatically. The evidence from companies that have made this change is consistently positive: 

not only does DSO improve, but the quality of new customers brought in by the sales force also improves, because 

salespeople become more selective about who they offer extended credit terms to. 

    7.3 Reporting and KPI Dashboard 

What gets measured gets managed — nowhere more than in receivables. A best-practice receivables dashboard 

includes, at minimum: DSO (total and decomposed into current and delinquent); aging analysis by bucket 

(current, 1–30 days, 31–60 days, 60–90 days, 90+ days); bad debt provision and write-off rate; collections 

effectiveness index (CEI); and customer concentration analysis. These metrics should be reported monthly to 

senior management and reviewed in detail weekly by the receivables management team. 

Exception reporting — highlighting individual accounts, business units, or customer segments that are trending 

adversely — is as important as aggregate metrics. By the time a problem appears clearly in aggregate DSO, it 

has often been building for months at the account level. Early-warning systems that flag deteriorating account 

behavior trigger intervention before situations become serious. 

7.4 Continuous Improvement Culture 

Receivables management is not a project with a completion date; it is an ongoing operational discipline. The 

most effective organizations treat it with the same seriousness they apply to quality management or safety: setting 

performance targets, tracking against those targets with rigor, conducting root-cause analysis when targets are 

missed, and celebrating meaningful improvements. Periodic external benchmarking against industry peers helps 

teams understand whether their performance represents genuine leadership or merely satisfactory lagging. 

8. CONCLUSION AND RECOMMENDATIONS 

Accounts receivable management is, at its core, a discipline of operational finance that has direct, measurable, 

and material consequences for a company's financial performance. The evidence reviewed in this article supports 

three overarching conclusions. 

First, receivables quality is a leading indicator of financial health. Companies that allow receivables to 

accumulate — whether through liberal credit policies, weak collections, or operational inefficiency — 

consistently underperform on liquidity, profitability, and cash generation. The damage is not always immediately 

visible in reported earnings, which is why sophisticated investors and analysts treat working capital trends as an 

important signal of earnings quality and financial risk. 
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Second, receivables management is a source of competitive advantage. Companies that optimize their receivables 

portfolios free up substantial cash that can be reinvested without external financing, achieve lower borrowing 

costs through stronger credit profiles, and develop the organizational discipline to sustain superior financial 

performance across business cycles. 

Third, improvement is achievable through deliberate management action. DSO is not a fixed characteristic of an 

industry or business model; it is a management outcome. Companies that invest in credit policy rigor, collections 

process excellence, technology enablement, and incentive alignment consistently improve their receivables 

performance — and the financial results follow. 

8.1 Recommendations for Finance Managers 

Based on the foregoing analysis, the following recommendations are offered for organizations seeking to improve 

their receivables management and financial outcomes: 

 

• Establish a formal credit policy with risk-tiered customer segmentation and quantitative credit limits, reviewed 

annually and after material changes in customer financial condition. 

• Adopt DSO as a primary financial management KPI, reported monthly to senior management, decomposed 

into best-possible and delinquency-driven components to isolate improvement opportunities. 

• Invest in order-to-cash process quality — particularly invoice accuracy and electronic invoicing — 

recognizing that operational disputes are a major preventable cause of overdue receivables. 

• Align sales incentives to include a collections component, ensuring that the revenue growth and receivables 

risk objectives of the organization are internalized by the teams driving credit decisions. 

• Implement early-warning reporting at the account level, enabling proactive collections intervention before 

overdue situations become entrenched. 

 

8.2 Directions for Further Research 

While the evidence base on receivables management and financial performance is substantial, several important 

questions merit further investigation. The dynamics of receivables management in platform and marketplace 

business models — where trade credit relationships are multilateral rather than bilateral — are not well 

understood. The impact of supply chain finance programs on the distribution of receivables risk between buyers, 

sellers, and financial intermediaries deserves more systematic empirical analysis. And the long-run effects of 

artificial intelligence tools on receivables quality and financial outcomes, as adoption accelerates, will be an 

important area for future longitudinal research. 
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