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Abstract: This research paper focuses on the analysis of the financial risk of Lietuvos geleZinkeliai, AB
(eng. Lithuanian Railways), which activities are passenger and freight transportation by rail. In order to
assess the financial risk of the leading company areas of financial risk were identified and are as follows:
liquidity risk, credit risk and market risk. However, due to limited access to statistics only financial report of
the organisation were analysed and, hence, just liquidity and credit risk were investigated. Consequently,
the limitation of the current research is that only two categories of financial risk were analysed. For the
purpose of financial risk analysis, the key indicators of liquidity and credit risk were distinguished from the
literature. The results showed that the biggest problem of the company is too small short-term assets and
the profitability indicators, which were strongly influenced by net profit (loss).

Keywords: financial risk, liquidity risk, credit risk, Lithuanian Railways, case study
JEL Classification: G32

1 Introduction

All profit-making organisations experience different types of risks. One of such threats is a financial
risk. Hence, it is necessary to analyse the risk in order to manage it correctly. Actually, within the right
management, the financial risk could be lowered which, according to Blatt and Gulbin (2018), could
increase the liquidity of an organisation. Because of that, the analysis is the method that helps to choose
the write management direction.

The purpose of the current research is to analyse the financial risk of one of the largest Lithuanian
companies — Lietuvos geleZinkeliai, AB (eng. Lithuanian Railways) and assess the overall for its financial
risk. The primary activity of the company is passenger and freight transportation by rail; consequently,
financial risk is the one which the company experience in everyday activity while dealing with people
(passengers) and business companies. Hence, the aim of the study is to analyse the financial risk of Lietuvos
geleZinkeliai. Moreover, there is a lack of studies dealing with the assessing companies whose owner is the
Republic of Lithuania. It is crucial to research the risks of such companies as it is a big part of the country’s
economic activities that have an impact on the overall country’s financial well-being.

In the current paper, the key indicators of financial risk are distinguished. The indicators are identified
in order to analyse the financial risk of large organisations such as Lietuvos geleZinkeliai and could be used
for organisations’ financial risk assessment not only in Lithuania but also in other European countries.

The paper is divided into three main parts. The first part is dedicated to the literature review, where
the financial risk of a company is defined, and the necessity of its evaluation is discussed. In the second,
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methodological part, the key indicators of the financial risk are distinguished from the literature, and the
formulas for the calculations are provided. The third part is Empirical Findings, where the analysis of the
key indicators of financial risk is performed.

2 Literature Review

Financial risk is said to be a probability of loss; it can worsen the ability to provide sufficient returns,
finance debt, can lead to bankruptcy (Bartram, Brown, & Waller, 2015). According to Skoglund and Chen
(2015), financial risk is the probability that an enterprise will suffer financial losses due to market, credit or
liquidity risk. Financial risks could be defined as uncertainties related to any form of financing, including
credit risk, business risk, investment risk, and operational risk (Kou, Peng, & Wang, 2014). Mangla, Kumar,
and Barua (2015) define financial risk as any problem that is linked to funding sourcing. According to Moles
(2016), there are several ways in which financial risk can be described. Financial risk is closely related to
both the amount of money and the amount of time. The longer the time, the higher the financial risk and
the higher the amount, the higher the financial risk damage. Financial risks to the organisation are most
clearly reflected in its accounting records. A more general type of financial risk is understood as the risk of
financial loss that results from changes in the macroeconomic indicators and the competitive environment
of the organisation.

It can be argued that these concepts are alike since most theories claim that financial risk is a possibility
of experiencing financial losses. Two ideas state that financial risk may arise from credit, liquidity or market
risk. In other concepts, it is generally defined that financial risk is the probability of the organisation’s
financial results deviating negatively when it was planned otherwise. It is also indicated that there is a
relationship between the amount of financial risk, time and the sum of money, and the macroeconomic and
competitive environment may influence the financial risk.

According to the Ministry of Finance of the Republic of Lithuania (2017), the financial risk consists of
market, credit and liquidity risk. These risks occur when organisations manage their financial resources
and carry out other financial operations that ensure their business activities. Financial risk creates the
possibility of suffering losses; it can be broken down into three categories: credit risk, liquidity risk and
market risk. Credit risk may arise due to inadequate financial management in the company, as well as
partners, suppliers and customers. Liquidity risk relates to the financing process, market liquidity and
managed cash flows. Market risk may arise from available equity (stock price fluctuations) and debt
securities, exchange rates, commodity prices, and interest rate fluctuations. According to Solomon and
Muntean (2012), four main categories of financial risk can affect the company’s performance:

1. Market risk. This risk includes three subdivisions: exchange rate risk, interest rate risk, price risk.

2. Creditrisk. This is a type of risk when one part of a financial agreement will not comply with obligations
and will cause financial harm.

3. Liquidity risk. Liquidity risk may prevent the timely fulfilment of commitments. Liquidity risk may arise
from the inability to sell the financial asset quickly at a value close to its fair value.

4. Interest rate risk in cash flows. A risk that future cash flows may fluctuate due to changes in market
interest rates.

In order to fully analyse the financial risk of an organisation, all the categories ought to be analysed.
However, due to the lack of statistical information, the current study has limitations and only two categories
of financial risk are analysed. They are as follows: liquidity risk and credit risk.

3 Methodology

The assessment of a financial risk of an organization is a part of risk management process during which
the impact of financial risk on the organisation is established (Kumar, Jindal, & Velaga, 2018; Valaskova,
Kliestik, & Kovacova, 2018). In order to perform the financial risk assessment specific financial indicators
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ought to be evaluated (Solomon & Muntean, 2012). As it was mentioned before, liquidity risk and credit risk
are being analysed in the current research. Liquidity risk assessment could lead to the financial stability of

a company (Kim, 2018). Hence, it is necessary to analyse the key indicators of liquidity (see Table 1).

Table 1. Key indicators of liquidity (short-term solvency) (Source: compiled by authors, based on Bartkauskaité,
Stankeviciené, and Miecinskiené, 2016; Blach, 2010; Dedova, Malakhov, and Pilnik, 2017; NASDAQ, 2010; Silva and Loebel,

2016)

Indicator

Formula

Interpretation

Recommended Value

Current liquidity
(general short-term
solvency) ratio

Short-term assets

Short-term liabilities

The indicator shows to what extent
short-term assets cover short-term
liabilities.

The value of this indicator should
be 1.2 - 2 (times).

Critical liquidity
(rapid short-term
solvency) ratio

Short-term assets-Stocks

Short-term liabilities

This indicator is a more rigorous
assessment of the organization’s
liquidity since it is assumed that
stocks are illiquid. It shows every one
euro of short-term liabilities, availa-
ble assets that can be quickly sold.

The value of this indicator should
be ~ 1. Less than 0.5 value is
considered unsatisfactory.

Absolute liquidity
(short-term
solvency) indicator

Short-term liabilities

Money and money equivalents The indicator shows how much of

the short-term liabilities a company
can quickly cover in cash.

There are no very strict norms for
this indicator. In certain cases,

it has been established that the
indicator should not be less than
0.2. A high value of the indicator
can mean poor financial and cash
flow management.

Short-term indeb-
tedness ratio

Short-term liabilities

Total Assets

The indicator shows which part of
the organization’s total assets are
financed by short-term debts.

Estimated well if the indicator

is 0.2-0.4. The higher the debt
component of long-term debt, the
lower the risk.

Net working capital

Short-term assets-

Short-term liabilities

The indicator shows the difference
between short-term assets and
short-term liabilities.

An excessively high indicator
means the inefficient use of
resources and low solvency pro-
blems. Negative size of working
capital is not tolerable in the
company’s activities.

The ratio of net
working capital
total assets

Networking capital
Total Assets

The indicator shows the size of the
net investment in liquid assets less
short-term liabilities as compared
to the company’s total investment in
total assets.

A higher indicator indicates a
higher level of the company’s
liquidity.

After analysing the company’s liquidity risk, it would be further expedient to provide an analysis of the
second financial risk group - credit risk. This is useful since, in the assessment of each financial risk group,
a more precise summary of the overall financial risk can be provided.



22 — V. Skvarciany, L. Germanaité DE GRUYTER

Table 2. Key indicators for credit risk assessment (Source: compiled by authors, based on Mileris, 2012; NASDAQ, 2010;
PeSkauskaité and Jureviciené, 2017)

Indicator Formula Interpretation Recommended Value

Debt and equity ratio Total liabilities The indicator shows how The higher the debt capital compared to equity,
Equity capital much debt falls on one the greater the financial risk. The higher the
equity capital euro indicator, the more complicated the company’s

situation. If the indicator is less than or equal to
0.3, itis assessed very well, if the indicator is not
higher than 0.7, it is assessed well. If the indica-
tor is greater than 1, it means that liabilities are
greater than equity capital.

Asset turnover Sales revenue The indicator shows how If the asset turnover is > 2 (manufacturing compa-
Total Assets much sales fall on one total nies) and > 5 (trading companies), then the asset
assets euro. turnover is assessed very well, if the asset turno-

ver is equal to 1 (manufacturing companies) and
3 (trading companies), then the asset turnover is
assessed satisfactorily.

Indebtedness ratio Total liabilities The indicator shows how This indicator is important for creditors, the
(total debt ratio) Total assets much of the borrowed funds higher this indicator, the lower the level of
are used to build the total security. It is recommended that this indicator is
assets of the organization.  between 0.4 and 0.7.

Return on assets Net profit <1 The indicator shows how Itis argued that if the profitability of assets is
Total Assets much of net profit falls about 20%, then itis a good indicator, if about
on one assets euro. Reveals 15% -thenitis a good indicator, if < 8%, then
what part of the asset the profitability of the asset is satisfactory. It is
returns as a profit. necessary to compare the organizations opera-

ting in the same branches among themselves.

The ratio of equity Equity capital The indicator shows the part If the ratio is 1: 2, the ratio of equity to total
capital to total assets Total Assets of total assets constituting  assets is considered to be normal. Approximately
of equity capital. half of the financial resources may be lent.
Return on equity Net profit %100 The indicator shows how If > 20% - it is a good indicator, if <10% then
capital Equity capital much profit falls on each unsatisfactory. For foreign investors in Lithua-

monetary unit of the owner  nia- 25-30%. The companies of the same branch
that the owner has invested should be compared. Lietuvos geleZinkeliai
in the company and shows  annual target profitability of equity capital is 5.5

the company’s operating %.
efficiency.
Net profit margin Net profit <100 The indicator shows how When net profitability is > 25% - it is assessed
Sales revenue much the net euro is very good, when > 10 % - good, when < 10% -
earned by one euro of sales satisfactory, when < 5 % - unsatisfactory, and
revenue. when negative - bad.

The ratio of Retained Retained Earnings The indicator shows what The higher the indicator, the more retained ear-
Earning to total assets Total Assets part of the asset consists of nings compared to the company’s total assets.
retained earnings.

The ratio of net Networking capital The indicator shows the The higher the indicator, the more working
working capital to Sales revenue part of sales revenue consti- capital compared to the company’s income.
income tuting of working capital.
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Indicator Formula Interpretation Recommended Value

Gross profit margin Gross profit %100 The indicator shows how An appropriate value is considered when the
Sales revenue much gross profit falls on gross profitability is 10 - 35 %
one sale euro.

The ratio of short-term  Short-term assets The indicator shows the part The higher the indicator, the larger part of total
to total assets Total Assets of total assets constituting  assets consists of short-term assets.
of short-term assets.

The ratio of cash to Cash The indicator shows the The higher the indicator, the larger part of total
total assets Total Assets part of total assets made up assets consists of cash.
of cash.

4 Empirical Findings

As already mentioned in the methodological part when assessing one of the main financial risk groups of
Lietuvos geleZinkeliai liquidity risk, the following six financial indicators of the company are calculated:

— current ratio,

- quickratio,

— cashratio,

— current debt to total assets,

— theration of networking capital to total assets,

— net working capital.

The above-mentioned indicators provide information about the company’s financial liquidity. These
indicators are calculated on the basis of the formulas 1 to 6 described in the methodological section. The
figure below shows all liquidity risk indicators of Lietuvos geleZinkeliai in 2007-2017, except for the net
working capital indicator (see Fig. 1).
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? 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
= + = Current Ratio 1113 0,667 0,665 0,85 096 078 0701 0,902 1,064 0904 1,035
= = = == Quick Ratio 0,741 0,449 0422 0479 0,559 0,418 0421 0,559 0,561 0,495 0,645
= e= = (Cash ratio 0,232 0,081 0,04 0,157 0,24 0,148 0,188 0,265 0,093 0,114 0,131
esesesece Current Debt to Assets 0,09 0,13 0,11 0,08 0,08 0,08 0,09 0,07 0,04 0,05 0,05

e === The ratio of networking capital to assets 0,01 -0,04 -0,04 -0,01 -0,003 -0,02 -0,03 -0,01 0,003 -0,005 0,002

Fig. 1. Dynamics of liquidity risk indicators (except net working capital) of Lietuvos geleZinkeliai for 2007-2017 (Source: com-
piled by author, based on the annual reports of Lietuvos geleZinkeliai for the years 2007-2018)

According to Fig. 1, it can be stated that the current liquidity (general short-term solvency) ratio of Lietuvos
geleZinkeliai in 20072017 was too small and did not meet the required limits (1.2-2 times). The lowest value
of this indicator was recorded in 2009 — 0.665 times, and in 2007 the highest was 1.113 times. Such values of
current liquidity (general short-term solvency) show that the company has less short-term assets than short-
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term liabilities. The company should increase its short-term assets in order to improve the current liquidity
(general short-term solvency) indicator.

The critical liquidity (rapid short-term solvency) ratio of Lietuvos geleZinkeliai only in 2009 and 2012
2013 did not meet the recommendations, but in the aforementioned year, it did not deviate much from the
recommended value (0.5 times). The highest value of this indicator was recorded in 2007 - 0.741 times, and
the lowest in 2012 — 0.418 times.

The absolute liquidity (short-term solvency) in cash indicator of Lietuvos geleZinkeliai in 2008-2009
and 20152018 did not meet the recommended value (at least 0.2 times), which means that in these years
the company’s cash was an insufficient part of the available short-term assets. The lowest value of this
indicator was recorded in 2009 - 0.081 times, and the highest in 2014 — 0.265 times.

In the period of 2007-2017, the short-term indebtedness ratio of Lietuvos geleZinkeliai corresponded
to the recommended values (0.2-0.4 times), the highest short-term indebtedness ratio was in 2008 — 0.13
times, and the lowest in 2015 — 0.04 times, which shows lower risk, because the higher part of debts consists
of long-term debts, the lower the risk.

The ratio of net working capital to total assets in the period of 2007-2017 only in 2007, 2015 and June
2017 was positive, which determined the values of net working capital, which were positive namely in these
years. In all other years, the ratio of net working capital to total assets of the company did not meet the
requirements, the negative indicator indicates the solvency problems of the company, as the short-term
indebtedness ratio does not exceed the recommended value, and therefore the company should increase
its short-term assets.

After examining five company liquidity indicators, changes in net working capital of the company in
the period of 20072017 are presented (see Fig. 2).

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
----- Net working capital 9,617 -49,8 -42,39 -13,96 -4,451 -29,09 -4842 -13,7 5,81 -10,11 3,683

Fig. 2. Dynamics of net working capital of Lietuvos geleZinkeliai for 2007-2017 (Source: compiled by author, based on the
annual reports of Lietuvos geleZinkeliai for the years 2007-2018)

According to Fig. 2, it is clear that the net working capital of Lietuvos geleZinkeliai only in 2007, 2015 and in
2017 was positive and consistent with the recommended value (it was positive), the largest working capital
was in 2007, 9.617 million Euros, and the lowest in 2008, -49.796 million Euros. Based on these data, it
can be argued that the company’s short-term liabilities far exceed the company’s short-term assets. The
company should increase its short-term assets in order to improve this indicator.

In assessing the credit risk of Lietuvos geleZinkeliai 15 indicators are calculated: current liquidity ratio,
debt and equity ratio, asset turnover, the ratio of net working capital to total assets, indebtedness ratio,
return on assets, the ratio of equity capital to total assets, return on equity capital, critical liquidity ratio,
net profit margin, the ratio of retained earnings to total assets, the ratio of net working capital to income,
gross profit margin, the ratio of short-term to total assets, the ratio of cash to total assets. Since in assessing
the liquidity risk, the current liquidity ratio, the critical liquidity ratio and the ratio of net working capital
to total assets were calculated and described, these indicators are not commented in the assessment of



DE GRUYTER Financial Risk Assessment: Case of ,,Lietuvos GeleZinkeliai“, AB =—— 25

the credit risk, all other indicators are calculated on the basis of the formulas 7-18, commented on the
basis of recommendations (see Table 2), the company’s financial indicators required for calculations (see
Appendix) are used from the annual reports of Lietuvos geleZinkeliai for 2007-2017. The following are the
profitability indicators of Lietuvos geleZinkeliai, which help to assess the credit risk (see Fig. 3).

Based on Fig. 3, it can be argued that the gross profit margin of Lietuvos geleZinkeliai always met the
recommended value (10-35 %). The highest gross profit was recorded in 2007, 21.5 %, and the lowest in
20009, 11.9 %. The highest net profit margin in the period of 2007-2017 was in 2007, 9.5 %, and the lowest in
June 2017, - 2,1 %, but it should be taken into account that the data of 2017 is only for a half a year, the lowest
annual net profit margin recorded was -0.4 %. It is also seen that the company’s net profit margin has been
steadily decreasing since 2011, since 2014 it did not meet the recommended value (when the indicator is less
than 5%, not satisfactory), and from negative since 2016, which is badly assessed. This result was driven
by declining sales revenue and net profit, which has been negative since 2016. Profitability of own capital
during the analysed period complied with recommendations in the analysed period only in 2007 (5.5%),
did not meet the recommendations in the following years, since 2016, the profitability of equity capital has
been negative, it was caused by net loss. The highest return on equity capital was recorded in 2007, -6.4 %,
the lowest — in June 2017, -0.4, but it should be taken into account that the data of 2017 is only for a half
a year, the lowest annual return on equity capital was recorded in 2016, -0.2. The largest return on assets
of the company was in 2007, 4.1 %, and the lowest in June 2017, 0.21, but it should be taken into account
that the data of 2017 is only for a half a year, the lowest annual return on assets was in 2016, -0.1. It is also
seen that the return on assets since 2016 is negative, caused by the net loss. To sum up, it can be argued
that only the gross profit margin met the recommended values throughout the analysed period. It is also
possible to say that the negative changes in profitability indicators were strongly influenced by net profit,
which has been negative since 2016. The economic downturn in Lithuania and neighbouring countries,
in particular, the decrease in freight volumes (especially in Kaliningrad direction), was the main negative
impact on its activities. What is more, the negative net profit was due to lower sales revenue, their decrease
was influenced by a decrease in cargo transportation volumes, structural changes in cargo transportation,
decreasing volumes of additional services related to freight transport activities, as well as negative results
were affected by a fine for restricting competition by using the market situation.
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2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
= . = Return on Assets 4,1 2,7 0,3 1,5 3 2.4 1,6 1 0,1 -0,1 -2,1
= = = Return on equity 6,4 4,9 0,6 2,5 5,4 4,8 2,8 2 0,3 -02  -04
--------- Net profit margin 9,5 6,9 1,1 4.8 9,1 7,5 6,2 4.4 0,6 04 -2,
----- Gross profit margin 21,5 17,9 11,9 164 202 174 16,5 16,6 154 151 123

Fig. 3. Dynamics of profitability indicators of Lietuvos geleZinkeliai for 2007-2017 (Source: compiled by author, based on the
annual reports of Lietuvos geleZinkeliai for the years 2007-2018)

The following are the indicators of the capital structure of Lietuvos geleZinkeliai (see Fig. 4).



26 = V.Skvarciany, L. Germanaité DE GRUYTER

0,7

0.6 e P T P cveeen,

05 R LTTISSRRRTLLL JERRETTS RTT JETTTTTTT TSRO

g’: ,/"~~~~‘~~~ __,——“'—"“\ SScmm——— .

) ,’ Sese——=

0,2 -, — . L T T e~

0,1

0 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
== === Debt and equity ratio 0,26 042 039 0,31 0,3 0,35 0,38 043 034 034 0,32
= = [ndebtedness ratio 0,16 0,23 0,21 0,18 0,17 0,18 021 021 0,18 0,18 0,17

«+++++++« The ratio of equity capital to assets 0,64 0,55 0,53 0,58 0,56 0,51 0,55 0,5 0,53 0,53 0,53

Fig. 4. Dynamics of capital structure indicators of Lietuvos geleZinkeliai for 2007-2017 (Source: compiled by author, based on
the annual reports of Lietuvos geleZinkeliai for the years 2007-2017)

According to Figure 4, it can be stated that the ratio of equity capital to total assets of Lietuvos geleZinkeliai
in the period of 2007-2017 slightly exceeded the recommended rate (0.5 times) in 2007, 2010, 2011 and 2013,
which means that in the aforementioned years, slightly more than half of the financial sources were lend,
this means a higher risk. The debt and equity ratio is consistent with the recommendations (if the indicator
is not more than 0.7 times, well assessed), this means that the liabilities of the company do not exceed
the equity capital, which means less financial risk. The largest debt and equity ratio were in 2014,0.43
times, and the lowest in 2007, 0.26. The company’s debt ratio over the analysed period was in line with the
recommended values (not more than 0.7), which is very good, because this indicator is extremely important
for creditors, the higher the indicator, the lower the level of security. The highest indebtedness ratio was
recorded in 2008, 0.23 times, and the lowest in 2007, 0.16 times. In summary, the capital structure indicators
of the analysed company usually met the recommended values, and if there were any discrepancies, they
were minimal, which means that the company effectively manages its capital, is more reliable for creditors.
Other financial indicators of Lietuvos geleZinkeliai are presented below (see Fig. 5).

0,05
BT i 30 N = ame o
-0,05 . . o~ s

0,1 . . -

-0,1
0.15 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
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assets 0,041 0,027 0,001 0,015 0,03 0,024 0,016 0,01 0,001 0,001 0,003

= = Theratio Ofﬂf}t:f)‘r’fe‘mg capital 0 4 0,108 -0,124 -0,035 -0,009 0,058 -0,106 -0,03 0,014 -0,025 0,018
= = = =« The ratio of short-term to total
assets

+++eee«++ The ratio of cash to assets 0,021 0,01 0,004 0,012 0,019 0,013 0,017 0,018 0,004 0,006 0,007

0,1 0,08 0,07 007 008 007 006 006 005 005 0,05

Fig. 5. Dynamics of other indicators of Lietuvos geleZinkeliai for 2007-2017 (Source: compiled by author, based on the annual
reports of Lietuvos geleZinkeliai for the years 2007-2017)

Based on Fig. 5, it can be seen that the ratio of short-term to total assets of Lietuvos geleZinkeliai in the
period of 2007-2017 was extremely low, which means that the company’s short-term assets, throughout the
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years, except for 2007 (in 2007 it was 10 %), accounted for less than 10 % of total assets, which means that
the company holds the largest part of its assets in fixed assets, which may mean the company’s financial
liquidity problem. The ratio of retained earnings to total assets during the analysed period was the highest
in 2007, 0.04 times, and the lowest in June 2017, 0.03, however, it is necessary to assess the fact that the data
of 2017 is only for a half a year, the lowest annual ratio of retained earnings to total assets was in 2016, -0.01.
This indicator has been negative since 2016, due to the company’s net loss. Also in the analysed period, the
ration of retained earnings to total assets was below 0.1, which means that the retained earnings during the
analysed period did not exceed 10 % of the total assets. The ratio of cash to total assets during the analysed
period was below 0.1, which means that the cash represented no more than 10 % of the total assets. The
highest value of the indicator was in 2007, 0.021 times, and the lowest in 2009 and 2015, 0.004 times. The
ratio of net working capital to income during the analysed period almost always, except for 2007, 2015 and
June 2017, was negative, the indicator was negative due to negative net working capital. To summarize,
these indicators are more difficult to assess because they do not specify specific numerical values, but it can
be argued that the negative ratio of net working capital to income and the ratio of short-term to total assets
indicate a small value of the company’s short-term assets, which means the problem of the company’s
financial liquidity. The ratio of cash to total assets indicates that a very small part of the assets in cash,
which may mean the problem of the company’s financial liquidity.
Below is the asset turnover of Lietuvos geleZinkeliai (see Fig. 6).
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Fig. 6. Dynamics of asset turnover of Lietuvos geleZinkeliai for 2007-2017 (Source: compiled by author, based on the annual
reports of Lietuvos geleZinkeliai for the years 2007-2017)

According to Fig. 6, it can be seen that the asset turnover of Lietuvos geleZinkeliai in the period 200722017 did
not meet the recommendations; it did not even reach three, which is badly assessed. A low asset turnover
indicator indicates insufficient sales revenue, so the company should increase its sales revenue in order to
improve its asset turnover. The largest asset turnover was in 2007, 0.43 times, and the lowest was in 2017, 0.1
times, but it is necessary to assess the fact that the data of 2017 is only for a half a year, the lowest annual
asset turnover was in 2016, 0.2 times.

5 Conclusions

Summarizing the liquidity risk assessment of Lietuvos geleZinkeliai, it can be argued that the biggest
problem of the company is too small short-term assets, which was shown by the current liquidity (general
short-term solvency) ratio of the company, which the analysed period never met the recommended values;
the networking capital indicator, which was positive only three times during the analysed period. The short-
term indebtedness ratio showed that the company’s short-term liabilities are not too high, so the company
should increase the short-term assets in order to increase financial liquidity.
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Summing up the company’s credit risk, it can be argued that the company’s biggest problem is the
profitability indicators, which were strongly influenced by net profit (loss). It can also be argued that the
problem of the company is the too small quantity of the short-term asset, as well as insufficient sales volumes.
In order to look more attractive to creditors, the company should increase short-term assets, cash and sales
revenue, which would have an impact on net profit growth, which also means improving profitability
indicators. The results might contribute to the activities carried out by the Government of Lithuania in
managing the performance of Lietuvos gelezinkeliai, AB and could show the directions of financial risk
assessment which, in turn, provides the guidelines in planning the strategy for further risk management.

However, there is a limitation of the research. In the current study, only financial risk indicators are
analysed. The limitations provide further research direction — evaluating of other risks of the activities
of Lietuvos geleZinkeliai, AB. The risks that could be analysed in the future are as follows: strategic risk,
reputational risk, compliance risk, operational risk. Since all the risks are evaluated, the model of risk
management could be designed.
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