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Supporting of enterprise’s proper financial position is one of the key conditions
of business sustainability. Nowadays, both scholars and business experts often use
traditional methodical approaches to analyse and assess the business’ financial
position based on mostly relative indicators. It has been found out that it is
impossible to define the objective level of enterprise’s financial position using
financial statements’ data at a certain date. That is the main assessment problem.
It has been proved that financial coefficients used to determine business’ financial
position have some disadvantages as they are static (these indicators are
calculated based on balance data, which characterize the property status of an
enterprise at a certain date); there is a lack of information to forecast future
financial inflows and payments; potential liabilities are excluded from coefficients
calculations; future pay-outs that could affect future cash outflows are neglected.
It has been illustrated that any managerial decision is reflected in the dynamics of
economic indices. Therefore, it is expedient to use their dynamic measures — the
growth rate as the characteristic of indices’ ranking. The best dynamic financial
position of an enterprise correlates with standard ranking of indices flow
reflecting the business™ financial position. Scientific approach to execution of the
business™ financial position diagnosis based on dynamics standard using standard
growth rates compared to real adjustments has been proved. The proposed
method’s application as a practical matter will imply a higher objective diagnosis
of enterprises’ financial position aimed at sustaining proper business solvency.
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KumouoBi ciioBa:

JIarHOCTHKA, 0OOPOTHHUIT KariTa,
JIKBIHICTh OaNaHCy, HOPMATHB JMHAMIKH,
MMOTOYHI 3000B’s13aHHS, BIIACHHIA
000pOTHHI KamiTall, MIaToCIPOMOXKHICTb,
(iHaHCOBUI CTaH MiINPUEMCTBA.

OmHi€I0 3 OCHOBHHX YMOB JKHUTTE3NATHOCTI MiINPHUEMCTB € 3a0e3medeHHs
(iHAaHCOBOTO CTaHy Ha HAJEKHOMY DpiBHI. 3apa3 HAyKOBII Il TPaKTUKH JUIS
aHaNi3y 1 OLIHIOBaHHS ()iHAHCOBOTO CTaHy MiJNPUEMCTB YAacTO 3aCTOCOBYIOTh
TPaMIIHHI METOIMYHI MiIXOJH, SIKI IPYHTYIOTBCSI HA BUKOPHCTAaHHI MEPEeBaXHO
BIZITHOCHHMX ITOKAa3HWKIB. YCTaHOBJIEHO, IO OCHOBHA MpoOieMa OLiHIOBaHHS
(hiHAHCOBOTO CTaHY MiIMPUEMCTBA TMOJATAE B TOMY, IO MPAKTHYHO HE MOXKIHBO
BCTAHOBHTH HOTO OO0 €KTHBHHWII piBEHb, BUKOPHCTOBYIOUHM JaHi (iHaHCOBOL
3BiTHOCTI Ha TeBHy nary. JloBemeHo, mio (iHaHCOBI Koe(illieHTH, SKi
BHUKOPHUCTOBYIOTHCS JJISl TIarHOCTHKH (DiHAHCOBOTO CTaHy IiJIPHEMCTBA, MArOTh
HU3KY HEJIOJIKIB: CTaTHYHICTh — BKa3aHi IIOKa3HUKH PO3PAaXOBYIOTHCS HA OCHOBI
0anaHCOBUX JAHMX, SIKi XapakTepH3ylOTh MaWHOBHH CTaH MiINpHEMCTBA Ha
KOHKPETHY JIaTy; HeIOCTaTHs iH(OPMATUBHICTh IJIs MPOTHO3YBaHHS MailOyTHiX
IPOIIOBUX HAJXO/PKEHb 1 BUIUIAT, HASBHICTh MOTCHIIHHUX 3000B’s3aHb, SKi HE
BPaxOBYIOTBCS TPU PO3paxyHKy KOe(illieHTiB; IrHOPYBAaHHS MEPCIEKTUBHUX
BUIUIAT, 3/aTHAX BIUTMHYTH Ha BiTIK TPOIIOBHX KOINTIB y MaHOyTHBOMY.
[lokazano, mo Oyab-sike yMpaBIiHCHKE DIOICHHS BiTOOpakaeTbcs B AMHAMILI
EeKOHOMIYHHAX TOKa3HUKIB, TOMY SK O3HaKd YIOPSIAKOBAHOCTI ITOKA3HHKIB
JOLIBHO BHUKOPUCTOBYBAaTM MipH JMHaMiKH — TeMnu pocty. Kpamomy
JUHAMiYHOMY (iHAHCOBOMY CTaHy IIiAMPUEMCTBA BiJNIOBIJA€ HOPMATHBHHI
HOPSIOK PYXy MOKa3HUKIB, 10 BimoOpaxkae (iHAHCOBHI CTaH MiJNPUEMCTBA.
OOrpyHTOBaHO HAayKOBHMH MiAXiJ IIOJO HPOBEJICHHS iarHOCTHKU (piHAHCOBOTO
CTaHy IIINPUEMCTBA Ha OCHOBI HOPMAaTHBY JHHAMIKHM, BHMKOPHUCTOBYIOYH
CTaJIOHHI TEMIH 3POCTaHHS TOKAa3HUKIB 13 TOHAJBIINM TOPIBHIHHAM 13
(akTHIHEMH 3MiHaMH. 3aCTOCYBAaHHS 3alpOIIOHOBAHOTO MiIXOJy Ha MpPaKTHUIIi
COpUATHME IIBHIICHHIO 00’ €KTUBHOCTI HiarHOCTYBaHHS piBHSI (piHAHCOBOTO
CTaHy MiANPUEMCTB ISl MiATPUMAHHS IUIATOCIIPOMOXKHOCTI Ha HEOOXiTHOMY
piBHI.
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Statement of the problem

Assessment and diagnosis of enterprises’ financial
position are important for internal and external users of
business information. For business owners, enterprises’
financial position shortfall means lower profitability,
partial or full capital loss.

For creditors, debtor’s low liquidity may indicate high
probability of interest and payment delay of principal
amounts. Current financial position of an enterprise
affects its interrelationships with business partners. Thus,
the level of financial position indicates business’
financial opportunities and acts as an important factor of
its sustainability.

Analysis of the present legal framework in Ukraine
regarding financial and economic diagnosis of business
activities shows that there is low agreement between the
drafters of regulatory documents of methodologies,
diagnostic criteria and identical item names in the context
of regulatory documents. Mentioned above cause double
standards of efficiency, differences in interpretation of
financial indicators’ standard values, accepting
economically meaningless methodologies for calculation
of indicators.

Analysis of recent research and publications

The scholars like M.Y. Averina [1], A.E. Kuzmin [2],
O.G. Melnyk [3], V.V. Hotra, V.V.Ripych, A.V.
Dyachok [4], L.O. Ruban, Y.S. Ovcharenko [5],
I.A. Marynych, Ya.T. Pakholchak [6] and other studied
the diagnosis of enterprises’ financial position.

The scholars point out that diagnosis of financial position
is tangled by the key problems:

- different definitions of the “enterprise’s financial
position” concept in academic literature by experts and in
the regulatory and legal framework;

- the  presence of  numerous  regulatory
methodologies grounded on different approaches to
ranking and order of financial indices determination.
Moreover, the static approach is typically used which
does not meet expectation;

- there are profound differences in standard values
of financial indicators;

- the absence of one-for-all approach to determine
business financial position in a certain economic field

- the presence of a big variety of indices in the
research literature to analyse financial position, which
cannot be used in business activity as they do not have
any economic sense and others.

Objectives of the article

The purpose of the article is the development of the
methodological approach to the assessment and diagnosis
of business’ financial position based on standard
dynamics of building indices.

The main material of the research

At the present day all market players (creditors,
investors, suppliers, consumers, owners, state authorities
and more) constantly monitor position and performance
of business partners. This is explained by the
stakeholders’ efforts to identify existing tendencies in
enterprises’ functioning in order to prevent a variety of
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risks and provide dynamic
problems.

It should be noted that the mechanism of financial
diagnostics of modern enterprise’s development and
security should be built in such a way that even in the
early stages, due to systematic verification of
purposefully introduced functional components, it would
be possible to identify and, as soon as possible, eliminate
the negative impact of various types of destructive
factors. We consider that the dynamic approach can be
used for this purpose.

Management activities aimed at the diagnosis and
improvement of financial position formation can be
described by stating relevant target facilities. The
facilities can be stated on the basis of two or more
indices’ ranking that characterize the effectiveness of
previous management decisions made by enterprise’s
managers. The purpose is to maintain this order.

Direct structure and control of indices dynamics do not
only identify tendencies of business environment
development, but run this movement to reach the set
target.

The best dynamic position of business financial indices
corresponds to standard or etalon measure’s order of their
movement. This standard order is a starting point in the
assessment of the analysed indices’ real dynamics, i.e.
the model of dynamics’ formation and diagnosis of
business’ financial positions.

The process of the model building in the form of
dynamic indices comprises the following stages: building
time series; calculation of sustainability, variability and
stability estimates; factor analysis of sustainability
measurement [7].

response to potential

Step 1. Building of indices’ time series is done by the
following way:

1.1. Argumentation of the index set;

1.2. Economic analysis of the indices’ growth rates of
ratios;

1.3. The standard order of indices pairs according to their
growth rates;

1.4. Indices’ ranking and formation of indicators’
benefits graph as per growth rates.

Argumentation of the index set. The indices, which,
according to scholar sources characterize the efficiency
of the management process of business financial position
formation (then the process), have been selected for the
analysis, alike: non-current assets (NA); working assets
(WA); inventories (I); current receivables (CR);
monetary assets and short-term investments (MA);
assets, total (A); equity capital (EC); long-term liabilities
(LL); payables (P); sales revenue (SR); cost of goods
sold (C); gross profit (GP); net working capital (NWC);
net profit (NP).

Economic analysis of the indices’ growth rates of ratios.
Ratios of the above-named indices indicate key financial
coefficients:  working assets turnover (SR/WA);
receivables turnover (SR/CR); payables turnover (C/EC);
monetary assets turnover (SR/MA); receivables-payables
ratio (CK/P); return on working assets (GP/CA); return
on assets (NP/A); return on equity capital (NP/EC); net
working capital to working assets cost ratio (NWC/WA);
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working assets to non-current assets ratio (WA/NA);
equity-to-assets ratio (EA/A).

The standard order of indices pairs according to their
growth rates. The coefficients mentioned above set not
only absolute ratios of the develop indices, but provide
real time analysis, characterize positive and negative
dynamics of business functioning. The idea of the
coefficient growth as a positive trend is set by the
standard indices’ ratio, in which index in the numerator
should grow faster than index in denominator.

The rising first coefficient is considered to be a
favourable tendency. For example, dynamics model

Tablel — The dynamic standard of business’ financial position
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illustrates that sales revenue growth rate must outstrip
working capital growth rate (T): T (SR) > T (WC).

We set standard indices’ ratios based on the approach:
T(SR) > T(WA); T(C) >T(I); T(SR) >T(CR); T(C)
>T(P); T(SR) > T(MA); T(CR) > T (P); T(GP) > T(WA);
T(NP) > T(A); T(NP) > T(EC); TINWC) >T(WA);
T(WA) > T(NA); T(EC) > T(A).

Indices’ ranking and formation of indicators’ benefits graph
as per growth rates. Benefits matrix is the appropriate form
to represent standard ratios. This matrix is a dynamic
standard of business’ financial position (Table 1)

Indices NA WA | CR|MA| A | EC LL P SR C GP NwWC NP
NA 0 0 0 0 -1 0 -1 1 0 -1 0 -1 -1 -1
WA 0 0 0 0 -1 1 0 1 0 -1 0 -1 -1 -1

I 0 0 0 0 -1 0 0 0 0 -1 -1 -1 -1 -1
CR 0 0 0 0 0 1 0 1 1 -1 0 -1 0 -1
MA 1 1 1 0 0 1 1 1 0 0 0 0 1 0
A 0 -1 0 -1 -1 0 -1 1 -1 -1 0 -1 -1 -1
EC 1 0 0 0 -1 1 0 1 0 -1 0 -1 -1 -1
LL -1 -1 0 -1 -1 -1 -1 0 -1 -1 0 -1 -1 -1

P 0 0 0 -1 -1 1 0 1 0 -1 0 -1 -1 -1
SR 1 1 1 1 0 1 1 1 1 0 1 -1 0 -1

C 0 0 1 0 0 0 0 0 0 -1 0 -1 0 -1
GP 1 1 1 1 0 1 1 1 1 1 1 0 0 0

NWC 1 1 1 0 -1 1 1 1 1 0 0 0 0 0
NP 1 1 1 1 0 1 1 1 1 1 1 0 0 0

Based on Table 1 we can build general indices’ ranking,
which is the dynamic model. For instance, net profit must
outstrip most indices’ growth rates, except monetary
assets, gross profit and net working capital (neutral
indices). Therefore, net profit has to be put in the
beginning of standard series. Sales revenue must be put
on the second place, according to standard growth rates
(benefit in comparison with 8 indices), etc.

Standard indices’ ranking as per growth rates can be
illustrated as:
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T(NP) > T(GP) > T(SR) > T(MA) > T(NWC) > T(CR) >
T(EC) > T(WA) > >T(P) > T(C) > TINA) > T(A) > T(I)
> T(LL). 1)

Step 2. Calculation of sustainability, variability and
stability estimates is made as follows:

2.1. Calculation of indices’ growth rates for the studied
period;

2.2. Indices’ sorting according to actual growth rates;

2.3. Reversal calculation;

2.4. Calculation of sustainability measurement;
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2.5. Calculation of variability estimates.

Motor Sich JSC was used as an illustrative example to
calculate integral financial indices. Indices’ growth rates
are calculated as the index absolute value in the next
period to the corresponding value in the previous period
ratio.

According to the place in the model indices assign to a
standard rank. The index with the highest actual growth
rate in every quarter assigns to the first number (actual
rank), the followings assigns to the second, etc.

Reversal calculation is based on identification of actual
and standard rank closeness of indices’ growth rates. The
process sustainability is the overall measurement of the
formation of the business’ financial position. It
characterizes the degree of standard compliance and does
not depend on previous progress.

The indices are reversal if the index is compared to the
indices, which have higher standard rank, and their actual
ranks are lower than the first index rank.

Calculation of sustainability measurement of business’
financial position’s formation process is grounded on the
number of reversals of actual ranking in dynamic series.

Calculation of variability estimates is made by
calculating indices’ reversals of two actual rankings in
the second and third quarters.

Calculation of process variability characterizes the
transition from one level of tasks’ performance set in the
dynamic model to another. It shows the correlation
between incremental of sustainability measurement,
caused by changes in the structure of indices flow, and
the magnitude of structural changes themselves. This
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estimate varies in the range from -1 (changes in the
structure of indices flow reduce strength estimate) to +1
(the process of managing the formation of the business’
financial position does not change, and all the ratios
between the size and indices’ structural dynamics
remained the same); 0 estimate is obtained when the
number of indices reversals, which ensure the
improvement of enterprise performance, coincides with
the number of reversals that deteriorate it or in case of
the process’ invariance.

Step 3. Factor analysis of sustainability measurement.
Factor analysis is provided the following way:

3.1. Calculation of each index impact on increment
(decline) of sustainability measurement;

3.2 Calculation of each index impact on valuation
of financial sustainability measurement;

3.3. Problems by building the
confusion matrix.

identification

Measurement of the process’ sustainability is a dynamic
measurement, so it is possible to apply factorial
decomposition of the increment and absolute value as
well due to the application of ordinal scale. This
approach allows to measure factors impact on
sustainability measurement’s deterioration in comparison
with a standard one.

Problems’ identification is made by building of the
confusion matrix. Negative sign “-” is put to reflect lower
actual rank than standard dynamics of the corresponding
index, otherwise positive sign “+” should be put. Then
the resulting confusion matrix is generated (Table 2).

Table 2 — Resulting confusion matrix of indices standard dynamics of Motor Sich JSC during 2" and 3¢ quarters of the

reporting period

Indices
= NP GP SE | MA | NWC CR | EC WA | P C NA [A I LL
3 g d
k= in B
NP 1 0 0 0 0 ] ] 0 0 ] 0 0 ] 0 0
GP 2 2 0 1 0 0 0 0 0 0 1] 0 0 0
SKE 3 2 0 1 0 0 0 0 0 1 ] 0 0 0
MA 4 2 0 1 0 ] ] 0 0 ] 2 0 ] 0 0
NWC | 5 2 1 2 1 0 0 0 0 0 2 0 0 0 0
CER 6 2 2 2 1 0 1 0 0 2 0 0 0 0
EC 7 2 2 2 1 0 1 0 1 2 0 0 0 0
WA 8 2 2 2 1 0 1 1 2 2 0 0 0 0
P 9 2 2 2 1 1 1 1 1 2 1] 1 0 0
C 10 2 2 2 1 1 1 1 1 2 1 1 0 0
NA 11 2 2 2 1 1 1 1 1 2 2 2 1 0
A 12 2 2 2 1 1 1 2 2 2 2 2 1 0
I 13 2 2 2 1 1 2 2 2 2 2 2 2 1
LL 14 2 2 2 1 2 2 2 2 2 2 2 2 1
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Thus, at the studied enterprise during the 2™ and 3¢
quarters of the reporting period growth rates of sales
revenue were higher than gross profit. This does not
correspond to these indices’ standard ranking. Hence,
figure 2 is written at the intersection of the set indices in
the resulting confusion matrix (Table 2). In case actual
growth rates of analysed indices correspond to a standard
value, figure 0 is put in the table. This indicates the
absence of indices’ dynamic ranking confusion.

The confusion matrix is the instrument to reveal and
measure problems that have an impact on the process of
formation of the business’ financial position. First, it is
necessary to study the unimplemented standard ratios,
which have been fulfilled during previous periods.

Deep-rooted problems revealed by confusion matrices
built over several periods should be subject to the
particular analysis. If, from period to period, the
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corresponding indices of the confusion matrix remain with
negative sign “-”, then this indicates that the analysed
index shows an unfavourable tendency. Therefore, it is
necessary to develop measures to change it.

Conclusions

Analysis based on the proposed model allows unveiling
key factors and problems, sorting them according to
impact’s rank on factors aimed at the problem solving
and pre-empting new ones. The model of formation of
the enterprise’s financial position based on the standard
of the indices ranking’s dynamic regulation can serve as
an effective tool for business financial diagnostics
allowing to make more efficient managerial decisions.

The prospect for further research may be the building of
a similar model taking into account sectoral peculiarities
of doing business.
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