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FINANCIAL MANAGEMENT
OF THE ENTERPRISE ECONOMIC POTENTIAL

Abstract. Drawbacks of the basic principles of
management of financial and economic potential in the
national platform are defined. The mechanism of
approximation of modern concepts of financial
management of the economic potential is specified and
proved. The analysis of principles and tools in the
systems of financial management of the intangible
potential (intangible assets, brand, customer equity, inner
generated goodwill) is carried out and possibilities of
their implementation in Ukrainian enterprises are
assessed. Author’s opinion regarding the key objects of
the financial management of business reputation,
intangible assets, and market constituent of the aggregate
capital of the enterprises of the national economy is
presented, algorithms to measure the intangible
constituent of the enterprise value for administrative
purposes have been formulated.

Key words: financial management, economic
potential, value estimation, intangible capital, financial
tools, foreign experience, adaptation methods.

Introduction
The state of the modern Ukrainian economy
and pre-conditions of its development are complex,
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underspecified, and have a number of peculiarities
in comparison to the economies of the developed
countries. Transition of national economic entities
to the market relations is of complex
(unconventional) nature predefined, first of all, by
the absence of the relevant management system and
actually insufficient training of managers that lacked
gualification to provide efficient management of the
financial and economic potential. Consequently,
enterprises experienced a production decline, that
resulted in the economic downfall and extremely
low level of investment attractiveness.

Enterprise management, based on the cost
specifications of its economic resources, accrual of
their cost (capitalization), is made actual by modern
dynamic processes of global economy growth,
capital mobility, and informational requirements of
the institutional investors.

Regarding the investment attractiveness
(costs), relevance and problematic nature of
capitalization of domestic enterprises of machine-
building complex is decisive, as disposition of
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interconnection of their capitalization with creation
of conditions of their ability to functioning
possibilities in general is obvious enough.

Principles of corporate management of the
Ukrainian enterprises and determination of
efficiency of their functioning must be based on the
implementation of generally accepted concepts of
the market system that meet the requirements of
investment companies, funds, and financial
institutions. Taking into account the distorted cost of
the Ukrainian commercialized economic entities
made up due to the application of the excessively
simplified methodology of cost determination of the
integral property complexes at their formation
during the processes of denationalization and
privatization. Thus, it is essential to solve the
problem of finding relevant financially-analytical
and evaluation instruments for the information
supply management by the criterion of economic
added value creation used in the international
business.

The growth of capitalization of companies
with a high intellectual component («new
economy») stipulated numerous researches of
evaluation of capital cost and its constituents.
Basically new conceptual principles of aggregating
of showings and indicators are the results of these
consequent researches to provide the financial
management system with the capital cost. Alongside
the traditional assets, non-financial indicators were
obligatory introduced into the management systems
of the capital cost to diagnose the influence of
intellectual component on the alteration of the
capital cost, that is why “development of theoretical
and methodological principles of cost estimation is
considered one of the foremost tasks in the theory of
finances today” [1, p. 18].

Additionally, it is possible to give an example
of the German Code of Corporate Governance, that
indicates that “the aim of a company management is
a continuous increase of its value” [2]. By means of
the capitalization index Thomson Financial Data
Base distinguished 800 biggest corporations, which
share is 33 % in the world GDP.

Structural changes in the global economy, a
change of the criterion regarding the components
value of the financial and economic potential (assets
and capital) of an enterprise, a new market outlook
at the business value of modern economic units and
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their investment attractiveness require the revision
of the old developed stereotypes of the
administrative thinking in the national theory and
practice and transition to the new forms and methods
of the financial management system, all these
determine the relevance of the researches of this
subject.

Analysis of recent researches

and publications, problem statement

Different aspects of improvement of the
existent concepts of cost management of the joined
economic resources of an enterprise and insurance
of efficiency of economic unit operation by the
criteria of the created value are found in the works
of foreign scientists and worked out by the
companies of the developed economies.
Development of the reliable set of tools for insuring
effective financial capital management and
application of financial instruments in these
processes is the subject of the scientific programs
and researches of scientific and academic
establishments and specific organizations (firms).

Significant contribution to the methodology
of the financial management systems design with a
set of proper tools in the development of cost
paradigm of the enterprise management was made
by foreign scientists, R. Braley and S. Myers stated
that: “Value is usually the criterion of success. The
secret of successful financial management lies in the
value growth” [3, p. 3]; P. Doyle mentioned: “In
recent years the task of shareholder value increase is
considered to be the foremost by the managers of the
increasing number of large companies” [4, p. 16];
M. Scott wrote: “In recent years the primary
managers’ objective is to increase the value of ones’
own (or shareholder) firm capital” [5, p. 25];
T. Kouplend, T. Koller, D. Murin pointed out that:
“Cost maximization for shareholders is or must be
the primary objective of all enterprises” [6, p. 25].

Regarding the dynamic change of key
influence factors on the enterprise cost and taking
into account the specific features of the business
branch and peculiarities of the national economy,
the defined process did not acquire the final
scientific generalization, agreed scientific and
theoretical construction in the systems of cost
evaluation of the economic resources for the cost
management of a machine-building enterprise.
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Considerable economic transformations of the
modern global economic environment require
clarification of the developed principal approaches
to the cost evaluation of the enterprise capital and
their use in the management process.

Important approaches to solve this issue were
offered by Dyson, Farr and Hollis having designed
the system with two components — “Consumer
Value Model” and “Brand Dynamics Pyramid”. It is
worthwhile to note the model BV&A - brand
valuation & analysis. This methodology of the
Russian company V-Ratio, on the basis of
evaluations and analysis, is aimed to define the cost
factors created by the brand by means of additional
sales. These particular sales are further used to
calculate the brand value that makes this
methodology similar to the concept of Brand Equity,
i.e. brand capital (brand assets).

A competent specialist in the field of
administrative  technologies, including the
management of the processes of value enhancement
of companies and business, A. Damodaran proves
that “basic rules and concepts of cost management
are identical in any case regardless the company that
is evaluated and the market it operates on” [7].

Financial analysts and consultants of
McKinsey Co. have the similar view, who specify
that although “many examples are taken from the
American reality, fundamental principles of value
estimation and described methods of this estimation
are acceptable in any country” [6, p. 18].
Notwithstanding this fact, the possibilities to use the
designed foreign systems of financial management
directed towards the management of the processes
of the assets value enhancement with certain
adjustments to the peculiarities of the national
economy are not as unambiguous as it is mainly
presented in national publications.

Despite the generalized grounds of expediency
to rely on the methods generally accepted in the
international practice, many researchers point out
the complexity to use the set of financial instruments
traditional for the developed economies, as well as
that “under the conditions in Ukraine the traditional
methods of the cost estimation underestimate the
potential of Ukrainian business” [8, p. 229].

Purpose and tasks of the research.
The purpose of the research is theoretical
generalization and practical analysis of the world
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experience as to organization of financial management
of resources of modern market economy units with the
aim of enhancement of their value.

It is necessary to find ways and approaches to
improve already existing in the Ukrainian theory
and practice theoretical and methodological aspects
of the financial management system on the basis of
customization of foreign experience, in particular
the development of scientifically-theoretical
principles of the enterprise management on the basis
of value criteria giving reasons for the conceptual
basis of the economic evaluation system of the cost
parameters of an economic unit, corresponding to
the terms of the national economy.

The purpose of the research and reaching its
goals determine to set and solve the following tasks:

—to disclose the economic content, fundamental
and conceptual principles of financial management
of economic resources value in the general system
of the enterprise corporate management in the
modern economy;

—to generalize the content essence and
operating practice of cost values application as a
criterion to determine the functioning efficiency of
an enterprise and a corporate management system;

— to summarize the international practice and
to find out main contradictions of the developed
principles of the financial management of the
components of intellectual resources and intangible
capital of modern enterprises and approaches to
assess synergy potential of the economic systems;

— to develop the conceptual principles and
methodical provisions for estimation of informative-
intellectual resources and intangible assets as inner
goodwill of the company for financial management
purposes.

Only certain aspects of financial management
of well-known international corporations are under
consideration in modern Ukrainian economic
literature. The issue of financial management, aimed
at assets and capital value enhancement, remains
understudied, as it was not fully and systematically
summarized, including the possibilities to customize
foreign experience to Ukrainian practice. Scientific
and practical researches mainly concern general
administrative aspects regarding the customization
of the national business to the conditions of
informational intellectual economy, modern
markets of capital, goods, and investment.
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However, certain issues concerning the
reformation of financial management aimed at
creation of flexible and reasonable systems of
financial management of the existing potential for
native practice were left out of consideration, They
would allow Ukrainian business enterprises to
obtain certain position on the international markets.

General scientific methods are used to carry
out the research such as methods of theoretical
analysis and estimation of the real capitalization of
the national companies together with the methods of
comparable criteria analysis used in the world
practice for market enterprises.

Research of the model of the value estimation
of the economic potential management
of the company

Current economic processes and value
relations between different entities and concerned
parties put forward a number of additional
problematic issues, related both to the processes of
evaluation of the structured economic resources of
modern enterprises, created added cost during their
operation and to the set of tools to support
management decisions for their value creation. This
issue is particularly current for the enterprises of the
national economy that adapt to the developed
principles and provisions of business organization
within the global market system: “Sustainability of
corporation is provided by the timely adjustment
(customization) of the development goals, change of
functions of an organization to new market
conditions” [9, p. 55].

Development of the value aimed for the
management system occurs on the basis of creation
of new methodological instruments or adaptation of
the main provisions of the fundamental theories
(paradigms) of these managerial systems or models.
The “Welfare of the Firm Theory” provides the
construction of integral models of the economic
activity, where any managerial decision is
considered within its influence on the market value
of a firm [10, p. 135].

The requirement of objective and at the same
time transparent model of the value estimation,
changes of the amount of the private property of the
economic entity is marked by the approaches of the
international network of corporate management to
the principles of the Organization of Economic
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Cooperation and Development (Statement on
Global Corporate Governance Principles), which
underline that “the aim is to facilitate the
international dialogue concerning the ways of
strengthening of companies accountability to their
owners in order to increase the equity value” [11].

Global share voting principles confirm the
credibility of conceptual principles of the value
corporate  management, according to which
“maximization of the market value of an enterprise
and business organization provides the growth of the
shareholders’ benefits and equity value”.

Taking into account the complexity of the
diversified factors and aspects that influence the
market value of the enterprise capital, modern
systems of economic evaluation and management of
the processes of value formation of the economic
entity are based on the vast conglomerate of
interdisciplinary basis - management concepts,
conceptual and methodological principles of
evaluation, principles of investment indexes
formation on the basis of aggregating the
standardized indexes of the financial statements and
cash flow discounting models, capital and profit
theories, evaluation methods of fixed and
investment assets, that are taken into consideration
in methodological basis of systems of different
formats and models of the value estimation.

The company management concept based on
the criteria of the value growth of the business is the
integrated concept based on the fundamental results
of the theory of corporate finances and methods of
strategic management [12, p. 135].

It is believed that, according to the
fundamental principles and developed principles of
the value paradigm, a corporate management must
generate decisions aimed at the key objects and
factors that lead to the increase of the shareholder
value. This theoretical ground of corporate mission
aimed at maximization of the shareholder equity, as
the primary goal of any company, is unquestionably
balanced enough with principles of the social
oriented market economy and socially responsible
business. However, the needs of company’s capital
allocation do not always coincide with the
shareholders’ requirements for many reasons, that is
why, in many cases, it is considered that
“corporations are not run to maximize the
shareholders’ welfare, — actually, the shareholder
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value of many companies keeps falling year after
year” [13, p. 4].

Risk management is a hidden form of the
equity value decrease or factors that put pressure on
its value profile that balances on the verge of the
dynamic accumulation of problem assets - formation
of “problematic”, “bad”, “toxic” company’s assets
(accumulation of expenses of future periods that
were not deducted on time); using of the capital for
excessive expenditures “to gain business reputation”
or for representative expenses (market factors of
capital value growth) that in many cases cannot be
sufficiently proved, etc. However, information
about such economic activity is regarded to
stimulate the growth of market value of the company
(shares rate).

In practice, the administrative body of an
enterprise, balancing on a very thin verge, must
solve a formidable task — to generate profit and
capitalization of an enterprise at the same time:
“Precisely because of impossibility to make a single
estimation of the company operation efficiency as in
a strategic aspect so in an operative management,
the BSC concept cannot be regarded as the universal
one” [14, p. 67].

Fundamentalism of the theory of efficiency is
usually regarded through the formation of the
integral (synthetic) index of the enterprise operation
efficiency that, from one side, estimates objectively
the results of its completed activity, and from the
other — characterizes the created potential of an
enterprise.

One of the related dissertation researches [15,
p. 112] presents the generalized structure, offered by
native and foreign scientists, of including value
components of the financial state — 19.64 %,
business risk-taking — 14.29 %, the business scale —
12.50 %, brand value — 12.50 %, organizational and
administrative components 8.93 %, market
conditions — 7.14 %, competitiveness — 7.14 %,
scientific and technical potential 7.14 %,
macroenvironment — 5.36 %, microenvironments —
5.36 %”.

Working out of a summarizing (synthetic)
efficiency index, in our opinion, the system of
indexes that reflect the level of reserves and the
fixed capital insurance must also be taken into
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account, that it is especially important under the
conditions of unsteady environment. For sure, these
indicative components will hold the main position in
the methodological basis of the economic evaluation
systems of the value of the economic entities in the
“post-crisis model of business”. Application of the
reserve indicator in the evaluation models is not
common.

In the modern market economy, characterized
by a number of uncertainty factors, the problem of
establishing objective capital value to provide the
management with the processes of its raising,
allocation, application and capitalization of assets is
a cute one. For the management purposes, it is
suggested to concentrate on the objects shown in the
Fig. 1 (financial potential, innovative potential,
productive potential, potential of the fixed and
circulating funds, etc.).

The capital value, besides being the measure
that characterizes the market value of an enterprise
in a current period, is specified, due to its dynamics,
to possess the characteristics of the investment
resource, a purchase-sale object, property and
accumulated value, production factor and an object
of management, risk carrier, and other properties.

Methodological basis of the value
characteristic systems of the intangible component
of the capital of the operating enterprise in the
existent systems is based on the indexes of the
“excess income”, “excess profits” or additional
money flows. These approaches are unacceptable
because it is impossible to use any of the offered
indexes as constant ones to calculate the value of
intangible economic resources of the national
machine-building enterprises.

A number of objective reasons makes it
impossible to assess value of the intangible potential
of a machine-building enterprise applying the
method of differences between the market value of
the business in general and the identified assets.

Thus, we assume, that any enterprise capable
to operate in the modern economy owns certain
“goodwill”. Number of factors makes it impossible
to use profitable concepts to assess the intangible
component of the capital of the national enterprises,
because of their value incredibility to the financial
indexes.
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Fig. 1. Objects in the financial management system of the enterprise potential

Working out of the methodology of evaluation
and management of the intangible capital value
of the machine-building enterprises

A certain type of an intangible economic
resource has different value significance in the capital
of different enterprises, depending on many factors of
their functioning. That is why, the approach that
evaluates intangible resources in connection with the
tangible ones in a more objective way is chosen.
Productive combination of indexes, that characterizes
the value of the actually functioning infrastructural,
intellectual, human and other intangible components,
determines the amount of their productive energy (cost
effectiveness) in the operating capital, and together
with the tangible and financial capital — additional
synergy force and productive efficiency of the
enterprise potential (“ideal capital™).
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It is suggested to apply general principles of
evaluation of the intangible capital value and
management of the intangible component value of
the machine-building enterprise, to conduct
monitoring and diagnostics of the value of the
structural components of intangible factors using the
designed approach shown in Fig. 2.

By the worked out methodology, the value of
the “traditional” (verified) intangible assets (K1) is
determined by their paid (residual) cost. The value of
the innovative component of the intangible potential is
defined by the inventory taking data grounded on the
formulated methodological provisions that are based
on concept of the not-shown assets with the use of the
elements of aggregate, norm-calculation and analogue
approaches with application of the correcting
procedures of “the method of assets utility reduction”.
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Fig. 2. General scheme of evaluation and management
of the intangible capital value of the machine-building enterprise

The results of scientific and technical production
evaluation as objects of intellectual property are
supported by the elements of Borda’s procedures
(ranked alternatives), Yang (successive comparisons),
and also Kemeny median (group judgement).

Evaluation of the market constituent of the
intangible capital of the Ukrainian enterprises is
more reasonable to conduct with the observance of
maximum limit (norms) of their cost to the total
value of actual economic resources, set by the
regulators of capital markets by the branches of the
economy.

The value of traditional intangible assets (K1)
is determined by their residual value. The scope of
the innovative constituent of intangible asset (K2) is
found on the basis of the adapted algorithms,
adhering to the methodological provisions, for
example, provided in the letter of the Ministry of
Finance of Ukraine “Regarding the initial cost of an
object of the intellectual property as an intangible
asset”, International and national standards. Value
estimation is conducted on the basis of expert
concordances and inventory taking with the further
application of the correcting procedures by the
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“method of the assets utility reduction”. Taking into
account little competitiveness of the Ukrainian
enterprises, small amounts of cash allocated for the
researches and developments, evaluation of their
market constituent requires maximum limit off the
total cost of the actual economic resources by the
branches of the economy, worked out by the
regulators of the capital markets. For basic machine-
building enterprises we offer index 0,2. Formula of
the total value evaluation of intangible resources
(intangible capital) for machine-building enterprises
is the following:

Kn =K (Ha) + K> +

+K3 ({K: £ 0,2 Beua), (1)

where Ku — is the total value of the intangible
constituent of the enterprise capital; K1 (Ha) —
intangible assets — paid (residual) cost of their
purchase; K, — assessed research and engineering
works,  projects, perspective  developments,
engineering samples, administrative processes as an
intellectual resource; Ks — is a market constituent of
the intangible capital of an enterprise; Bcua — is a
value (fair value) of the corrected net assets of an
enterprise.
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By the results of the research we put forward
the categorical statement, that until the financial
statement (balance) will not include the index of
intellectual-informative capital available on the
enterprise, aggregated on the formalized
methodological basis, we cannot speak of any
standardized (acceptable) procedure of their
representation, - neither through different evaluation
systems nor through their representation by the
reports on intellectual capital.

The analysis of market capitalization of the
leading hi-tech companies proved that factors of
intangible nature form their value on 70-90 %,
which are not recorded in the system of accounting
and financial statements.

Some economists suggest to solve this issue
through traditional financial statements and reports
on intellectual capital, meaning to get “certain
synergy” out of this. Some superficial grounds are
theoretically put forward, that such generalizations
give an opportunity to explain discrepancies
between a balance value and market capitalization
of the companies.

Practice testifies, opposite to these theoretical
suggestions, that external users (and the managerial
office itself), without the specified methodology on
the verified intellectual capital, get only the general
characteristics about the whole intellectual capital.
It should be noted, that investors’ feedback on the
reports on intellectual capital is not as unambiguous
as it is described in the literature, especially because
of the excessive overstatement of the expectation
effect from the intangible capital by the companies.

Structural capital includes all company’s
infrastructure - informational technologies, working
processes, communication systems, informative
resources, etc. Innovative part of the structural
capital comprises intellectual property (patents,
license agreements), as well as the resource, that is
difficult to define precisely, that will determine
the value of a company to a greater extant in
future (scientific and technical researches and
developments, know-how, ideas, inventing
activity).

A client (“brand™) equity is a value that
reflects the relations with customers, such as brand
name, advantages of customers, lists of clients,
well-known trademarks, etc. However, this “value
as an economic category, unlike the cost, cannot be
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shown in absolute indexes directly. Thus, the
methodology of estimation of the company’s value
must be based on the application of the
comparative approach” [14, p. 71].

General estimation of the company’s value
and management of the key factors value also
include the estimation of such hypothetical notion as
the brand value. The issue of evaluation of the brand
value attracted more attention in the 80" of the
XX c¢., when theorists and practitioners of marketing
began to develop the evaluation systems of brand
value to create competitive advantages, using
traditional ideas about intangible assets as the basis
maximizing their value in different ways (for
example, providing data about their availability in a
statement of Value Reporting).

From the financial point of view, the brand
value must be expressed by a certain figure (e.g., the
result of the professional estimation). The value of
this type of the resource potential is required at
mergers and takeovers, the brand itself can become
the object of purchase or sale, etc.

The initial price, control, stimuli (moral
hazard), and the final price are the contract drivers
of price setting [16, p. 17].

In investment projects the brand value can be
included into the initial capital of the launched
company and used as a mortgage. Marketing
specialists apply the brand “value” as an instrument
of investment management in marketing. Mainly
indexes, that characterize brand market positions,
forecast sales, etc., are used as output data for
calculations, that forms its value estimation.
However, the “brand value cannot be measured, but
can be evaluated. As a result, opportunities for brand
management appear”.

The latest management concepts appear at the
borderline of financial and productive management,
logistic and marketing, examining of operations and
mathematical statistics [17, p. 37].

Weighted average cost of capital is calculated
by the formulas:

& B 0
§B + S;
where k, — is the expenses on the owner’s equity;
ko — expenses on the loan capital; T — marginal tax

rate on the interest expenses; B — market value of the
loan; S — market value of the owner’s equity.

WACC =k, - k, * T, (2
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In the most general view, expenses on capital
are calculated by the formula:

WACC =k, * (1 - T)»

B+ S

+ks X S
B+ S
where k, — expenses on the loan capital, that
correspond to the long-term interest rate; ks —
expenses on the owner’s equity without tax burden;
T — marginal tax rate; B — market value of the loan;
S — market value of the owner’s equity.

Regarding the mentioned above notions,
Weighted Average Cost of Capital — WACC is
calculated by the formula with the defined
component of the cost of the raised capital:

WACC =(%)x r +(%)-(1-tx)xrd )

where % — is the share of the market value of the

shareholder capital of the total capital; % —ashare

of the raised capital in the market value of the total
capital; r, —the cost of the shareholder capital; t, —

tax rate; r, — the cost of the raised capital.

An instrument suitable to estimate the
advantage of capital investment in securities is the
traditional fundamental analysis that studies the
information of potential investing object. The
algorithm to estimate future dividend flows, that are
the foremost investors’ interest, is offered for such
purposes. Payment and sum of dividends of ordinary
shares are not fixed, and during the calculation their
increase is possible with g rate per year. In this case,
the investment value of a share is:

N t
0= 3 D0(1+g)t’ (5)
1 1+ RRR)
where P, — investment value of an ordinary share;
N — number of periods the investment is made for;

D, —amount of dividends for the last period before
the investment; RRR — required rate of return.

Discussion of the research results
in the context of improvement of the concept
of the non-shown assets and the method
of the assets utility reduction
For the national economy enterprises, it is the
most important task to work out relevant principles
and methodological bases for evaluation of
intangible assets and intellectual constituent of
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capital (inner brand goodwill (“ideal capital of a
company”), that are based on the improved concept
of the non-shown assets and on the method of the
assets utility reduction using the elements of
aggregate, norm calculation, and analogue methods.

The offered approach assumes inventory
expert estimation of the innovative-technological
assets available in the company and verification of
business reputation on a branch market segment,
calculated in relation to the value of the net corrected
assets (economic potential) of an enterprise that
allows the formalized indexes to represent the value
of the enterprise business in an extended way.

Conclusions

1. Significant and understudied issue of
evaluation of available economic resources and
indexes of additional cost for introduction and
further efficient use of the value-oriented paradigm
of management, the necessity of its solving, taking
into account the peculiarity of the economy of
Ukraine, using fundamental and conceptual
principles and developed approaches to the cost
management in the world practice, prove relevance
and importance of scientific researches of this
subject matter.

There is a necessity to formulate acceptable
content of the methodological principles and
methodology of the objective evaluation of the
economic potential of economic units and to define
additional (lost) cost of the employed capital of the
enterprise in the national economy science. For
management purposes, it is suggested to focus on
financial potential, innovative potential, productive
potential, and potential of the fixed and circulating
funds.

2. Appropriateness of application of the
methodology of intangible assets in relation with
tangible ones is proved. Productive combination of
indexes, that characterize the value of the actually
operating infrastructural, intellectual, human, and
other intangible constituents, determines the scope
of their productive energy (effectiveness) in
operating capital, and together with tangible and
financial capital — additional synergy power and
efficiency of the enterprise potential (“ideal
capital”).

3. It is offered to conduct evaluation of the
intangible capital value and management of the
intangible constituent cost of the machine-building
enterprise, monitoring and diagnostics of the structural
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components value of the intangible factors on the basis
of the modelled approach according to which the value
of “traditional” (verified) intangible assets (K1) is
determined by their paid (residual) cost.

4. It is offered to include the index of
intellectual-informative capital aggregated on the
formalized methodological basis into the financial
statements.
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