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Abstract. The functioning of an enterprise is based on building and use of its economic potential.
The company’s performance depends on the quality of these processes. Modern conditions of
highly dynamic operating environment put demands on the search and application of new
approaches to the building and use of economic potential of enterprises which provide opportunities
for identifying and using internal economic growth reserves. An important economic parameter
of the enterprise operation is the appraisal of economic potential formation and use effectiveness.
Lack of economic control mechanisms scientifically proved for market management conditions
and appraisal of the enterprises’ state in terms of efficiency of economic resources formation and
use diminish investment activity and the competitiveness of economic entities. This necessitates
the search for new methods and models for appraising economic potential, which defines economic
independence as a system of management impacts on the economic state and development of
an enterprise. All these factors indicate the relevance of further studies of enterprise economic
potential, the mechanism of its functioning, the development of a system of management decisions
aimed at effective formation and use of the enterprise economic potential. The aim of the study is
to evaluate theoretical and methodological approaches to the enterprise economic potential and
form methodological principles for its appraisal and effective functioning. During the study, the
authors carried out aretrospective evaluation and systematization of theoretical and methodological
approaches to the appraisal of enterprise economic potential. It has been determined that properties
of enterprise economic potential, namely, consistency, which implies the study of interaction
and mutual influence of system elements, were understudied. The study presents a methodical
approach to appraising enterprise economic potential and its effective formation and use, which,
unlike the previously suggested approaches, considers the economic potential of the enterprise as
a system of interconnected processes of inclusion, use and implementation (upgrades, supplies) of
economic resources which interact closely and are aimed at addressing the existing contradictions
of sufficiency and reproduction of economic resources. The proposed methodological approach
to appraising enterprise economic potential is based on identifying the synergy and reciprocal
influence effects and the main structural components of economic potential of an enterprise —
resources and performance results.

Key words: enterprise economic potential, building and use of enterprise economic potential,
economic performance, enterprise resources, economic performance, appraisal of enterprise
economic potential.

Economic systems function on the
basis of the processes of formation and
Market
economy development determines the

use of economic potential.

need for a high level of effectiveness
of these processes in all the sectors

of the economy and at particular
enterprises, which contributes to the
resolution of the issue concerning the
increase in performance efficiency
by using economic growth reserves

in the conditions of highly dynamic
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environment and limitations and high
price of resources.

The
substantiates the

this
search and use of

solution to problem
evidence-based methods and models for
assessing the economic potential of
enterprises in line with current economic
conditions; it also makes it necessary
to develop on this basis a range of
administrative decisions for efficient
development and use of economic
potential of an enterprise.

The economic potential of an enterp-
rise is a complex, multifaceted and
this is why the

regularities of its functioning (formation,

multilevel category;

use and development) can be disclosed
only on the basis of a comprehensive
systemwide research. This fact determines
the need to clarify the terminology of
the economic potential of an enterprise
and to substantiate the approaches to its
assessment and effective functioning.

Significant contribution to the deve-
lopment of scientific approaches to the
economic potential of an enterprise was
made by scholars such as L.I. Abalkin,
A.N. Azriliyan, I.T. Balabanov, S.A. Boro-
nenkova, I.A. Gunina, N.V. Zabolots-
kaya, Yu.V. Kindzerskii, A.N. Lyukshinov,
K.M. Misko, T.E Ryabova, and T.G.
Khramtsova.

The following scientists: O.A. Bortnik,
V.V. Kovaley, 1.S. Kravchuk, E.V. Lapin,
K.O. Magomedova, Yu.A. Makusheva,

R.V. Marushkov, L.E. Morozova, G.S.
Merzlikina, L.S. Sosnenko, Yu.V. Timo-
feeva, and L.S. Shakhovskaya considered
the structure and assessment of economic
potential of an enterprise in their scientific
works.

However, less attention was given to
the systematicity of the economic
potential of an enterprises, this feature
implies the study of interaction and
mutual influence of systemic elements
that brings to the fore the tasks of further
development of the conceptual apparatus
of the economic potential of enterprises,
formation of methodical approaches to
its assessment and effective functioning.

The increase in performance efficiency
based on identifying and using efficiently
the reserves of economic growth is
ambiguous and has two aspects:

— target aspect (satisfaction of needs
on the basis of selecting a strategy for
that
economically efficient results);

economic  growth provides

— resource aspect (use of hidden,
restricted and under-utilized resources
aimed to diversify production).

This ambiguous interpretation defines
the interdependence of the task and
resource aspects. Target efficiency, i.e.
achieving strategic goals and higher
performance results, is  directly
proportional to resource efficiency, i.e.
the efficiency of engaging and using the

resources.
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The problem presented here has its

methodological roots of formation
associated with the original sources of
ideas about economic potential.

For instance, the Great Soviet Ency-
clopedia defines economic potential as
“the total capacity of economic industries
to produce industrial and agricultural
products, tocarryoutcapital construction,
transportation of goods, to provide
services to the population in a specific
historical moment”.

The Economic Encyclopedia defines
economic potential as an aggregate of
economic capacities of a country. Its
main indicators are the level of
development of industry, agriculture and
transport, availability of natural resources
and the degree of their development,
inventories and reserves, science and
technology development level, number
of working-age population, availability of
skilled personnel, education and culture
level, etc. The magnitude of economic
potential, as this encyclopedia states, is
characterized by the actual volume and
structure of production of material goods.

The

reflect the total reproducing ability of

above definitions essentially
economic resources available, produced
and accumulated by the state, the aim
of this reproduction is to satisfy the
growing needs of the society in tangible
and intangible goods; these definitions

imply the presence of hidden potential

contained in these economic reserves
that can help increase the production
of various goods. Thus resources are
considered in close connection with their
direct purpose — to ensure the output,
system development, and achievement of
production objectives.

So far, the economic literature has not
developed a clear definition of “potential
ofanorganization (company,enterprise)”.
At the same time, one can see clearly
a fundamental difference between the
terms “resources” and “potential”. This
difference lies in the fact that resources
exist independent of economic actors, and
the potential of an individual enterprise
as a whole is inseparable from the subjects
of activity. At that, the resources of an
enterprise form the basis for the formation
of its potential. The potential includes
besides tangible and intangible assets
the ability of individuals and society as a
whole to make effective use of available
funds and resources, i.e. the ability of the
subject of activity to create various goods.

The resource-based approach to the
category of “economic potential” is quite
common among researchers. Its essence
is to represent potential as a set of
resources and their sources that support
production and business activities at an
enterprise. When exploring the resource-
based approaches, one can distinguish
two main positions more clearly. The first
position represents economic potential
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as a set of resources that do not take
into account their interrelationship and
participation in the production process.
The second position considers economic
potential as a set of resources capable of
producing a certain amount of material
goods and services and obtaining financial
results.

In the studies by many contemporary
authors the category of “economic
resources” is used along with the category
of “economic results”, which proceed
from the use of economic resources.

We can distinguish two focus areas in
the opinions of scientists about the
concept of economic potential of an
enterprise in the framework of the results-
based strategy. According to the first one,
the economic potential of an enterprise
is viewed as the ability of the economic
system to develop and process the
resources in order to satisfy public needs
and create a specific result. The scientists
who support the second focus area
believe that the concept of the economic
potential of an enterprise must include
final results of its financial and economic
activities.

Retrospective evaluation and syste-
matization of scientific and methodo-
logical approaches to the functioning of
economic potential developed by foreign
and domestic scientists is presented in
Table 1.

A retrospective analysis of scientific
and methodological approaches to the
economic potential of enterprises
indicates a steady trend of shifting the
emphasis from the resource concept of
economic potential to the results-based
concept.

The beginning of economic activity in
a market economy is preceded by the
business and financial planning, during
which the number of necessary resources
their

Efficiency of economic activity depends

and sources are determined.
largely on the correct formation of the
composition and structure of economic
potential.

In other words, the economic potential
of an enterprise, in our view, is a certain
set of economic resources generated by
the economic entity with the aim
of creating targeted cost effective
performance results. The main economic
results of an enterprise, in turn, are
the production output of goods and
services, gross income (revenue) of an
enterprise and its components — fixed
and variable costs, and profit, all of these
factors determine the effectiveness and
performance efficiency.

From this viewpoint there is a need
to distinguish between the concept of
economic potential of a country, region,
industry and other economic systems

in which a set of economic resources is
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Table 1. Scientific and methodological approaches to the economic potential of an enterprise

Scientific Representatives Essence of economic Structure of Tools of economic
approach of the concept potential economic potential potential
Resource-based Azriliyan A.N. [7], Economic potential | Tangible, intangible, Natural and value
approach Abalkin L.I. [1], is the totality of the employment, indicators of the
Zabolotskaya N.V. [16], quantity and quality information availability and status
Lukinov L.I. [25], of resources of an resources of the resources
Chernikov D.A. [49], economic system
Chimshit S.I. [50]
Resource-targeted Lyukshinov A.N. [26], Economic potential Equipment, Natural and value
approach Boronenkova S.A.[9], is a combination of technological, indicators of the
Balabanov I.T. [3], available resources production, human, | availability, condition
Figurnov S.B. [45], and opportunities spatial, financial and movement
Shevchenko D.K. [51], for the production of resources and (attraction and
Zhigunova 0.A. [15], products opportunities disposal) of the
lvanov V.B. [17], resources

Kokhas’ A.N. [17],
Khmelevskii S.M.[17],
Makusheva Yu.A.[28],
Salikhova Ya.Yu. [36]

Results-based Ryabova T.F. [6], Economic potential is | A system of different Natural and value
approach in the Gunina L.A. [13], the ability of a set types of resources indicators of the
aspect of target Khramtsova T.G. [47], of resources that help achieve availability, condition

efficiency Komarov M.A.[21], of an economic production goals and movement
Rumyantseva E. [21], system to fulfill its (attraction and
Yakovenko A. [21], goals and objectives disposal) of the

Fedonin 0.S. [44], resources

Repina I.M. [44],
Oleksyuk A.l. [44],
Otenko I.P. [33]

Results-based Misko K.M. [31], Economic potential All types of Natural and value
approach in the Kindzerskii Yu.V. [19], is the ability of the resources, indicators of the
aspect of resource Kovalev V.V. [20], system of resources | production potential | availability, condition
efficiency Sosnenko L.S. [39], and competences (the state of and movement
Berezin Q.V. [4], to create the production and (attraction and
Krasnokutskaya N.S. [22], result through the | sales), the aggregate disposal) of
Karpenko Yu.V. [18], implementation of a property of the the resources,
Rushchak M.Yu. [35], range of productive company (property | indicators of possible
Dan’kiv N.V. [35], economic activities potential) and effectiveness and
Puzikov 0.S. [34], financial regulations | economic efficiency
Simionov R.Yu. [38], (financial potential) of the use of the
Gogina G.N. [10], resources

Nikiforova E.V. [10],
Shiyanova S.L. [10],
Timofeeva S.A. [42],
Snegur N.Yu. [42],
Bogataya I.N. [5],
Marushkov R.V. [29]
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determined not only by economic, but
also by historical, climatic, geographical
and other factors and circumstances, and
the concept of the economic potential
of an enterprise, where a combination
of economic resources is generated as a
result of deliberate action of the subject
in a certain quantity, structure and quality
in order to ensure targeted cost effective
results.

This approach helps explain and
eliminate the differences described in
economic literature and existing between
the resource-based and results-based
approaches to the concept of economic
potential of an enterprise.

Thus,
potential of an enterprise should include

the concept of economic
a purposeful process of formation of

economic resources capable of
generating the results consistent with
the strategic goals of an enterprise.
This very approach originally aimed to
ensure performance efficiency of an
enterprise.

In view of the above, the economic
potential of an enterprise in terms of its
assessment and  opportunities  for
identifying economic growth reserves
can be represented in the following
figure (Fig. 1).

The performance of an economic
entity is efficient when the amount of
resources involved is less than the amount

of resources used. The lag that emerges as

a result of this comparison should cover
the amount of resources involved and lay
the groundwork for reproduction process.
The lag aspect of the state of balance is
based on the distribution in time of the
costs of production factors and the effect
achieved in their interaction.

Reproduction accumulates the econo-
mic resources required for modernization,
technological upgrading and innovation
development; in this case, management
of a certain lag should be carried out
depending on a business strategy chosen
by the enterprise and it should also take
into account the time period. Changing
the lag of involved and used economic
resources has to be coordinated in time
and space. In our view, this approach will
help identify economic growth reserves
and use them efficiently (Fig. 2).

Based on the lag aspect we propose
two main principles of functioning
(formation, use and development) of the
economic potential of an enterprise: the
principle of economic potential suffici-
ency that implies the presence of resour-
ces of sufficient amount and composition
reflected in the enterprise’s balance sheet
and necessary for the implementation of
its goals and strategic objectives, and the
principle of reproduction, which reflects
the enterprise’s performance efficiency.
These principles will act as core
characteristics of the economic potential

of enterprises.
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Figure 1. Economic potential of an enterprise from the perspective
of its evaluation and identification of economic growth reserves

Economic potential of an enterprise

Ability of resources to generate
targeted cost-effective
performance results

Economic resources
of an enterprise

Volume of production of goods
and services

Set of interrelated resources
of an enterprise

Information
resources

Sales revenues

Facilities and

equipment Labor

resources Profit Fixed costs Variable costs

Working
assets

Interaction of the economic resources Interaction of the economic resources
of an enterprise, formed in a certain amount, of an enterprise in the context of the effectiveness
structure and quality of their utilization

Figure 2. Lag of involved and used economic resources
as a tool to form and use the economic potential of an enterprise

Sufficiency of economic potential

Lag

Involved . R Implemented
involved and
economic implemented economic
economic

resources resources

Reproduction of economic potential
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In addition to the two main principles
we propose other important principles of
functioning of the economic potential of
an enterprise, namely:
and

« completeness of coverage

involvement of economic resources

(actual and credible assessment of
resources of the enterprise in carrying
out current control in the context of legal
provision, accounting and valuation of the
resources, i.e., on the basis of accounting
and tax accounting rules);

« economical use (optimization of
costs);

 regularity and budgeting (planning
of economic potential and the policy of
austerity with regard to financial
resources);

+ effective administration (costs of
the use of a resource should not exceed
the economic return from its use);

* innovation development (based on
the interaction between economic
resources and results, which involves the
development of new methods of
reproduction).

The principles will be fundamental for
identifying key indicators for assessing
the economic potential of an enterprise.

This study allows us to formulate the
concept of economic potential: it is a
system of interconnected processes of
engagement, use and implementation
(updates, savings) of economic resources

that closely interact and aim to solve

the existing contradiction of adequate
quality and reproduction of economic
resources.

An important economic parameter in
the work of an enterprise is assessment of
the efficiency of formation and use of its
economicpotential. Thelackofeconomic
mechanisms (scientifically-grounded for
market conditions) for controlling and
assessing the state of enterprises from
the viewpoint of efficiency of formation
and use of economic resources reduces
investment activity and competitiveness
of entities. This makes it necessary to
search for new methods and models
to estimate economic potential that
defines economic independence as a
system of management impacts on the
economic condition and development of
an enterprise. The quality of the validity
of these effects can be crucial for the
enterprise’s existence.

The most common and traditional
methods for assessing the economic
potential of enterprises in modern
scientific and educational literature are as
follows: methods for assessing the market
value of an enterprise, methodology
for comprehensive rating evaluation
of economic potential, methodology
for assessing financial activities of an
enterprise.

The essence of traditional methods for
assessing the economic potential of an

enterprise is presented in Table 2.
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Table 2. Traditional methods of assessing the economic potential of an enterprise

Methods

Essence of the method

Source

Methods for assessing
the market value of an
enterprise

Includes 3 methods:

- income-generating method, in which the economic
potential of an enterprise is evaluated based on the
amount of the net flow of economic benefits from its
use;

- market (comparative) method, the assessment

of the economic potential of an enterprise on the
basis

of comparison with analogues;

- property (cost-based) — evaluation of the economic
potential of an enterprise based on the sum of costs

Shcherbakov V.A., Shcherbakova
N.A. [53],

Averina 0.1. [2],

Tsybul’skaya E.I., Sotnik A.V. [48].

on its formation and use.

Methodology for
comprehensive rating
assessment

The methodology includes:

results of the company;

comparative indicators.

- analysis of financial and economic activity of an
enterprise according to a large number of indicators
characterizing the financial condition and financial

- calculation of the outcome indicator of the rating
on the basis of comparing the enterprises according
to the calculated indicators with the conditional
reference enterprise that has the best results on

Sheremet A.D., Saifulin R.S.,
Negashev E.V. [52],

Kuvshinov D.A., Polovtsev P.I. [23].

Methodology for assessing
the financial activity of an
enterprise

substantiated.

The economic potential of an enterprise is analyzed
in the context of assessing the property potential and
financial situation of the company. In this case:

- different methods of evaluation of property and
financial components of the potential are used;

- the use of a specific set of financial ratios

and performance indicators of an enterprise is

Sosnenko L.S. [39],

Kovalev V.V. [20],

lonova A.F. and Selezneva N.N. [37],
Efimova 0.V. [14], Zhigunova O.A.
[14],

Grishchenko 0.V. [12],

Morozova L.E., Bortnik 0.A.,
Kravchuk 1.S. [32].

All traditional methods evaluate the
economic potential of an enterprise by
using the actual values of indicators
characterizing the performance results of
the economic system.

At that, the income and comparative
methods of market value, as well as
comprehensive rating assessment, des-
cribe only the effective component of the
economic potential of an enterprise, and

the property (cost) method describes only
the resource component.

An advantage of the methodology for
estimating the financial performance of
an enterprise lies in the fact that it asses-
ses both components of the economic
potential of an enterprise — resources
(property potential) and results (financial
situation). In this case some significant
drawbacks can be pointed out:
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— property and financial components
are evaluated separately, without taking
into account interaction factors;

— actual capacity is the only thing
that is assessed, the perspective potential
is not taken into consideration.

The purpose of assessing the economic
potential of an enterprise, in our view, lies
in its studying as an integrated complex,
which
resources and current property and

includes not only available
financial possibilities, but also potential
opportunities. It is impossible to conduct
a full analysis of the economic potential
of an enterprise on the basis of any of
its separate components. To achieve this
goal it is necessary to build a model for
the economic potential of an enterprise as
an integral system that makes it possible
to solve tasks such as identification of
unused reserves and effective management
of the formation and use of the economic
potential of an enterprise. Traditional
assessment techniques do not provide
such an opportunity.

A specific feature of modern research
consists in the fact that some scientists
consider it possible to evaluate the use of
the economic potential of an enterprise by
comparing its prospective level with the
actual value (achieved at the moment).
In addition, having analyzed recent
publications, we see that there is a search
for the blocks of management of the

economic potential at its differentiation
into individual components (7ab. 3).
Modern assessment methods are based
on allocating separate  structural
components in the economic potential of
that,

components are defined differently by

an enterprise; at structural
different authors. Evaluation is carried
out also for individual components using
different methods: point method, expert
method,
with the use of financial indicators,

rapid assessment, evaluation
i.e. based on the actual values of the
indicators characterizing the company’s
performance. Several authors, for
example, E.V. Lapin, K.O. Magomedova,
and R.V. Marushkov consider that the
evaluation of the economic potential of
an enterprise includes the assessment of
its potential capabilities for the purpose
of comparing the indicators achieved
by the enterprise with the threshold
indicators.

Russian scientific practice has already
developed specific approaches to deter-
mining the potential capabilities of an
enterprise and evaluating their use. In
this regard, major importance is attached
to the issue of economic measurement
of available resources and results of their
functioning; however, the problem of
assessing the interaction between the
structural elements of the economic

potential recedes to the background.
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Table 3. Modern methodological approaches to assessing the economic potential of an enterprise

Structural components
of the economic potential
of an enterprise

Essence of the methodology for assessing the economic
potential
of an enterprise

Author, source

organizational and managerial

economic potential is defined as the sum of local potentials

Market; Rapid assessment on individual components of the economic | Merzlikina G.S.,
production; potential of an enterprise, then — the use of the score method | Shakhovskaya L.S. [30]
financial

Personnel; Rapid assessment of individual subsystems of the economic | Lapin E.V. [24]
production; potential of an enterprise including the determination of

innovation; threshold values of the indicators. The value of the total

Production potential
(production, material,
personnel components).
Financial

Evaluation of separate components of the economic potential
of an enterprise using financial indicators, as well as the score
and expert methods

Fomin P.A.,
Starovoitov M.K. [46]

Fixed capital;

production staff;

energy resources;
technology for the
implementation of services;
information resource

Use of normative values of various components of the
economic potential of an enterprise needed for the production
of one conventional unit of a particular kind of product or
service. Based on that, the potential of each component of the
enterprise economic potential is calculated.

Magomedova K.O. [27]

Labor;

production;
financial;

transport;
engineering;
research-innovation

Assessment of economic potential when using the technology
for aggregating the indicators

Syrov AN. [41]

Property;
financial

Economic potential of an enterprise is determined by the total
value of property potential of the company’s financial position
and financial performance

Yankevich P.A. [54]

Production and technological;
marketing;

labor;

innovative;

financial and investment

Evaluation with the use of financial indicators and the system
of inequalities, based on the “golden rule of enterprise
economy”

Tomofeeva Yu.V. [43]

Financial resources;
economic potential;
production potential

Evaluation of the use of the economic potential of an
enterprise is based on the algorithm of application of the
structural and target analysis and calculation of structural
indices of economic activity using accounting forms.
Evaluation of the effectiveness of the use of economic
potential is performed by comparing the actually achieved
values of indicators of economic activity of the enterprise to
their potential values

Marushkov R.V. [29]

Economic and Social Changes: Facts, Trends, Forecast 6 (48) 2016
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Thus, the current task is to create a
methodology for determining both actual
and potential capabilities of an enterprise
and to do this not for its individual
components but systematically, taking
into account the interaction and
interdependent effects of the structural
elements.

In this regard, the basis for assessing
the economic potential of an enterprise
should contain the criterion of effective
interaction between the indicators
that evaluate the formation and use of
economic resources and the indicators
that evaluate economic performance. The
nature of this interaction is determined

by the transformation of internal and

external environment of the enterprise in
which the role of economic potential lies
in the development and implementation
of internal sources of self-development
in order to ensure stable and efficient
operation of the enterprise.

The structure of the elements of
assessing the economic potential of an
enterprise can be represented by the
following blocks of indicators (Fig. 3).

In the process of production and
economic activity of an enterprise
economic resources transform and
acquire the value of economic results.
Let us consider the main elements of
the assessment indicators of economic

performance (Fig. 4).

Figure 3. Main elements of the assessment indicators of formation
and use of economic resources in the system of economic potential of an enterprise

-
Sources of estimated indicators
of the formation and use of economic
resources of an enterprise
\_

1l

Labor costs

Material costs
Administrative costs
Investment resources
Securities

Stocks of finished products
Accounts receivable
Accounts payable
Retained earnings
Contributions to corporate law
Intangible assets

Fixed assets
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Estimated indicators
of the use of economic
resources
of an enterprise

Profit

Costs

Gross output value

Capital
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Figure 4. Main elements of the assessment indicators of economic performance
of an enterprise from the position of formation and use of its economic potential

Sources of estimated indicators
of economic performance of enterprises

A

e Revenue from sales

Income from non-operating
transactions

Income from joint activity

Income from special operations
Passive income

Income not accounted for in prior
periods and identified in the
present ones

It is necessary to pay attention to the
fact that from the standpoint of formation
and use of economic potential for both
economic resources and economic results
the same performance indicators are used.
However, if we evaluate the effectiveness
of formation and use of the economic
potential of an enterprise, then we see a
contradiction between the assessment
of the efficiency of economic resources
and evaluation of the effectiveness of
economic performance of the enterprise
(Fig. 5).

The use of the property-and-resource
potential in the production-and-

commercial activities entails the

formation of financial potential (Fig. 6).

Estimated indicators
of economic performance
of enterprises

Profit
Costs

Gross output value

Capital

The
enterprise is determined not only by the

economic potential of an
volume of economic resources but also by
their quality, structure, degree of balance
between the components, and their
rational use. The solution to the problem
of providing performance efficiency at an
enterprise largely depends on the rational
use of all its potential capabilities.

In this regard, it is the assessment of
effectiveness that is the main criterion of
the quality of formation and use of the
economic potential of an enterprise. And
if we fill the assessment of efficiency of
formation and use of economic potential
with a specific functional content, then

we come to the conclusion that it is
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Figure 5. Estimated indicators of the efficiency of formation and use of economic
resources of an enterprise in the system of economic potential

Indicators of efficiency of formation
and use of the economic resources
of an enterprise

Liquidity
Solvency

Financial independence

Economic potential
of an enterprise

*

Financial and economic
condition
of an enterprise
(property and resources)

Figure 6. Economic performance efficiency indicators for an enterprise
in the system of economic potential

Indicators of efficiency of economic
performance of an enterprise

Economic potential
of an enterprise

A 4

Return on assets
Production profitability
Return on equity

Financial independence

84

*

Financial and economic
condition of an
enterprise
(financial
potential)
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necessary to match two main assessment
criteria:

+ assessment of the effectiveness of
formation and use of economic resources
according to liquidity criterion (property-
and-resource potential);

+ assessment of economic perfor-
mance efficiency according to profitabil-
ity criterion (financial potential).

Itisimportant to note that the indicator
showing the financial independence of an
enterprise is a link between the indicators
selected.

Thus, if we consider the efficiency of
using economic resources from the
viewpoint of liquidity and if we consider
economic  performance from the
viewpoint of profitability, then emerges
a dilemma: profitability or liquidity.
The essence of this problem is the
following: if a company has high profit,
it is highly profitable, but if the profit is
entirely allocated for dividends (without
considering the availability of funds as a
factor), then it reduces its liquidity and
becomes unstable. The rapid reinvestment
of profits, increase in turnover, renewal
of fixed assets and development of new
markets are factors that reduce current
liquidity. The resulting liquidity shortage
is covered with additional loan resources,
which reduces the stability (financial
independence of an enterprise). We can
conclude that if the entire net profit
remains undistributed and the structure

of liabilities changes in favor of equity
capital, then the rate of growth of sales
and earnings is limited to the level of net
profitability of the assets. At a constant
structure of liabilities a rate of growth
that matches the growth in equity capital
is considered acceptable.

Thus, in the pursuit of success, a
company has to solve an important
dilemma, called “the core dilemma of
financial management”, and choose
between profitability and liquidity and
often to sacrifice one or the other in an
attempt tocombine dynamic development
and a sufficient amount of funds and high
purchasing power [40, p. 383].

Taking into account basic criteria —
profitability and liquidity — that we have
defined for the purposes of evaluating
economic potential, we believe that the
core element in assessing the economic
potential of an enterprise should be the
indicator of the optimal interaction

between profitability and liquidity
indicators. The contents of this indicator
must present effective interaction of
economic resources and economic results
taking into account the “golden rule of
enterprise economy”. Then the growth
rate of total assets can be represented as

an acceptable growth rate of liquidity:

Gr. liq. =——  maximum

(1),

where Gr. lig. means growth rate of

permissible value

liquidity.
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The maximum permissible value of
liquidity should be combined with
acceptable growth of profitability, which
we can equate with the cumulative
assessment of the growth rate of revenue

and growth rate of profit:
= maximum
(2),

where Gr. profit. means growth rate of

Gr. profit.
permissible value

profitability.

Then we assume that:
Gr. lig. = Gr. profit. (3)

Taking into account the practice of
differentiation of the structural elements
of economic potential, it is necessary to
set the units of performance indicators
needed to determine the rate of growth of
liquidity and profitability.

The liquidity ratios can be as follows:
current liquidity ratio, quick assets ratio,
absolute liquidity ratio; the profitability
ratios can be as follows: return on assets,
return on equity, efficiency of using
the assets for production, the share of
borrowed funds in the total sources, the
share of unobligated assets in mobile
form, the share of accumulated capital,
and production profitability.

For example, the values of growth
rates of liquidity and profitability should
determine the area of effective interaction
of economic resources and economic
the area

results, which determines

of effective functioning of economic
potential.

When studying the economic potential
of an enterprise as a set of resources
capable of ensuring the achievement of
intended results, one should considereach
component of economic potential not in
isolation by itself, but as a system. Only
interacting with each other in a single
system, the components of the economic
potential of an enterprise will help obtain
synergy that cannot be determined as
the sum of the effects of functioning of
individual components.

We have presented a methodological
approach to assessing the economic
potential of an enterprise, this approach
helps ensure the implementation of the
most effective forms of capital investment
aimed to expand the economic potential
of an enterprise, and has advantages
relative to the existing and previously
used forms of capital investment. This
methodological approach will serve as the
basis for further studies of the mechanism
for effective formation and use of the
economic potential of an enterprise. The
two criteria that we have identified must
operate in the efficient mechanism of
formation and effective use of economic
The best
assessing the economic potential of

potential. technology for

enterprises should become a condition
for their effective functioning.
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