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MONITORING THE FACTORS
INFLUENCING THE EFFICIENCY
OF AGRICULTURAL
ENTERPRISES WORKING
CAPITAL OF UKRAINE

Abstract

The efficiency of working capital management is one of the most important ac-
tivities of any company, because it influences on the continuity of production and
sales, the liquidity of the company, its solvency and profitability. To identify the
factors influencing on the efficiency of working capital management of Ukrainian
agricultural enterprises, systemic approach, analysis and synthesis, evaluation of
dynamics structure, factor analysis were used. Profitability is the indicator of the
efficiency of current assets. The authors used a modified Dupont model to deter-
mine the factors influencing the efficiency of current assets of Ukrainian agricul-
tural enterprises. There was assessed the impact of these factors on the profitability
of current assets and the stability of economic growth of Ukrainian agricultural
enterprises in the period 2013-2015. The most influential factors of efficiency of
current assets of agricultural enterprises were developed. The impact of selected
factors on the stability of economic growth of Ukrainian agricultural enterprises
was assessed.

Keywords profitability of current assets, Dupont model,
sustainability of economic growth
JEL Classification D24, G31, Q14

INTRODUCTION

Current assets are one of the most important resources providing
the economic activity of any company. Therefore, it is necessary to
organize effective working capital management process, including its
formation, distribution and using. The efficiency of working capital
management is an important part of the company activity, because it
affects production and sales of goods and services liquidity, solvency
and profitability of the company. Favorable climatic conditions and
the presence of large reserves of fertile soils create conditions for the
development of agriculture, which is one of the most important sec-
tors of Ukraine’s economy. Thus, in 2015, the agriculture companies
provided 24% of the manufactured products, 18% of GDP and 38.2%
of merchandise exports of Ukraine. Therefore, according to the cur-
rent economic situation, the research of factors influencing the effi-
ciency of working capital management of agricultural enterprises is
very significant.

Research goal. The purpose of the article is to research the factors in-

fluencing the efficiency of working capital management of Ukrainian
agricultural enterprises at the present stage of the economy.
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1. LITERATURE REVIEW

The research of methods of influence on the
efficiency of working capital management
companies is investigated by many Ukrainian
scholars, including Ivanina (2012), Semenov and
Bugay (2008), Kruta (2014). Achievements of
foreign scientists deserve the special attention.
Sefideh and Asgari (2016) investigated the impact
of working capital policy on risk management in
Tehran companies. The results show that among
the four criteria of profitability and working capi-
tal policy, return on assets, return on equity, re-
turn on investment and Tobin’s Q, there is a direct
relationship. The results confirm that the between
policy and operational risk and financial risk,
working capital and an inverse relationship exists.

In Faris Nasif ALShubiri’s (2011) opinion, the
goal of working capital management is the man-
agement of the net of current assets and current
liabilities with the objective of reaching the right
balance between profitability and liquidity. The
author says that efficient working capital is a pre-
requisite to growth and existence of corporate en-
terprises, because it dictates the level of produc-
tion, inventory and sales. The result indicates that
when any company manages its working capital
well, it has every leverage opportunity to continue
in business indefinitely both in profitability and in
liquidity.

Oseifuah and Gyekye (2017) explain the existence
of relationships between company value and poli-
cy of working capital management. There was de-
fined the significant positive relationship between
company value and both inventory conversion pe-
riod and receivables conversion period; between
accounts payable deferral period and profitability.
In addition, there is a vital negative relationship
between leverage and company value.

Consequently, the authors consider various factors

affecting the efficiency of working capital man-
agement. But common main objective of working

capital management is to provide the required size

of profitability and liquidity.

Thus, in the works of Isberg (1998), Dragana (2016),

and Jezovita (2015), the financial analysis of the
company by using the Du Pont model is described.
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Ulanchuk, Zharun, Sokolyuk, and Tkachuk
(2017) investigate the role of investments for the
development of material and technical basis of
agricultural enterprises. Sievidova (2017) re-
searches the factors affecting the economic man-
agement efficiency of agricultural enterprises in
Ukraine. The main issues are defining the direc-
tion of development and forming the optimal
business strategy of agricultural enterprises. One
of the most significant components is develop-
ment of production and resource potential of ag-
ricultural enterprises.

However, the impact on the efficiency of working
capital management of agricultural enterprises is
not sufficiently studied. As agriculture is one of
the most important sectors of Ukrainian economy;,
studying the efficiency of working capital manage-
ment of this sector is very topical.

2. METHODS AND
MATERIALS OF STUDY

Significant indicator of the efficiency of working
capital management on a company is the rate of
current assets profitability, which demonstrates
the expediency of financial management policy.
That is why the study of the research is based
on Dupont formula (Isberg, 1998, p. 2; Dragana,
2016, p.552) combining two main impact facm
tors on profitability of current assets, namely the
change of sales profitability and the change of
turnover of current assets. The most substantial
role in the profit formation belongs to sales vol-
ume, which is one of the main indicators of busi-
ness activity. In this regard, it is advisable to in-
vestigate its impact on the change of profitability
of current assets.

For this, the rate of sales is added to the formula of
profitability of current assets (formula 1) (Ivanina,
2012, p. 113).
P I
K, 6 =——,
"SR cA

where P - the value of profit, UAH; I - income,
UAH; CA - the value of current assets, UAH.

©)

In turn, these two complex factors can be divided in-
to elementary components (Figure 1), formulae 2-3.



where K, - profitability of sales ratio; K., —
turnover of current assets ratio; C - cost of sales,
UAH; S - the value of inventories, UAH; R - the
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Source: improved by the author based on Semenov and Bugay (2008, p. 138).
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Figure 1. The structural and logical model of influence factors

on the rate of return of current assets

K :—:—,
™ C4A S+R+M

@

©)

value of receivables, UAH; M - the value of mon-
ey funds, UAH.
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3. RESULTS

For the determination the degree of influence the

factors on increase of profitability of current as-
sets, the method of proportional division based on
the initial information Table 1 is used. The calcu-

lation is performed as follows (formula 4).

-Aa,

@)
An,

where Ay,, Ay, -theincrease of the effective rate
due to the influence of the factors (a, n) (Jezovita,
2015, p. 113).

As the indicator of efficiency of using current as-
sets, the profitability is the indicator of the quality
of management and the ability to generate revenue

for the formation of the required amount of own

Table 1. Statistical data of Ukrainian agricultural enterprises used to calculate the impact of factors
on the profitability of current assets

Source: elaborated by the author based on (State Statistics Service of Ukraine, 2016).

No Indicator 2013 2015 Deviation
1 :Rate Qf return on current assets, %~~~ 7.6 199 12.3

2 iProfitability of sales rato, % 9.3 284 19.1

3 iTurnover of current assetsratio 0.93 051 -0.42
4 ) IUCQmQ( ,m,',”: vAH 26186.6 1273601 ¢~ 1 701174
5 :The average value of current assets, min. UAH 195021 514625 319603
6 Theraygrrarggannual value of inventories, min. UAH 66754 114925 & . 48170.7
7 iThe average value of receivables, mln. UAH 98290 342783 ¢ 244492
8 | Average cost of money funds, mIn. UAH 9885.4 16771 6885.5
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working capital. The last one is the basis for sus-
tainable financing of current assets (Table 1).

The level of influence of factors on change of factor
of profitability of current assets of Ukrainian agri-
cultural enterprises is calculated.
1. The change of profitability of sales ratio:
12.3/(41.9-19.1)-191=103.

2. The change of turnover of current assets ratio:
12.3/(41.9-19.1)-(-41.9) = -22.6.

As the turnover ratio of current assets has the most
significant effect (—22.6), the impact factors of
the second order to the change of this indicator
will be explored:

a. the change of sales revenue:
—22.6/(101 174-319603)-101174 = 10.47;
b. the change of current assets amount:

~22.6/(101174 -319603)- (~319603) = ~33.07.
Audit: -33.07+10.47 =-22.6.

The influence on the change of the amount of cur-
rent assets is implemented by:

a. the change of inventories:

—33.07/(48170.7 +244492 + 6885.5) X
x48170.7 =-5.32

the change of receivables:
—33.07/(48170.7 +244492 + 6885.5)

x244492 = -26.99

the change of money funds:
~33.07/(48170.7 + 244492 + 6885.5) x

x-6885.5=-0.76.

Audit: =5.32-26.99-0.76 =-33.07.

Therefore, the analysis of the factors of changes
the profitability of current assets of Ukrainian
agricultural enterprises shows that a significant ef-
fect on the increase of this indicator (-22.6 points)
has the turnover ratio of current assets. In partic-
ular, it is shown by reducing the amount of current
assets by 33.07 points, including inventories (5.32
points), accounts receivable (26.99 points), money
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funds (0.76 points). The growth of the profitability
of sales ratio will boost the rate of return of cur-
rent assets.

Based on calculation the influence of factors on
change the profitability of current assets the most
influenced on the performance of the company
factors can be identified. Taking into account the
changes in business helps to manage the work-
ing capital efficiently. In particular, the analysis of
Ukrainian agricultural enterprises indicates about
no effective receivables policy of enterprises (the
share of debt in total current assets is 66.61%).

The business activity of any enterprise is charac-
terized by degree of sustainability of economic
growth: its ability to provide the optimal ratio at
financing the growth of capital by used own and
borrowed resources to achieve value maximiza-
tion of capital. The opportunities of enterprises to
expand their activities are defined by the stabil-
ity of growth index, that shows the growth rate of
economic capacity of enterprises (Abramova, 2014,
p. 31; Shyndyruk, 2012, p. 113).

To assess the impact of factors on the sustainable
development of enterprises it is useful to use the
next one model (formula 5) (Kruta, 2014, p. 143):

_RP NP SR OWC C4 CL C _

=K, KK, K K K, K,
where K, - the factor of stability of economic
growth; RP - the reinvested profit; NP - the net
profit; / — the income; OWC - the own working
capital; CA - the current assets; CL - the cur-
rent liabilities; C' - the capital (balance sheet); E
- the equity; K., K, K, K, K, K,, K, -
in accordance, the share of earnings reinvested in
manufacturing; the return on sales; the turnover
ratio of own working capital; the ratio of sufficien-
cy of own working capital; the current liquidity;
the share of current liabilities in the capital of the

company; the ratio of financial dependence.

er?

Thus, the stability of enterprises economic
growth is formed by the factors which provide
the financing of current assets (the ratio of suf-
ficiency of own working capital, the current
liquidity, the share of current liabilities in the
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Table 2. The factor analysis of stability of economic growth of Ukrainian agricultural enterprises in

the period 2013-2015, min. UAH

Source: elaborated by the author based on (State Statistics Service of Ukraine, 2016).

Indicator

2013

2015 Deviation The exchange

Noi +/-) of Kfs, points
1 Net profit 14984.5 102849 87864.6 -
2 Eamings reinvested in manufacturing 9739.93 69937.39 60197.5 -
3 Income 181130 262310 81179.7 -
4 Balance sheet 313097 685845 372748 -
5 Thé Varvreragér\r/élue orfréurrenrtrzrirssets o 195021 514625 319603 -
6 The average value of own working capital 71840.3 173865.3 102025 -
7 The average value of equity 156820 275304 118484 -
8 The Vef\)eragér\r/élue of current liabilities 13181 342359 229178 -
9 Reinvested profit 0.650 0.680 0.030 0.47
10 Return on sales, % 9300 28.400 19100 714
11 Turnover of working capital, times 2.521 1509 1,013 71
12 The ratio of sufficiency of own working capital 0.229 0.254 0.024 0.85
13 The current liquidity 1133 1167 0.034 0.022
o Mg o b e anaote o2 oms o oo
15 The ratio of financial dependence 1997 2491 0.495 0.001
16 The factor of stability of economic growth, % 2.860 10.724 7.863 1389

capital of the company, the ratio of financial de-
pendence, the reinvested profit) and character-
ize the effectiveness of its use (the turnover ratio
of own working capital, the net profit, the sales
revenue).

The factor analysis of the dynamic of the fac-
tor of stability of economic growth of Ukrainian
agricultural enterprises is presented in Table 2.
According to this table, the factor of stability of
economic growth increased by 0.249 points.

The increase of the share of reinvested earnings by
0.03 points led the increase of K ; by 0.47 points:

K,=003-284-151-0.25-117-0.5-2.49=+047.

1. The increase the return on sales by 19.1 points

led the increase of K, by 7.14 points:

K,=068-19.1-151-025-117-05-2.49 =+7.14.
2. The reducing the number of turns on own
working capital by 1.01 points led the decrease
of K, by 7.1 points:

K,=-0.68-284-1.01-0.25-117-05-2.49=-7.1.

3. 'The growth the degree of providing by own

working capital by 0.02 points led the increase
of K, by 0.85 points:
K,=068-284-151-0.02-117-0.5-2.49=+0.85.

4. 'The growth the current liquidity by 0.03 points
led the increase of K by 0.022 points:

K, =068-28.4-151-0.02-0.03-0.5-2.49 = +0.022.
5. 'The growth the share of current liabilities in
the capital of the company by 0.14 points led
the increase of K ; by 0,006 points:

K,=068-284-151-0.02-0.03-0.14-2.49 = +0.006.
6. The growth the ratio of financial dependence
by 0.49 points led the increase of K by 0.001
points:

K,=0.68-28.4-1.51-0.02-0.03-0.14-0.49 =+0.001.

The total increase of the factor of stability of eco-
nomic growth is (in points):

047 +714-71+0.85+0.022+0.006 +0.001 =+ 1.389.
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Thus, the enterprises of agricultural sector have
the minor rate of economic growth (1.389). It
provided the increase of profitability of prod-
uct sales (7.14), of degree of provision by own
working capital (0.85); of current liquidity ra-
tio (0.022) (particularly due to the increase of
work in progress); the rational capital struc-
ture. The deceleration of turnover of own work-
ing assets (due to the growth of inventories and
receivables) impedes the economic growth of
enterprises.

The efficient use of resources (increase of turnover
of current assets) contributes to increase the effi-
ciency of using working capital. Reducing the ef-
ficient use of current assets leads to its additional
attraction, that negatively affects on enterprises.
It is important to follow some recommendations,

such as: establishing reasonable standards of pro-
duction; standardization of production technol-
ogy; purchasing the fertilizers at wholesale prices,
using the analogues; minimization the costs of ac-
quisition, transportation and storage of invento-
ries; optimization of residual components of cur-
rent resources.

It is useful to reduce the amount of receivables by
cutting down the period of repayment, namely: to
develop the methods of evaluation the reliability
of customers; to increase the number of buyers in
order to minimize the losses from non-payment
of several buyers; to identify the doubtful debts in
time. It will not only provide the improving of fi-
nancial condition of agricultural enterprises, but
also it will increase its performance overall, long-
term solvency and profitability.

CONCLUSION

Profitability is one of the most significant factors which points to the efficiency of current assets using.
The research is based on the data of Ukrainian agricultural enterprises in 2013-2015 years, in particu-
lar: net profit, income, return on sales, current liquidity, ratio of financial dependence and other finan-
cial ratios. Among the investigated factors, the greatest impact on the profitability of current assets of
Ukrainian agricultural enterprises is created by the change of turnover of current assets (-22.6 points),
the change of amount of current assets (-33.07 points), the change of amount of receivables (-26.99
points). The factor analysis of the dynamic of the factor of stability of economic growth of Ukrainian
agricultural enterprises showed that the number of turnover of current assets (-7.1 points) and the re-
turn on sales (7.14 points) had the greatest impact.

Therefore, it is proposed to introduce the measures of growth the efficient use of resources, of improve
the relations with partners, of improve accounts receivable policy. The prospect of further research is
determination the causes of growth the amount of inventories and receivables at Ukrainian agricultural
enterprises and finding ways to eliminate these shortcomings with a view to increase the turnover of
current assets and, consequently, the efficiency of economic activity.
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