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FINANCIAL STRATEGY DEVELOPMENT PROCESS

Abstract. The article aims at defining the theoretical and methodological provisions and
justifying the practical recommendations for the development of financial strategy of enterprises.

The financial strategy development is an absolute imperative for ensuring its organizational
and economic development of the enterprise operating in the current economic environment. The
financial strategy can be defined as a complex long-term plan for the organization of systemic
activity for achieving its financial goals through the formation, allocation (reallocation) and use of
financial resources.

The financial strategy can be defined through its specific characteristics: subordinate and
supporting character in the hierarchy of the company strategic pyramid in relation to the general
corporate strategy; penetrating all other varieties of strategies of the company, creating financial
support and provision for their implementation; strategic long-term orientation; is based on the
results of the analysis of strategic financial information; is developed and adjusted on the basis of
system-situational approach.

The financial strategy development is a long and complicated process covering financial
analysis of external and internal environment; definition of the strategic financial goals; financial
strategy development in the following areas value-based management, accounting, asset
management, cash flow management, credit policy, investment policy, financial risk management,
dividend policy; financial strategy implementation and monitoring.
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MPOLIEC PO3POBJIEHHSI ®IHAHCOBOI CTPATETII

AHoTanisi. Y cy4acHMX yMOBax pPO3pOOJICHHS KOMIUIEKCHOI OOrpyHTOBaHOi (hiHAaHCOBOT
cTpaterii € Oe3yMOBHMM iMIIEpaTHBOM 1 MEPEAyMOBOIO HE JIMIIE OpraHi3amiiHO-eKOHOMIYHOTO
pPO3BUTKY, a ¥ (yHKIIOHYBaHHS miANpueMcTB. MOIHAHCOBY CTpaTeril0 IMiAMPUEMCTBA MOXKHA
BU3HAUUTH SK KOMIUIEKCHMH JOBIOCTPOKOBMH IUIaH Oprasi3amii CHCTEMHOI AisTBHOCTI
3 JOCATHEHHS Woro (QiHaHCOBUX NiIeH MUIIXoM (OpMyBaHHS, pO3MOAUTY (MEPEpPO3MOIiTY)
1 BUKOpUCTaHHS (pIHAHCOBHX pecypciB. METOIO CTaTTi € BU3HAYEHHS TEOPETHKO-METOHOIOTTYHIX
MOJIOKEHb Ta OOTPYHTYBaHHS MPAKTUYHUX PEKOMEHMAIi po3pobieHHs (iHaHCOBOI cTparerii
i IPUEMCTB.

[Iponiec po3poOneHHsT (iHAHCOBOI CTpaTerii MiANMPUEMCTBA XapaKTEPHU3IYETHCS BUCOKUM
piBHEM CKJIQJHOCTI, 110 OOYMOBJIEHO HEOOXIIHICTIO 1 JOIUIBHICTIO 3A1MCHEHHS IMOJIaCIEKTHOTO
aHajily, BH3HAYECHHS TIEPCICKTUBHUX CTPATETIYHUX HAMpsAMIB IMANPUEMCTBA HAa OCHOBI
BCTaHOBJICHUX JIOBIOCTPOKOBUX IIiJIeH (DyHKIIOHYBaHHS, 3A1HCHEHHS TIarHOCTUKU BHYTPIIIHBOTO
1 30BHINIHBOTO CEPEJOBHINA Ta TOTCHIIANy MANPUEMCTBA, JOCHIKEHHS KOHKYPEHTO-
CIPOMOXKHOCTI, MPOTHO3YBAaHHS HOrO PO3BHUTKY, 1 OXOIUIOE Taki cTamii: (iHAHCOBUM aHami3
BHYTPIIIHBOTO 1 30BHIMIHBOTO CEPEJOBHINA; BHU3HAYEHHS CTpATETiyHMX (DIHAHCOBHUX IILJICH;
po3poliieHHs (iHAHCOBOI cTpaTerii 3a TAKUMH HAIllpsIMaMU: YTPaBIiHHSA BapTICTIO MiANPHUEMCTBA;
OyXrajTepchKuil OOJIK; YNpaBIiHHA aKTHBAMU; YIMPABIIHHS TPOIIOBUMH TMOTOKAMH;, KpEIWUTHA
MOJIITUKA; 1HBECTHIIIfHA TONITHKA; yMpaBIiHHSA (DIHAHCOBUMHU PH3UKAMU; IUBIJCHIHA TOJITHKA;
peasizaliist cTparerii Ta MOHITOPHHT.

KaouoBi cioBa: uBifeHAHA TMONITHKA, OOJIKOBAa TOJITHUKA, YMPABIIHHSI AaKTHBAMH,
YIIpaBIiHHS TPOIIOBUMH MOTOKaMH, (JiHAHCOBA CTPATETis.

®opmy: 0; puc.: 1; Tabmn.: 0; 6161.: 10.

Introduction. The current dynamic economic conditions impose an urgent need for the
introduction of long-term management programs for financial processes or financial strategies that
ensure achievement of corporate goals through effective use and comprehensive proactive
management of financial resources and capacity of enterprises. The importance of the sound
financial strategy increases, because functioning of enterprises is characterized by complexity,
uncertainty, characteristic features of products and high risk. The development of financial
strategies provides a basis for achieving and evaluating the results of the strategy implementation in
terms of maximizing the company value. In addition, the long-term financial strategy facilitates
increase in the strategic financial stability of enterprises in a changing market situation.

Analysis and statement of the research problem. The scientific basis for the development
of theoretical, methodological and practical aspects of the financial strategy development is
represented in the works of Ukrainian and foreign scientists such as D. Aaker, I. Ansoff, J. Barney,
C. Bowman, T. Golovko, B. Karloff, G. Kindratska, J.-J. Lambin, H. Mintzberg, A. Nalyvaiko,
A. Podderihin, M. Porter, G. Stonehouse, A. J. Strickland, D. Teece, A. A. Thompson, A. Chandler,
D. Schendel, Z. Shershnyova, K. Andrews and others.

The purpose of the article is to determine the theoretical and methodological provisions and
to ground the practical recommendations for the development of financial strategy of enterprises.

Results of a research study. The process of financial strategy development for an
enterprise is defined by a high degree of complexity due to the necessity and feasibility of
conducting poly-dimensional analysis, identifying forward-looking strategic directions of the
enterprise functioning on the basis of the established long-term goals of functioning, diagnostics of
the enterprise internal and external environment and capacity, level of its use and development
prospects, competitiveness research, forecasting its development, etc.

In general, the theoretical basis of the strategy is not defined unambiguously: it is a system
of goals, set of rules, plan, direction [1, p. 37]. At the same time, the definitions agree that the
strategy has a long-term and purposeful nature [2, p. 51]. Based on the abovementioned, it can be
concluded that the main characteristics of the strategy are: purposefulness; system approach; long-
term perspective. The strategy development is complex because of the necessity to consider the
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aggregate of dynamic, fuzzy, not always formalized goals, impact of the changing internal and
external environment [3, p. 112].

The financial strategy can be defined as a complex long-term plan for the organization of
systemic activity for achieving its financial goals through the formation, allocation (real location)
and use of financial resources. It is aimed at maximizing the company value through effective
management and comprehensive proactive management of its financial resources. In this context,
the financial strategy covers four areas: revenue management, cost management, ensuring liquidity
and financial security of the enterprise, and the management of the financial department. By its
functional essence, the financial strategy covers the diagnostics and analysis of the current and
forecasting of the prospective financial position of the company, optimization of current and non-
current assets, use and attraction of own and borrowed funds, determines the policy of income
distribution, tax and price policy, depreciation and dividend policy, policy in the area of securities,
establishment of financial provision of the activity of the enterprise etc. [4, p. 76].

The specific features of the financial strategy cover the following its characteristics [5, p. 53;
6, p.47]:

- is of a subordinate and supporting character in the hierarchy of the company strategic
pyramid in relation to the general corporate strategy, therefore, should be consistent with its
objectives and directions;

- penetrates all other varieties of strategies of the company, creating financial support and
provision for their implementation;

- strategic orientation;

- is based on the results of the analysis of strategic financial information;

- is formed and adjusted on the basis of system-situational approach.

The role of the financial strategy of the company is as follows [6, 7]:

* financial support for the implementation of strategies at all levels and the functioning of
the company: the financial strategy is responsible for finding a sufficient amount of resources for
the activity of the construction company;

* ensuring the effective use of the resource capacity of a company: managing financial
resources in such a way as to obtain the maximum effective output (without loss for the main
activity type) and maximize the value of the enterprise;

* ensuring the implementation of credit and investment opportunities;

* proactive response to changes in environmental factors;

* effective asset management: ensuring the optimal volume and structure of assets, taking
into account the strategic prospects for the development of a company;

* financial risk management: analysis and evaluation of financial risks of a company,
introducing timely measures to mitigate them,;

* based on the use of monetary indicators is a basis for formulating, executing and
evaluating the results of a corporate company strategy.

The financial strategy is developed based on the use of financial methods and tools. In the
framework of the study they can be grouped under the following areas: analysis of alternatives;
assessment; optimization; control; forecasting. The methods of alternatives analysis cover methods
of information gathering, analytical, statistical and econometric methods, matrix methods etc. The
assessment uses methods of expert assessments, network and cost analysis, scoring methods. The
optimization is carried out by methods of logical, physical or economic-mathematical modeling.
The control is carried out by using methods of documentary and factual verification, key
performance indicators method and the system of balanced indicators. The forecasting is done
through the use of the scenario methods, simulation modeling, extrapolation, mathematical
programming [7, p. 59; 8, p. 49].

The process of the financial strategy development is a multistage and complex activity for
making totality of optimal financial strategic decision, the general vision of which is summarized in
Fig. The diagnostics of financial position of the enterprise establishes the fundamental basis for
making strategic financial decisions and financial strategy development. It covers analysis of
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external environment, which establishes area for financial strategy development and
implementation, and internal environment, which defines internal company variables of the
company financial strategy. The internal environment analysis shall focus on: the general corporate
company strategy to ensure that the financial strategy is coherent with the general development
direction of the company and facilitates its implementation; available company resources and
capacity; deep analyses of the financial performance company indicators based on the quarterly and
annual financial reporting, which as a whole determine the quality of the taken strategic financial
decisions.

Strategic financial analysis of external & internal environment
v
Strategic financial goals development ‘
v
Financial strategy development <
Value-based ) Asset Cash flow
management Accounting management management
. . Investment Financial risk Dividend
Credit policy . .
policy management policy
v
Financial strategy implementation <
—> Development of the detailed implementation programs and plans
> Enterprise adaptation for the financial strategy implementation
S Resource provision for the implementation programs and plans
> Change management
v
Financial strategy monitoring and assessment
Financial strategy correction and adaptation

Fig. Financial strategy development process
Source: proposed by authors.

It should be noted that the financial analysis shall cover the following aspects:

e analysis of the absolute indicators of the company financial statements;

e horizontal analysis, which includes comparison of indicators from the financial
statements with indicators of previous periods. The most common methods of horizontal analysis
include the following ones: simple comparison of reporting items and analysis of their dramatic
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changes; analysis of changes in reporting items compared to the changes in other items, including
paying special attention to cases when a change in one indicator by economic nature does not
correspond to a change in another indicator;

e vertical analysis to identify the share of individual reporting items in the total final
indicator and compare the result with the data from the previous period;

e trend analysis, based on the assessment of the relative deviations of the reporting
indicators for a number of years from the basis year level,

e calculation of financial indicators and ratios and their analysis in terms of their
improvement, stability or deterioration, including comments for reasons of their characteristic
features.

The deep analysis of mentioned areas defines the overall direction for the financial strategy
and strengths and weaknesses of the current financial position of the enterprise as well as threats
and opportunities for implementing the financial strategy.

Based on the integrated analysis results of the synergy totality of company internal and
external factors and subsequent definition of the company strategic financial position the strategic
financial goals of the enterprise shall be developed. The main goal of financial management is to
maximize the market value and profit of the enterprise, which requires a certain level of
specification, taking into account the objectives and features of the future vector of financial and
general development of the enterprise. The objectives of the financial activities of an enterprise may
cover the following ones: establishment of the necessary level of financial resources for achieving
the general enterprise-wide strategic goals; ensuring the effective use of financial resources for
various types and areas of activity of the enterprise; optimization of the enterprise cash flow;
providing an effective level of profit; establishment of an optimal asset and equity structure, etc.

The collected and analyzed strategic financial information is the basis for the financial
strategy development in the following areas: value-based management; accounting; asset
management; cash flow management; credit policy; investment policy; financial risk management;
dividend policy.

The value-based management constitutes introduction of measures in the framework of
financial strategy aimed at maximizing company market value through ensuring sustainable and
profitable revenue growth.

The financial strategy accounting component is the extremely important for the performance
of the enterprise since the strategic decisions taken in this area directly affect the number and
amount of taxes transferred, the structure of the balance sheet and other financial statements, values
of a number of key financial and economic indicators. This all is reflected in the accounting policy
of the enterprise, which according to IAS 8 and National accounting standards (provisions) consists
of the specific principles, bases, conventions, rules and practices applied by an entity in preparing
and presenting financial statements [9]. In other words accounting policy is the key corners tone
document that defines and regulates the methods of accounting used in the reflection of business
transactions (primary observation, cost assessment, current grouping and the final summary of the
facts of economic activity). Traditionally accounting policy is approved in the special enterprise
order. When determining the accounting policy, an enterprise has an option mainly relating to the
methods for writing off raw materials and materials in production, methods for assessing work in
progress, the possibility of using amortization options, options for establishing repair and insurance
funds, etc. This element of financial strategy is especially important because of the new
amendments to the Law of Ukraine on «Accounting and financial reporting in Ukraine» of
05.10.2017, which in line with EU legislation introduced the new definition of «public interest
entities» and new reporting requirements for this category of enterprises.

According to the Article 12! of the Law of Ukraine on «Accounting and financial reporting
in Ukraine» «public interest enterprises, public joint stock companies and enterprises carrying out
extraction of mineral resources of national importance as well as enterprises that carry out
economic activities by types of activities, the list of which is determined by the Cabinet of Ministers
of Ukraine, shall prepare and submit financial statements and consolidated financial statements to
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the government authorities and other users, at their request, in accordance with the procedure
established by this Law and on the basis of financial reporting taxonomy under international
standards, in the unified electronic format specified by the central executive body in charge of
formation and implementation of national policy in accounting». The Ministry of Finance of
Ukraine and three financial sector regulators, including National Bank of Ukraine, National
securities and stock market commission and National Commission for the State Regulation of
Financial Services Markets approved and published on their web-sites the UA XBRL IFRS
reporting taxonomy, which shall be used for preparing their financial statements to be submitted
through the Financial reporting system (hub), that is being currently constructed and will be in
operational management of the National Securities and Stock Market Commission [10]. When
developing the accounting policy of an organization, it is recommended to choose such methods for
calculating the cost, which provides the most visual representation of the structure of production
costs, the level of fixed and variable costs, the share of commercial expenses and is the basis for
cost management at the enterprise.

The asset management covers issues on optimization of the amount, composition and
structure of the enterprise’s current and non-current assets in terms of efficiency of their complex
use, ensuring asset liquidity management,accelerating their turnover cycle, choice of effective
forms and sources of their financing and ensuring that enterprise’s tangible and intangible assets are
maintained, accounted for, and put to their highest and best use.

The cash flow management is aimed at optimizing the company’s cash flows in the terms of
operational, investment and financial activities, their synchronization in terms of volume and in
time for individual upcoming periods, the effective use of the balance of temporarily free monetary
assets to ensure timely availability of financial resources for the operational and investment
activities of the enterprise.

The credit policy shall be developed based on the analysis of the structure of the balance
sheet liabilities and the ratio of own and borrowed funds, which define the sufficiency of its own
funds and current assets or on their insufficiency and the decision on borrowing. In the process of
the credit policy development it is necessary to calculate the need for borrowed funds (in its
absence — the possible benefit from their involvement); to choose the right credit institution (based
on the availability of a license, the size of the interest rate, methods for its calculation — complex
or simple interest, maturity dates, forms of loan issuance, reputation on the securities market,
conditions for the prolongation of loans, etc.); prepare a plan for the repayment of borrowed funds
and the calculation of the interest amount based on the specifics of profit taxation.

The investment policy envisages defining the most important areas of the investment
activity of the enterprise, assessment of investment attractiveness of real projects and financial
instruments to establish real investment programs and portfolio of financial investments, choice of
the most effective forms of investment financing.

The financial risk management covers the complex of actions on identification, forecasting
of possible individual financial risks and their mitigation.

The dividend policy regulates the procedure for the determination of the profit share
allocated for payment of dividends, their calculation methodology and pre-conditions for their
payment. The aim of the dividend policy is to find the appropriate balance between protection of the
interests of the shareholders, creation of prerequisites for growth in the stock price and share of
profits reinvested in production development.

The financial strategy implementation is the next logical summary stage of the previous
development stages, which is the materialization of the previously taken decisions and which covers
development of detailed programs and plans for implementing the strategy, justification of resource
provision for programs and plans for implementing the strategy, change management and adaption
of the enterprise to the strategy implementation (including determination of rights, duties and
measures of responsibility of managers for the results of the financial activities of the enterprise;
establishment of the optimal organizational structure of the enterprise; and the development of the
efficient financial structure model by assignment of the relevant financial responsibility centers (i.e.
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revenue, cost, profit, investment centers; development of an system of employee motivation,
hiring/training personnel in the area of financial management, stimulation of the implementation
mechanism, provision the implementation process with the necessary resources and authorities,
creating an optimal budget for the strategy implementation). The financial strategy implementation
process shall be penetrated by monitoring, which is a continuous cyclical process of studying the
effectiveness of implementing measures, based on systematic tracking, explaining deviations and
changes in performance indicators at the “monitoring points” of the strategy implementation and
comparison with the planned indicators may lead to introduction of corrective actions, modification
of goals, revision of plans, redistribution of tasks and reallocation of resources.

Conclusions. Taking into account all the mentioned above it can be stated that financial
strategy development is an absolute imperative for ensuring its organizational and economic
development. The financial strategy can be defined as a complex long-term plan for the
organization of systemic activity for achieving its financial goals through the formation, allocation
(reallocation) and use of financial resources. Its development is a long and complicated process
covering strategic financial analysis of external and internal environment; definition of the strategic
financial goals; financial strategy development in the following areas value-based management,
accounting, asset management, cash flow management, credit policy, investment policy, financial
risk management, dividend policy; financial strategy implementation and monitoring.

Jlitepatypa

1. Hanmgaiixo A. II., I'pebemkoBa O. M. ta in. Ctparerist miAnprueMcTBa y MOCTIHAYCTpialbHIi ekoHOMINI : MOHOTrpadis / 3a 3ar.
pen. A. I1. Hanusaiika, O. M. I'pe6emikoBoi. Kuis : KHEY, 2017. 418 c.

2 Hlepuabosa 3. €., O6opcbka C. B., Parymmnuii 0. M. Crpareriune ynpasninns. Kuis : KHEY, 2004. 699 c.

3. Kueitnep I'. b. Ctparerus npeanpusrtus. Mocksa : leno. 2008. 568 c.

4. Ancopd U. Hosas xopmnopatuBHas crpaterus. Cankr [lerepOypr : [Turep, 1999. 416 c.

5 Chase R. B., Aquilano N. J. Production and Operations Management: a Life Cycle Approach. 6th edition. Boston : Home
Wood, Irwin, 1992. 1062 p.

6.  Tommcon A. A., Crpuxiieng A. Jlx. Ctparerndeckuii MeHePKMEHT. VIcKkyccTBO pa3paboTky 1 peann3anuu crpaterui. Mocksa
: bankn u 6upxu, FOHUTH, 1998. 576 c.

7. Bbnank . A. ®uHaHCOBBIA MEHEKMEHT : YUEOHBIH Kypc. 2-¢ u31., nepepad. u gon. Kues : Dnbra, Huka-Llentp, 2007. 656 c.

8. Munuoepr I'., Ansctpann b., Jlamnens XK. Ctparerndeckoe cadapu. DKCKypcust o 1eOpsM CTpaTerHYecKOro MEHEIKMEHTA.
Mocksa : «Anbnuna [Tabnumepy, 2017. 368 c.

9.  3axon Ykpainu «IIpo Oyxranrepcekuil o0k Ta (piHaHCOBY 3BIiTHICTH B YKpaiHi» Bix 16 mumas 1999 pik Ne 996-XIV (3i
3MiHamu). Bioomocmi Bepxosnoi Paou Yxpainu. 1999. Ne 40. URL : https://zakon.rada.gov.ua/laws/show/996-14.

10. HamionansHe monoxeHHs (cTaHAapT) OyXxranrepcbkoro oomiky 1 «3aranbHi BUMOTH 10 (GiHaHCOBOI 3BITHOCTI» / MiHiCTEpCTBO
¢inanciB Ykpaiau. 2013. URL : https://zakon.rada.gov.ua/laws/show/z0336-13.

Cmammio pexomendosaro 0o opyky 31.08.2020 © mimay M., Jluu B. M., IOpuenxo IO. O.

References

1. Nalyvaiko, A. P., & Hrebeshkova, O. M. (et al.). (2017). Stratehiia pidpryiemstva u postindustrialnii ekonomitsi [Enterprise
strategy in the post-industrial economy]. A. P. Nalyvaiko, O. M. Hrebeshkova (Eds.). Kyiv: KNEU [in Ukrainian].

2. Shershnova, Z. Ye., Oborska, S. V., & Ratushnyi, Yu. M. (2004). Stratehichne upravlinnia [Strategic management]. Kyiv:

KNEU [in Ukrainian].

Klejner, G. B. (2008). Strategiya predpriyatiya [Enterprise strategy]. Moscow: Delo [in Russian].

Ansoff, 1. (1999). Novaya korporativnaya strategiya [New corporate strategy]. Saint Petersburg: Piter [in Russian].

Chase, R. B. (1992). Production and Operations Management: a Life Cycle Approach. Boston: Home Wood, Irwin [in English].

Tompson, A. A., & Striklend, A. Dzh. (1998). Strategicheskij menedzhment. Iskusstvo razrabotki i realizacii strategii [Strategic

management. The art of developing and implementing a strategy]. Moscow: Banki i birzhi, YUNITI [in Russian].

Blank, 1. A. (2007). Finansovyj menedzhment [Financial management]. Kyiv: EI’ga, Nika-Centr [in Russian].

8. Mincberg, G., Al’strand, B., Lampel’, Zh. (2017). Strategicheskoe safari. Ekskursiya po debryam strategicheskogo
menedzhmenta. Moscow: «Al’pina Pablisher» [in Russian].

9. Verkhovna Rada Ukrainy. (1999, July 16). Zakon Ukrainy «Pro bukhhalterskyi oblik ta finansovu zvitnist v Ukraini» vid 16
lypnia 1999 rik Ne 996-XIV (zi zminamy) [Law of Ukraine «On Accounting and Financial Reporting in Ukraine» of July 16,
1999 Ne 996-X1V (as amended)]. Vidomosti Verkhovnoi Rady Ukrainy — Bulletin of the Verkhovna Rada of Ukraine, 40.
Retrieved from https://zakon.rada.gov.ua/laws/show/996-14 [in Ukrainian].

10. Ministerstvo finansiv Ukrainy. (2013). Natsionalne polozhennia (standart) bukhhalterskoho obliku 1 «Zahalni vymohy do
finansovoi zvitnostiy. [National accounting regulation (standard) 1 «General requirements for financial reporting»]. Retrieved
from https://zakon.rada.gov.ua/laws/show/z0336-13 [in Ukrainian].

AN

=

The article is recommended for printing 31.08.2020 © Stimac M., Lych V., Yurchenko Yu.

1 3 2 ISSN 2306-4994 (print); ISSN 2310-8770 (online)



