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The article focuses on the present-day economic situation, which is characterized by instability and high dynamism of the external environment, mainly affect-
ing the formation and use of assets by companies. General approaches to the allocation of the essence of circulating assets have been formed. In this context,
their interpretation, main groups and characteristics are considered. It is determined that the essence of current assets is expressed through the relationships
between the following groups of indicators: inventories and return on assets, accounts receivable and return on assets, as well as relations between cash to-
gether with cash equivalents and return on assets. On this basis, a structural and logical scheme of the policy of managing the current assets of the company
has been built. This allowed to define that the policy of management of current assets of enterprise is a multiaspectual process that concerns the main directions
of the policy of formation and financing of current assets. It is substantiated that the policy of managing current assets should ensure a compromise between
the risk of liquidity loss and profitability. Three strategies for financing current assets are considered. A conservative strategy for managing current assets can
correspond to a moderate or conservative type of current liability management policy, but not to an aggressive one. Any type of current liability management
policy can be matched by a moderate current asset management policy. An aggressive current asset management strategy can be consistent with an aggressive
or moderate current liability management policy, but not a conservative one. Understanding all the advantages and disadvantages of the strategies for financ-
ing current assets allows the company to improve production capabilities, financial position, work with certain types of current assets and ensure the dynamic
growth of the company in the strategic perspective.
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KonecHiuerko A. C., LieHb X. CymHicme 06opomHux akmusie nidnpuemcmea ma cmpamezii hiHaHCy8aHHA
Y cmammi cihokycoeaHo yeazy Ha cy4acHili ekoHoMIYHIl cumyauii, aKa Xapakmepu3syembca HecmabinbHiCMio Ma BUCOKOK OUHAMIYHICMIO 308HiWHL020 Ce-
pedosuwya, W0 8 0CHOBHOMY BM/IUGAE HA HOPMYBAHHA MA BUKOPUCMAHHA KOMMAHIAMU c8oiX akmusie. CdhopMosaHo 3a2anbHi nidxodu Ao eudineHHa cymHoc-
mi 06opomHux akmusie. Y 4bomy KOHmeKcmi po32aa0aemoCa ix iHmepnpemayis, 0CHOBHI 2pynu ma 03HAKU. BU3HAYeHo, Wo CymHicmb 060pOMHUX aKmugie
BUPAHAEMbCA Yepe3 830EMO38’A3KU MiX MAKUMU 2pyramu MOKa3HUKig: 3anacu ma pemabenbHicms akmusis, debimopcbka 3abopzosanicme | peHmabens-
Hicmb akmueis, @ MaKoX Mix 2powosumMu Kowmamu U ix eksisaneHmamu ma peHmabensHicmio akmusie. Ha yili ocHosi no6ydo8aHo cmpyKmypHo-noaiHy
CcXeMy MoMimuKU ynpasicHA MOMOYHUMU GKMUeamu KoMnaHii. Lie 00380110 8USHAYUMU, WO NOAIMUKA ynpaeniHHA 060POMHUMU GKMUBAMU MiONPUEM-
cmea € 6aeamoacnekmHuUM MpoYecom, AKUL CMOCyeEMbCA OCHOBHUX HANPAMIB MOAIMUKU GopMYBaHHA Ma (iHAHCY8aHHA 060pomHuUX akmusis. 06rpyHmo-
8GHO, WO MOAIMUKA YrpasniHKHA MOMOYHUMU GKMUBAMU MOBUHHA 3a6e3meyysamu KOMIPOMIC Mixt pU3UKoM 8mpamu sikeioHocmi ma mpubymkogicmio.
Po32nsHymo mpu cmpamezii hiHaHcysaHHa 060pomHux akmusie. KoHcepeamugHili cmpamezii ynpasiHHA MoOMoYHUMU aKmueamu moxce 8idnosidamu no-
MipHuli abo KoHcepsamugHUl Mun NOAIMUKU yrpasaiHHA MOMOYHUMU NACUBAMU, asle He aepecusHull. bydb-aKomy muny noAiMUKU yrpasniHHA MOMoYHUMU
30608’A3GHHAMU MOXe 8i0n0gidamu MOMipHa NOAIMUKA YrpPasiHHA MOMOYHUMU GKMUBAMU. A2pecusHa cmpamezisi ynpasniHHA MOMOYHUMU aKMUeamu
Moxce 8i0nosidamu aepecusHiti abo momipkosaHili moaimuyi ynpasiHHa nomoYHUMU 30608’A3aHHAMU, ase He KoHcepsamueHill. Po3ymikHs ecix nepesae i
Hedosikie cmpamezili hiHaHCY8aHHA 060pOMHUX akmusie 00380/1A€ KOMAAHIT noAINWUMU BUPOBHUY] MOXIUBOCMI, hiHAHCO8E CMAHOBUUE, POBOMY 3 OKpe-
Mumu sudamu 060pomHux akmusie i 3abe3neqyumu OUHaMIYHe 3pOCMAHHA KOMNaHIi 8 cmpameziyHili nepcnekmuei.
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aximizing the value of the enterprise plays an
important role in its activities, in particular,
it acts as the main financial goal. At the same
time, the study of key determinants that increase eco-
nomic value performs a both theoretical and practical
role. Most of the financial literature contains information
on numerous factors affecting the value of the enterprise.
Especially among these factors should be highlighted net
working capital and its elements, in particular: the level
of cash associated with receivables, inventories and oper-
ating cash balances.
Volumes of the retail trade turnover of enterprises
for 9 months of 2019-2021 are presented in the Fig. 1.

groups and features; to overview the company's current
asset management policy, to reveal the strategies for fi-
nancing the current assets.

The key difference between current assets and other
categories is the ability of these assets to be converted into
cash within one year. These assets include cash, marketable
securities, receivables, all types of inventories and any other
assets that can be converted into cash within one year.

General approaches to distinguishing the essence
of current assets can be presented in three directions: in-
terpretation, main groups, and features (Fig. 2).

From a practical point of view, current asset mana-
gement can be considered as working capital management.

800000.00 74943430
700000.00
569875.08 01591
600000.00 -
500000.00 -
s \/olumes of the retail trade
i turnover of enterprises,
400000.00 million UAH
300000.00 - Linear (Volumes of the
retail trade turnover of
200000.00 - enterprises, million UAH)
100000.00 -
0.00 n T T 1
9 months of 9 months of 9 months of
2019 2020 2021

Fig. 1. Volumes of the retail trade turnover of enterprises in Ukraine

Source: based on the data of State Statistics Service of Ukraine [1].

Data of Fig. 1 indicate the presence of a growing
trend in the volume of retail turnover of Ukrainian enter-
prises in recent years. That is, the total number of stocks
within the country, which are used by all enterprises, is
growing. This requires a careful study of the accounting
features of this accounting object.

A significant contribution to the development of
the theoretical foundations and the directions for the
formation and effective use of working capital was made
by such well-known domestic and foreign scientists
economists as D. Firman, A. Alam [2]; M. I. Furqoni [3];
M. Imanah [4]; C. Lubis, B. S. Marpaung, A. M. Mar-
paung [5]; J. Rajagukguk, H. Siagian [6]; A. R. Tantra,
D. A. Ani, E D. Jayanti [7]; I. Harvest Major, S. Azali,
N. Doutimiareye [8], etc. However, a number of ques-
tions regarding the further generalization of the princi-
ples of effective use of the company's current assets, re-
search the concept of current assets and major strategies
to their financing remain unanswered.

The main purpose of this study is to form the key
approaches to considering the essence of current assets,

306

The company's ability to fulfill its short-term obli-
gations that are due in the near future depends on the
availability of available cash or other current assets that
can be converted into cash in the shortest possible time
(J.J. Muthoni, H. Shimelis, R. Melis [9]).

ffective investment in current assets is the most

important factor in improving the financial per-

formance of industrial goods manufacturing
companies, which, in turn, affects the positioning of the
country's economic sectors. To this end, M. 1. Harvest,
S. Azali, N. Doutimiareye [8], using the example of Ni-
geria, examined the relationship between investments in
current assets and the financial performance of the listed
industrial goods manufacturing firms. The authors ex-
plored the relationships between such groups of indica-
tors: inventories and return on assets, trade receivables
and return on assets, as well as between cash and cash
equivalents and return on assets.

The study provided empirical evidence on the re-
lationship between investment in current assets and fi-
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Interpretation )

c Assets that are transformed into cash
urrent assets within one year
Features ) Include cash, marketable securities, account
receivables/debtors, all types of inventory/
. stock, and any other asset which can be
Short-lived ted int h withi
C Major groups ) converted into cash within one year
Fast Conversion Cycle Presented as a category on the asset side
Cash or Bank Balances of Current Asset of the balance sheet
Decisions are Recurring Formed with two words - current and asset
Inventories and Require Quickness
Current means circulating
Account Receivables/Debtors Inter-linked Asset means valuables

Fig. 2. General approaches to distinguishing the essence of current assets

Source: created by the authors.

nancial performance of the goods manufacturing firms
incorporated in Nigeria. Based on the data obtained from
the annual financial reports an exchange group of the se-
lected industrial goods manufacturing firms from Nige-
ria, it is concluded that:

+ inventories have a negative relationship and sig-
nificantly affect the earnings per share of the list-
ed industrial goods manufacturing companies;

+ accounts receivable have a positive relationship
and do not significantly affect the profitability of
assets of the listed companies producing indus-
trial goods;

+ cash and cash equivalents have a positive rela-
tionship and significantly affect the profitabil-
ity of assets of the listed companies producing
industrial goods.

perational activity is an important business pro-
cess. Financial managers are trying to find an
appropriate amount of operating activity. The
money used by companies in their daily activities is main-
ly concerned with the integrated management of the lig-
uid assets of any business and its liabilities (T. Khalaf [10]).

Since the financial position of the companies di-
rectly depends on the state of current assets and assumes
a comparison of expenses with the results of economic
activity and reimbursement of expenses with own funds,
companies are interested in the rationality of the organi-
zation of working capital.

That is, there is a task to organize the movement of
current assets with the minimum possible amounts in or-
der to obtain the greatest economic effect. Therefore, the
problems of creating such financial management mecha-
nisms of companies that would correspond to the market
conditions management and ensure a sufficient level of
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their solvency, liquidity, profitability, acquire special impor-
tance. In this context, it is important to choose an effective
policy of financing the current assets (Ye. Donin [12]).

It is worth recognizing that firms could not con-
tinue to exist without a balanced treatment of their func-
tionality units. Expert and professional supervision of the
current processes contributes to the adoption of short-
term financial decisions. It addresses all aspects affecting
the smooth running of the business. Particular attention
to the current business processes is directly related to
high profit at low cost of making this profit (N. B. M. Edj,
N. B. Mohad Saad [11]).

Problems of financing working capital by enterpris-
es were studied by economists Z. Arshad and Ya. Gondal
[13], G. Nabi et al. [14], and others. At the same time,
additional studies require questions regarding the estab-
lishment of correspondences between the types of man-
agement policies of the components of current assets of
modern enterprise and the policies of their financing.

The company's current asset management policy
is part of the overall financial strategy, which consists in
forming the necessary volume and composition of cur-
rent assets, optimizing the structure of their financing
sources, etc. Implementation of this policy should ensure
long-term production and efficient financial activity of
the company.

An effective management of current assets involves
the selection and implementation of a certain financial
policy.

It should be noted that the current asset manage-
ment policy of the company is a multi-faceted process
that concerns the main aspects of the policy of formation
and financing of current assets (Fig. 3).

At some optimal level of working capital, profit
becomes maximum. A further increase in the amount of
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Current assets management policy

———

The policy of current assets formation

\

»  Currentassets funding policy

(definition of the scope, composition, <
structure)

v v

v v

. Allocation
Definition of a general of permanent
approach to the c.urrent and variable part

assets formation of current assets

Determining
the composition and
structure of the funding
sources for current assets

Definition of general
approaches to current
assets financing

Fig. 3. Structural and logical scheme of the company's current asset management policy

Source: based on Ye. Donin, 2017 [12].

working capital will lead to the eventuality that the com-
pany will have at its disposal temporarily free, idle cur-
rent assets, as well as excess financing costs, which will
cause a decrease in profit.

hus, the current asset management policy should
provide a compromise between the risk of liquid-
ity loss and profitability. Achieving this compro-
mise boils down to solving two important problems:
+ ensuring solvency;
+ ensuring an acceptable volume, structure and
profitability of assets.

The implementation of each of these tasks is
achieved in the process of developing a special policy for
the formation of working capital at the enterprise.

There are alternative types of the company's policy
of working capital formation depending on the choice
of sources of financing of their variable part, that is, the
choice of the relative amount of net working capital.

The choice of a certain type of policy comes down
to the volume of long-term liabilities and the calculation
on its basis of the volume of net working capital as the
difference between long-term liabilities and non-current
assets. Accordingly, each type of policy corresponds to
its own basic balance equation. There are conservative,
moderate (optimal, compromise), and aggressive policies
that are illustrated by the Fig. 4.

As the graph shows, the same volume of produc-
tion and sales of products, depending on the chosen
strategy, can determine a significant range of fluctuations
in the planned amount of working capital.

An aggressive approach is the riskiest among the
current assets financing strategies. It does not provide
for the maintenance of any reserves to cover spontane-
ous current assets needs. This means that only some part
of permanent current assets is financed by long-term fi-
nancing.

308

The amount
of current assets
A Aggressive strategy
Moderate strategy
Conservative strategy

»
’ o

Production volume (units)

Fig. 4. Strategies for financing current assets
Source: based on Ye. Donin, 2017 [12].

The remaining and temporary working capital, in-
cluding seasonal fluctuations, are covered by short-term
borrowings. Using this approach allows you to reduce in-
terest costs and increase business profitability, but it also
carries the greatest risk.

moderate approach, also called a hedging strat-

egy, follows the principle of matching. According

to this approach, non-current assets should be
financed by long-term financing, and current assets by
short-term financing.

Therefore, with a moderate approach, business
entities should use long-term financing to finance non-
current assets and permanent working capital. The need
for temporary working capital should be met through
short-term financing.

The conservative approach has the lowest risk and
the lowest return among other current assets financing
strategies. Businesses use long-term financing to finance
not only non-current assets and permanent current as-
sets, but also a certain part of temporary current assets.
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This approach also has low liquidity risk due to excess
cash.

For a more thorough analysis of these policies, it is
advisable to analyze their advantages and disadvantages
of implementation (7bL. 1).

The moderate model is provided as Fig. 6.

The conservative model looks as follows (Fig.7).

Each of the listed types of current asset manage-
ment policy must be matched by a financing policy, i. e.
management of equity or current liabilities.

Table 1

Characteristics of current assets financing strategies

Strategy Advantages Disadvantages
Short-term financing is generally cheaper com- Businesses need to frequently access short-term
pared to long-term financing, which allows for borrowing to rebuild both their permanent work-
Aqaressive lower interest costs. However, this approach vio- | ing capital and temporary working capital. As a
99 lates the matching principle, according to which result, the risk of refinancing increases sharply,
non-current assets and permanent working capi- | and enterprises become vulnerable to any inter-
tal must be financed through long-term financing | ruptions in access to short-term borrowing
Lower reinvestment and interest rate risk com- . . .
) Has lower profitability due to higher interest costs
pared to an aggressive approach because short- . .
Moderate LIS due to a higher proportion of long-term financ-
term financing is only used to finance temporary | . ) .
. . ing used to finance fixed working capital
working capital
. . . The lowest risk also to the lowest return, after
The lowest reinvestment and interest rate risk : :
. . ) . long-term financing usually has a higher cost
among other working capital financing strategies. : . .
- . . iy than short-term financing. Financing temporary
. In addition, this occurs to a higher level of liquid- ; ) )
Conservative . . working capital through long-term financing also
ity and solvency, so such an enterprise can access ; . . L
. . results in businesses incurring interest costs even
short-term borrowings to cover new working .
. though they have no need for temporary working
capital needs capital

Source: based on B. Mohamad and M. Saad, 2010; Z. Arshad and Ya. Gondal, 2013; M. Hasnain, 2013; G. Nabi, 2016; Pirashanthini at el., 2013; Ye.

Donin, 2017.

That is, each of the strategies has its pros and cons,
according to which it is necessary to thoroughly assess
the situation with the structure of Lego Group’s current
assets.

Schematically, the aggressive model looks as pro-
vided below (Fig. 5).

Depending on the type of current asset financing
strategy chosen, we can talk about the main schemes of
capital formation of the company.

Therefore, an aggressive type of policy will be char-
acterized by an attempt to form sources of financing the
current assets at the expense of borrowed funds.

Noncurrent Assets

Long-term

Short-term

Portion of permanent current assets

Financing

Financing

Temporary current assets

Fig. 5. The aggressive model of management of current assets

Source: based on Ye. Donin, 2017 [12].

Noncurrent Assets

Long-term

Permanent current assets

Financing

Short-term
Financing

Temporary current assets

Fig. 6. The moderate model of management of current assets

Source: based on Ye. Donin, 2017 [12].
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Noncurrent Assets

Long-term

Permanent current assets

Financing

Short-term
Financing

Part of temporary current assets

Fig. 7. The conservative model of management of current assets

Source: based on Ye. Donin, 2017 [12].

Short-term loan prevails in the total amount of all
liabilities. Such a company has a greater financial risk,
since it depends on the specific weight of loan funds, tan-
gible assets, etc. in the overall capital structure.

A conservative type of policy will be characterized
by the formation of the company's capital only at the ex-
pense of its own types and long-term sources of financ-
ing. A company that uses only its own capital has maxi-
mum financial stability. However, thanks to this, such a
company limits the pace of its own development in the
future, because having given up the capital raised during
the period of favorable conditions on the loan market, it
will remain without an additional source of financing the
growth of assets.

A company with a moderate type of policy will in-
troduce mixed financing, which involves the formation of
capital both at the expense of its own and at the expense
of borrowed funds, which are attracted in different pro-
portions. This approach assumes that equity and long-
term debt capital should finance non-current assets, the
fixed part of current assets and approximately half of the
variable part of current assets, while the other half of
the variable part of current assets should be financed by
short-term debt capital. Net working capital will be equal
to by the amount of the sum of the system part of current
assets and half of their variable part.

The current assets financing model, which can be
considered ideal, shows that the working capital is equal
to the short-term liabilities, i. e. the net working capital
amounts to zero (Fig. 8).

Equity
Noncurrent Assets
Long-term liabilities
Current assets + Current liabilities

Fig. 8. The ideal model of management of current assets
Source: based on Ye. Donin, 2017 [12].

In real life, such a model is practically not to be
found. In addition, from the standpoint of liquidity, it is
the most risky venture.

310

CONCLUSIONS

General approaches to distinguishing the essence
of current assets are formed. In this context interpreta-
tion, main groups and features are considered. On this
base structural and logical scheme of the company's
current asset management policy is built. In addition,
three current assets financing strategies are considered.
A moderate or a conservative type of current liability
management policy may correspond to a conservative
current asset management policy, but not to an aggres-
sive one. No type of current liability management policy
can correspond to a moderate current asset management
policy. An aggressive current asset management policy
may be matched by either an aggressive or a moderate
type of current liability management policy, but not by a
conservative one. Understanding all the advantages and
disadvantages of the current asset financing strategies al-
lows the company to improve its production capabilities,
financial situation, improve work with certain types of
current assets and ensure dynamic growth of the com-
pany in a strategic perspective.

In further research, it is worth highlighting the issue
of analyzing the factors that influence the choice of a strate-
gy for financing current assets, as well as modeling options
for the company's development in this direction. u
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