EKOHOMIKA TA YMPABJIIHHS NIANPUEMCTBAMU

UDC 658.5:622.7.002
Mykola Ishchenko
PhD in Economics, D. Sc. (Econ.) Degree Seeker,
Member of Executive Board, Director of Mining Division of
METINVEST HOLDING LLC, Kryvyi Rih, Ukraine
m.ishchenko@ukr.net
11, XXII Partz’yizdu St., Kryvyi Rih, 50027, Ukraine

MINING AND BENEFICIATION COMPANIES
LIABILITIES FIGURES CORRECTION

Abstract. It is important to define accurately enterprise liabilities figures, because they are used in calcu-
lation of those financial ratios, based on which conclusions of enterprises financial performance are made.
When determining indicators of liabilities of mining and beneficiation enterprises of Ukraine, the following
factors shall be considered: company internal indebtedness (that is debt of the company to itself); loan guarantees that are
provided to other enterprises of the same vertically integrated structure for which the certain company relates to; enterprise lia-
bilities to affiliates.
Internal indebtedness appears at enterprises because of insufficient financing of obligatory programs. Untimely fulfilment of
such programs may lead to future increasing of enterprise’s costs and consequently lower financial and economic results.Thus,
an enterprise internal indebtedness has to be considered in the companies liabilities.
Mining and beneficiation enterprises of Ukraine belong to different vertically integrated structures and often act as guarantors
for credits that are provided to other enterprises of the same structures. Such liabilities are not shown in the balance of the min-
ing and beneficiation enterprises. But in case of insolvency or bankruptcy of enterprises being credited, the obligations of loans
payment will be transferred to enterprises-guarantors (in our case to mining and beneficiation enterprises). Therefore, liability
reserve of guarantees shall be created and it shall be considered in long-term liabilities of the enterprises.
Another peculiarity of mining and beneficiation enterprises operating as a part of vertically integrated structures is existence
of affiliated liabilities. Two groups of affiliated liabilities shall be distinguished: absolutely affiliated (liabilities of the enterprise to
other companies which are fully controlled by the same owners); conditionally affiliated (liabilities of company to other compa-
nies which are partially controlled by the owners of the same company). Absolutely affiliated liabilities shall be transferred from
current to long-term liabilities; conditionally affiliated liabilities are current by their essence.
Thus, methodology of correcting of mining and beneficiating enterprise liabilities has been developed in the scope of this Article
that will allow increasing of preciseness of defining of its financial and economic results and assessment of financial condition.
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JEL Classification: L72, M41, M49

M. I. lweHko

KaHanaaT eKOHOMIYHUX HayK, JOKTOPaHT,

uneH MNpaBniHHA, AMpeKTOop ripHMy4oa06yBHOro ameisioHy TOB «METIHBECT XOJIAVHI »,

Kpusun Pir, YkpaiHa

KOPUI'YBAHHA NOKA3HUKIB 3060B’A3AHb NPHU4YO-36ArA4YYBAJIbHUX KOMBIHATIB

AHoTauifa. Po3pobneHo MeToauKy KopuryBaHHA 30060B’A3aHb ripHUMY0-36arayvyBanibHOrO MiANPUYEMCTBA 3 ypaxyBaHHAM
BHYTPILLHLOI 3a60proBaHOCTI, pe3epBy 3060B’A3aHb 3a rapaHTiAMK Ta acdpininoBaHux 3060B8’A3aHb. YNPOBaAXKEHHA Liei MeTo-
OVKN [0O3BONUTH MiABULLUMTU TOYHICTb BM3HAYEHHA (PiHAHCOBO-EKOHOMIYHMX Pe3ynbTaTiB i hiHaHCOBMX KoedilieHTiB anA
OLHKW (hiHAHCOBOro CTaHy NiANpUeMCTBA.

Knto4yoBi cnoBa: 3060B’A3aHHA, BHYTPILLIHA 3a60proBaHicTb, adininoBaHi 3060B’A3aHHA, ripHUY0-36aradvyBasnbHi KOMBIHATK.

H. . NweHko

KaHanaaT 9KOHOMUYECKUX HayK, JOKTOPaHT,

dneH lNMpaBneHns, aMpeKTop ropHofobbiBatowero amensnoHa OO0 «METUHBECT XOJIOVHT », Kpusow Por, YkpanHa
KOPPEKTUPOBAHUE NOKAS3ATEJIEN OBA3ATEJIbCTB NTOPHO-OBOINATUTEJIbHbIX KOMBUHATOB

AHHOTaumA. Pa3paboTaHa mMeToanka KOpPpEeKTUpOBaHMA 06A3aTeNlbCTB FOPHO-060raTUTENLHOMO NPeanpuATUA C Y4EeTOM
BHYTPEHHEeW 3a0/KEHHOCTU, pe3epBa 06A3aTeNbCTB Mo rapaHTUAM 1 adunupoBaHHbIx 06A3aTensCTB. MNpumeHeHne aToin
METOANKMN MO3BOMUT MOBbLICUTb TOYHOCTb ONnpeaeneHnA (PUHaHCOBO-3KOHOMNYECKMX Pe3ynbTaToB 1 (OMHAHCOBbIX KOAhdu-
LIMeHTOB AJ1A OLeHKN (PUHAHCOBOrO COCTOAHMA NPeanpuATUA.

KnioyeBble crioBa: 06A3aTeNbCTBa, BHYTPEHHAA 3a00/MKEHHOCTb, adhunnmpoBaHHble 06A3aTeNbCTBa, ropHo-oboraTnTesnb-
Hble KOMOUHATbI.

Introduction. The indicators of the enterprise long-term and into account. This article is just concerned with the issue of

short-term liabilities are used in solvency (liquidity) evaluation
calculating, some financial stability and turnover ratios
(Van Horne J. C., 2003 [1]; Walsh C., 2001 [2]), and in the multi-
variate models for bankruptcy prediction (developed by
Altman E., Taffler R., Beaver W. et al.) [3]. Based on calculation
of these factors, the conclusions on financial status of an enter-
prise are made and certain management decisions are taken.
That is why it is important to identify the indicators of long-term
and short-term liabilities.

In order to determine the liabilities of the mining and bene-
ficiation companies (MBC) in Ukraine, some sectorial features
and specific conditions of the current stage of development of
the national mining and metallurgical complex should be taken
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these factors considering when determining the short- and
long-term liabilities of the Ukrainian MBCs.

Brief Literature Review. The issue of evaluation, re-
cognition, and classification of liabilities has been considered in
many foreign authors’ works on accounting (Drury C.,
Mathews M. R. et al.), including Russian authors (Kuzmins-
kyi A. M., Sokolov Ya. V. et al.), and also Ukrainian ones
(Butynets F. F, Valuiev B. I., Kindratska G. |., Sopko V. V.,
Tkachenko N. M. et al.), their usage in assessing the financial
and economic standing — in many works on economic and
financial analysis (foreign authors: Van Horne J. C., Walsh C.,
including Byelorussian authors: Savytska G. V., Ukrainian
authors: Blank I. L., Mnykh Ye. V., Chumachenko M. G. et al.).
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Solving the problem of the liabilities adjusting for subsequent
usage in the MBCs’ financial and economic performance de-
termining and financial status assessment was initiated in the
works of such Ukrainian authors, as Kozachenko S. V., Tu-
rylo A. M., Krugla N. M., Nusinova O. V., Zhovna A. M.

For example, taking into account the liabilities of the enter-
prise to itself by reducing the net profit ratio by internal indebt-
edness was proposed in the work [4]. «Need for
modification of sales profit ... failing the scheduled
capital repair in full» was also substantiated in the
work [5, p. 5]. The works [6; 7] address the issue of
incurrence of the enterprises liabilities, which belong
to the certain structures, such as vertically integrated compa-
nies. They are so-called affiliates, i.e. «legal persons, provided
that one of them controls the other or both are under the con-
trol of the third party» [8]. Therefore, it is necessary to summa-
rize and improve the existing experience of liability adjustments.

Purpose: to develop the methodology for the MBC'’s liabili-
ties adjusting in order to improve the accuracy of its financial
and economic performance and financial status assessment. In
order to improve the accuracy of the financial and economic
results of the Ukrainian MBCs and the quality assessment of
their financial status, it is necessary to adjust their long- and
short-term liabilities, taking into account the factors as follows:
internal indebtedness (i.e. the enterprise’s debt to itself); guar-
antees for loans granted to other enterprises of the same verti-
cally integrated structure, which the particular MBC belongs to;
the MBC'’s liabilities to affiliates. These factors are to be exam-
ined peculiarly.

Results. S. V. Kozachenko states that the internal indebt-
edness occurs in business because of insufficient financing of
the obligatory programs [4]. For example, the MBC should con-
tinuously implement the obligatory programs that require fund-
ing. Delayed implementation of these programs in the future
may lead to higher expenses and cause a decrease in the
financial and economic results of the enterprise. For example, if
the scheduled repair is failed, the equipment will eventually
worn out and will be early replaced, but it is much more expen-
sive, than the scheduled capital repair cost; failure to fulfil the
stripping operation plan causes an increase in the cost of
expanding a pit perimeter, etc. This is the so-called «artificial
cost savings», which, as O. M. Zhovna notes, «give rise to intra-
group payables, and in the future the enterprise will have to
incur significantly higher costs associated with the removal of
effects of such savings» [9, p. 7].

Sometimes, the size of internal indebtedness can be quite
significant, i.e. neglect of this factor, when determining the
financial and economic results of the enterprise business and
assessing its financial status, may cause the wrong conclusions
and erroneous management decisions. Thus, it is necessary to
take into account the enterprise internal indebtedness, when
assessing its financial and economic performance and deter-
mining its financial status.

The internal indebtedness should be divided into short- and
long-term ones (Figure 1).

The short-term indebtedness should be considered, in case
the additional losses occur less than one year after the date of
analysis, or they constitute less than 5% of the total internal
indebtedness. If the additional losses occur later than one year
after the date of analysis, or they constitute more than 5% of the

Fig. I: Classification of the internal indebtedness
Source: Developed by the author
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total internal indebtedness, such internal indebtedness should
be considered as the long-term one.

It is necessary to correct the size of the long-term and
short-term debts of the enterprise according to the above clas-
sification.

The corrected long-term debt (long-term liabilities) we pro-
pose to determine by the formula (1):

where L, is the corrected value of long-term liabilities,

long-t.cor.
UAH; Lyg.1 ba 1S @ value of long-term liabilities as per Balance
Sheet, UAH; L, fong-t.i is a balance of internal long-term indeb-

tedness under the " budget item as of the date of assessment,
UAH; C,, ; is a loss growth coefficient resulted from under
financing under the i budget item, unit fractions; T, is a period
which causes the additional losses under the i budget item.

where Loss; is the loss incurred by the enterprise in the
future if the budget funds under the i item are not spent, UAH;

Loss,,; is a value of budget cost under the /" item, UAH.

The loss ratio is a result of dividing the value of all losses
incurred by the enterprise in the future if the budget funds are
not spent, by the budget costs. Since the additional losses
occur after a period, it is necessary to discount the future cash
flows.

The short-term debts (current liabilities) are corrected in the
same way.

The peculiarity of current development of the mining and
metallurgical complex in Ukraine is the fact that almost all min-
ing and processing enterprises belong to one or another verti-
cally integrated structure. Under the circumstances, the mining
and processing enterprises often act as guarantors for loans
provided to the other enterprises of these structures. The
Balance Sheets of the enterprises do not show these liabilities.
However, in the event of insolvency or bankruptcy of the enter-
prises, which are under the lcan program, the loan liabilities will
be transferred to the guarantors (in our case, to the mining and
beneficiation enterprises).

The Ukrainian mining and beneficiation enterprises make
business in such a way that the sizes of their guarantee liabili-
ties are quite sizeable, therefore we suggest that they should
make reserve of guarantee liabilities. We offer to determine its
size by formula (3):

i iabiliti th
where L 5 IS @ reserve of guarantee liabilities of the n

mining and beneficiation company; Lguahkn is an amount of the
k' company’s liabilities, where the n mining and beneficiation
company is a guarantor, UAH; P, ... is the probability of the k™

company entering bankruptcy, unit fractions.

The reserve of guarantee liabilities calculated in such a way
should be taken into account in the long-term liabilities of the
mining and processing enterprises.

The probability of bankruptcy of the companies under the
loan program is used in the above formula (3). In order to deter-
mine this probability, the existing bankruptcy predicting models
can be used, such as Altman’s Z-score, where a certain scale
determines the probability of bankruptcy.

One more aspect of mining and beneficiation enterprises as
a part of vertically integrated structures is availability of affiliated
liabilities i.e. liabilities to other enterprises of these structures.
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Within his research, A. M. Turylo [7] proposes to conduct
additional crisis diagnostics on the basis of assets protection
coefficient at bankruptcy (Cp), which features the ratio of value
of liabilities to affiliates of mining and processing complexes to
total amount of liabilities of these enterprises. If Cp > 0.5,
bankruptcy possibility initiated by unaffiliated parties is low,
because parties affiliated with enterprise
will prevail in the board of creditors.

Current affiliated liabilities shall be
related to long-term liabilities in the
scope of assessment of financial status
of mining and concentrating enterprises
[7]. This is due to the fact that enterprises of vertically integrated
structure have the same owner (or group of owners) and repay-
ment of obligations does not change overall economic condition
of the whole structure, but redistributes funds between enter-
prises. Payment of affiliated liabilities is made, as a rule, the last
thing and this is the reason why current affiliated liabilities by
economic essence shall be related to long-term liabilities.

From our point of view, we need to consider the

case of partially affiliated liabilities. Some of the ver-
tically integrated structures are part of larger struc-
tures. For example, Metinvest Holding along with
DTEK Holding and also other companies are parts
of «System Capital Management» Holding (SCM).
Owners of Metinvest Holding have indirect effect on other com-
panies and structures within SCM. If Metinvest Holding compa-
nies have liabilities to companies not belonging to Metinvest
Holding, but being part of SCM, such liabilities are conditional-
ly affiliated. Payment of affiliated liabilities is made in accor-
dance with the terms established in contracts.

An example of conditionally affiliated liabilities is liabilities of
mining and concentrating enterprises of Metinvest Holding to
PJSC «Balaklava Mining Administration»: the last one is fully
controlled by Smart-Holding which in its turn is partially con-
trolled by Metinvest Holding.

So we need to differ between two groups of affiliated liabili-
ties (Figure 2, Figure 3):

1) Absolutely affiliated (liabilities of enterprise to other enter-
prises that are fully controlled by one and the same owners);

2) Conditionally affiliated (liabilities of enterprises to other
enterprises that are partially controlled by owners of this enter-
prise due to the existence of the other owners).

As it was mentioned before, affiliated liabilities shall be
transferred from current to long term liabilities in the scope of

Fig. 2: Composition of absolutely affiliated liabilities
Source: Developed by the author

Fig. 3: Composition of conditionally affiliated liabilities
Source: Developed by the author
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assessment of financial and economic results or defining of
financial condition of the enterprise. Conditionally affiliated lia-
bilities are current liabilities by essence and they shall be relat-
ed to this group.

Thus, corrected formula for defining of long-term liabilities is
as follows:

where L 4 ... — absolutely affiliated liabilities of the compa-
ny, UAH.

In its turn, as it was noted before, current liabilities of the
enterprise shall be increased by amount of domestic payables
and reduced by amount of absolutely affiliated liabilities.

Thus, corrected formula of the company’s current liabilities
calculation is following:

where L, ... —amount of current liabilities of the company
in accordance with data of the company’s balance, UAH;
Loy ag; — @djusted amount of current liabilities of the company,
UAH; L, snor i~ 0alance of short-term domestic payables by i

item of spending plan for the moment of assessment, UAH.

It is important to have respect to the fact that when defining
probability of bankruptcy, affiliated liabilities of both kinds shall
be excluded from the general liabilities of the company,
because it is provided that bankruptcy process will not be initi-
ated by the owners of the enterprise not depending on their part
in statutory fund. Thus, component X, indicating ratio of assets
value and total amount of liabilities shall be adjusted in Altman’s
Z-account formula: last figure shall be reduced, due to our
approach, by the amount of affiliated liabilities of the first and
second types. Formula for calculation of X, is as follows:

where TA - total assets of the enterprise, UAH; Lz .o,
L4 cong. — @mount of absolutely and conditionally affiliated liabi-

lities of the company, UAH.

After adjustment of given component of Altman’s Z-account,
its values will be improved and bankruptcy probability will be
correspondingly reduced.

Conclusion. The methodology of the mining and benefici-
ation enterprise liabilities correcting has been developed in the
undertaken research that will allow increasing of its financial
and economic results defining and financial condition assess-
ment preciseness. For this reason, it is important within the
analysis to use the corrected values of long-term and short-
term liabilities considering internal indebtedness, liabilities
reserve by guarantees, and affiliated liabilities. The adjusted val-
ues of long- and short-term liabilities shall be used in calcula-
tion of financial ratios for assessment of financial condition.

It shall be noted that mining and beneficiation enterprises
had cases of bankruptcy initiation by affiliate companies in
2005-2006. Formula of Altman’s Z-account cannot be used for
defining of bankruptcy possibility when bankruptcy initiative
belongs to affiliates. Thus, the prospect of further research lies
in matching or development of an adequate bankruptcy proba-
bility indicator.

Along with that, one of the peculiarities of Ukrainian mining
and beneficiation enterprises operating in the conditions of ver-
tically integrated structures is that the essential part of their
goods is consumed by metallurgical enterprises of the same
structures and receivables for goods dispatched are intra group
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almost in full volume. In the balance, all receivables are con-
sidered as current, though, in fact, they shall be differentiated as
long-term and short-term (current) receivables. It is also an
important direction for the further research.

References

1. Van Horne, J. C. (2003). Fundamentals of financial management. Moscow,
Russia: Finance and Statistics (in Russ.).

2. Walsh, C. (2001). Key management ratios: how to analyze, compare and
control the figures that drive company value. Moscow, Russia: Delo
(in Russ.).

3. Savitskaya, G. V. (2001). Analysis of enterprise economic activity. Minsk,
Belarus: Novoe Znanie Ltd (in Russ.).

4. Komirnoy, V. A., Kozachenko, S. V., Vilkul, A. Yu., Nusinova, E. V., &
Nusinov, V. Ya. (2001). Economy and management of industrial enterprises,
which are functioning in the conditions of crisis. Dnipropetrovsk: Science and
Education (in Russ.).

5. Kruhla, N. M. (2005). Economic results of mining and beneficiation com-
panies’ activity evaluation (Thesis of dis. to obtain the degree of PhD). Kryvyi
Rih, Ukraine (in Ukr.).

6. Nysinova Q. V. (2012). Evaluation basics of enterprises economic security:
theoretical and practical aspects. Kyiv: PanTot (in Ukr.).

7 Turylo, A. M., & Nusinova Ya. V. (2007). Modern approach to the activity
effectiveness evaluation considering the corporate management special
aspects. Ekonomika: problemy teorii ta praktyky (Economics: Problems of
Theory and Practice), 2(228), 412-423 (in Ukr.).

8. The Verkhovna Rada of Ukraine (2008). On Joint Stock Companies (Law
of Ukraine). Retrieved from http://zakon.nau.ua (in Ukr.).

9. Zhovna, O. M. (2010). Economic results evaluation of mining and benefi-
ciation companies’ activity considering costs saving (Thesis of dis. to obtain
the degree of PhD). Kryvyi Rih, Ukraine (in Ukr.).

Received 11.10.2013

ECONOMICS AND MANAGEMENT OF ENTERPRISES

References (in language original)

1. Ban XopH k. K. OcHoBbl ynpaBnexua douHaHcamm / k. K. BaH XopH ;
nep. ¢ aHrn. — M. : ®uHaHcbl 1 ctatncTmka, 2003. — 800 c.: un. — (Cepua no
6yxranTepckomy yyeTy u ayauTy).

2. Yonuw K. KntoyeBble nokasaTenu MeHeaXMeHTa: Kak aHanuavpoBaTb,
CpaBHMBAaTb U KOHTPONMPOBATL AaHHbIE, OnpeaenAtowmne CTOMMOCTb KOM-
navum / K. Yonuw ; nep. ¢ aHrn. - 2-e usg. — M. : fleno, 2001. - 360 c.

3. CaBuukan . B. AHann3 xo3ANCTBEHHOW AeATENbHOCTU NpeanpuaTus /
I'. B. CaBuukan — 5-e n3a. — MuHck : HoBoe 3HaHue, 2001. — 688 c.

4. KosayeHko C. B. OKOHOMMKA W MEHEAXMEHT NMPOMbILWMNEHHbIX Npea-
NpUATUIA, (YHKLIMOHMPYIOLWMX B YCnoBuAX kpuauca / B. A. KomupHon,

C. B. KosaueHko, A. 10. Bunkyn, E. B. HycuHoBa, B. A. HycuHoB. — IHenpo-
neTpoBck : Hayka n obpasosanue, 2001. — 332 c.

5. Kpyrna H. M. OuiHka eKOHOMiYHVX pe3ynbTaTiB AiANBHOCTI FipHUYO-
36aradyBanbHVX NiANPUEMCTB : aBToped. AWC. ...KaH[. eKOH. HayK : cnedl.
08.06.01 «EkoHomika, opraHisauia i ynpaeniHHA nignpuemctesamu» / H. M.
Kpyrna. — Kpusun Pir, 2005. - 19 c.

6. HyciHoBa O. B. OCHOBM OLIHKM €KOHOMIi4HOi 6e3mneku nianpueMcTB:
TeopeTuUyHi Ta NpaKTW4Hi acnekTn : moHorpadia / O. B. HyciHoBa - K. :
MaHToT, 2012. — 412 c.

7. Typuno A. M. CyuacHi niaxoam [0 OLiHKW pe3ynbTaTUBHOCTI AiANbHOCTI 3
ypaxyBaHHAM 0COBNMBOCTEN KOPNopaTMBHOro ynpasniHHA / A. M. Typwuno,
A. B. HyciHoBa // EkoHoMika: npobnemu Teopii Ta NpakTukuM : 36. HayK.
npaub. — Bun. 228, T. 2. — AHinponeTpoBcbk : AHY, 2007. - C. 412-423.

8. MNpo akuioHepHi ToBapucTBa : 3akoH YkpaiHu Big 17 BepecHA 2008 poky
Ne 514-VI| i3 3miHamu Ta [AOMOBHEHHAMW [ENEKTPOHHMIA pecypc]. — Pexim
poctyny : http:/zakon.nau.ua

9. XosHa O. M. OuiHKka EKOHOMIYHWUX pe3ynbTaTiB AiANLHOCTI FipHUYO-
36aradvyBanbHuUX KOMbIHaTIB 3 ypaxyBaHHAM eKOHOMIi BUTpaT : aBToped.
OMC. ...KaHA. eKOH. HayK : cneu. 08.00.04 «EkoHOMika Ta ynpaeniHHA
nignpuemcTBamm (3a BUAaMM €KOHOMIYHOI aianbHocTi)» / O. M. DKoBHa. —
Kpwusuia Pir, 2010. - 23 c.

Crarra Hagiviwna o pegaxuii 11.10.2013

Dear Sirs, we offer You to publish Your articles in
The Economic Annals-XXI Journal!

Let us introduce You the leading Ukrainian Research Journal The Economic Annals-XXI.
The Journal was founded in 1996 by Institute of Society Transformation (Director — Dr. Oleh Soskin).

The Economic Annals-XXI Journal is recognized in Ukraine and abroad research edition. Research articles of leading
Ukrainian, Russian, Polish and other foreign scientists, postgraduate students and doctorates,
heads of state and local authorities, materials of research conferences and seminars,
reviews on research monographs, etc. are regularly published in this Journal.

The Economic Annals-XXI Journal is included into international indexation databases:

1) SciVerse Scopus, The Netherlands;
2) Index Copernicus, Poland;

3) Ulrich's Periodicals Directory, Great Britain, the USA;

4) EBSCOhost, the USA,;

5) Central and Eastern European Online Library (C.E.E.O.L.), Germany;

6) Russian Index of Science Citation (RISC), Russia.

Your research articles on economic and political issues could be published in The Economic Annals-XXI
Journal in Ukrainian, Russian, English or Polish languages.

Detailed information about the Journal, Editorial Board and also Requirements to the research articles
You could find at our web-site:
http:/ /soskin.info/en/material /1/about-journal.html (in English)

If You have any questions, please, don't hesitate to contact
Dr Antonina Matviychuk, Editor-in-Chief of The Economic Annals-XXI Journal,
Executive Director of Institute of Society Transformation
via e-mail: antonina_matviychuk@i.ua

11-12(1)’2013

ECONOMIC ANNALS-XXI

61





