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Definition of strategy of the enterprise on the basis of data of the financial analysis and an estimation of life cycle of the enterprise

The article is turned to economists, financial managers, heads of the enterprises and other experts. It opens the approach maintenance to definition of strategy of the enterprise by means of an estimation of life cycle according to the financial analysis. Concrete steps of realization of analytical procedures – as according to the financial analysis are presented, to define life cycle of the enterprise and to develop the general strategy of the enterprise. 
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 During carrying out of the financial analysis the financial manager does the analytical conclusion where specifies the actions which are necessary for carrying out to a management for improvement of a financial condition of the enterprise. However, frequently the given decisions are directed on operative «darning of the holes»: to cut down expenses on that, on it … to increase sales of a product And the product etc. – and in itself are separated, are not united by the general strategy of the company. Undoubtedly, in the short-term prospect, the specified actions will benefit. And as it often happens, the company manages to solve a current problem: for example, as in the distributor companies on reduction of transport-forwarding expenses as a result of transition from the centralized deliveries to direct deliveries from suppliers in branches. But in a year it can already appear so, that the undertaken attempts have eliminated only external display of a problem: Have changed financial indicators to the best, in our example, this reduction of expenses and increase in operational profit of the distributor, – but not the reason which has caused deterioration of a financial condition – somehow loss of competitive advantages as a result of occurrence of new competitors in the market. It turns out, that, having thrown all forces on the decision of current problems in a pursuit of high indicators of profit, the management has lost track of the most important strategic problems – as deduction of competitive position in the market. 
Thus, it is necessary, that recommended decisions of the financial manager have been united with strategy of the company which should be considered and affirm on council with higher company management. It will allow to approach in a complex to the question decision, instead of convulsive «darning of the holes» – operating with a post factum.
Proceeding from it, the author carrying out of simple analytical procedures according to the financial analysis, which is offered. 
1) Allow to define the life cycle of the enterprise and
2) To develop the general strategy of the enterprise which can be added further by basic decisions of adjacent experts: businessmen, production workers etc. 
1) Estimation of life cycle of the enterprise. The commercial enterprise passes through phases of the again and again arising cycle, realizing production in the market or in большем or smaller quantity which serves for satisfaction of arising and disappearing requirements and possibilities of buyers under the influence of factors of environment. The picture gives representation about enterprise life cycles. 
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Pic. 1. Phase and the periods of life cycle of the enterprise: F0 - the Interval (0 ÷ t1) - the beginning of manufacture of the goods (or groups of the goods); F1 - the Interval (t1 ÷ t3) - growth of manufacture and sales; F2 - the Interval (t3 ÷ t4) - stagnation of manufacture and sales; FZ - the Interval (t4 ÷ t6) - crisis of sales
Table 1
System of indicators
	Designation
	The characteristic

	Х1
	Profit to a deduction of taxes and percent on loans and credits. The choice of the given indicator, instead of net profit, is caused by necessity to provide uniform dimension between the sum of means of profit with the sum дебиторской debts and the rests of circulating assets on accounts and in enterprise cash desk.

	Х2
	Short-term дебиторская debts and money resources on enterprise accounts. The debitorskiy debts show possible additional sources of formation of the net profit. Money resources on accounts after разнесения them under balance articles also are used for net profit formation.

	Аm
	The amortization sums on the basic means. The sums of amortization are a part of the net profit without changes, however them consider in indicators for the gain account (or recession) the sums of all possible means forming subsequently the net profit.

	Х3
	The labor productivity of the average worker expressed as private from division of a gain (or receipts) the enterprises on average number of the personnel. The given parameter is the animator of the money resources directed on formation of the net profit, and in it the information on the increase tendency (or decrease) variables and constant expenses of the enterprise is put in pawn.


In the presence of the given indicators there is a possibility to trace three phases of life cycle of the enterprise:
1. Growth, when current value of the indicator on t +1 – m the period more than its average value for previous, t - й the period: 
(Xt+1 - Хt)> 0, where: Хt = Х3t / Х3t-1 * (Х1t + Х2t + Аmt).
2. Stagnation when current value of the indicator practically does not differ from its value for the previous accounting periods.
(Xt+1 - Хt) ≈ 0.
3. Crisis, when current value of the indicator less than its value for the previous accounting periods: 
(Xt+1-Хt) <0.   
Data for calculation of indicators it is necessary to take from retrospective data accounting and (or) the administrative reporting (table 2). 
In it is offered to a technique it is required to finish one moment: in practice a sign ≈ 0 (approach to zero) that is to receive absolutely identical values for indicator Ht periods not probably.
Table 2
Initial data on enterprise ХХХ
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Number of year  - 2003 2004 2005 2006 2007 2008 2009

Profit to a deduction of taxes and percent on loans and credits Х1 197 450 799 1564 3652 2308

Short-term дебиторская debts and money resources on enterprise accounts

Х2 1313 2189 1680 4705 5500 8742

The amortisation sums on the basic means Аm 0 0 0 0 0 0

The labour productivity of the average worker expressed as private from 

division of a gain (or receipts) the enterprises on average number of the 

personnel 

Х3 251 253 790 1 020 1 672 2 563 2 562

Gain- 4 017 4 049 12 644 16 323 26 749 41 012 40 989

Average number of the personnel- 16 16 16 16 16 16 16


Proceeding from it at static calculations we always receive result or "GROWTH" or "CRISIS" even at insignificant ростах or indicator Ht decrease. Such growth or decrease can be very small or not considerable and in the direct image to specify in STAGNATION. 
Table 3
Definition of a phase of life cycle
[image: image3.emf]Parametre and Condition Cycle phase t - й the period t +1 й the periodt +2 й the periodt +3 й the periodt +4 й the periodt +5 й the period

Number of year  - 2004 2005 2006 2007 2008 2009

Индикатор:Хt = Х3t / Х3t-1 * (Х1t + Х2t + Аmt).  - 1 522 8 241 3 200 10 273 14 032 11 044

The indicator: (Xt+1 - Хt)    -  - 1 522 6 719 -5 041 7 073 3 759 -2 988

Approach to zero in limits _ % from Xt  -

0,08

0 122 659 256 822 1 123

1. Growth, when current value of the indicator on t +1 - m the period more 

than its average value for previous, t - й the period: (Xt+1 - Хt)> 0

GROWTH  - Yes Yes No Yes Yes No

2. Stagnation when current value of the indicator practically does not differ 

from its value for the previous accounting periods. (Xt+1 - Хt) ≈ 0.

STAGNATION  - No No No No No No

3. Crisis, when current value of the indicator less than its value for the 

previous accounting periods: (Xt+1-Хt) <0

CRISIS  - No No Yes No No Yes

ЖЦП the enterprises for initial data -  - GROWTH GROWTH CRISIS GROWTH GROWTH CRISIS


[image: image4.emf]DYNAMICS: the Indicator of Life cycle of the Enterprise: Хt = Х3t / Х3t-1 * (Х1t + Х2t + Аmt).
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Pic. 2. Dynamics of the indicator of life cycle of the enterprise
Therefore in the Table «Definition of a phase of life cycle» the concept «Approach to zero in limits _ % from Xt» is entered. It means, that, if the indicator (Xt+1 – Хt) is in limits х %* Xt> (Xt+1 - Хt)> х %* Xt it means ≈ 0 (it is approached to zero). The parameter х % is established independently and means percent of a maximum deviation from initial parametre Хt. In this case under parameter х % it is recommended to use an inflation indicator for the period. Further it is necessary it will be defined with strategy and the purposes. In table 3 calculation and an indicator estimation under the table of initial data on considered enterprise ХХХ is presented actually, and graphically its interpretation is presented in drawing 2.
The technique of statement of the purposes represents the table in which characteristics of extreme strategy depending on a stage of life cycle of the enterprise are given and possible purposes (table 4).
Table 4
Model of the purposes
	Stage Enterprise life cycle
	Strategy
	The characteristic
	The financial purposes

	GROWTH
	Growth strategy
	Products and services at the given stage possess essential potential of growth. To capitalize this potential, it is necessary to involve considerable resources for the purpose of development and advancement of new products and services; to construct and expand capacities; to invest in systems, an infrastructure and a distributive network; to create and develop client base.
	At this stage of development the monetary stream can have negative value, and profitability of investments - to be low (means or go on investment to non-material actives, or are capitalized for the internal purposes). Investments into the future development can exceed incomes which business receives from while the limited base of existing products, services and clients. The general financial purpose at this stage of development of business consists in percentage growth of the income and sales volumes in target segments.

	STAGNATION
	Strategy of deduction of positions
	High rates of growth of the market were replaced moderated, and the company has managed to occupy on it a certain niche. In this case raise profitability of the business the company business - of processes can both at the expense of improvement of work with clients, and at the expense of optimization. Investment projects, unlike long-term investments at the first stage of development of business, generally are directed on liquidation of "bottlenecks", expansion of capacities and constant perfection of business.
	The majority of the companies at the given stage of development the financial purposes connected with profitableness of business, such as put before themselves achievement of profitability of the company, products and advancement channels.

	CRISIS
	"Harvesting" strategy
	At approach of a stage of stagnation or falling of the market the company first of all is interested or in sale of the business, or in reception of the maximum return from it. Last variant also is called as "harvesting strategy". In this case for maintenance of comprehensible indicators of profitability the company management should lower costs so, as far as possible.
	Key indicators are specific, direct and general costs, and also the period of a recoupment of new capital investments which should be the shortest.


By the results of definition of the stage of life cycle and a choice of strategy of the enterprise conclusions which together with the conclusion under the financial analysis in a complex allow to generate the company purpose, its strategy and actions which can be added by basic decisions of adjacent experts become and managers.
Results of an estimation of life cycle of the enterprise
For the analyzed period enterprise ХХХ (as well as any another) develops cyclically. However owing to that it concerns a small enterprise with average number in 16 persons and very strongly reacts to changes of the external market environment, these cycles short enough: Growth is replaced by Crisis, and such phase as Stagnation practically is not appreciable and is a transitive stage (in drawing it is schedule Peaks).На analysis date (the end of 2009) Enterprise ХХХ is in the "Crisis" stage. It is necessary to notice, that it is a stage does not concern an extreme stage of crisis when liquidation of the enterprise for the several reasons follows: (1) Indicator Ht in 2009 has not reached level Хt per 2004 – a minimum level that can say about safety factor of the enterprise and that is the next phase of crisis in development of the organization which by the way have coincided with world financial and economic crisis 2008-2009 Recurrence of development of the organization – 3 years on the basis of comparison of phases of Crisis; (2) Parameter of net profit in balance of the enterprise is much more 0.
Considering a stage of life cycle of the enterprise it is necessary to designate its target reference points and strategy:
1) At the given stage Strategy of "harvesting" for transition in the "Growth" Phase should prevail. 
2) For maintenance of comprehensible indicators of profitability it is necessary to lower costs so, as far as possible.
3) Key indicators (influence and estimation factors) are specific, direct and general costs, and also the period of a recoupment of new capital investments which should be the shortest. 
The given strategic conclusions should be added by conclusions and recommendations of the financial manager by results of the financial analysis. Further the analytical note should be left to the top management of the company and the statement of strategic initiatives.
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� *Units of measurements of indicators Х1, Х2, Аm, Х3 - should be identical


*In the painted over cells of value Х1, Х2, Аm are not brought - are not obligatory (do not participate in calculations)





